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ITEM NO.



REPORT OF THE DIRECTOR OF CORPORATE SERVICES



TO THE LEAD MEMBER FOR CORPORATE SERVICES


ON MONDAY, 8TH SEPTEMBER, 2003 


TITLE :
SALFORD COMMUNITY LEISURE - PENSION FUND ADMISSION AGREEMENT


RECOMMENDATIONS :
That :-

(a) the application from Salford Community Leisure (SCL) to join the Greater Manchester Pension Fund (GMPF) as an admitted body be supported by the City Council ;

(b) the City Council agrees to act as a guarantor to the admission agreement; and

(c) the employers' contribution rate which SCL will pay should be pooled with that of the City Council. 


EXECUTIVE SUMMARY :

This report considers the potential financial impact upon the City Council of SCL joining the GMPF as an admitted body and being pooled with the City Council for contribution purposes.

The view of the GMPF has been sought and they consider that the admission of SCL to the Fund will have minimal impact upon the City Council's contribution rate.   


BACKGROUND DOCUMENTS :
Exchange of correspondence with GMPF

(Available for public inspection)



ASSESSMENT OF RISK :
Low



SOURCE OF FUNDING :


Employers' pension contributions for SCL staff will fall to be met from SCL's profit and loss account, and ultimately funded within the management fee paid by the City Council to SCL.



LEGAL ADVICE OBTAINED :


None in this instance, although advice from GMPF officers is based upon their own legal interpretation of pension legislation.



FINANCIAL ADVICE OBTAINED :
This report has been prepared by the Head of Finance



CONTACT OFFICER :
John Spink

Tel No : 793 3230








E-mail : john.spink@salford.gov.uk

WARD(S) TO WHICH REPORT RELATE(S) :
All


KEY COUNCIL POLICIES :

Budget Strategy


REPORT DETAILS

BACKGROUND

Salford Community Leisure are due to begin operation as an independent and provident society on 1st October.

One of the issues they need to have determined is whether the employees currently in the employment of the City Council and contributing members of the GMPF who will transfer to the employment of SCL on 1st October can continue to be contributing members of the Fund.

For service provision transfers to a third party it is normal practice for a continuation of pension rights for employees in the local government pension scheme to be dealt with by the third party applying to the pension fund to become an admitted body.

The pension fund then requests the local authority whether it supports the application, will act as guarantor of the pension rights and agree to pool the employers' contribution rate with the applicant.

The Council's constitution provides for the Lead Member for Corporate Services to determine such applications.

It has been standard practice in the past to automatically agree to such applications as the numbers involved have been minimal, eg as small as 1 employee for the dog warden service, 1 or 2 for some school service transfers. The largest was the transfer of 80 care staff to Manchester Care. (Note : There were separate legislative arrangements for ALMO transfers)

SCL is the first organisation where there is to be any transfer of a significant number of employees and in such circumstances consideration needs to be given as to whether this could have an impact upon the Council's financial position in terms of any material change to the employer's contribution rate.

ASSESSMENT OF IMPACT

There will be approximately 350 staff (294.5 FTEs) transferring to SCL, of whom 179 are currently pensionable.

The average age of all staff is 31.3 years, and of pensionable staff 34.9 years.

The average salary is £11,114.

Average pensionable service is 7.5 years.

Information from GMPF concerning situations where a local authority's contribution rate may be affected by an agreement to pool rates under an admission agreement are as follows :-

Risk
Possible impact of SCL application

1. Surpluses/deficits on Fund remain with authority at time of transfer
Increase on Council contribution rate at next valuation if no pooling as smaller staff base on which to recover current pension fund deficit. Pooling spreads this cost.

2. Staff profile post-transfer for Council is significantly different from that pre-transfer 
SCL has a lower age profile than overall Council, therefore transfer will raise the age profile for Council. Without pooling this would raise the contribution rate. Pooling spreads the cost.

3. Need to review pension fund investment strategy to reduce volatility as a result of future Council liabilities for former employees forming a greater proportion of future active membership base post-transfer
As per 2 above.

4. That admitted body fails to make good any deficit on termination of the admission agreement, eg when service transfers to another provider
SCL's prime source of revenue will be from the Council and their contract will be for 25 years. Pooling and allowance for any contribution increases within the management fee for SCL should avoid any distortion of the share of any deficit and help to minimise any impact.

GMPF has considered the information set out above and advised that the transfer of 179 members, mainly relatively young and low paid, should not have a material effect on Salford's long-term position.

They have not quantified the effect and this could only be done with a lot of actuarial work, for which Salford would have to meet the cost.

An unknown factor is the possible effect of the non-contributing members joining in the future.

However, even if all non-contributing members joined immediately, there is still unlikely to be a critical mass to have a detrimental impact upon Salford's contribution rate.

Critical mass is only likely to begin to arise with transfers of 500 or more staff.

In conclusion, therefore, it is unlikely that the proposed admission agreement for SCL with GMPF, and the consequent granting of a guarantee by the City Council and agreement to pool contribution rates, will have a detrimental financial impact upon the City Council.

On the basis of the advice from GMPF it is not proposed to seek an actuarial assessment of the impact.

RECOMMENDATIONS

That :-

(a) the application from Salford Community Leisure (SCL) to join the Greater Manchester Pension Fund (GMPF) as an admitted body be supported by the City Council ;

(b) the City Council agrees to act as a guarantor to the admission agreement; and

(c) the employers' contribution rate which SCL will pay should be pooled with that of the City Council. 

ALAN WESTWOOD

Director of Corporate Services
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