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INFORMATION BULLETIN

The following topics have been identified as being of interest to the Committee. Councillors wanting further information on any of the items in this Bulletin are advised to contact Peter Edwards, Corporate Finance Manager by telephone on 01473 264337, or via email peter.edwards@suffolk.gov.uk . 
Actuarial Update: September 2012 
1. This report sets out the estimated actuarial position of the Pension Fund at September 2012 as assessed by the Fund’s actuary, Hymans Robertson LLP.

2. The main feature of the actuary’s actuarial review attached to this report is the deterioration in the funding level for the Pension Fund to 76% at September 2012, compared with 82% at the last actuarial valuation at March 2010. 
3. For monitoring purposes only, the actuary has estimated that the average employer contribution rate that would be required for the Fund as a whole if he applied the same methodology for determining employer contributions as was used at the March 2010 actuarial valuation.  This indicates that the notional employer contribution rate that would be required, based on the current funding level, is 29.4% of pay. This compares with an average employer contribution rate of 22.2% of pay that has been set for 2012-13 following the 2010 valuation. 
4. The funding strategy that the Committee agreed following the 2010 actuarial valuation provides for the stabilisation of the contribution rates for the statutory employers in the Fund as part of a long-term financing plan, backed by a risk assessment carried out by the actuary. As a result, it is not anticipated that any change in employer contribution rates will be required in advance of the next statutory actuarial valuation at March 2013.

Actuarial Monitoring Report: September 2012  
5. The Fund’s Actuary, Hymans Robertson LLP, have an actuarial monitoring tool, called the Navigator Report. This is attached as Appendix 1.  It provides a health check on the funding level of the Fund on a quarterly basis. The report provides a snapshot of the funding level of the Fund, and indicates whether the Fund’s current financial position is in line with the actuarial projections at the last actuarial valuation. The estimated actuarial position for the Fund at September 2012 is a funding level of 76%, compared with 71% at June 2012 and 82% at the last statutory valuation of the Fund at March 2010. 
6. The main positive factors which have improved the funding position of the Pension Fund over the three months between June and September 2012 have been the strong investment returns (3.8%) and the increase in the real gilt yields, which affects the valuation of the Fund’s liabilities. 
7. Over the whole period since March 2010, the actuarial position of the Fund has deteriorated from being 82% funded at March 2010 to 76% funded at September 2012. This reflects the adverse impact of the fall in the discount rate over the period on the Fund’s liabilities, combined with the shortfall in Fund’s investment returns compared with the actuary’s long-term assumptions. 
8. The Fund actuary bases the discount rate on fixed interest gilt yields with an allowance for the expected outperformance of equities relative to gilts. Fixed interest gilt yields (for Over 15 Year gilts) have fallen from 4.51% at March 2010 to 2.92% at September 2012. The projected future investment return of the Fund has accordingly fallen from 6.10% p.a. to 4.50% p.a. This is reflected in the actuary’s valuation of the Fund’s liabilities, which have increased from £1,721 million at March 2010 to £2,237 million at September 2012 (a 30% increase over a 2½ year period).
9. The cumulative investment return over the period from March 2010 to September 2012 was 11.5% (4.4% p.a.), compared with a return of 16.0% (6.1% p.a.) that was projected by the actuary at the 2010 valuation. Therefore there has been an adverse impact on the funding level from the shortfall in investment performance in addition to the greater than expected increase in Fund liabilities.

10. The future service rate for the Fund is the cost to the employer of the pension benefits built up from the ongoing service of employees in the scheme. This is the percentage contribution rate that employers would pay on average in the absence of a deficit. A reduction in the discount rate for the Fund implies an increase in the future service rate. The actuary estimates that the future service rate is currently around 19.8% of pay, compared with 16.6% at the 2010 actuarial valuation.  
11. Over the medium term, interest rates might be expected to increase to a level closer to their long-term historic levels. This would increase the actuary’s expectation of the long-term discount for the Fund, which would reduce the cost of future service for employers from its current high level.
12. For monitoring purposes only, the actuary has estimated the total employer contribution rate that would be required for the Fund as a whole if he applied the same methodology for determining employer contributions as was used at the March 2010 actuarial valuation. This indicates that the notional total employer contribution rate that would be required based on the funding level at September 2012, is 29.4% of pay. This compares with the current average employer contribution rate of 22.2% of pay which was determined following the 2010 valuation. 
13. The Pension Fund Committee approved a Funding Strategy for the Fund following the 2010 actuarial valuation, which was used by the actuary to determine the individual employers’ contribution rates. The Funding Strategy was approved as part of a long-term financing plan which seeks to stabilise the contribution rate for the major statutory employers in the Fund as far as possible. It is not anticipated that any increase in the employer contribution rates will be required in advance of the next statutory actuarial valuation at March 2013. The results of the 2013 actuarial valuation will determine employer contributions for 2014-15 onwards.
14. Hymans Robertson have been commissioned to undertake a piece of work to model the long-term funding position of the Fund under various approaches to the funding strategy following the 2013 valuation. This will allow the Committee to see whether a funding strategy based on stabilisation of employer contributions is likely to be sustainable over the medium to long term for the Fund. The results of this analysis will be reported to the next meeting of the Pension Fund Committee.
	Sources Of Further Information
Navigator Report at 30 September 2012 – Hymans Robertson LLP (attached, as Appendix 1)
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