2011/12 ANNUAL REPORT
FOR MEMBERS OF THE
LPFA PENSION FUND
Introduction from LPFA’s Chief Executive, Mike Taylor:
This year’s annual report is a little different to previous years. We have decided to embrace our
environmental credentials and produce a summary report, with more information available on the
website - www.lpfa.org.uk. From 30th September 2012, the full Statement of Accounts, Investment
Report, Governance Report and a range of reports designed to allow fund members access to our
performance across all areas will be available.
We hope you find it useful and if you do not have internet access and would prefer a paper copy of any
of the reports mentioned, please do not hesitate to contact our Communications Team on
020 7369 6014.
Changes to the Local Government Pension Scheme (LGPS) - Find out what the new LGPS
could look like:
STOP PRESS: At the time of writing this report, we have an announcement on the future of the LGPS.
In June, the Unions and Government announced the outcome of their negotiations on the new LGPS
proposals which will take effect from 1st April 2014. The aim was to develop a set of proposals to
ensure that the LGPS continues to be sustainable into the future. The proposals will now undergo a
period of consultation with union members and scheme employers.
IMPORTANT: Pensioners should note that the changes in 2014 do not impact their pensions. Active
members should also note the proposed protections in place and that benefits built up to 2014 will
continue to be honoured.
This is only at the consultation stage and things may change, so please do not make any decisions on
your financial future just yet. We will continue to keep members informed.
The proposals outlined below are a positive outcome for members and the vast majority of members
will not be worse off under the proposals. Contributions continue to be linked to earnings with
higher earners contributing more. For lower paid workers there is flexibility to opt to paying lower
contributions but still retain some of the benefits you get through being a member of the LGPS.
Proposals - The key proposals are:
•

A move from final salary to a pension based on career average earnings. This still provides
members with certainty of benefits but they are based on average earnings over your career
rather than your final salary.

•

An accrual rate of 1/49th. This is the rate at which a pension is built up and the current rate
is 1/60th. There will be an annual revaluation of your previous years’ earnings in line with the
Consumer Price Index (CPI). This means that your pension is likely to be built up at a faster
rate than in the current scheme.

•

Pension age linked to your State Pension Age. Under current proposals this is set to rise to 68
by 2037.

•

Average employee contributions of 6.5% but with lower paid and part time workers paying less.
Full time workers earning greater than £43,000 will be paying a higher contribution rate but
please note the faster pension accrual or build up rate above.

•

An option for those concerned about the cost of joining or thinking of leaving the scheme, to
pay half their contributions and receive half their pension, while retaining other benefits.

•

Protection for current members. All service prior to 1st April 2014 is protected. Protected past
service will be based on final salary and current retirement age. There are also protections
envisaged for those within 10 years of retirement as at April 2012.

•

Pension benefits for active, deferred and pension members will increase in line with CPI.
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These are proposals only at this stage and are subject to consultation. Please review the LPFA website
where you may find the Frequently Asked Questions particularly useful - www.lpfa.org.uk. Each of the
proposals are also broken down in detail.
The LPFA Board has promoted changes to the LGPS to ensure the scheme’s long term affordability and
sustainability and promote its value for members. It welcomes these proposals and will assist members
in understanding the changes as they are confirmed.
Review of the Year:
It has been a mixed year for LPFA but we continue to prioritise the service we provide to members. As
usual, we have provided a review of the year and further details are available on the website.
Key themes in 2011-12:
•

Investments: Keep Calm and Carry On - we reviewed our investment strategy and felt it remained
appropriate. A cash injection is however required in the pensioner sub-fund but this does not
impact on our ability to pay pensions.

•

High performance administration - there was a pleasing reduction in the time it takes to complete
your enquiries and excellent performance statistics. We continue to put customers first.

•

Staff satisfaction - remains very high as evidenced by surveys but was slightly lower than
previous years.

•

System development - less paper, greater functionality. Our new systems are designed to reduce
the time it takes to answer your queries.

•

Resilience - protecting our stakeholders. LPFA was successfully accredited ISO 27001 (Information
Management) and ISO 14001 (Environmental Management) during 2011. Your data is held in the
utmost security.

•

LGPS Development - taking the lead. The Board campaigned for a sustainable scheme to balance
the costs of the employer with the need to keep the scheme affordable for you, the members. We
feel this has been achieved.

•

Controlling Costs - savings of £421k achieved.

•

Commercial Directorate - new contracts embedded but London Framework lost, resulting in the
loss of two commercial contracts. However, our business providing small scale assistance is faring
much better.
Mike Taylor
Chief Executive

FUND MEMBER FORUM 2012
Do you have any queries about your pension? Come and join us on the morning of Tuesday
4th September 2012 at our Annual Forum. Mike Taylor, the Chairman and the Executive
Team will be available for questions and the desks in the information centre will have direct
links to our systems.
If you have not yet registered and are interested in attending please contact Emily Sanders
on 020 7369 6014 or emily.sanders@lpfa.org.uk.
You can also register online:
www.surveymonkey.com/s/FundMemberForum2012
We look forward to seeing you there.
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Death Grant Nominations and Co-Habiting Partner Nominations:
Have you completed a nomination form?
One of the benefits you get from being in the Local Government Pension Scheme is that your loved
ones are entitled to benefits if you pass away. There are factsheets explaining the scenarios on our
website. In these cases LPFA has discretion over whom to pay any lump sums or pensions but it is vital
that you provide us with an updated statement of your wishes.
This is especially important for co-habiting partners since without this form we are unable to pay a
pension to your partner.
Please visit our website and complete a nomination form. It only takes a couple of minutes and could
protect your loved ones. LPFA retains complete discretion over which eligible beneficiary the benefit is
paid to, although full consideration will be taken of any wishes you express on the nomination form.

Performance Report:
Once again, a set of excellent results were returned for pensions administration on-time statistics. 99%
of cases were completed on-time. The results exceeded the London average by over 10%.
LPFA also monitors the time it takes to carry out the process, including externally caused delays. In
effect it is the journey in the eyes of the customer.
Great improvements have been made in this area with virtually all cases taking shorter time to
complete. Service Level Agreements have been established with employers to improve the flow of data
and this has had an excellent impact on processing times.
On-time performance
2009-10

2010-11

2011-12

Target

cases

% on
time

cases

% on
time

cases

% on
time

% on
time

Total top 10*

23,912

97.7

21,495

98.9

18,443

99%

95

Other case types

17,063

95

23,635

96.5

17,679

99%

95

3,872

100%

95

39,994

99%

95

Employer case
types
Total case types

New indicator for 2011-12
40,975

96.6

45,130

97.7

* Top 10 case types include: admissions, transfers in, transfers out, employer estimates, employee
estimates, retirement benefits, deferred benefits, refunds, deaths, correspondence.

Customer satisfaction has increased significantly during 2011-12 and exceeded the set target. A total
of 1,072 customer satisfaction surveys were issued for the LPFA fund, with 311 being returned and a
score of 97% satisfaction received. A renewed focus on customer service took place in 2011-12 and
2012-13 will see the introduction of the Institute of Customer Service accreditation. Unfortunately
there was an increase in complaints received during the year but from a very low base. This has
heightened our resolve to make improvements where we can.
Staffing and environmental performance indicators, plus a narrative on our key projects for 2011-12,
can be found in the Performance Report on our website - www.lpfa.org.uk.
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Satisfaction and Complaints
2009-10

2010-11

2011-12

Target

91%

90%

97%

93%

20

18

30

<25

0.05%

0.04%

0.09%

<0.06%

% of fund members satisfied
with overall service
Number of complaints
Number of complaints as a %
of the workload
Fund Membership

Deferred

				
					

2010-11

2011-12

Contributors			

18,446

17,115

Deferred			

27,108

27,684

Pensioners/Dependants		

34,271

34,650

Total Membership		

79,825

79,449

Contributors

Pensioners/Dependants

The total number of contributors (or members actively paying into the fund) is reducing. This maturing
profile means that is was important any scheme reform did not lead to further members opting out.
Investment Summary by Vanessa James:
The report available on the website from the 30th September 2012 covers both the active sub-fund and
the pensioner sub-fund. The pensioner sub-fund consists predominately of employers who no longer
have members making contributions to the scheme. The total value of the fund as at 31st March 2012
was £4.2bn.
The last year to March 2012
The markets in the year to March 2012 were very volatile again. Political uprisings in the Middle East
and a real fear that the eurozone was going to fragment caused huge swings in sentiment in the spring
and summer. Towards the end of 2011 concerns about economic growth in the US and China surfaced
causing the markets to tumble again. Nevertheless the belief remains that both a collapse in the global
financial system and an economic depression have been averted but a recession in Europe is expected.
The last year has been a mixed one for investment returns: global equities were flat whilst UK
government bonds were very strong. This pattern of returns combined with the continuing low level of
interest rates that are used to value the liabilities meant the estimated funding of the active sub-fund
fell to 82% from 85% and the pensioner sub-fund also fell marginally from 78% to 77% over the year
to the end of March. The figures are estimated as full liability valuations are only undertaken every
three years and the next is due in 2013.
The unprecedented shifts in values of assets and the volatility in investment markets that have
occurred since the credit crunch have prompted annual reviews of the investment strategy to ensure
that it remains fit for purpose. Our most recent strategy review took place in February 2012. In that
review we reconsidered our investment principles and beliefs that underpin our strategy. Our beliefs
have not fundamentally changed but we are being more explicit about them, hence there are more of
them. Our two investment principles remain unchanged:
Investment Principles
• Given the duration of our liabilities, we are responsible long term investors.
• We wish to encourage environmental, social and corporate governance best practice
in the companies in which we invest, as we believe this will deliver the best long
term returns.
4
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Active Sub-Fund
The active sub-fund returned only 2.2%.
Pensioner Sub-Fund
The good news continues for the assets of the pensioner sub-fund this year, outperforming the
benchmark by 1.7%, so meeting the targeted investment return.
Long Term Performance
In the Active sub-fund we need to generate over 8% per annum investment return to achieve a fully
funded position over the next 20 years, all other things being equal. Looking back over the last ten
years, returns have been closer to 4%, although the three year figure of 12.7% has been spectacular. In
the long term we do expect equities to deliver better returns
making our objective attainable.
The excellent performance from the Pensioner sub-fund over
the last three years has meant that we have exceeded our
benchmark expectations over both five and ten years. Here
the benchmark is driven by the liabilities so this means that
we are making some progress towards closing the funding
gap. We are closing the gap but not enough to make up for
the increasing longevity being experienced by fund members
which is why a recovery plan is being discussed.
Responsible Investment
Introduction
One of the LPFA’s five strategic objectives is to manage its
business processes ‘to produce an overall positive impact on
stakeholders and society’. From an investment perspective
this means taking account of environmental, social and
corporate governance (ESG) issues as we develop our
investment strategy and ownership activities.
This is a challenging but important task for long term
investors, not least because ESG issues can have a material
impact on long-term investment returns. The following quote
from Sir David Walker’s review of corporate governance in
the UK banking sector in 2009 is a reminder of why this
long-term perspective is important:
“Better governance will not guarantee that there will be
no repetition of the recent highly negative experience for
the economy and for society but will make a rerun of these
events materially less likely”.
The LPFA continues to believe that assessing ESG issues and
risks within the investment strategy is a prudent approach to
the way we manage the Fund’s assets. As a demonstration of
that commitment, in 2011 the LPFA published its statement
of compliance with the UK Stewardship Code and added
its name to the list of compliant pension funds on the
website of the Financial Reporting Council. This statement
brings together the LPFA’s existing Responsible Investment
(RI) activities to highlight how we are implementing our
responsibilities as a long-term investor. The statement is
updated yearly and is available for view on our website:
www.lpfa.org.uk.
The tables overleaf show the valuation and asset allocation
at the year end of both the active and pensioner sub-funds.
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Asset Allocations
The tables below show the valuation and asset allocation at the year end of both the active and pensioner
sub-funds.
Pensioner Sub-Fund at 31st March 2012

Active Sub-Fund at 31st March 2012

Fund Distribution		

£M

Fund Distribution		

£M

Global Equities			

1,571.8

Diversifying Assets		

342.8

Diversifying Assets			

Private Equity			

274.2

Liability Driven Investment

426.0

Cash		

Target Return		
Cash				

Pensioner Sub-fund Active

991.4
32.1
492.9
10

71.9

Total						
2,686.7

Total			

1,526.4

65%
58%

Total Scheme Assets at 31st March 2012
£4.2 Billion*
32%

16%

13%

10%

2%

3%

1%

*These are reconciled and unaudited figures. The 2011-2012 accounts are being audited and will be published by 30th September 2012

Statement of Accounts:
LPFA has three main accounts – an Operations Account, a Pension Fund Account and a Residual
Liabilities Account. Our Statement of Accounts 2011-12 will be available on the website and provides
more details on these, however a summary is outlined below:
Operational Accounts
The year end position is subject to change during the audit of the accounts, these figures will be
finalised by the 30th September 2012. and the Statement of Accounts will be available on our website
www.lpfa.org.uk. The LPFA continued to deliver pension administration contracts to five London
Authorities plus Hertfordshire County Council. The cost of administering contracts is recovered through
the amount charged for the service under each contract.
There was a small under spend of £89,000* in the overall net cost of activities for the year taking into
account the approved use of reserves. The funding of the expenditure on the operational account is
as follows: 64% by the pension fund, 5% by the levy, 27% by agency contracts and 4% is from other
charges.
2010-11 result

2011-12 budget

2011-12 result

Operational Expenses

8,562

9,664

9,654

Funded by pension fund

5,903

6,257

6,222

497

497

497

1,609

2,798

2,604

618

112

420

8,627

9,664

9,743*

Funded by residual
liabilities
Income from agency
contracts
Other income received/
reserves
Total

6
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2010-11

2011-12

£’000

£’000

Board Members

202*

153

Staff

5,158

6,308**

Premises

1,193

1,250

Information Technology

670

843

Supplies and Services

528

473

Other

811

627

Total

8,562

9,654

*

The fees payable to LPFA’s independent advisors were 		
previously included under the Board Members heading.
** The increase in staffing costs relates to additional
commercial contracts and income is received which more
than offsets these costs.

Pension Fund Accounts
The net assets of the pension fund have increased by £88m to £4,215m from £4,127m in 2010/11.
This £88m is made up from fund income (£248m) plus investment growth (£153m) less fund
expenditure (£313m).
Pension Fund contributions were below budget by approximately £17.4m reflecting a lower level
of transfers into the fund than anticipated. Benefits payable were £0.5m higher than budgeted.
Investment income was above budget by £3m.
Fund Income

Fund Expenditure

Benefits payable				
200,000

Transfers out and other payments

150,000

Administration expenses		
Investment management expenses		

100,000

Total 				
£’000

50,000

40,051
7,332
20,699
312,807

250,000

0

£000’s

200,000

Contributions receivable		
(180,212)

150,000

Transfers in			

(20,570)

100,000

(46,907)

50,000

Investment income
Total

£000’s
244,725

(247,689)

0

Please remember that if you change your address, become re-employed or change bank accounts,
you must write to inform us as soon as possible.

The LPFA does not accept any changes over the phone, via email or fax. All notification
of changes need to be sent in writing and signed by yourself, quoting either your pension
number or National Insurance number.
For a full glossary of industry terms please see our website www.lpfa.org.uk.
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Residual Liabilities:
LPFA is responsible for compensation payments in respect of former Greater London Council, ILEA
and London Residuary Body staff. These payments are not chargeable to the pension fund and are
recovered by a levy on London Boroughs.
Income and expenditure account £000’s
Greater London

Inner London

13,010

24,913

(10,318)

(13,065)

2,692

11,848

Cost of activities
Amount met from local taxation
(Surplus)/deficit

Combating Fraud
LPFA participates in numerous anti-fraud initiatives such as the National Fraud Initiative and life
certificate exercise. LPFA will go to great lengths to recover sums illegally claimed by members or
their relatives. This will involve police prosecution where necessary.
LPFA launches a new website for members
For Corporate information www.lpfa.org.uk
For Member information www.yourpension.org.uk
There is also a dedicated section of the websites for Scheme Reform 2014.
Olympics
If you are planning on visiting Dexter House or sending certificates to us during the Olympic period
(end of July to the beginning of September) please be aware that despite precautions taken, we may
suffer some disruption. Our offices are located near some of the major travel hubs so please check
the Transport for London website prior to leaving - www.tfl.gov.uk.

Which tax office deals
with my pension?
HMRC
PAYE
PO BOX 1970
Liverpool L751WX
Phone: 08453000627
Always quote your
National Insurance
number and tax office
reference
106/G2000

London Pensions Fund Authority		
Dexter House					
2 Royal Mint Court				
London EC3N 4LP					
						
Tel: 020 7369 6004 (Corporate enquiries)
020 7369 6118 (Active members)		
084 5303 0335 (Pensioners)
+4420 7369 6060 (calling from abroad)
www.lpfa.org.uk
Office Hours: 8.30am - 5.00 pm
Monday to Friday

This document is a summary Annual Report and Accounts 2011-12. From 30th September 2012, the following more
detailed documents will be available on the LPFA website: Annual Investment Report, Annual Governance Report,
Statement of Accounts, Performance Report.
In addition, LPFA has already published on our website www.lpfa.org.uk a Funding Strategy Statement, Statement
of Investment Principles and a Communications Policy Statement.
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