Dear 

Subject: Actuarial Valuation as at 31st March 2008

In June 2008 I wrote to all employers participating in the Strathclyde Pension Fund to confirm the plan for this year’s actuarial valuation.

I can now confirm that we are making excellent progress. Data was submitted to the actuary in line with the original timetable and has now been signed off by the actuary. Provisional results of the valuation will be available in November and I will advise you of these when I issue a draft Funding Strategy Statement for consultation in December.

In the meantime I attach two notes which provide further details on issues I raised in my last letter. I would summarise these as follows.

Strain on the Fund Charges
From 1st April 2010 it is proposed that Strain on the Fund charges will be extended to include retirals where the scheme member is over age 60.

Employer Contribution Rates
From 1st April 2009, rates will be expressed as a percentage of pensionable payroll. For immediate planning purposes we would advise employers to budget for an employer contribution rate of 17.3% of pensionable payroll for the year commencing 1st April 2009.

I hope the detailed notes fully clarify our intentions.  If you require any further information please get in touch with your usual SPFO contact in the first instance.

Yours sincerely

Richard McIndoe

Head of Pensions

Strathclyde Pension Fund

Note on Strain on the Fund Charges

Summary

From 1st April 2010 it is proposed that Strain on the Fund charges will be extended to include retirals where the scheme member is over age 60. 
Background

Strain on the Fund charges were introduced in 1999. In broad terms Strain is a mechanism to ensure that employers meet the full cost of their own early retirement policies and decisions.

The costs of early retirals in terms of compensatory added years of pension and lump sum have always been recharged to employers. Strain on the Fund charges ensure that the Fund also recovers the lost employee and employer contributions and investment returns which result from allowing an employee to retire before the age on which the actuary’s normal funding calculations are based. The actuary assumes that benefits are drawn from the earliest age that each individual can retire without a reduction to their pension and without requiring the consent of their employer.

Policy

Administering authorities have some discretion as to how strain on the Fund charges are applied. Glasgow, as administering authority for the Strathclyde Pension Fund, originally decided to apply Strain on the Fund charges only to retirals before age 60.

Review

In light of the reduced funding position which will be confirmed by the 2008 actuarial valuation of the Fund, this decision has now been reviewed. The outcomes of the review are as follows.

· Glasgow is now unusual amongst Scottish administering authorities in restricting the application of Strain on the Fund charges. 

· Charging Strain on all early retirals is more equitable amongst employers as it ensures that each employer pays the full cost of their own early retirement policies and decisions. This is particularly the case in light of the separate decision to maintain the common contribution rate as the rate payable by most employers.  

· Extending strain on the Fund charges to retirals at over 60 would also be consistent with the general policy intent of other LGPS changes to promote a culture of later retirement.

Scope of Change

In practice any change would only affect retirals on redundancy or efficiency grounds where the scheme member is over 60 and does not meet the rule of 85 formula. There is no strain on the fund if the rule of 85 is met as rule of 85 age will have been used as the retirement age in the actuary’s funding calculations. For voluntary retirements an actuarial reduction to the pension effectively replaces the strain on the fund charge. The change will not affect retirals before age 60. Strain on the Fund is already charged for these retirals on the basis described above, so no change is required. 

Conclusion

It is proposed that in future strain on the Fund charges will be extended to all retirals on redundancy or efficiency grounds where the scheme member is over 60 and does not meet the rule of 85 formula. 

Acknowledging that employers may already have started work on 2009 restructuring programmes which may involve early retirements, it is proposed that the change will be introduced with effect from 1st April 2010.

The proposed change will be included in the revised Funding Strategy Statement which will be prepared in tandem with completion of the 2008 actuarial valuation. Employers will be formally consulted on the content of the revised FSS before any change is confirmed. This process will be concluded in March 2009.

________________________________

Strathclyde Pension Fund

Note on Formulation of Employer Contribution Rates

Summary

In the past the Fund, in common with many others, has habitually expressed employer contribution rates as a percentage of the employee rate. From 1st April 2009, rates will be expressed as a percentage of pensionable payroll. The revised employer rates effective from that date will be formulated and approved on that basis and will require to be implemented on a similar basis. For immediate planning purposes we would advise employers to budget for an employer contribution rate of 17.3% of pensionable payroll for the year commencing 1st April 2009.

Background

Within the LGPS Regulations (Scotland) 1998, regulations 76 and 78 deal with actuarial valuations and employer contributions respectively. The regulations require the actuary to express the common employer contribution rates “as a percentage of the pay of their employees who are active members”. Historically the actuary has certified the common rate on that basis, but then expressed the total rate payable as a percentage of employee contributions rather than a percentage of payroll. In effect the basis of expressing the rate has not been an issue as, with fixed employee contribution rates, the end result was very closely equivalent on either basis. That will change with the introduction of tiered employee contribution rates under the new scheme regulations which take effect from 1st April 2009.

New LGPS

Under the new LGPS employee contribution rates will be set at tiered variable rates, linked to pensionable pay, as shown in the following table. 

	Pensionable pay
	% rate

	On earnings up to and including £18,000
	
5.5%

	On earnings above £18,000 and up to £22,000
	
7.25%

	On earnings above £22,000 and up to £30,000
	
8.5%

	On earnings above £30,000 and up to £40,000
	
9.5%

	On earnings above £40,000
	
12%


The average employee rate is expected to be 6.3% across the scheme as a whole. The average employee rate for individual employers will vary according to the make-up of their own workforce. It will therefore no longer be possible to express the common contribution rate on an equivalent basis as a percentage of pensionable payroll and a percentage of employee contributions – one rate or the other must be adopted. The rationale for expressing the rate only as a percentage of pensionable payroll is that:

· that is the core requirement of the regulations;

· that is the basis on which the actuary formulates the rate in the first instance; 

· over time it will provide a more equitable treatment between employers; and 

· it will be more straightforward for budgeting purposes.

Planning Assumptions

We previously advised the following common employer contribution rates for future planning assumptions.

	From 1st April
	Rate (as % of employee contributions)
	Notes

	2008
	280
	Current Common Employer Contribution Rate

	2009
	295
	Subject to completion of 2008 valuation 

	2010
	310
	

	2011
	330
	

	2012
	350
	Subject to completion of 2008 & 2011 valuations; potential cost sharing arrangements. 

	2013
	370
	

	2014
	390
	


We would now express these as the following percentages of pensionable payroll.

	From 1st April
	Rate (as % of pensionable payroll)

	2008
	16.4

	2009
	17.3

	2010
	18.2

	2011
	19.3

	2012
	20.5

	2013
	21.6

	2014
	22.8


Note that in converting these rates we have used an average employee rate similar to the existing rate rather than the assumed average rate of 6.3% under the new scheme. This approach has been agreed with the actuary.

So, for immediate planning purposes we would advise employers to budget for an employer contribution rate of 17.3% of pensionable payroll for the year commencing 1st April 2009. We do not intend to review this in light of developments since the valuation date. 

Those employers who currently pay rates higher than the Common Rate will continue to do so and will be advised of their individual rates as early as possible in 2009.

Actuarial Valuation

All data for the 2008 valuation has now been submitted to and signed off by the actuary. Preliminary results of the valuation will be available towards the end of 2008. The valuation process will be concluded by 31st March 2009. 

____________________________________

