Report of the Head of Finance
To

The Governance & Standards Committee
On

2nd June 2021
Statement of Accounts 2020/21 – Pension Assumptions
1 SUMMARY

1.1
The attached pension report, as provided by the Council’s actuaries, Barnett Waddingham, sets out the assumptions used by the actuaries when compiling the IAS19 – Employee Benefits figures for the Council’s Statement of Accounts. 
2
RECOMMENDATION

2.1 
That the 2020/21 pension assumptions be approved.
3
BACKGROUND

3.1 
IAS 19 - Employee Benefits is one of the financial reporting standards with which the Council must comply when producing its annual Statement of Accounts. IAS 19 states that an organisation should account for retirement benefits when it is committed to give them, irrespective of when they are paid out.
3.3
To calculate the cost of earned benefits for inclusion in the Statement of Accounts, the scheme actuaries use certain assumptions to reflect expected future events which may affect the cost. The assumptions used should lead to the best estimate of the future cash flows that will arise under the scheme liabilities. Any assumptions that are affected by economic conditions should reflect market expectations at the balance sheet date.
3.4
The Council has used the calculated costs and the underlying assumptions, based upon the advice of the actuary of the Nottinghamshire County Council Pension Fund, Barnett Waddingham, and the administering authority (Nottinghamshire County Council), in preparing the annual Statement of Accounts.
3.5
All of the figures relating to IAS 19 are simply accounting adjustments made to comply with accounting standards and have no direct impact on resources. The amount charged to the General Fund Balance is the actual amount paid out in employers’ contributions and not the charge calculated in accordance with IAS 19. The liability shown in the balance sheet is an estimate based on assumptions and would only ever become payable if the Council ceased as a going concern.
3.6
The Actuary’s report for 2020/21 was received on 14th May 2021. The Actuary report is attached at Appendix 1.

4
ASSUMPTIONS USED
4.1
Financial Assumptions

4.1.1
Financial assumptions reflect market conditions at the accounting date and so are likely to change every year.


4.1.2
The assumptions which have the most significant impact on the value of liabilities are the discount rate and the assumed rate of pension increases. 

4.1.3
The discount rate is used in order to express these expected future payments as a single current value. A higher discount rate means that the future payments have a smaller value now i.e. a lower pension liability.
4.1.4
The financial assumptions used, and those of the previous financial year, are shown in the table below:

	Assumptions
	2020/21
	2019/20

	Discount rate
	2.00%
	2.35%

	Pension increases
	2.80%
	1.90%

	Salary increases
	3.80%
	2.90%


4.2
Demographic Assumptions

4.2.1
Demographic assumptions relate to the likelihood of benefits being paid, and how long they will be paid for. This includes non-financial assumptions such as mortality, the rate of early retirement, and the rate at which members exchange pension for cash at retirement.

4.2.2
The key demographic assumption is mortality. For example, when changes in mortality assumptions results in a decrease in the life expectancy of members this will result in a decrease in the value of liabilities. This is because the term that members are expected to live in retirement would be shorter so less benefits will be paid.
4.2.3
The demographic assumptions used, and those of the previous financial year, are shown in the table below: 

	Life expectancy from age 65 (years)
	Gender 
	2020/21
	2019/20

	Retiring today
	Male
	21.6
	21.8

	
	Female
	24.3
	24.4

	Retiring in 20 years
	Male
	22.9
	23.2

	
	Female
	25.7
	25.8



Additional demographic assumptions used:
· Members will exchange half of their commutable pension for cash at retirement

· Members will retire at one retirement age for all tranches of benefit, which will be the pension weighted average tranche retirement age

· The proportion of the membership that had taken up the 50:50 option at the previous valuation date will remain the same.
5
IMPACT IN FINANCIAL STATEMENTS

5.1
The impact of changes in the assumptions upon the financial statements is shown in the table below:

	Assumption 
	Movement 
	Impact 

	Price inflation
	Decrease 
	Decrease in charge for cost of future pensions

	
	Increase 
	Increase in charge for cost of future pensions 

	Pension increase rate
	Decrease 
	Decrease in liabilities

	
	Increase 
	Increase in liabilities 

	Salary increase rate
	Decrease 
	Decrease in charge for cost of future pensions

	
	Increase 
	Increase in charge for cost of future pensions 

	Discount rate
	Decrease 
	Decrease in liabilities

	
	Increase 
	Increase in liabilities 


6
OPTIONS AVAILABLE

6.1
The option available is for the Committee to approve the pension assumptions.
The Council is required to include IAS19 pension figures within its Statement of Accounts. Officers have included these figures within the accounts, based on the report provided by the Council’s Actuary, Barnett Waddingham. 
7
RISK ASSESSMENT OF RECOMMENDATIONS AND OPTIONS
	Risk
	Risk Assessment
	Risk Level
	Risk Management



	The Statement of Accounts do not include accurate IAS19 balances, which would affect decision making
	This could lead to a qualified set of accounts due to the high value of IAS19 balances
	Medium
	Systems are in place to ensure that the figures presented within the Statement are in line with expectations.


8
ALIGNMENT TO COUNCIL PRIORITIES

8.1
The need to have robust and effective accounting policies is fundamental to the Council in ensuring that it has adequate financial management arrangements in place to enable it to achieve its priorities.
9
IMPLICATIONS 
(a)
Relevant Legislation 

The agreement of appropriate pension assumptions is part of the process of ensuring that the Council satisfies its legal obligation to prepare a Statement of Accounts. The pension assumptions adopted by the Council must comply with current legislation, the Code of Practice on Local Government Accounting and IFRS requirements. Officers have given careful consideration to the assumptions, and the figures provided based on these assumptions, detailed at Appendix 1, to ensure that they meet all these requirements
(b)
Human Rights


There are no implications for human rights.
(c)
Equality and Diversity


There are no implications for equality and diversity.
(d)
Climate change and environmental sustainability


The proposed actions in the report do not have any environmental implications and have no effect on the climate.
(e)
Crime and Disorder


There are no implications for crime and disorder.
(f)
Budget/Resource


There are no direct budgetary implications, as IAS19 transactions are accounting adjustments, which have no direct impact on resources. 
The pension assumptions will however be used to determine the balances of the IAS19 transactions of the Council for 2020/21 and will therefore influence the presentation and understanding of the financial position of the Council as at 31 March 2021. 
10
COMMENTS OF STATUTORY OFFICERS
Deputy Monitoring Officer – no specific comments.
Section 151 Officer – own report.
11
CONSULTATION
11.1
No further consultation has taken place.
12
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