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1.
The pension fund actuary, Chris Hull, has prepared a full report on the 2009 Funding Review exercise.  This paper provides a summary of the actuary’s report.  The purpose of the review is to: 

· monitor current developments for the Local Government Pension Scheme (LGPS) relating to recent government consultation on funding approaches and policy

· monitor key demographic factors specific to the Essex Pension Fund (EPF), such as longevity and retirement cash take up

· keep track of the specific progress of the EPF relative to the funding plan as set at the 2007 full valuation. 

The review does not change actual employer contributions, which will be determined through the process of the 2010 actuarial valuation. However, the review is an important indicator of the current financial position of the EPF relative to its “funding target”, and how that might affect contributions. The review also opens up for preliminary discussion the critical factors to be considered in reviewing funding plans in the coming year. 
2. The 2009 Funding Review report provides an update on the funding situation and funding plan for the EPF that was established at the 2007 full actuarial valuation.  It is set against the background of consultation exercises from Communities and Local Government (CLG) on the future reform of the LGPS, including proposals for revising the rules and regulations for setting funding plans.  The Funding Review also takes into account up to date financial conditions, the impact of market falls through the global credit crisis and recession over the last year, an analysis of risk inherent in the funding of the EPF, and an update on demographic factors relating to longevity, ill health retirements and commutation.

3. The 2009 Funding Review results are set out overleaf, along with the results of the 2007 valuation.  Also shown is the projected 2009 funding position if investment returns and all other experience factors had progressed from 2007 to 2009 exactly in line with the 2007 valuation assumptions. It should be noted that these results are prior to any decisions which might be taken at the full 2010 valuation of the EPF regarding possible changes to funding approaches, assumptions, timescales and transitional arrangements. The 2010 valuation will also reflect any regulatory change to the funding regime, which has been signalled by government as under consideration.

	
	Assets

£m
	Liabilities

£m
	Deficit

£m
	Funding level

%

	2007 valuation
	3,043
	3,825
	782
	80%

	Projected 2009 position in line with 2007 assumptions
	3,565
	4,414
	849
	81%

	Updated 2009 position allowing for actual returns and revised assumptions
	2,225
	4,349
	2,124
	51%

	
	
	
	
	

	
	
	
	
	Effect on deficit

(£m)
	Effect on funding level 

%

	
	Equity/gilts smoothing adjustment as at 31 March 2009
	
	-427
	+10%

	
	Net 2009 smoothed funding position
	
	1,697
	61%


4.
If the 2009 review results were to be translated into contribution requirements, adopting the same funding target and approach to setting deficit recovery as at the 2007 valuation, then the theoretical implications for contribution rates would be as follows: 

	% of Payroll
	31 March 2007
	31 March 2009
	Change

	Future Service Contribution Rate
(% of pensionable pay)
	12.7%
	12.7%
	0.0%

	Deficit contributions (unsmoothed)
	7.0%
	17.8%
	10.8%

	Equity/gilts smoothing contributions adjustment
	n/a
	-3.6%
	-3.6%

	Total target contribution rate
	19.7%
	26.9%
	7.2%


5.
If the deficit recovery period was extended to a longer period, the total target contribution rate would be as shown in the following table.

	Deficit recovery period
	Total target contribution rate (%)

	Current plan (18 years)
	26.9%

	+5 years
	24.1%

	+10 years
	22.4%

	+15 years
	21.1%

	+20 years
	20.2%


6.
The above illustrative contribution rates compare with the current total target contribution rate requirement as assessed at the 2007 valuation of 19.7%.  Transitional stepping arrangements would also be allowed for any contribution rates changes found to be necessary, as have been applied in the past. Therefore it can be seen that while the basic review results appear stark, extending the recovery plan (and also other potential options for reviewing the funding plan approach at the 2010 valuation) can largely be used to ameliorate any immediate adverse contribution impacts.  
Consultation on new funding arrangements

7.
The consultation document issued by CLG on 25 June 2009 sets out possible new measures focussed on the “stability and viability” of the LGPS through the outcomes of the 2010 full valuation process. These relate to changes on such matters as the statutory funding target (currently, to “secure solvency”) and the FSS guidance.

8.
Two alternative proposals have been put forward for consultation: “Financing Plans” and “Local Funding Targets”. The first of these requires a closer focus on the actual cash flow requirements of the LGPS and how these can be funded for by participating employers. The second places more emphasis on each Fund determining the appropriate funding target to be adopted, as documented in the Funding Strategy Statement (FSS). This could, for example, be an adjustment to the target funding level similar to the smoothing mechanism adopted in the Funding Review.  Another possibility might be a revision to the level of advance funding being made in the valuation in respect of certain benefits or contingencies, for example, in relation to allowance made for future salary growth or pension increases perhaps, or the provisions made for the costs of unknown future improvements in longevity.

9.
In addition to the current consultation on funding arrangements, CLG has indicated that further consultation on “reform” of the LGPS will come forward in due course. 

10.
Particular areas which might be considered in this further “reform” of the LGPS are as follows:

– Reconsideration of the final salary nature of the LGPS, although there was ministerial commitment given in the first half of 2009 to retaining the final salary basis for the scheme. 

– Review of employee contribution levels.

– Review of current terms for exchange of pension at retirement for additional retirement cash (“commutation”).

– Changes to LGPS retirement ages and terms, possibly in line with state pension age changes, or linked directly to longevity improvements.

– Review of acceptance of transfers in to the LGPS.

– Review of the terms and financing arrangements for Club transfers and/or transfers between LGPS Funds.

– Review of other benefit terms of the LGPS consistent with cost pressures as identified via the cost sharing process.

However, there is currently no clear timetable available for the expected steps needed to make progress on any scheme benefit reforms. The general presumption is that this will now be deferred until later in 2010.
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