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1.0 EXECUTIVE SUMMARY 

1.1. This report informs Members of a consultation published on 7 October 2011 
by the Department for Communities and Local Government (DCLG) 
proposing options to change the Local Government Pension Scheme 
(LGPS) in order to deliver £900m savings by April 2015 .A copy of the 
consultation document is attached at Appendix 1. The closing date for 
responses is 6 January 2012. 

 
2.0 RECOMMENDATION 
 
2.1 That Members note the report. 
 
3.0 REASON FOR RECOMMENDATION 
 
3.1 There is a requirement for Members of the Pensions Committee to be kept 

up to date with legislative developments to carry out their decision making 
role in order to enable them to make informed decisions. 

 
4.0 BACKGROUND AND KEY ISSUES 

4.1 Members previously considered the expected timeframe and parameters for 
implementation of short term reform on 19 September 2011 (Minute 38 
refers). 

 
4.2 The consultation focuses on the HM Treasury previously identified need for 

the LGPS to deliver savings of £900m over a three year period.  
Commencing from April 2012, the measures will be completed in time for 
the introduction of a reformed LGPS as recommended by Lord Hutton of 
Furness. 

 
4.3 The priority for reform is to protect the high proportion of low paid part-time 

members, ensuring contribution increases are progressive so that high 
earners pay proportionally more, reflecting their more generous pensions at 
retirement. 



 

 
4.4 The Government acknowledges that unlike the unfunded public sector 

schemes there is scope to consider alternative measures of securing the 
required savings, rather than merely increasing employee contribution 
tariffs. 

 
4.5 Any alternative measure must still maintain the previously identified 

protections for the lowest paid: 
 

• No increase to member contributions for those earning less than £15,000; 
• An increase limited to 1.5% of pay for those earning up to £21,000; 
• Increases for high earners no more than 6% of gross pay. 

 
4.6 Two distinct options have been put forward for consideration by DCLG:   
 

Option 1 
• An increase in the employees’ contribution tariff from April 2012 of 

1.5 per cent of pensionable pay to raise £450m 
 
• Changes to the accrual rate from 60th to 64th  in 2013/14 and to 65th 

in 2014/15 to raise an additional £450m 
 

Option 2 
• An increase in the employees’ contribution tariff from April 2012 of 1 

per cent of pensionable pay to raise £300m 
 

• Changes to the accrual rate from 60th to 67th  in 2014/15 to raise an 
additional £600m  

 

4.7 In support of the two options, DCLG has issued proposed amendments to 
the existing tiered member contribution rates. In addition to increasing the 
rates DCLG has also introduced a further four salary bands above £43,300 
per annum. 
 
Option 1 

 Proposed phased contribution increases equivalent to 1.5 per cent of the 
total LGPS national payroll 

 
Salary Band  Current  2012/13  2013/14  2014/15  

£0 - £12,900  5.5%  5.5%  5.5%  5.5%  
£12,901- £15,100  5.8%  5.8% 5.8%  5.8%  
£15,101- £19,400  5.9%  5.9%  6.0% 6.0%       (0.1%)  
£19,401- £21,000  6.5%  6.7%  7.2%  7.7%       (1.2%)  
£21,001- £32,400  6.5%  7.2%  8.0%  8.3%       (1.8%)  
£32,401- £43,300  6.8%  7.5%  8.3%  8.7%       (1.9%)  
£43,301- £60,000  7.2%  8.2% 8.7%  9.0%       (1.8%)  
£60,001- £81,100  7.2%  8.7% 9.2%  10.0%     (2.8%)  
£81,101- £100,000  7.5%  9.0% 9.8%  11.0%     (3.5%)  
£100,001- £150,000  7.5%  9.5% 11.0%  12.0%     (4.5%)  
£150,001 +  7.5%  10.0%  12.0%  12.5%     (5.0%)  

 



 

 
Option 2  
Proposed phased contribution increases equivalent to 1 per cent of the total 
LGPS national payroll 

 
Salary Band Current  2012/13  2013/14  2014/15  

£0 - £12,900  5.5%  5.5%  5.5% 5.5%  
£12,901- £15,100 5.8%  5.8%   5.8% 5.8%  
£15,101- £19,400 5.9%  5.9%  6.0% 6.0%       (0.1%)  
£19,401- £21,000 6.5%  6.5%  6.8% 6.8%       (0.3%)  
£21,001- £32,400 6.5%  6.8%  7.2% 7.5%       (1.0%)  
£32,401- £43,300 6.8%  7.1%  7.8% 8.2%       (1.4%)  
£43,301- £60,000 7.2%  7.8%  8.4% 8.8%       (1.6%)  
£60,001- £81,100 7.2%  8.7%  8.8% 9.5%       (2.3%)  
£81,101- £100,000  7.5%  9.0%  9.8% 10.5%     (3.0%)  
£100,001- £150,000 7.5%  9.3%  10.8% 11.5%     (4.0%)  
£150,001 +  7.5%  9.5%  11.8% 12.5%     (5.0%)  

 
4.8 The proposed contribution increases have been calculated by the 

Government Actuary Department (GAD) based on national salary data.  
This compares to MPF as below: 

 
Salary Band % of membership 

 National Average MPF  

£0 - £12,900  8.67% 16.54% 
£12,901- £15,100 10.61% 11.60% 
£15,101- £19,400 25.20% 21.49% 
£19,401- £21,000 7.47% 6.11% 
£21,001- £32,400 31.34% 31.81% 
£32,401- £43,300 11.16% 8.77% 
£43,301- £60,000 4.18% 2.69% 
£60,001- £81,100 0.91% 0.64% 
£81,101- £100,000  0.25% 0.16% 
£100,001- £150,000 0.16% 0.15% 
£150,001 +  0.05% 0.04% 

 
 
4.9 The consultation paper does indicate a third proposal, suggesting that the 

LGPS normal retirement age is aligned with the national State Pension 
Age. The DCLG indicates that this would deliver annual savings in the 
region of £330m. 

 
4.10  As previously reported the Local Government Group (LGG) has been in 

ongoing discussions with the trade unions.   However, it has not, so far, 
been possible to reach agreement on a joint proposal. Therefore LGG 
wrote to the Secretary of State on 21 September 2011 (copy letter 
attached at Appendix 2) setting out proposals to achieve the equivalent 
3.2 per cent savings. 



 

 
4.11 The key elements of the LGG proposal are: 
 

• no increase in employee contributions for staff with full-time 
equivalent earnings of less than £15,000, a moderate increase for 
those earning between £15,000 and £21,000 of 1.5 per cent and an 
increase of between 2 per cent and 2.5 per cent for those earning 
over £21,000  

 
• choice for employees, by giving those with full-time equivalent 

earnings of £15,000 or more who feel they cannot afford an increase 
in contributions the option of taking a reduced pension accrual rate 
instead for future service from April 2014. Any employees with full-
time equivalent earnings of less than £15,000 who may be finding it 
difficult to meet the current level of contribution would have the option 
of taking a reduction in their contribution rate but would, as a result, 
have a reduced pension accrual rate for future service from April 
2014  

 
• raising the normal pension age from 65 to 66 for benefits built up 

from April 2014. Benefits built up prior to then would retain a normal 
pension age of 65  

 
4.12 MPF has previously consulted with the membership, most recently in 

response to the interim Hutton report in 2010.  The responses received as 
part of that consultation support the continued view that the membership 
would support an alignment of Normal Retirement Age with State Pension 
Age, rather than a reduction in the LGPS accrual rate. 

 
4.13 MPF will be consulting again with the membership before responding 

formally to the consultation in January 2012. The response will take 
account of all available information and the considered opinion of the 
membership. 

 
4.14   As the consultation paper does indicate a third proposal, suggesting that 

the LGPS normal retirement age is aligned with the national State Pension 
Age.  MPF will present this to the membership as part of the consultation. 

 
4.15 The DCLG indicates that aligning normal retirement age would deliver 

annual savings in the region of £330m.  If this approach was adopted from 
April 2012 it would deliver all of the required savings in the three year 
timeframe.  

 
4.16 However, if there continues to be a political imperative to increase 

member contributions then a phased uniform 1 per cent increase above 
salary of £15,000 would be more acceptable and reduce the likelihood of 
opt-outs.  In this scenario, the change to normal retirement age for service 
would only need to come into operation for two years from April 2013, in 
order to meet all Government objectives. 



 

 
4.17  Members could still choose to retire from age 60 but would receive 

reduced pensions to take account of early payments. The demographics 
of the LGPS mean that 50% of membership receive low pay and may not 
be in a position to retire from employment before state pension age. 

 
4.18 HM Treasury has set the cost ceilings for the public sector schemes from 

April 2015. These are based on the adoption of the Hutton 
recommendation of a Career Average Pension Scheme: 

• NHS scheme should cost no more than 20.2% of salaries, with staff 
paying 9.5% 

• Civil service scheme should cost no more than 20.8% of salaries, 
with staff paying 5.6%.  

• Teachers' scheme should cost no more than 20.1% of salaries, with 
staff paying 9.6% 

• Local Government scheme should cost no more than 18.8% of 
salaries, with employees paying 8% 

4.19 Unfortunately, the Treasury announcement does not take into 
consideration the funded nature of the LGPS. The actual cost ceiling for 
the LGPS from April 2015 is dependant on the outcome of the current 
statutory consultation.  

 
4.20 The additional income saved from the scheme amendments will help to re-

balance the costs of pension provision between scheme members, 
employers and tax payers.  

 
4.21 This saving will be reflected in reductions to employer contributions as part 

of the statutory triennial valuation process. The current regulations do not 
allow a downward revision of employer contribution rates between inter-
valuation and appropriate amendments are required to enact any certified 
adjustment. 

 
5.0 RELEVANT RISKS 

5.1 If the outcome of the short term scheme reforms proves to be too costly for 
the individual members it will rapidly increase the number of members who 
will choose to opt out of the Scheme, as it will be reasoned as 
“unaffordable” or at worst, not worthwhile.  

 

5.2 The LGG proposal to offer individuals an option with regard to either an 
increase in contributions or reduction in accrual will lead to unnecessary 
complexity for members, employers and the effective administration of the 
Scheme.  The survival of the LGPS requires simplicity and transparency to 
reduce the risk of confusion to members, increasing opts out and poor take 
up. 

 
5.3 Employer costs would increase in any significant reduction of active 

membership due to the associated adverse impacts on Scheme maturity 
and funding. 

 



 

6.0 OTHER OPTIONS CONSIDERED 

6.1 Some administering authorities are considering an early response to the 
consultation, proposing that the LGPS should accelerate the adoption of a 
Career Average benefit package in advance of April 2015. 

 
6.2  Such major reform is likely to prove impracticable within the required 

timeframe for short-term savings.   
 
7.0 CONSULTATION  

7.1 MPF is planning to consult with members as to their preferred option to 
deliver the required savings.  This will be done by newsletter, website and 
an online survey. 

 
8.0 IMPLICATIONS FOR VOLUNTARY, COMMUNITY AND FAITH GROUPS 

8.1 MPF has forwarded the consultation document to all Scheme Employers 
who represent all sectors of the community. 

 
8.2 MPF will keep all Scheme Employers informed of responses to the 

consultation. 
 

9.0 RESOURCE IMPLICATIONS: FINANCIAL; IT; STAFFING; AND ASSETS  

9.1 The outcome of the Government response to consultation with stakeholders 
on the short term reform of the Pension Scheme including increases in 
employee contribution rates may have significant impacts on the Scheme, 
employers and members. 

 
9.2 Depending on the outcome of the reforms there will be increases in the 

resources required to deliver the relevant communications, administrative 
processes and changes to systems.  
  

9.3 In light of the corrosive publicity surrounding scheme reform it is necessary 
to conduct a significant communication exercise to promote the scheme as 
an excellent tax efficient, secure, and valuable source of deferred income to 
which employers contribute a substantial share of the cost.  

 
10.0 LEGAL IMPLICATIONS  

10.1 None arising from this report. 
 
11.0 EQUALITIES IMPLICATIONS 

11.1 The consultation document relates to statutory policy with due consideration 
already addressed by the DCLG with regard to equality.   

 
12.0 CARBON REDUCTION IMPLICATIONS  

12.1 None arising from this report. 
 
13.0 PLANNING AND COMMUNITY SAFETY IMPLICATIONS 

13.1 None arising from this report. 
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