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This report updates the Executive on the draft Actuarial Valuation results as at 31 March 2004 in respect of the City Council. The information provided by the County Council is attached at Appendix A for consideration. The financial implications arising from the valuation, set out within the report, needs to be considered and approved as part of the 2005/06-budget cycle. 

Recommendations:

It is recommended that the Executive

(i) Note the information received from the County Council; 

(ii) Approve the preferred option to fund the pension fund deficit over a 20-year period at a fixed rate of 15.9% with no phasing.

(iii) Note that the increased recurring cost of £600,000 per annum will be met in part from the £1m Reserve set aside as part of the 2004/05 budget process and the call on this reserve over the three year period will be £831,000.
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DRAFT PENSION FUND VALUATION 

1. BACKGROUND INFORMATION AND OPTIONS

1.1
The City Council participates in the Local Government Pension Scheme as administered by Cumbria County Council. This is a funded scheme which means that both the Council and employees, who are members of the scheme, pay contributions into a fund independent of the Authority’s own assets. The employers contribution rate is determined by the Fund’s Actuary based upon a triennial actuarial valuation. 

1.2 The Pension Fund is subject to a revaluation every three years and the results of the draft actuarial valuation as at 31 March 2004 has recently been received from the Fund’s Actuary that will apply for the three year period commencing 1 April 2005. The information provided by the Actuary is detailed at Appendix A.  

1.3 A range of options has been provided with rates fixed for the period of the triennial valuation as well as an option to phase in the rate of contribution over the 3 year period. The phased contribution rates have only been given for the 25 year recovery period. The options are summarised below.


2005/06

%
2006/07

%
2007/08

%
Annual Impact

£
Para

Fixed Rate

· 15 yr

· 20 yr

· 25 yr
17.5%

15.9%

14.9%
17.5%

15.9%

14.9%
17.5%

15.9%

14.9%
780,497

596,851

482,072
1.4

1.5

1.6

Phased Rate

· 25 yr
12.1%
13.5%
14.9%

1.7

1.4
Fifteen years is the period over which the current contribution rate is recovered. However Members will recall that advice has been given from the Government who have urged Council’s to limit the impact of any increases on the Council Taxpayer. It is concluded that at an annual increase of £780,497 is unaffordable.

1.5
Twenty years is the preferred option of the County Council as administering authority. For the City Council the cost of this option can be contained within the current budget projections together with a contribution from the £1m reserve established for this purpose over the three year period as detailed in paragraph 1.8. This is the recommended option.
1.6
Twenty five years would decrease the annual increase by £115,000 per annum over the twenty year option. However it is considered that the recovery period is too long and there will be a negative impact on the next three year valuation i.e. it may (depending on future stock market projections), be storing up problems for the future.

1.7
Phasing of the rates is also available and the phasing figures for a 25 year period have been given. However it is beneficial to pay the maximum to the fund that the Council can afford which should assist future valuations and therefore this is not recommended.

1.8
Provision has already been made in the current three year projections presented as part of the Executives draft budget issued on 20th December for a certain assumption on pension increases. The additional financial implications over and above that already presented is summarised in the table below. 

                          CUMBRIA LOCAL GOVERNMENT PENSION SCHEME

                                         2004 Valuation Contribution Rates


2005/06

£
2006/07

£
2007/08

£

Current Rate 10.7%
1,228
1,228
1,228

Proposed 15.9% 
1,825
1,825
1,825

Additional Cost
597
597
597

Current Budget Provision 
160
320
480

Further amount to be taken from Reserves
437
277
117



1.9
From 2008/09 the Council will need to be fully meet the cost of the increased cost from base budgets. The increased cost will place a significant burden on the Council in meeting the increased recurring cost and this pressure has already been built into the Executives draft budget as issued on 20th December.

2. CONSULTATION

2.1 Consultation to Date – The Corporate Resources Overview and Scrutiny Committee on 13th January 2005 was verbally updated on the proposed recommendation.

3. RECOMMENDATIONS


It is recommended that the Executive

(i) Note the information received from the County Council; 

(ii) Approve the preferred option to fund the pension fund deficit over a 20-year period at a fixed rate of 15.9% with no phasing.

(iii) Note that the increased recurring cost of £600,000 per annum will be met in part from the £1m Reserve set aside as part of the 2004/05 budget process and the call on this reserve over the three year period will be £831,000.

4. REASONS FOR RECOMMENDATIONS

To ensure that the Pension Fund is adequately funded.

5. IMPLICATIONS

· Staffing/Resources – 

· Financial – As set out in the report.

· Legal – None

· Corporate – None

· Risk Management – The 20 year recovery period is considered to be a manageable risk period.

· Equality Issues – None

· Environmental – None

· Crime and Disorder – None

· Impact on Customers – None
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