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REPORT OF THE CITY TREASURER
TO THE LEAD MEMBERS FOR 

CUSTOMER AND SUPPORT SERVICES ON 16 MAY, 2011
and CHILDREN’S SERVICES ON 16 MAY, 2011
TITLE:
ACADEMIES AND PENSIONS
RECOMMENDATION:
That Lead Members agree that :-
1. any pension deficit or surplus at the time of transfer, as determined by the pension fund actuaries should transfer to the academy ; 

2. academies are not pooled with the Council for the purposes of valuation and assessment of contribution rates.
EXECUTIVE SUMMARY:
This report identifies the implications for the Council of future pensions arrangements for new academies.
BACKGROUND DOCUMENTS:
None
(Available for public inspection)
KEY DECISION:
NO 
DETAILS:
See details below.
KEY COUNCIL POLICIES:
Budget strategy
EQUALITY IMPACT ASSESSMENT AND IMPLICATIONS:-  
All local government employees have the opportunity to participate in pension arrangements and the proposals in this report do not affect that opportunity, it concerns the means by means that opportunity is funded.
ASSESSMENT OF RISK: Low
SOURCE OF FUNDING:  This report identifies the proposed future funding arrangements for pensions in respect of schools that become academies.
LEGAL IMPLICATIONS Supplied by Tony Hatton ext 2904
The proposed funding arrangements for academy pension funds would be consistent with the Academies Act 2010 and advice and guidance from the Department for Education.
FINANCIAL IMPLICATIONS Supplied by John Spink

The report concerns the financial implications of pension fund arrangements, which are contained in the report details.
OTHER DIRECTORATES CONSULTED:  

The Children’s Services Directorate have been consulted in the preparation of this report and support the comments, conclusions and recommendations.
CONTACT OFFICER:
John Spink
TEL. NO.
793 3230
WARD(S) TO WHICH REPORT RELATE(S):
None specifically
REPORT DETAILS

Background

1. One of the earliest policies implemented by the new coalition government was the creation of Academies.  These are publicly funded independent schools, free from local authority control.  Alongside outstanding schools, all schools that are ranked good with outstanding features by Ofsted will automatically be eligible for academy status.  All other schools that wish to become academies will also be eligible, providing they work in partnership with a high-performing school.

2. The Local Government Pension Scheme (LGPS) for England and Wales is a statutory pension scheme, primarily covering non-teaching staff of local authorities and similar bodies. It is organised as a series of separate funds, mainly corresponding to county areas. The Greater Manchester Pension Fund (GMPF) is administered by Tameside MBC. 
3. Normally Tameside MBC has strict rules about admittance of new employers into the GMPF.  However, the Academies Act 2010 allows academies to join the LGPS in respect of non-teaching staff. 

4. A separate pension fund is maintained by the Government for teachers and administered by the Teachers Pensions Agency. This report does not concern such arrangements for teachers.
The Key Decisions about the LGPS for a new Academy

5. The most important matters to be decided at the outset of a new academy’s participation in an LGPS fund are the employer’s contribution rate and the related question of how any actuarial deficit existing in relation to the employees transferred to an academy is to be dealt with.

6. Although academies are separate employers, they do not necessarily have to be treated separately in setting employer contribution rates. There are three main options:

· Pooling with the ceding local authority

· Joining a pool with other academies

· Being treated as a separate employer

7. Pooling with the ceding local authority implies the academy having the same minimum employer contribution rate as the local authority, although extra payments may be required to cover the costs of certain types of early retirement or increases in benefits awarded by the employer. This option involves the academy being treated for valuation purposes as if it were part of a much larger and very secure employer and should provide the academy with greater stability of cost than if it were either pooled with other academies or treated separately.  

8. The second option is to add a new academy to a pool of existing academies to produce a combined employer contribution rate. This allows some sharing of risk, particularly for the cost of ill-health retirements. Initially the contribution rate may be less than the ceding authority rate. This is because the assessment of the deficit relating to the academy will not include any deferred pensions (staff who have left the Council / school but are still to draw their pension) because it would be difficult to identify ex-academy deferred pensions.   However, the likely size of any pool of academies means that the contribution rates required may be less stable in the future than under the previous option.

9. Treating an academy as a separate employer implies that it alone is responsible for meeting the balance of the cost of the scheme in relation to its contributing members, with no opportunity to share risks with other employers. Employer contributions could vary dramatically from one valuation period to the next.  Tameside is looking to avoid this option by creating a pool of academies as per para 8.

Treatment of actuarial deficits on transfer

10. An actuarial valuation of GMPF as at 31 March 2011 is currently being undertaken by the Fund actuary. Although the final results are not yet available, provisional findings are that overall the Fund will be in deficit. This means that its assets (i.e. shares, property, bonds, cash etc) are not judged sufficient to pay for its liabilities (i.e. the benefits that have been earned by contributors up to the valuation date). This does not imply that there is not enough money available to meet pension payments due to be made in the next few years – merely that the Fund will need to be topped up by higher contributions over an extended period. The position is reviewed every three years and employer contributions adjusted accordingly. 

11. In principle, each employer participating in the GMPF will have a separate account (a “sub-fund”) maintained by the Fund actuary showing both the liabilities to pay benefits and a corresponding share of the Fund’s assets. When contributing members move from a local authority to an academy, then the pension liabilities in respect of those members also move from the local authority’s sub-fund to the academy’s sub-fund. A related transfer of assets is also required.

12. The scheme rules do not prescribe how such asset transfers should be calculated. We are not aware of any authoritative guidance on the matter from the government department responsible for the LGPS (i.e. the Department for Communities and Local Government). So, the approach to adopt can be decided locally.

13. There are two main options. One is to treat the liabilities as fully funded. In other words, assume no deficit or surplus exists at the date of transfer and allow the academy to start off in a neutral position. The other is to treat the liabilities as funded in line with the overall position of the local authority at the transfer date and transfer assets of the same proportion. In other words, transfer any existing deficit relating to the transferred liabilities to the academy.
14. Option 1 is easiest for the Fund to administer (by Tameside) as it means they don't have to ask the actuary to determine the funding rate at transfer. This saves time, administrative effort and actuarial fees. So far, it has been used for the pooled academies.  This would be the likely preference for a school seeking academy status.

15. Option 2 has its supporters who think it is fair that the academy should bear any existing deficit as they (rather than the ceding local authority) receive funding for the school going forward. The model commercial transfer agreement published on the Department for Education’s website states at clause 8.4: 

“The Company shall be responsible for any LGPS deficit relating to the Eligible Employees’ membership of the LGPS referable to service up to and including the Transfer Date.”

16. If both the ceding local authority and an academy wish to be pooled for the purpose of setting employer contribution rates, the issue of the treatment of any existing actuarial deficit in relation to transferred scheme members is not very important. Whether transferred pension liabilities are treated as fully funded or not will not affect the employer rate payable by participants in the local authority pool because all assets and liabilities are added together. It may however have a bearing on the treatment of pension costs in the accounts for the local authority and the academy. This is unlikely to be material for a local authority but may be more so for an academy.

Considerations for the Council
17.  The option to pool contributions is at face value the preservation of the current arrangements and is the least disruptive i.e. no additional valuation of the academy pension assets and liabilities is required and there is no change to the contribution rate to the academy (other than normal revaluations).

18. However, the Council will not be the employer of the academy staff and as such the academy can take decisions which will impact on future pension liabilities. This includes early retirements, including redundancies, and pay awards. The Council has agreed to pooling arrangements with other employers e.g. when services have been outsourced, such as residential care homes, or transferred to partner charitable organizations, such as Salford Community Leisure.  

19. Similar arrangements could be introduced in the case of academies. The current arrangements are manageable at present due to the small numbers involved but if a significant numbers of academies are created in Salford this could become an administrative burden, at a time when back office costs are under considerable scrutiny.

20. The option to pool with other academies introduces some uncertainty for schools as the impact of future valuations on the employer’s contribution rate is more difficult to predict.  If this option were adopted by the Council then this would be a factor, along with many others, that the school would have to consider when assessing the benefits of academy status.

Conclusion

21.  When dealing with pensions the financial implications of decisions cannot always be determined with certainty.  The impact of pooling with the Council or having a separate pool with other academies will unwind over the next 10 or 20 years and will depend on a range of factors.  

22. Some of these factors will be as a result of decisions taken by the academy e.g. early retirement, redundancy, pay and grading structures, pay awards.  For this reason it is recommended that academies in Salford should not be pooled with the Council.  This is also consistent with the principle that academies will be free from local authority control.  Furthermore this approach is administratively efficient for the Council as the pension team would not have to deal with pension issues with numerous academies on an individual basis, which experience has shown could become problematic when schools opt to have a different payroll provider.
Recommendations 
That Lead Members agree that :-
1.  any pension deficit or surplus at the time of transfer, as determined by the pension fund actuaries, should transfer to the academy ; 

2.  academies are not pooled with the Council for the purposes of valuation and assessment of contribution rates.

JOHN SPINK

City Treasurer
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