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1.
Introduction

This is the Funding Strategy Statement (FSS) of the Strathclyde Pension Fund (“the Fund”), which is administered by Glasgow City Council (“the Administering Authority”).  

It has been prepared by the Administering Authority in collaboration with the Fund’s actuary, Hymans Robertson, and after consultation with the Fund’s employers and other interested parties. This FSS has been prepared in conjunction with the actuarial valuation of the Fund as at 31st March 2008.

This statement applies to the main Fund only. A separate statement is produced for the Strathclyde (No.3) Fund.

1.1
Regulatory Framework

Members’ accrued benefits are guaranteed by statute.   Members’ contributions are fixed in the Regulations at a level which covers only part of the cost of accruing benefits.  Employers pay the balance of the cost of delivering the benefits to members.  The FSS focuses on the pace at which these liabilities are funded and, insofar as is practical, the measures to ensure that employers pay for their own liabilities.

The FSS forms part of a framework which includes:

· the Local Government Pension Scheme (Scotland) Regulations 1998 and 2008;

· the Rates and Adjustments Certificate, which can be found appended to the Fund actuary’s triennial valuation report; and

· the Fund’s Statement of Investment Principles.

This is the framework within which the Fund’s actuary carries out triennial valuations to set employers’ contributions, and provides recommendations to the Administering Authority when other funding decisions are required, such as when employers join or leave the Fund.  The FSS applies to all employers participating in the Fund.

1.2
Reviews of FSS

The FSS is reviewed in detail at least every three years ahead of triennial valuations being carried out, with the next full review due to be completed by 31 March 2012.  

The FSS is a summary of the Fund’s approach to funding liabilities.  It is not an exhaustive statement of policy on all issues.  If you have any queries please contact Richard McIndoe, Head of Pensions in the first instance at Richard.mcindoe@fs.glasgow.gov.uk  or on 0141 287 7383.  

2.
Purpose 

2.1
Purpose of FSS

The stated purpose of the FSS is: 

· to establish a clear and transparent fund-specific strategy which will identify how employers’ pension liabilities are best met going forward;

· to support the regulatory framework to maintain as nearly constant employer contribution rates as possible; and   

· to take a prudent longer-term view of funding those liabilities.

These objectives are desirable individually, but may be mutually conflicting.

This statement sets out how the Administering Authority has balanced the conflicting aims of affordability and stability of contributions, transparency of processes, and prudence in the funding basis.   

2.2
Purpose of the Fund

The Fund is a vehicle by which scheme benefits are delivered.  The Fund: 

· receives contributions, transfer payments and investment income;

· pays scheme benefits, transfer values and administration costs.

One of the objectives of a funded scheme is to reduce the variability of pension costs over time for employers compared with an unfunded (pay-as-you-go) alternative. The funding mechanism should also minimise intergenerational transfer of liabilities.

The roles and responsibilities of the key parties involved in the management of the pension scheme are summarised in Annex B.    

2.3
Aims of the Funding Policy 

The objectives of the Fund’s funding policy include the following: 

· to ensure the long-term solvency of the Fund;

· to ensure that sufficient funds are available to meet all benefits as they fall due for payment;

· to complement  the investment strategy of the Fund so that the Administering Authority can seek to maximise investment returns (and hence minimise the cost of the benefits) for an appropriate level of risk;

· to help employers recognise and manage pension liabilities as they accrue; 

· to inform employers of the risks and potential costs associated with pension funding; 

· to minimise the degree of short-term change in the level of each employer’s contributions where the Administering Authority considers it reasonable to do so; 

· to use reasonable measures to reduce the risk to other employers and ultimately to the Council Tax payer from an employer defaulting on its pension obligations; and 

· to address the different characteristics of the disparate employers or groups of employers to the extent that this is practical and cost-effective.    

2.4 Funding Mechanism

There are three principal income streams for the Fund: employee contributions; employer contributions and investment income. 

The Fund has no control over the level of employee contributions which is set by statute. Historically, employee rates have been fixed at 6% (or 5% for pre-1998 manual workers) of pensionable pay.  Tiered employee contribution rates will be introduced from 1st April 2009 as part of the new Local Government Pension Scheme arrangements effective in Scotland from that date. Discussions are also ongoing with a view to introducing some form of cost-sharing mechanism into the scheme, but that would require a further statutory instrument.

Investment income is semi-controllable by the Fund. The Fund controls  its investment strategy but has no control over the markets or individual companies’ dividend policies. The investment strategy is dealt with in some detail in the Fund's Statement of Investment Principles, a subsidiary document to the FSS.

Employer contributions are both variable and controllable and are also in effect the "balancing item" in funding. Any shortfall in funding not met from employee contributions and investment returns has to be met from employer contributions.

Hence employer contributions are the principal focus of the FSS. 

3.
Solvency Issues and Target Funding Levels 

3.1
Derivation of Employer Contributions 

Employer contributions are normally made up of two elements:

a) the estimated cost of future benefits being accrued,  referred to as the “future service rate”; plus

b) an adjustment for the funding position (or “solvency”) of accrued benefits relative to the Fund’s solvency target, “past service adjustment”.  If there is a surplus there may be a contribution reduction; if a deficit a contribution addition, with the surplus or deficit spread over an appropriate period.     

The Fund’s actuary is required by the regulations to report the Common Contribution Rate, for all employers collectively at each triennial valuation.  It combines items (a) and (b) and is expressed as a percentage of pensionable pay.   For the purpose of calculating the Common Contribution Rate, the surplus or deficit under (b) is currently spread over a period equivalent to the expected remaining period of active membership of all the employers’ scheme members – approximately 11 years.  

The Fund’s actuary is also required to adjust the Common Contribution Rate for circumstances which are deemed “peculiar” to an individual employer
.  It is the adjusted contribution rate which employers are actually required to pay.  The sorts of peculiar factors which are considered are discussed in Section 3.5.   For some employers it may be agreed to pool contributions, see Section 3.7.3. 

Annex A contains a breakdown of each employer’s contributions following the 2008 valuation for the financial years 2009/10, 20010/11 and 20011/12.     

Any additional costs of non ill-health early retirements (strain on the Fund costs) must be paid as lump sum payments at the time of the employer’s decision in addition to the contributions described above (or by instalments shortly after the decision).   

Employers’ contributions are expressed as minima, with employers able to pay regular contributions at a higher rate.    Employers should discuss with the Administering Authority before making one-off capital payments.  

3.2
Solvency and Target Funding Levels

The Fund’s actuary is required to report on the “solvency” of the whole fund at least every three years.  

‘Solvency” for ongoing employers is defined to be the ratio of the market value of assets to the value placed on accrued benefits on the Fund actuary’s ongoing funding basis.   This quantity is known as a funding level. 

The ongoing funding basis is that used for each triennial valuation and the Fund actuary agrees the financial and demographic assumptions to be used for each such valuation with the Administering Authority.  

The fund operates the same target funding level for all ongoing employers of 100% of its accrued liabilities valued on the ongoing basis.   Adjustments may be made in exceptional circumstances as agreed between the Administering Authority and Fund Actuary. Please refer to paragraph 3.9 for the treatment of departing employers. 

3.3
Ongoing Funding Basis

The demographic assumptions are intended to be best estimates of future experience in the Fund.  They vary by type of member reflecting the different profile of employers. In the 2008 valuation, some allowance has been made for future anticipated improvements in life expectancy in retirement.   
The key financial assumption is the anticipated return on the Fund’s investments.  The investment return assumption makes allowance for anticipated returns from equities, corporate bonds and property in excess of gilts.  

There is, no guarantee that the Fund’s investments, particularly equities, will achieve the anticipated out-performance target, or even out-perform gilts at all.  The risk is greater when measured over short periods such as the three years between formal actuarial valuations, when the actual returns and assumed returns can deviate sharply.  

It is therefore normally appropriate to restrict the degree of change to employers’ contributions at triennial valuation dates.  

Given the very long-term nature of the liabilities, a long-term view of prospective returns from equities is taken.  For the 2008 valuation, it is assumed that the Fund’s equity investments will deliver an average additional return of 1.6% a year in excess of the return available from investing in index-linked government bonds at the time of the valuation. It is further assumed that property and corporate bonds will deliver an average return in excess of gilts of 1% a year and 0.5% a year respectively.
The Fund operates a single investment strategy for all employers and therefore the same financial assumptions are adopted for all ongoing employers. 

3.4
Future Service Contribution Rates 

The future service element of the Common Contribution rate is calculated on the ongoing valuation basis, with the aim of ensuring that there are sufficient assets built up to meet future benefit payments in respect of future service.  The approach used to calculate the underlying employer’s share of the cost of future service benefits for each employer depends on whether or not new entrants are being admitted.  Employers should note that it is only Admission Bodies that may have the power not to admit automatically all eligible new staff to the Fund, depending on the terms of their Admission Agreements and employment contracts. 

3.4.1
Employers that admit new entrants

The employer’s future service rate will be based upon the cost (in excess of members’ contributions) of the benefits which employee members earn from their service each year.  Technically these rates will be derived using the Projected Unit Method of valuation with a one-year control period.  

If future experience is in line with assumptions, and the employer’s membership profile remains stable, this rate should be broadly stable over time.  If the membership of employees matures (e.g. because of lower recruitment) the rate would rise.

3.4.2
Employers that do not admit new entrants

Certain Admission Bodies have closed the scheme to new entrants or restricted new membership to a closed pool of employees.  This is expected to lead to the average age of employee members increasing over time and hence, all other things being equal, the future service rate is expected to increase as the membership ages. 

To give more long-term stability to such employers’ contributions, the Attained Age funding method is normally adopted.   This will limit the degree of future contribution rises by paying higher rates at the outset. 

Both funding methods are described in the Actuary’s report on the valuation.

Both future service rates will include expenses of administration to the extent that they are borne by the Fund and include an allowance for benefits payable on death in service and ill health retirement.  

3.5
Adjustments for Individual Employers   

Individual adjustments will apply to the Common Contribution rate for individual employers in the following circumstances:

· where the employer is a transferee admission body;

· where the employer does not admit new entrants to the Fund;

· where there has been a substantial transfer of members and hence liabilities to or from the employer which, in the opinion of the Administering Authority and the Fund Actuary, warrants an individual adjustment to the Common Contribution Rate; and

· in any other circumstances, e.g. where the experience of an employer has been out-of-line with that of the Fund as a whole, in which an individual adjustment is deemed to be appropriate by the Administering Authority and the Fund Actuary.  

The approach to the 2008 valuation of the Fund has been to apply individual adjustments only in the circumstances outlined above so that the vast majority of employers continue to pay the Common Contribution Rate.  This approach may vary at future  valuations,  and employers should be aware  that:

· individual adjustments to the common contribution rate may be applied more widely at future valuations; and 

· a grouped or pooled approach for certain groups of similar employers may be introduced to help maintain stability of their contributions.  

In particular, at the 2011 valuation, a formal stabilising mechanism may be introduced so that employer contributions do not vary by more than a pre-agreed percentage in any future year.  But, as this could lead to greater fluctuation in the solvency level, it is likely that it  would only apply  to local authorities or other employers with a similarly strong covenant.

Individual adjustments, where they apply, were based on the following principles at the 2008 valuation.

· Employers should pay the whole Fund common rate as a minimum in any one year (i.e. 17.3% of pay in 2009/10, 18.2% in 2010/11 and 19.3% in 2011/12).

· Employers in surplus should pay the maximum of the rate they paid in 2008/09, their respective future service rate calculated as at the 2008 valuation and the whole fund common rate for each year of the certificate.

· Employers in deficit should pay the maximum of the rate they paid in 2008/09, their respective total contribution rate as at the 2008 valuation and the whole fund common rate for each year of the certificate.

· Closed employers in deficit will have the deficit recovery portion of their contribution rates set as an annual monetary amount, usually increasing in line with assumed payroll growth (5.1% p.a. in the 2008 valuation). 
· For employers on an individual rate, the Fund will allow the phasing in of contribution rates over a maximum of 3 years if:

· the employer’s liabilities are guaranteed by another secure Fund employer or the Government; or

· the employer will be open to new entrants for the foreseeable future.

Where an employer is closed and in deficit, deficit recovery payments cannot usually be phased.

3.6 Asset Share Calculations for Individual Employers

The Administering Authority does not account for each employer’s assets separately.  The assets of the Fund were apportioned between the employers pro-rata to the value of their past service liabilities as at 31 March 2002, assessed using the ongoing funding basis as at 31 March 2002, and allowing for the effect of the data cleaning exercise undertaken by the Administering Authority.  

At the 2005 valuation and subsequent triennial valuations, the Fund’s actuary is required to apportion the assets of the Fund between the employers using the income and expenditure figures provided for certain cash flows for each employer.   This process adjusts for transfers of liabilities between employers participating in the Fund, but does make a number of simplifying assumptions.   The split is calculated using an actuarial technique known as “analysis of surplus”. The methodology adopted means that there will inevitably be some difference between the asset shares calculated for individual employers and those that would have resulted had they participated in their own ring-fenced section of the Fund.  The asset apportionment is capable of verification, but not necessarily to audit standard.  

The principal items included within the Actuary’s analysis of surplus are as follows:

· past contributions relative to the cost of accruals of benefits;  

· different liability profiles of employers (e.g. mix of members by age, gender, manual/non manual);

· the effect of any differences in the valuation basis on the value placed on the employer’s liabilities; 

· any different deficit/surplus spreading periods or phasing of contribution changes;  

· the difference between actual and assumed rises in pensionable pay;

· the difference between actual and assumed increases to pensions in payment and deferred pensions;

· the difference between actual and assumed retirements on grounds of ill-health from active status; 

· the difference between actual and assumed amounts of pension ceasing on death;

· the additional costs of any non ill-health retirements relative to any extra payments made;

·  the effect of more or fewer withdrawals than assumed;

over the period between each triennial valuation.

Actual investment returns achieved on the Fund between each valuation are applied proportionately across all employers on the basis of their notional share of assets.  Transfers of liabilities between employers within the Fund occur automatically within this process, with a sum broadly equivalent to the reserve required on the ongoing basis being exchanged between the two employers.   

The Fund actuary does not allow for certain relatively minor events occurring in the period since the last formal valuation, including, but not limited to:

· the actual timing of employer contributions within any financial year;

· the effect of the premature payment of any deferred pensions on grounds of incapacity.

These effects are swept up within a miscellaneous item in the analysis of surplus, which is split between employers in proportion to their liabilities.

The Administering Authority recognises the limitations in the process, but having regard to the extra administration cost of building in new protections, it considers that the Fund actuary’s approach addresses the risks of employer cross-subsidisation to an acceptable degree.    
3.7
Stability of Employer Contributions

3.7.1
Deficit Recovery Periods

The Administering Authority normally targets the recovery of any deficit over a period not exceeding the remaining working lifetime of each employer’s active members.  This maximum period is used in calculating each employer’s minimum contributions.  Employers may opt to pay higher regular contributions than these minimum rates.

The deficit recovery period starts at the commencement of the revised contribution rate (1 April 2009 for 2008 valuation).  The Administering Authority would normally expect the same period to be used at successive triennial valuations, but would reserve the right to propose alternative spreading periods, for example to improve the stability of contributions.  The Administering Authority also reserves the right to set shorter or longer recovery periods for individual employers at future valuations. 

3.7.2
Phasing in of Contribution Rises 

In the interests of stability the Administering Authority will normally propose that contribution rises are phased in in even steps over the 3 years of the intervaluation period. 

3.7.3 
Pooled Contributions 

As at the 2008 valuation contributions for most employers were based on an average (“pooled”) rate for the Fund as a whole, i.e. the Common Contribution rate.  The exceptions, i.e. where individual adjustments apply, are set out in paragraph 3.6 above.  The approach to pooling will be re-considered at future valuations.

It should be noted that even where a pooled contribution rate is payable, the Fund Actuary tracks the individual asset share of all larger employers.  This asset share will be used for the purpose of FRS17 and will assist in determining any individual adjustments in future valuations.  

3.7.4 Future Stabilisation 

As noted at 3.5, at the 2011 valuation, a formal stabilising mechanism may be introduced so that employer contributions do not vary by more than a pre-agreed percentage in any future year.  But, as this could lead to greater fluctuation in the solvency level, it is likely that it  would only apply  to local authorities or other employers with a similarly strong covenant.

3.8
Admission Bodies Ceasing 

Admission Agreements are generally assumed to be open-ended and to continue until the last pensioner dies.  Contributions, expressed as capital payments, can continue to be levied after all the employees have retired. Admission Agreements can however be terminated at any point.

If an Admission Body’s admission agreement is terminated, the Administering Authority instructs the Fund actuary to carry out a special valuation to determine whether there is any deficit.

The Administering Authority must look to protect the interests of other ongoing employers. In most circumstances this will require the actuary to adopt valuation assumptions which, to the extent reasonably practicable, protect the other employers from the likelihood of any material loss emerging in future. There may be some exceptions to this. For example:

(a) For Transferee Admission Bodies, where the employer’s participation is ceasing at the end of the contract, and where remaining employees will continue to be  active members of the Fund either by transferring back to the original transferor employer or onward to a successor contractor, the assumptions would be those used for an ongoing valuation to be consistent with those used to calculate the initial transfer of assets to accompany the active member liabilities transferred.

(b) For Community Admission Bodies with guarantors, it is possible that any deficit could be transferred to the guarantor in which case it may be possible to simply transfer the former Admission Bodies’ members and assets to the guarantor, without needing to crystallise any deficit.         

Usually any shortfall would be levied on the departing Admission Body as a capital payment.  Under (a) and (b) the shortfall would normally be levied in the first instance  on the departing Admission Body as a capital payment and any residual shortfall thereafter  would be levied on or transferred to the guarantor or transferor employer.   The Administering Authority may, at its discretion, agree a schedule of payments in lieu of a capital payment following a cessation valuation.

A separate, more detailed note on the Fund’s cessation  policy is  available on request. 

3.9
Early Retirement Costs

3.9.1
Non Ill Health retirements (“Strain on the Fund” costs)

The actuary’s funding basis makes no allowance for premature retirement except on grounds of ill-health.   Employers are required to pay additional contributions wherever an employee retires before attaining the age at which the valuation assumes that benefits are payable. 

It is assumed that members’ benefits on age retirement are payable from the earliest age that the employee could retire without incurring a reduction to their benefit and without requiring their employer’s consent to retire.  

The additional costs of premature retirement are calculated by reference to these ages.

From 1st April 2010 this will be extended to all retirals on redundancy or efficiency grounds where the scheme member is over 60 and would otherwise have suffered an actuarial reduction to their benefits. 

3.9.2
Ill health monitoring

The Fund monitors each employer’s, or pool of employers’, ill health experience on an ongoing basis but does not currently levy additional contributions in respect of ill health retirals.   
3.10
New Employers

New bodies are admitted to participate in the Fund in accordance with the provisions of the Local Government Pension Scheme (Scotland) Regulations. 

The Regulations include specific protective provisions with regard to Transferee Admission Bodies including a requirement for a risk assessment and in some cases a bond or indemnity. The protection afforded to Scheme employers generally is enhanced by provisions  whereby ultimately any shortfall attributable to a Transferee Body would fall to the Transferor Scheme Employer rather than all Scheme employers collectively.

The Fund will continue to admit Transferee Admission bodies in accordance with the Local Government Pension Scheme (Scotland) Regulations, and with legal and actuarial advice. 

In considering Community Admission Bodies the interests of existing employers take priority. Other than in exceptional circumstances the Fund will only admit Community Admission Bodies where a Scheme employer guarantees the liability of the body to pay all amounts due from it under the Regulations. 

Transferee Admitted Bodies will usually be established on a fully funded basis at the point of transfer. Alternatively,  a share of Fund or other basis may be adopted subject to agreement between the parties to the admission agreement. Employer contribution rates will be set accordingly. 

Employer contribution rates for new Community Admission Bodies will be set on a basis consistent with the principles for existing employers set out in  this statement.

3.11
Transfers

Transfer of service where members move between employers within the Fund is effected automatically or in accordance with the member’s wishes. Individual transfers to and from public sector pension funds are processed in accordance with the provisions of the Local Government Pension Scheme (Scotland) Regulations. 

3.12
Bulk Transfers

When a group of employees joins the Fund as part of a bulk transfer from another scheme, the Administering Authority's objective is to ensure that the Fund does not accept an ongoing funding deficit in respect of  the transferring employees, i.e. the Fund will not usually accept a bulk transfer unless the transfer amount (at the date the employees transfer) is at least sufficient to meet the value of the benefits being transferred, calculated on the ongoing funding basis as set out in this strategy statement. When a group of employees leaves the Fund as part of a bulk transfer to another scheme, the Administering Authority's objective is to protect the funding position in respect of the remaining members and employers, i.e. the transfer amount offered in respect of the transferring employees should be at most 100% of the transferring liabilities calculated on the transfer date on the ongoing funding basis as set out in this strategy statement.

In addition to its objective to protect the financial position of the Fund, the Administering Authority's objective in all bulk transfers is to ensure that the service credits or other benefits granted to transferring members fully reflect the value of the benefits being transferred, irrespective of the transfer value paid or received.

There is also an overriding objective to ensure that the LGPS Regulations and any supplementary guidance as they pertain to bulk transfers are adhered to. A separate, more detailed note  on the Fund’s  Bulk Transfer  policy is  available on request.

3.13
Administering Authority Discretions

The Local Government Pensions Scheme (Scotland) regulations 2008 give discretion to the Administering Authority  as to its treatment of various matters arising from their application. Annex B sets out the fund’s policy and normal practice in respect of these discretions.
4.
Links to Investment Strategy

Funding and investment strategy are inextricably linked.  Investment strategy is set by the administering authority, after consultation with the employers and after taking investment advice.

4.1
Investment Strategy 


The investment strategy currently being pursued is described in the Fund’s Statement of Investment Principles.  

The investment strategy is set for the long-term, but is reviewed from time to time, normally every three years, to ensure that it remains appropriate to the Fund’s liability profile.  The Administering Authority has adopted a benchmark, which sets the proportion of assets to be invested in key asset classes such as equities, bonds and property.    As at 31 March 2008, the proportion held in equities and property was 85% of the total Fund assets. 

The investment strategy of lowest risk – but not necessarily the most cost-effective in the long-term – would be 100% investment in duration-matched, index-linked government bonds.

The Fund’s benchmark includes a significant holding in equities in the pursuit of long-term higher returns than from index-linked bonds.   The Administering Authority’s strategy recognises the relatively immature liabilities of the Fund and the secure nature of the principal employers’ covenants.

The same investment strategy is currently followed for all employers.  The Administering Authority does not currently operate different investment strategies for different employers.    

4.2 Consistency with Funding Basis

The funding basis adopts an asset outperformance assumption of 1.6% p.a. over and above the redemption yield on index linked gilts.  The Fund's current bespoke investment strategy has a target allocation of 73% in real assets, 15% in monetary assets and 12% in property holdings.  Both the Fund Actuary and the investment adviser to the Fund consider that the funding basis fulfils the requirement to take a "prudent longer-term" approach to funding.

4.3
Balance between risk and reward 

Prior to implementing its current investment strategy, the Administering Authority  considered the balance between risk and reward by altering the level of investment in potentially higher yielding, but more volatile, asset classes like equities.  This process was informed by the use of Asset-Liability techniques to model the range of potential future solvency levels and contribution rates. 

4.4
Intervaluation Monitoring of Funding Position

The Administering Authority carries out detailed monitoring of investment performance on a quarterly and annual basis via its Investment Advisory Panel. This includes some comparison of investment returns relative to the assumed growth in the liabilities, and review of a quarterly funding projection provided by the actuary. Summary monitoring reports are considered by the Strathclyde Pension Fund Representative Forum and the Strathclyde Pension Fund Committee and are publicly available via the Fund’s (www.spfo.org.uk) and the Council’s (www.glasgow.gov.uk) websites.  Performance is also reported at the Fund’s Annual Meeting.

5.
Key Risks & Controls 

5.1
Types of Risk 

The Administering Authority’s has an active risk management programme in place and maintains a risk register which is reviewed regularly. The measures that the Administering Authority has in place to control key risks are summarised below under the following headings: 

· financial; 

· demographic;

· regulatory; and

· governance.

5.2
Financial Risks

	Risk
	Summary of Control Mechanisms

	Fund assets fail to deliver returns in line with the anticipated returns underpinning valuation of liabilities over the long-term
	Only anticipate long-term return on a relatively prudent basis to reduce risk of under-performing.

Analyse progress at three yearly valuations for all employers.  

Review inter-valuation roll-forward of liabilities between formal valuations at whole fund level, provided by the actuary on a quarterly basis.

	Inappropriate long-term investment strategy 
	Since 1998 have set Fund-specific benchmark, informed by Asset-Liability modelling of liabilities.

Benchmark is reviewed at least every 3 years. Will review investment strategy  in light of current valuation results but no fundamental change is envisaged. 

	Fall in risk-free returns on Government bonds, leading to rise in value placed on liabilities
	Inter-valuation monitoring, as above.



	Active investment manager under-performance relative to benchmark 
	Short term (quarterly) investment monitoring analyses market performance and active managers relative to their index benchmark.



	Pay and price inflation significantly more than anticipated
	The focus of the actuarial valuation process is on real returns on assets, net of price and pay increases. 

Inter-valuation monitoring, as above, gives early warning. 

Employers will ultimately pay for their own salary awards and are reminded of the geared effect on pension liabilities of any bias in pensionable pay rises towards longer-serving employees.  

	Effect of possible increase in employer’s contribution rate on service delivery and admission/scheduled bodies
	Seek feedback from employers on scope to absorb short-term contribution rises.

Mitigate impact through deficit spreading and phasing in of contribution rises. 


5.3
Demographic Risks

	Risk
	Summary of Control Mechanisms 

	Pensioners living longer.


	Set mortality assumptions with some allowance for future increases in life expectancy.

Administering Authority encourages any employers concerned at costs to promote later retirement culture.  Each 1 year rise in the average age at retirement would save roughly 5% of pension costs.  

	Deteriorating patterns of early retirements


	Employers are charged the extra capital cost of non ill health retirements following each individual decision.

Employer ill health retirement experience is monitored.


5.4
Regulatory

	Risk
	Summary of Control Mechanisms 

	Changes to regulations, e.g. more favourable benefits package, potential new entrants to scheme, e.g. part-time employees
	The Administering Authority is alert to the potential creation of additional liabilities and administrative difficulties for employers and itself.

It considers all consultation papers issued by SPPA and comments where appropriate. 

Copies of submissions are available for employers to see at www.spfo.org.uk.


5.5
Governance

	Risk
	Summary of Control Mechanisms 

	Administering Authority unaware of structural changes in an employer’s membership (e.g. large fall in employee members, large number of retirements).
	The Administering Authority monitors membership movements on a triennial basis via the actuarial valuation.    

Employers are required to advise the Administering Authority of any significant structural changes during the intervaluation period. (e.g. large changes in membership;, merger; acquisition; change of corporate status; cessation of activities, etc.)

	Administering Authority not advised of an employer closing to new entrants.
	

	Administering Authority failing to commission the Fund Actuary to carry out a termination valuation for a departing Admission Body and losing the opportunity to call in a debt.  
	


	An employer ceasing to exist with insufficient funding or adequacy of a bond.


	The Administering Authority currently operates an Admissions Policy which provides that ordinarily the Fund will only admit new bodies where a Scheme employer guarantees the liability of the body to pay all amounts due from it under the Regulations.

Historically this was not the case, but the risk was mitigated by:

· Seeking a funding guarantee at least in respect of the exercise of employer discretions.

· Vetting prospective employers before admission.

· Where provided for under the regulations,  requiring a bond to protect the scheme from the extra cost of early retirements on redundancy if the employer failed.  

There remain, however, some “orphan” liabilities from employers which have failed and where no guarantee was in place. These liabilities are effectively borne by all remaining Fund employers.


Annex A – Responsibilities of Key Parties

The Administering Authority should:-

· collect employer and employee contributions;

· invest surplus monies in accordance with the regulations;

· ensure that cash is available to meet liabilities as and when they fall due;

· manage the valuation process in consultation with the fund’s actuary;

· prepare and maintain an FSS and a SIP, both after proper consultation with interested parties; and 

· monitor all aspects of the fund’s performance and funding and amend FSS/SIP

The Individual Employer should:-

· deduct contributions from employees’ pay correctly;

· pay all contributions, including their own as determined by the actuary, promptly by the due date;

· exercise discretions within the regulatory framework and in accordance with  their own policies;

· make additional contributions in accordance with agreed arrangements in respect of, for example, augmentation of scheme benefits, early retirement strain; 

· notify the administering authority promptly of all actual membership changes including scheme joiners and leavers; 

· provide the administering authority with accurate member data including payroll data; and 

· notify the administering authorities promptly of any proposed changes to membership which may affect future funding.

The Fund actuary should:-

· prepare valuations including the setting of employers’ contribution rates after agreeing assumptions with the Administering Authority  and having regard to the FSS; 

· provide regular inter-valuation monitoring reports;  and

· prepare advice and calculations in connection with bulk transfers and individual benefit-related matters.

___________________________________

Annex B – Policy on Administering Authority’s Discretions

The following table details the policy of Strathclyde Pension Fund in the exercise of its discretions under the Local Government Pension Scheme (Scotland) regulations 2008.  In the table below, regulations prefixed by “A” refer to The Local Government Pension Scheme (Administration) (Scotland) Regulations 2008, prefixed by “B” refer to the Local Government Pension Scheme (Benefits, Membership and Contributions) (Scotland) regulations 2008 and prefixed by “T” refer to the Local Government (Transitional Provisions) (Scotland) Regulations 2008.

	Regulation
	Discretion
	Policy

	A4(1) & A6(4)

A4(2)(a)(ii) & A4(3)
	Whether to agree to an admission agreement with a community body
	Admissions policy contained in Funding Strategy Statement – section 3.10. Operation of policy delegated to Executive Director of Financial Services. 

	A6(2)
	Agree terms of admission agreement
	Admissions policy contained in Funding Strategy Statement – section 3.10. Operation of policy delegated to Executive Director of Financial Services.

	A9(6)
	Whether to agree to an admission agreement with an NHS Scheme employing authority
	(Admissions policy contained in Funding Strategy Statement – section 3.10. Operation of policy delegated to Executive Director of Financial Services.

	A Schedule 3, para 10
	Whether to terminate a transferee admission agreement in the event of:

· Insolvency, winding up or liquidation of the body.

· Breach by that body of its obligations under the admission agreement.

· Withdrawal of approval by HMRC to participation of that body in the scheme.

· Failure by that body to pay over sums due to the fund within a reasonable period of being requested to do so
	Exercise of this discretion is delegated to The Executive Director of Financial Services.



	A14(3)
	Whether to auto aggregate terminated concurrent employments with active concurrent employment if no option received from scheme member within one month of being notified of option to aggregate.
	Strathclyde Pension Fund will auto aggregate terminated concurrent employments with active concurrent employments if no option is received from the scheme member within one month of being notified of the option to aggregate where such action will maximise the member’s scheme benefits. 

	A16(8)(b)
	Whether to extend normal 12 month period following end of relevant reserve forces leave for “cancelling notice” to be submitted requesting that the service should not be treated as relevant reserve forces service.
	Strathclyde Pension Fund will not extend the 12 month period.

	A36(2) & (4)
	Agree method of paying for augmented membership under B12 or additional pension granted under B13
	Augmented membership under regulation B12 and additional pension granted under B13 must be paid for by employers as one single lump sum. 

	A36(9)(b)
	Whether to extend the one month period within which a lump sum payment by the employer under A36(2) has to be made (to pay for any augmented membership granted under B12 or additional pension granted under B13)
	No extension will be granted beyond the one month time limit. Payment by a single lump sum must be made to Strathclyde Pension Fund within the period of one month from the date the employing authority make the decision to award a period of augmented membership under regulation 12 of the benefits regulations or additional pension under regulation 13 of those same regulations.  Where payment is not made within these timescales the decision to award such service to the member will cease to have effect in accordance with Regulation A36(10)

	A20(3)
	Whether to require a satisfactory medical before agreeing to an additional regular contribution election (ARC) under B14
	All applications to pay additional regular contributions under Benefits regulation 14 must be supported by a satisfactory medical arranged by Strathclyde Pension Fund. The cost of the medical examination will be charged to the member.

	A25(2)
	Whether to charge the member for provision of an estimate of additional pension that would be provided by the scheme in return for a transfer in of in house AVC / SCAVC funds.
	Strathclyde Pension Fund will not charge members for estimates of additional pension that would be provided by transferring in AVC funds to the LGPS

	A27*
	Governance compliance statement must set out  whether the admin authority delegates their function or part of their function in relation to maintaining a pension fund to a committee, a sub committee or an officer of the admin authority and, if they do so delegate, state:

· The frequency of any committee or sub committee meetings

· The terms of reference, structure and operational procedures pertaining to the delegation

· Whether representatives of employing authorities or members are included and, if so, whether they have voting rights

The policy must also state the extent to which delegation, or the absence of a delegation, complies with guidance from Scottish Ministers and, to the extent it does not so comply, state the reason for non compliance.
	The Fund’s existing Policy on Representation is to establish and maintain a Representative Forum. The policy can be viewed  at http://www.spfo.org.uk/NR/rdonlyres/7E1D1F06-633D-4E50-88B6-1A33F9E814CA/0/RepresentationPolicyMar07.pdf
The policy will be reviewed in the year commencing 1st April 2009 in accordance with the 2008 regulations and guidance to be produced by the Scottish Ministers..



	A29(1)
	Whether to set up a separate admission agreement fund
	The policy of Strathclyde Pension Fund is to maintain a single fund for all existing and new employers other than First Glasgow.

	A31*
	Prepare, maintain and publish a Funding Strategy Statement.
	See main document above.

	A34(3)
	Whether to obtain revision of employer’s contribution rate on termination of an admission agreement where underfunding not met by insurer, bond or indemnity
	Cessations policy contained in Funding Strategy Statement – section 3.8.

	A34(4)
	Whether to obtain revision of employer’s contribution rate to ensure no underfunding occurs by the time an admission agreement terminates
	Cessations policy contained in Funding Strategy Statement – section 3.8.


	A37(2) and A37(4)
	Whether to require any strain on the fund costs to be paid “up front” by an employing authority following redundancy, early retirement, flexible retirement, or the waiver (in whole or in part) of any actuarial reduction on flexible retirement.
	Strathclyde Pension Fund requires payment for strain on the fund costs to be made up front as the default position, however payment by instalments may be agreed on application to SPFO by an employer. 

Strain costs incurred as a result of an employer waiving the actuarial reduction, either in whole or in part, for flexible retirement cases are calculated by the Fund’s actuary and will also be charged to the employer as an “up front” single lump sum payment. The cost for any actuarial services involved will be recharged to the employer.

	A38(1) & (7)
	Decide frequency of payments to be made over by employers and whether to make an admin charge
	Payments to be made over to the fund must be received by 19th of the month following the date of deduction. No admin charges are levied by Strathclyde Pension Fund for administering the LGPS.  

	A38(4)
	Decide form and frequency of information to accompany payments to the fund
	For larger employers the Fund requires this information to be provided electronically at least annually and within 6 weeks of the fiscal year end :

	A39(1)
	Whether to charge interest on payments by employers overdue by more than one month
	Strathclyde Pension Fund will charge interest on late payments to the fund where those payments are overdue by more than one month. The interest rate applied will charged in accordance with Regulation A39(4)

	T Schedule 1
	Extend time period for capitalisation of added years contracts
	Strathclyde Pension Fund will not extend the time period of three months for capitalisation of added years contracts where the member’s service has terminated on grounds of efficiency / redundancy.. An exception may be considered if the member was not made aware of this right on termination of employment

	A40(3)
	Outstanding employee contributions can be recovered as a simple debt or by deduction from benefits
	Outstanding employee and employer contributions due to the fund, including interest, will be invoiced to the employer as an outstanding debt to the fund.

	A43(10)
	Make an election on behalf of a deceased member with a certificate of protection(i.e. determine best pay figure to use in benefit calculations)
	Strathclyde Pension Fund will make an election on behalf of a deceased member with a certificate of protection to determine the best pay figure to use in benefit calculations.



	A46(7) & (8)
	Allow extension of period within which a scheme member must submit election for benefits or alter the date from which he / she elects to have the pension paid.
	Members may make an election for payment of benefits from a specific date up to twelve months prior to their intended date of retirement in accordance with Regulation 7 



	A48(2)
	Can pay death grant due to personal representatives or anyone appearing to be entitled under the regulations. This discretion  refers to cases where the death grant does not exceed the amount specified in any order for the time being in force under section 6 of the Administration of Estates ( Small payments) Act 1965.
	Strathclyde Pension Fund will use its discretion in accordance with the regulations and will in the first instance consider the member’s expression of wish form where a valid nomination exists. Anyone appearing to have a valid claim will be approached in the absence of a valid nomination form to ascertain if they wish to register a claim. In the absence of a nomination form a will may be considered as a nomination form provided it does not conflict with the provisions of Regulation 48 of the administration regulations.  Beneficiaries will also be required to complete a Strathclyde Pension Fund disclaimer against wrongful payment. The ultimate decision in the exercise of this discretion rests with the Executive Director of Financial Services.

	A52(2)
	Approve medical advisors used by employers to certify ill health retirement


	Strathclyde Pension Fund shall approve medical advisors and maintain a list of those medical advisors it has approved for use by employers to certify ill health retirement.

	A54(7)(b)
	Whether to extend the six month period to lodge a stage one IDRP appeal (where Chief Pensions Officer, SPFO is the appointed person)
	The Chief Pensions Officer (Operations) may extend the time limit for such applications depending upon the merits of each application submitted.

	A59(2)
	Whether admin authority should appeal against employer decision or lack of decision.
	Strathclyde Pension Fund will appeal to the Scottish Ministers where an employer fails to reach a decision as required under regulation 51.

	A60(1)(b)
	Specify information to be supplied by employers to enable the admin authority to discharge its functions.
	Will be specified in Administration Strategy to be published before  t April 2010. 


	A62
	Date to which benefits shown on annual benefit statements are calculated
	Benefit statements will show benefits calculated as at 31st March previous, The benefit statement will include a calculation of the value of death benefits at that date and a calculation of prospective benefits at age 65.

	A64(1)* & A65(4)(c)
	Decide policy on abatement of pensions following re-employment
	Strathclyde Pension Fund has determined that it will not abate pensions of pensioner members on re-employment. Pension benefits resulting from the award of additional service to a member by an employer under the Local Government (Discretionary Payments and Injury Benefits)(Scotland) Regulations where that member has been retired on efficiency or redundancy grounds are still subject to abatement on re-employment as abatement under these provisions is not discretionary.

	A76(1)(b)
	Agree to bulk transfer payment
	Agreement to bulk transfer terms will be on the basis of actuarial advice from the fund actuary.

	A78(9)
	Allow a transfer of rights into the fund.
	Transfers of pension rights into the fund will not be permitted from non-club schemes unless as a result of a TUPE transfer.  Strathclyde Pension Fund will also refuse to accept cases late applications for a transfer of benefits into the fund where that application is two years or more after the member’s date of entry to the scheme.  

	B23(2) & B32(2) & B35(2)& A95(4)
	Decide to whom a death grant is paid
	Delegated to the Executive Director of Financial Services .To be administered within Strathclyde Pension fund Office in accordance with policy guidelines.



	B25
	Decide evidence required to determine financial dependence of nominated co-habitee on scheme member or financial interdependence of nominated co-habitee and scheme member
	The evidence to determine financial dependence or interdependence will be assessed and agreed on a case by case basis and will include but not be restricted to items such as evidence of a joint bank account, shared utility bills, joint mortgage arrangements etc. The ultimate decision will rest with The Executive Director of Financial Services.

	B26(4)
	Decide to treat a dependant child who commences full time education or vocational training after the date of the member’s death as an eligible child after the child attains age 17 and until the age of 23
	Delegated to the Executive Director of Financial Services and will be decided on the merits of each individual case.



	B26(5)(a)
	Decide to treat a child as being in continuous education or training despite a break
	Delegated to the Executive Director of Financial Services and will be decided on the merits of each individual case.

	B26(5)(b)
	Decide to suspend a child’s pension during a break in education or training
	Delegated to the Executive Director of Financial Services and will be decided on the merits of each individual case.



	B26(6)
	Decide to treat a dependant child who is disabled within the meaning of the DDA 1995 as being an eligible child
	Delegated to the Executive Director of Financial Services and will be decided on the merits of each individual case.



	B39 & A98
	Decide whether to commute small pensions
	The decision on commuting small pensions is delegated to the Executive Director of Financial Services a and will be administered in accordance with the provisions of Finance Act 2004 (as amended).

	B40 & A99
	Decide whether to commute pension on grounds of serious ill health
	Delegated to the Executive Director of Financial Services and will be decided on the merits of each individual case after consultation with the member. Each case but must be supported by a certificate from a fully registered person within the meaning of the Medical act 1983 to the effect that the member’s life expectancy is less than one year.

	B43(1)(c)
	Decide, in the absence of an election from the member, which benefit is to be paid where the member would be entitled to a benefit under two or more regulations in respect of the same period of scheme membership.
	In the absence of an election from the member in these Strathclyde Pension Fund will award the benefit that produces the maximum benefit from the scheme to the member.

	A86(5)
	Decide valuation day for pension sharing order
	The valuation day for pension sharing orders shall be the date of the decree absolute. The implementation date for the pension sharing order will be the end of the 4 month implementation period from the date of the decree.



	A89(1) & (2)
	Decide how to discharge Pension Credit liability
	Strathclyde Pension Fund will discharge pension credit liabilities by conferring appropriate rights under the scheme on the ex-spouse or ex-civil partner. Alternatively , the ex-spouse or ex-civil partner may request a transfer of those rights to a suitable qualifying arrangement (occupational pension scheme, personal pension scheme, appropriate annuity contract or suitable overseas arrangement)



	A101
	Decide charges to be levied in Pension Sharing cases.
	Charges to be levied in Pension Sharing cases will be set according to guidance issued by the National Association of Pension Funds and will be uprated in line with Pensions Increases each April.








	
	Page No. 23
	March 2009

	
	


PAGE  
	Version 2.1
	1
	March 2009



