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Employer Panel

20th January 2011 - Dexter House
	In attendance

Maureen Kelly – Local Government Ombudsman
Graham Patrick – Roehampton University
Bridget Omakobia – Lambeth College

Mark Sellis - Ealing, Hammersmith and West London College

Sheila Anderson – Goldsmiths College
Kevin Beerling - Prospects

Geoff Lee – London Probation Trust

Apologies
Geraldine Cross – University of the Arts London

Sean Brosnan – London Metropolitan University

	


LPFA’s Final submission to Hutton
Mike Allen welcomed the Panel and thanked them for their time.

He began by providing Panel members with a background to the Hutton Commission and went on to discuss the details of LPFA’s final submission to Lord Hutton.
LPFA’s submission took into account the views expressed by LPFA employers during a recent survey plus the need to ensure that the balance of risk is shared between employer and employee. LPFA were also keen to stress the difference between funded and unfunded schemes.
Mike added that within the submission, a number of new scheme design option were considered, two of these being:
· Low Cost structure designed primarily to reduce the burden on employers/tax payers
The Low Cost option is a base CARE DB scheme up to a pay cap of £26,000 (or national average salary) with a DC top up for pay above that figure. This would provide for an affordable scheme which transfers a significant element or risk to members. However the level of return, especially if members chose not to contribute sufficient amounts into the DC element, may not provide for an adequate income in retirement. The DC element of the scheme would affect a large proportion of active members (around 70% in the LPFA scheme for example) leaving them faced with the complexity of two structures. Although the costs of this option would be attractive to private and third sector providers it may not provide public sector employers with the ability to recruit and retain (R&R) high quality staff.

· Shared Risk structure which seeks to redress the balance of risk between employer and member 
The Shared Risk option has a CARE DB scheme capped to exclude high level pay (with provisions for local arrangements for high earners). It also makes use of an independent body (The Pensions Chamber) to regulate risk via variable pension age, contribution levels, indexation and in the last resort, accrual rates. This option addresses long term affordability and re-balance of risk whilst still offering members a very good chance of adequate income in retirement.
Although not completely straightforward to implement it should be no more difficult to explain than the cost sharing arrangements in the current scheme. There would be some R&R issues for high earners but private and third sector providers would benefit from the mitigation of risk.
Mike advised within the submission, LPFA recommended a shift to a Shared Risk structure consisting of a Career Average Revalued Earnings (CARE) Defined Benefit (DB) scheme, capped at pay of £75,000 with a mechanism to more effectively share the risk and cost between members and employers, as this would best meet the principles and objectives set out in the interim report.
Panel members agreed that the shared risk structure would be preferred as the suggested pay cap of £26,000 within the low cost structure would not be well received among members and would be cause additional strain on administration.
Mike went on to say that although Hutton’s final report is due out in March realistically any changes to the scheme would only likely to be implemented in 2013-14.

New Tax rules for 2011

Mike advised that documents issued by HM Treasury in October last year outlined their proposals for a new tax regime for pensions from April 2011.  The major changes being:

Allowance carried forward £36,458.91

· A reduction in the Annual Allowance (AA) to £ 50,000 from 1st April 2011

· A reduction in the Lifetime Allowance (LTA) to £ 1.5m from 1st April 2012

Annual Allowance
The calculation for seeing if the annual allowance has been exceeded the Pension Input Amount (PIA) is calculated and compared to the allowance.
The PIA is the increase in pension entitlement for the year x 16
The increase in pension entitlement is calculated by taking the total pension accrued at the end of the year and subtracted the pension at the end of the previous year increased by inflation. To exceed the limit the increase would have to be greater than £3,125. Also you will be allowed to bring forward any unused allowance for the last three years.
Those most at risk of exceeding the limit are high earners with long service who receive pay increases well above inflation during the year.
Lifetime Allowance
The allowance for the total pension pot is to be reduced from £1.8m to £1.5m from 2012. To hit the £1.5m limit would require an annual pension of around £75,000 at retirement.
Most members with long service already benefit from protected individual limits which will remain in place. Anyone with more than £1.5m but less than the £1.8m current limit on 1.4.2012 will also benefit from protection. 

Mike added that for the vast majority of scheme members these changes will have no effect, however for those who are high earners or who may have a significant increase in pay next year then there may be some impact.  He said that LPFA are currently working to identify those members likely to be affected by these changes, and will be contacting those members in the coming months.
Pensions Administration Strategy
James Wilday noted that all employers should now have received a letter detailing their current performance against the service level agreements as well as an indication of the potential charges they could incur based on our statistics to date.

He added that at this stage, the letters are for information only and he hoped that employers would use these notifications to identify areas where they may be falling down and work on improving these areas in the coming months. 

James advised that it is his intention to contact all employers in the coming weeks regarding how the charging process will work as well as sending up to date notification letters before April.
There was some concern from the Panel over charges for the late submission of joiner or leaver forms, as there is often a delay in communication between HR and payroll departments.  James noted this concern and said he will revisit the timescales, but would welcome any suggestions from the Panel on what more appropriate timescales may be.

James Wilday, Employer Liaison Executive

Tel: 020 7369 6028

Email: james.wilday@lpfa.org.uk
In closing, James added that a summary screen showing an employer’s performance against the SLA would be added to the ‘Yourfund’ website in the near future and that he would notify employers when it becomes available.

Valuation
Tony Williams advised that all employers should now be in receipt of a copy of their valuation results.  He went on to request that employers submit their agreement to the rates payable by the end of February, which will allow a month to liaise with the actuary and have the final valuation report ready by May.

He noted that the LPFA’s Funding Strategy Statement (FSS) had now been updated and agreed by Board and it contains information about how employer categories were derived.  The FSS can be downloaded from the LPFA website at: 

http://www.lpfa.org.uk/about/publications/publicpolicy/index.aspx 

Tony added that 25% of employers had already responded, and his team would be contacting all those they had not heard from to ensure the valuation results had been received.

He was hoping to include an update in the next edition of ‘Pensions Update’ and advised that there were still a few openings available for any employer wanting to meet to discuss their valuation results.
Tony mentioned that his team would also be sending out emails to all employers regarding their March FRS17 reports, asking for their specific requirements.  He also advised that he would be raising specific issues within the FRS17 report, including mortality rates, with the actuary and would feed back any response in future editions of ‘Pensions Update’.
Next Meeting:  22nd September 2011






