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The Director of Corporate Services
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Summary:

This report updates members on the draft Actuarial Valuation of the Cumbria CC pension fund as at 31 March 2007 in respect of the City Council. The financial implications arising from the valuation, as set out within the report, need to be considered and approved as part of the three year budget planning process.   Appendix A gives a summary of the present state of the pension fund based upon the most recent annual report, supplemented by more recent information received as part of the actuarial process. 

Questions for / input required from Scrutiny:

Members may wish to consider the appropriateness of remaining with the 20 year period for the recovery of the fund deficit and the use of the fixed three year contribution.

Recommendations:

It is recommended that members

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

(ii) Approves the preferred option to fund the pension fund deficit over a 20-year period at a fixed rate of 17.4% from 2008/09 to 2010/11.

(iii) Note that the recurring cost of £209,000 p.a. will be met from within the provision included in the Council’s approved budget and forward projections for this three year period.

Contact Officer:
David Steele
Ext:
7288

CITY OF CARLISLE

To:
The Chairman and Members of




CORP89/07


The Corporate Resources Overview & Scrutiny Committee


21 February 2008

DRAFT PENSION FUND VALUATION 

1. BACKGROUND INFORMATION AND OPTIONS

1.1
The City Council is an employing authority within the Local Government Pension Scheme (LGPS) as administered by Cumbria County Council (the administering authority). This is a funded scheme which means that both the Council and its employees, who are members of the scheme, pay contributions into a fund independent of the Authority’s own assets. The employer’s contribution rate is determined every three years following an actuarial valuation of the assets and liabilities of the fund.  Different rates will apply to different employers dependent upon the future pension liabilities that they will each have to accommodate. 

1.2 The Pension Fund is revalued every three years and the draft results of the actuarial valuation as at 31 March 2007 have recently been received from the Fund’s Actuary.  The new contribution results arising from the valuation will apply for the three year period commencing 1 April 2008. 

1.3 A range of options has been provided for the contribution rates.  Phased rates have been supplied for the period covered by the triennial valuation (2008/09 to 2010/11) as well as a choice of three recovery periods (15, 20 and 25 years).  A Fixed contribution rate has also been provided for the 20 year recovery period which is in line with the current arrangements. 

1.4 The budget made an assumption of a 1% increase in the employer’s contribution rate over each of the next three years.  In the event, the suggested increases are generally below this forecast with the phased rise over 20 years coming in at 2.3% over the next three years. The table below sets out the estimated cost of the various options and these are compared to the sums that have been set aside as contained in the budget resolution.  These amounts are £197,000 in 2008/09 rising to £591,000 in 2010/11.  It should be noted that these sums are all based upon the current level of payroll costs with no specific provision made either for any increases arising from job evaluation or through inflation or for any offsetting savings that might be generated by the vacancy management strategy. 


2008/09


2009/10


2010/11


Para

Phased Rate

15 Year

20 Year

25 Year
17.2%

16.7%

16.4 %
18.5%

17.4%

16.8%
19.7%

18.2%

17.3%
1.4

1.5

1.6

Annual Cost

15 Year

20 Year

25 Year
£

181,000

111,000

70,000
£

362,000 209,000

125,000
£

529,000

320,000

195,000
1.4

1.5

1.6

Fixed Rate

20 Year

Annual Cost
17.4%

£

209,000
17.4%

£

209,000
17.4%

£

209,000
1.5

Budget Provision
£

197,000
£

394,000
£

591,000


Variation (Cost)/Saving

15 Year Phased

20 Year Phased

25 Year Phased

20 Year Fixed
£

16,000

86,000

127,000

(12,000)
£

32,000

185,000

269,000

185,000
£

62,000

271,000

396,000

382,000


1.4
The current contribution rate is based on a recovery period of 20 years.  The table above indicates that switching to a 15 year recovery period would still be marginally affordable as compared to the sums that have been set aside.  This period is, however, quite short in actuarial terms and for this reason is not recommended.  

1.5 The 20 fixed option is the current policy of this authority.  The County Council also makes a contribution based on a 20 year recovery period in respect of its own employees.  It is recommended that the City Council retains its current policy of making a fixed rate contribution over three years rather than moving to a phased rate of increase over this period.  The overall costs over the three years are fairly similar although the fixed rate is marginally cheaper.  There are also advantages in retaining the fixed rate contribution in terms of budget stability i.e. the Council will not need to find additional year on year savings over the next three years as compared to the agreed budget provision in 2008/09. 

1.6
The 25 year option would clearly produce a greater level of saving at this stage than the 20 year projection as the cost is spread over a longer period.  There is also an argument that the actuarial exercise is based on a view of future liabilities over a 25 year period. Against that, there is a counter argument that this recovery period in itself is too long, especially given the fact that the 20 year period can be afforded.  There is also the issue of the inevitable element of uncertainty in making forward projections over such a long period of time.  Given the pressures that all pension funds are facing, pressures that for a variety of reasons are unlikely to ease in the foreseeable future, this longer option may simply be storing up more problems in the years ahead.

1.7
Provision has already been made in the current three year projections presented as part of the Executive’s draft budget issued on 20th December 2007 for certain assumptions on pension increases. The financial implications of continuing the current 20 years fixed contribution policy are summarised in the table below:

       CUMBRIA LOCAL GOVERNMENT PENSION SCHEME

2007 Valuation Contribution Rates (20 Year Fixed)


2008/09

£000’s
2009/10

£000’s
2010/11

£000’s

Current Rate 15.9%
2,212
2,212
2,212

Proposed Rate 17.4%  
2,421
2,421
2,421

Additional Cost
209
209
209

Current Budget Provision 
197
394
591

(Contribution to)/Call on Reserves
12
(185)
  (382)

1.8 From 2008/09 onwards, the Council will need to fully meet the increased cost from its base budgets. This cost will place a significant additional burden on the Council’s finances and this pressure has already been built into the Executive’s budget proposals as agreed by Council on 5 February 2008.  It should also be noted that the actuarial exercise has taken full account of the major changes to the LGPS that will come into force from 1 April 2008.  The change to a scheme of phased employee contribution rates, dependent upon salary, will affect almost every employee of the Council who will pay either more or less into the Fund from 1 April 2008.  As far as employers are concerned, the costs of the new LGPS are intended to be broadly neutral as compared to the existing arrangements though, inevitably, actuaries have had to make certain assumptions in making these assessments.

2. CONSULTATION

2.1 Consultation to Date – This report was considered by SPG on 31 January 2008.  The issue of the triennial review was also raised in various reports brought to members during the budget process but the results of the actuarial valuation were only received towards the end of January 2008 and for this reason could not be presented to the Executive until this meeting. 

3. RECOMMENDATIONS


It is recommended that the Executive

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

(ii)       Approves the preferred option to fund the pension fund deficit over a 20-year period 

at a fixed rate of 17.4% from 2008/09 to 2010/11;

(ii) Notes that the increased recurring cost of £209,000 p.a. will be met from within the provision included in the Council’s approved budget and forward projections for this three year period.

4. REASONS FOR RECOMMENDATIONS

To ensure that the Cumbria CC Pension Fund is adequately resourced in the medium term in order that all the employing bodies can meet their future liabilities falling on the Fund.  In particular, actuaries have assessed the contributions that the City Council will have to make in the next three years in order to be able to adequately fund these liabilities in the longer term.  Various options have been provided for making these contributions and the recommended option is in line with current policy.  In terms of balancing risk management and affordability, this is also regarded as the most advantageous option.  

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 reasonable one in terms of meeting future liabilities and matching liabilities against the resources of the fund.  The 25 year period would also be acceptable in these terms although there is obviously a greater level of uncertainty in projecting costs and hence a greater risk in opting for this period.

· Equality Issues – None

· Environmental – None

· Crime and Disorder – None

· Impact on Customers – None

ANGELA BROWN

Director of Corporate Services

Contact Officer:
David Steele



Ext: 7288

Financial Services

Carlisle City Council

7 February 2008

Appendix A

The Cumbria CC Superannuation Fund

The Cumbria CC Superannuation Fund is one of around 100 separate local authority pension funds within the UK.  These funds provide pensions for most local authority employees.  The actuarial reserves of the pension funds are owned by the fund members and pensions paid out under the scheme are chargeable to the pension funds and not to the authorities that administer them.  As at 31 March 2007, there were approx. 35,000 members of the Cumbria Pension Fund of which over 16,000 were active members, over 8,000 members had preserved pensions and around 10,000 members and dependants are currently in receipt of benefits.  77 separate employers are members of the scheme as either scheduled bodies e.g. the City Council or as admitted bodies e.g. several of the community centres in Carlisle.

Local authority pension funds are funded schemes unlike, for example, police and fire service pensions which are met out of current expenditure on a pay as you go principle.  Teachers’ pensions, in contrast, are provided through a nationally funded scheme administered by ‘Teachers Pensions’ on behalf of the Department for Children, Schools and Families.

The Cumbria Fund has a diversified portfolio, a strategy which spreads the risk associated with any particular form of investment while facilitating the growth potential of the Fund.  At as 31 March 2007, the Fund was invested in the following classes of assets:

U K Equities                      £352m      (30.1%)

Overseas Equities            £350m       (30.0%)

Fixed Interest Bonds        £216m       (18.5%)

Index-Linked Bonds         £129m       (11.0%)

Property                             £99m        (8.5%)

Cash                                  £23m        (1.9%)

Total                               £1,169m       (100%)

The Fund is currently managed by six separate fund managers which, again, is a strategy designed to spread risk in terms of the performance achieved by each manager.

In 2006/07, the Cumbria Fund achieved an overall return of 11.0% as compared to the local authority universe average of 11.7%.  The slight under performance was attributed to the fund managers adopting a defensive strategy towards the equity market, a decision that should lead to an over performance this year in the light of the falls in the stock market.  Performance is most sensibly viewed over a period of several years and set out below are comparative performance figures over the past decade.

                                                     Fund Return per annum                  Ranking (1-100)

Year to 31 March 2007                                 6.7%                                            57

Three years to 31 March 2007                    13.1%                                           85

Five years to 31 March 2007                         7.7%                                           58

Ten years to 31 March 2007                          7.7%                                          41

Performance has varied over the past decade but an overall ranking of 41 in the ten year period indicates that the Cumbria Fund has performed slightly above average, although in more recent years the returns have generally been below average.

Three years ago the Fund had a funding level of 76% which relates to the ratio between a fund’s assets to its future liabilities.  As at 31 March 2007, this level had risen to 81%.  While this is a welcome step towards the goal of achieving a 100% funding level, the Fund remains significantly short of this target.  It suggests that employer contribution rates are unlikely to fall in the years ahead unless the Fund’s investments achieve an exceptional performance to enable the 100% level to be achieved ahead of current actuarial projections.
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