
            

 

Corporate Committee 

 
TUESDAY, 26TH NOVEMBER, 2013 at 19:00 HRS - CIVIC CENTRE, HIGH ROAD, WOOD 
GREEN, N22 8LE. 
 
MEMBERS: Councillors Adje, Amin (Vice-Chair), Diakides, Griffith, Jenks, Khan, Meehan 

(Chair), Whyte, Williams and Wilson 
 
AGENDA 
 
 
1. APOLOGIES (IF ANY)    
 
2. URGENT BUSINESS    
 
 The Chair will consider the admission of any late items of urgent business. (Late 

items will be considered under the agenda items where they appear. New items will 
be dealt with at items 16 and 21). 
 

3. DECLARATIONS OF INTEREST    
 
 A member with a disclosable pecuniary interest or a prejudicial interest in a matter 

who attends a meeting of the authority at which the matter is considered: 
 
(i) must disclose the interest at the start of the meeting or when the interest becomes 
apparent, and 
(ii) may not participate in any discussion or vote on the matter and must withdraw 
from the meeting room. 
 
A member who discloses at a meeting a disclosable pecuniary interest which is not 
registered in the Register of Members’ Interests or the subject of a pending 
notification must notify the Monitoring Officer of the interest within 28 days of the 
disclosure. 
 
Disclosable pecuniary interests, personal interests and prejudicial interests are 
defined at Paragraphs 5-7 and Appendix A of the Members’ Code of Conduct. 
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4. DEPUTATIONS / PETITIONS / PRESENTATIONS / QUESTIONS    
 
 To consider any requests received in accordance with Part 4, section B, Paragraph 

29 of the Council’s Constitution. 
 

5. MINUTES  (PAGES 1 - 14)  
 
 To consider and agree the unrestricted minutes of the meeting held on 19 September 

2013.  
 

6. PENSION FUND: ACTUARIAL VALUATION 31ST MARCH 2013  (PAGES 15 - 58)  
 
 Report of the Director of Corporate Resources to consider the draft actuarial valuation 

report as at 31st March 2013, including the methodology and assumption used by the 
actuary. 
 

7. PENSION FUND QUARTERLY UPDATE  (PAGES 59 - 72)  
 
 Report of the Director of Corporate Resources to report the following in respect of the 

three months to 30th September: 
 

• Investment asset allocation 

• Investment performance 

• Responsible investment activity 

• Budget management 

• Late payment of contributions 

• Communications 
 

8. LOCAL GOVERNMENT PENSION SCHEME IT SYSTEM - CONTRACT RENEWAL  
(PAGES 73 - 78)  

 
 Report of the Interim Head of Human Resources and Organisational Development. 

 
9. TREASURY MANAGEMENT UPDATE  (PAGES 79 - 88)  
 
 Report of the Director of Corporate Resources to update the Committee on the 

Council’s treasury management activities and performance in the quarter to 30th 
September 2013. 
 

10. TREASURY MANAGEMENT STRATEGY STATEMENT - 2014/15 - 2016/17  
(PAGES 89 - 116)  

 
 Report of the Director of Corporate Resources to present the proposed Treasury 

Management Strategy Statement and draft Prudential Indicators for 2014/15 to 
2016/17 to this Committee prior to them being scrutinised by Overview & Scrutiny 
Committee, represented to Corporate Committee in January 2014 and finally to full 
Council for final approval. 
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11. INTERNAL AUDIT PROGRESS REPORT - 2013/14 QUARTER 2  (PAGES 117 - 
170)  

 
 Report of the Director of Corporate Resources to advise the Committee of the work 

undertaken during the first quarter by the Internal Audit Service in completing the 
2013/14 annual audit plan together with the responsive and housing benefit fraud 
investigation work, and to provide details of the work undertaken by Council’s Human 
Resources business unit in supporting disciplinary action taken across all 
departments by respective Council Officers and consultants employed by the Council. 
 

12. EXTERNAL AUDIT PROGRESS UPDATE  (PAGES 171 - 178)  
 
 Report of Grant Thornton. 

 
13. ANNUAL AUDIT LETTER  (PAGES 179 - 192)  
 
 Report of Grant Thornton. 

 
14. SENIOR STAFF STRUCTURES UPDATE  (PAGES 193 - 206)  
 
 Report of the Chief Executive.  

 
15. DELEGATED DECISIONS, SIGNIFICANT ACTIONS, URGENT ACTIONS  (PAGES 

207 - 214)  
 
 Report of the Head of Legal Services to inform the Corporate Committee of non 

executive delegated decisions, significant actions and any urgency decisions taken by 
the Chair.  
 

16. ANY OTHER BUSINESS OF AN URGENT NATURE    
 
 To consider any items admitted at item 2 above. 

 
17. EXCLUSION OF PRESS AND PUBLIC    
 
 The following items are likely to be subject of a motion to exclude the press and 

public from the meeting as they contain exempt information as defined in Section 
100a of the Local Government Act 1972; paragraphs 1, 2 and 3, information relating 
to any individual, information which is likely to reveal the identity of an individual and 
information relating to the financial or business affairs of any particular person 
(including the authority holding that information). 
 

18. EXEMPT MINUTES  (PAGES 215 - 224)  
 
 To consider and agree the exempt minutes of the Corporate Committee meeting held 

on 19 September 2013, and to received the minutes of the CEJCC  meeting held on 2 
July 2013 and the Special Committees held on 1 and 23 October 2013.  
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19. LOCAL GOVERNMENT PENSION SCHEME IT SYSTEM - CONTRACT RENEWAL  
(PAGES 225 - 226)  

 
 To consider exempt information pertaining to agenda item 8. 

 
20. DELEGATED DECISIONS / SIGNIFICANT ACTIONS / URGENT ACTIONS  (PAGES 

227 - 230)  
 
 To consider exempt information pertaining to agenda item 15. 

 
21. ANY EXEMPT ITEMS OF URGENT BUSINESS    
 
 
 
David McNulty 
Head of Local Democracy  
and Member Services  
Level 5 
River Park House  
225 High Road  
Wood Green  
London N22 8HQ 
 

Helen Chapman 
Principal Committee Coordinator 
Level 5 
River Park House  
225 High Road  
Wood Green  
London N22 8HQ 
 
Tel: 020 8489 2615 
Email:   helen.chapman@haringey.gov.uk 

 
Monday 18 November 2013 
  

 
 
 
 



MINUTES OF THE CORPORATE COMMITTEE 
THURSDAY, 19 SEPTEMBER 2013 

 
Councillors: Adje, Allison, Amin (Vice-Chair), Egan, Griffith, Jenks, Khan, Meehan 

(Chair), Williams and Wilson 
 

Apologies: Councillor  Diakides, Councillor Whyte, Keith Brown 
 

Also present: Michael Jones 
Roger Melling 
John Raisin 

 

MINUTE 
NO. 

 
SUBJECT/DECISION 

ACTION 
BY 

 

CNCL258. 
 

APOLOGIES (IF ANY)  

 Apologies for absence were received from Cllr Diakides, for whom Cllr 
Egan was substituting, from Cllr Whyte, for whom Cllr Allison was 
substituting, and from Keith Brown. 
 

 
 

CNCL259. 
 

URGENT BUSINESS  

 There were no new items of urgent business. 
 

 
 

CNCL260. 
 

DECLARATIONS OF INTEREST  

 There were no declarations of interest.  
 

 
 

CNCL261. 
 

DEPUTATIONS / PETITIONS / PRESENTATIONS / QUESTIONS  

 There were no such items. 
 

 
 

CNCL262. 
 

MINUTES  

 RESOLVED 
 
That the minutes of the meeting held on 27 June 2013 be approved as a 
correct record and signed by the Chair.  
 

 
 

CNCL263. 
 

PENSION FUND QUARTERLY PERFORMANCE UPDATE  

 The Committee received the Pension Fund quarterly update. It was 
noted that the Fund had increased to £881m as at the end of July 2013, 
and the overall performance for the fund demonstrated the influence of 
moving to passive management arrangements.  
 
The Committee asked about the variance in the budgeted and actual 
Pensions & Benefits expenditure, as indicated in the budget 
management position at paragraph 16 of the report, and it was agreed 
that a response on this issue would be provided by officers. In response 
to a question regarding the lack of engagement on social issues by 
BlackRock, it was reported that this was an issue that officers raised with 
the company on a regular basis, whose response was that they were 
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MINUTES OF THE CORPORATE COMMITTEE 
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focussing on governance matters. 
 
RESOLVED 
 
That the information provided in respect of the activity in the three 
months to 30th June 2013 be noted.  
 

CNCL264. 
 

PENSION FUND ANNUAL REPORT AND ACCOUNTS AND ISA 260 
AUDIT REPORT 

 

 The Committee received the Pension Fund Annual Report and 
Accounts, and ISA 260 audit report.  
 
In response to a question from the Committee regarding the date of the 
next triennial valuation, it was reported that it was expected that this 
would be completed by the end of the current calendar year. It was 
confirmed that the Chief Financial Officer was the post responsible for 
the co-ordination of the Fund Management and Pension Administration 
arms of the Pension Service. The Committee asked why Pensions AGM 
meetings were no longer held, and it was advised that a decision had 
been taken to discontinue these on the basis of available resources and 
low attendance at previous meetings; it was noted that there was no 
requirement to hold such meetings. In response to a question from the 
Committee regarding performance assessment in compliance with 
Myners Principles, it was reported that officers continue to routinely meet 
with investment managers, and that arrangements for Committee 
Members to also meet with investment managers could be arranged 
should Members wish.  
 
It was confirmed, in response to a question from the Committee, that no 
matters had been referred on to the Pensions Ombudsman. With regard 
to the movement in the actuarial deficit as set out on page 54 of the 
agenda, in particular ‘investment returns lower than expected’, it was 
agreed that officers would provide information on what the anticipated 
investment return had been. Officers provided some clarification around 
Additional Voluntary Contributions, where individuals wished to transfer 
additional funds further to their usual pension payments, and it was 
noted that such payments were reflected in a specific line in the Pension 
Fund accounts. It was confirmed that 90% of the Fund was passively 
managed, with the remaining 10% managed actively in property and 
private equity.  
 
With regard to the reported £200m increase in liabilities, officers advised 
that this was due to the way in which liabilities were calculated and 
confirmed that this matter was taken very seriously; the outcome of the 
forthcoming triennial valuation would be important with regards to 
providing more information around this issue. 
 
In response to a question from the Committee regarding whether there 
were any tax implications from investing overseas, it was agreed that a 
briefing on this would be provided outside the meeting. It was also 
agreed that this issue would be a topic for discussion at the next meeting 
of the Pensions Working Group.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ADF / 
HoT&
P 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
HoT&
P 
 

Page 2



MINUTES OF THE CORPORATE COMMITTEE 
THURSDAY, 19 SEPTEMBER 2013 

 

 
The Fund’s external auditor, Subarna Banerjee, from Grant Thornton, 
provided an outline of the audit findings for the Pension Fund and 
confirmed for the record that Grant Thornton remained independent of 
the Pension Fund. The Committee was asked whether anyone was 
aware of any fraud against the Fund, and it was noted that no 
declaration was made that anybody was aware of any such fraud. It was 
anticipated that the auditors would be providing the Fund with an 
unqualified audit opinion.   
 
In response to a question from the Committee regarding late payments 
to the Fund, it was reported that all contributing bodies were being 
encouraged to set up direct debits or standing orders for payments and 
that in the most recent quarter there had only been one late payment. 
Officers were working to ensure that this position continued to improve.  
 
It was noted that new requirements for the governance of Pensions 
Funds were being consulted upon; changes are planned to come into 
force from 1 April 2014. Appropriate arrangements would be established 
in order to comply with these changes and the Corporate Committee will 
be properly consulted before implementation. 
 
RESOLVED 
 
That the Committee approve the Pension Fund Annual Report and 
Accounts for 2012-13.  
 
The Committee thanked all Council staff involved in preparing the 
Pension Fund accounts for their efforts, and thanked Grant Thornton for 
their work on the audit.  
 

 

CNCL265. 
 

AWARD OF CONTRACT FOR PENSION FUND INVESTMENT 
ADVISORY SERVICES 

 

 The Committee received the report on the award of contract for Pension 
Fund Investment Advisory Services. A mini-competition process had 
been entered into under the framework agreement undertaken by 
Norfolk County Council, as a result of which the report recommended 
that the Committee approve the award of the Pension Fund Investment 
Advisory Services contract to Mercer Ltd for a period of 3 years.  
 
In response to a question from the Committee regarding the difference in 
price between firms C and D, it was noted that the difference was 
significant. Officers reported that they were confident in the quality of 
both companies C and D.  
 
RESOLVED 
 
That the Committee approve the award of the Pension Fund Investment 
Advisory Services contract to Mercer Ltd for a period of 3 years from 6th 
November 2013 with the Council having the option to offer an extension 
for a further year, at an estimated cost of £240,000 over the initial period.  
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CNCL266. 
 

PENSION FUND: LONDON COLLECTIVE INVESTMENT VEHICLE  

 The Committee received the report on the London Collective Investment 
Vehicle, and was asked to support the establishment of such a vehicle 
and approve the expenditure of up to £25,000 as a contribution towards 
its establishment.  
 
In response to a question from the Committee, it was understood that a 
number of other boroughs had indicated their support for the proposal, 
subsequent to the production of the report. The Chief Executive 
indicated that there was broad support for the proposal at chief executive 
level across London boroughs. With regard to the likelihood of Haringey 
joining any such vehicle once established, it was reported that this would 
depend on the outcome of this piece of work; it was emphasised that 
such a vehicle would only be entered into if it were in the best interests 
of the Pension Fund to do so.  
 
The Committee asked about the contribution for which approval was 
sought – it was reported that the Council would expect the project to be 
developed in line with the proposals set out in paragraph 5.8 of the 
report. It was confirmed that officers would be in a position to ensure that 
the money was being spent appropriately and that value for money was 
being achieved. In response to a question regarding the potential for 
more money being sought at a later date, it was reported that there was 
no intention that a greater contribution would be required. In the event 
the further funding were needed, such a request would need to come 
back to the Committee. It was anticipated that undertaking this activity 
voluntarily at this stage would be preferable to the potential of being 
forced to at a later date.  
 
RESOLVED 
 
i) That the Committee should support further investigations into 

the potential establishment of a London-wide Collective 
Investment Vehicle (CIV). 
 

ii) That the Committee approve expenditure of up to £25,000 as 
a contribution towards the legal and other related costs in 
connection with the possible establishment of the CIV. 

 

 
 

CNCL267. 
 

PENSION FUND: ASSET ALLOCATION ADVICE  

 The Committee received the Pension Fund Asset Allocation report, 
which reflected the fourth of four sets of asset allocation moves to the 
strategic benchmark. As set out in paragraph 13.4 of the report, it was 
intended that a report setting out recommendations for adjusting the 
asset allocation policy would be brought to the next meeting of the 
Committee. Prior to consideration of this report, it was agreed that 
training on the different asset classes and investment vehicles should be 
arranged for all Committee Members in order to support the decision-
making process. Officers would identify some suitable dates for this 
training and seek the availability of Members in due course.  
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MINUTES OF THE CORPORATE COMMITTEE 
THURSDAY, 19 SEPTEMBER 2013 

 

 
As the current contract for Pensions Investment Advisory Services was 
coming to an end, the Committee wished to place on record its thanks to 
Aon Hewitt for their advice over the course of the contract.  
 
RESOLVED 
 
That the asset allocation moves set out in the Advice Table on page 6 of 
appendix 1 to the report be implemented. 
 

CNCL268. 
 

TREASURY MANAGEMENT 2013/14 MID-YEAR ACTIVITY AND 
PERFORMANCE UPDATE 

 

 The Committee received the Treasury Management 2013/14 Mid Year 
Activity and Performance Update report.  
 
In response to a question from the Committee, the Director of Corporate 
Resources confirmed that she was satisfied that the mechanisms in 
place to monitor the fundamental principles of the Council’s Treasury 
Management policy were robust. With respect to the ‘A’ rating for 
Natwest SIBA on the table in paragraph 14.3, it was noted that this was 
assessed on a different style of rating from the money market funds, and 
that investment of a limited proportion of funds within this type of account 
was fully in accordance with the Treasury Management Strategy. It was 
further noted that this was an instant access account, and so funds could 
be retrieved quickly from this account if required; investment positions 
were reviewed on a daily basis. It was clarified that the y-axis of the 
graph in paragraph 15.2 of the report related to millions of pounds.  
 
The Committee asked about the deposits shown in the table in 
paragraph 15.4 of the report, and it was confirmed that these were all 
short term investments, ranging in duration from overnight up to 32 days. 
With regard to where these investments were reflected within the 
Statement of Accounts, it was confirmed that these were the ‘Short Term 
Investments’ line on the Balance Sheet. The Committee queried the 
expected interest amount of £40k as set out in paragraph 16.2 of the 
report, on the basis of the interest rates quoted, and it was agreed that 
officers would double-check this calculation for accuracy.  
 
Post-meeting note: Further to the query raised by the Committee with 
regard to Paragraph 16.2, it was confirmed that, while this Paragraph of 
the treasury update report stated that anticipated income in the half year 
to September is £40,000, this is in fact the anticipated income for a 
quarter only.  The average investment balance is approximately £50 
million and at an average return of 0.32%, the half yearly anticipated 
income is £80,000. 
 
RESOLVED 
 
That Members note the treasury management activity and performance 
during the first half of 2013/14. 
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MINUTES OF THE CORPORATE COMMITTEE 
THURSDAY, 19 SEPTEMBER 2013 

 

 
 The Committee received the Statement of Accounts 2012/13 and ISA 

260 audit report. It was noted that the report reflected a significant 
improvement from the previous year, and the auditors’ report indicated 
that there would be an unqualified audit opinion.  
 
In response to a question from the Committee regarding the level of 
reserves, it was reported that the level reflected in the statement of 
accounts was partly due to the timing of transactions, and there had also 
been a small increase due to underspends; the audit report moreover 
indicated that the Council’s level of reserves was comparatively low. The 
Committee noted that publicity was not included in this year’s report, but 
had been previously, and asked why this was. Officers reported that it 
was not a statutory requirement to include publicity details and it was 
therefore omitted in order make the statement of accounts as succinct as 
possible. It was agreed that a briefing on the publicity figures would be 
circulated outside the meeting, but would not form part of the formal 
accounts. Paul Dossett, Grant Thornton, advised that it had been a 
requirement to include publicity in the accounts in previous years under 
CIPFA guidance, but that this requirement had changed and it was no 
longer a requirement.  
 
The Committee asked about the net loss indicated in off-street parking 
services, and it was agreed that officers would seek a response to this 
from the service. In response to a question regarding the Annual 
Governance Statement, the Director of Corporate Resources advised 
that, while this was not a fully comprehensive list, it covered all 
substantive and material matters as required.  
 
Paul Dossett introduced the ISA 260 audit report, and advised that, 
against the context of the audit problems encountered in the previous 
year, the auditors were this year in a position to provide an unqualified 
audit opinion and Value for Money conclusion well within the statutory 
deadline. Key issues were set out in the executive summary, which 
recognised the considerable effort that had been made to improve the 
quality of the accounts and documentation since last year and noted that 
an area for continued improvement was property, plant and equipment 
and the documentation around these issues. It was noted that no 
additional fees had been incurred this year. 
 
With regard to the unadjusted misstatements listed within the report, the 
Committee asked what steps were being taken to ensure that such 
matters could be avoided in future. Nick Walkley, Chief Executive, 
advised that as part of the restructure of Place and Sustainability, a new 
function had been established to deal with asset valuations more 
comprehensively than previously and that this should assist. Paul 
Dossett assured the Committee that his view was that an unqualified 
opinion would be given by the deadline, and that this would indicate that 
the Council had managed its resources effectively this year.  
 
The Committee asked about the reduction in audit fee for this year. It 
was reported that some of this reduction was due to additional fees 
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MINUTES OF THE CORPORATE COMMITTEE 
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incurred last year not being incurred this year, but the reduction was 
largely as the result of the closure of the central Audit Commission 
function, which had led to an increase in competition.  
 
With regard to the issues which required an answer outside the meeting, 
it was reported that these would be responded to within two weeks of the 
meeting – any cases where this would not be possible would be raised 
directly with the Chair. 
 
RESOLVED 
 
i) That the Committee note the contents of the report and the 

oral updates provided at the meeting by Grant Thornton.  
 

ii) That the Committee approve the Statement of Accounts 
2012/13, subject to any final changes required by the 
conclusion of the audit, being delegated to the Chief Financial 
Officer in consultation with the Chair. 

 
iii) That the Committee note the ISA 260 report of the auditors, 

Grant Thornton, and approve the management responses in 
the Grant Thornton action plan contained within the ISA260 
report.  

 
The Chief Executive placed on record his thanks to Council officers for 
their efforts which had led to such a significant improvement in the final 
accounts since the previous year and also to Grant Thornton for their 
work on the audit of the accounts. The Committee also expressed their 
thanks to Council officers and to Grant Thornton.  
 

CNCL270. 
 

EXTERNAL AUDIT PROGRESS REPORT  

 The Committee received the update report from Grant Thornton.  
 
The Committee noted the reference in the report to proposed changes to 
the 2014/15 Code of Practice on Local Authority Accounting, and 
requested that Members receive a briefing on these changes. It was 
agreed that officers would brief Committee Members on these issues.  
 
RESOLVED 
 
That the report be noted.  
 

 
 
 
 
 
ADF 

CNCL271. 
 

EXTERNAL AUDIT REPORT - FINANCIAL RESILIENCE  

 The Committee received the follow up report on the Review of the 
Council’s Arrangements for Securing Financial Resilience.  
 
The Committee noted that the report indicated some concerns regarding 
the arrangements for the Corporate Committee, and asked whether 
there were any steps that could be taken in the interim period until the 
new senior management structure was in place. Paul Dossett advised 
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that it was valid to wait until new arrangements were in place  
before making any changes; Grant Thornton’s general view was that 
dedicated Audit Committees were the best way of ensuring that there 
was adequate focus on audit issues. It was noted that the new 
governance arrangements for pensions, planned to start from 1 April 
2014, would mean that Corporate Committee agendas may no longer 
include pensions items, and this would enable more time for 
consideration of audit matters. It was advised that an interim report on 
the options for the new pensions arrangements would be brought to the 
next Corporate Committee meeting for consideration, with final 
recommendations to be made in the new year.  
 
The Committee commented that the agenda for this meeting had been 
heavy for a single meeting. With regards to the report’s findings around 
financial control, the Committee welcomed the good progress that had 
been made and thanked officers for the notable improvements.  
 
The Committee discussed the need to balance having a prudent level of 
reserves and that at times concerns are expressed about councils’ levels 
of reserves being too high. Paul Dossett advised that it was sensible in 
the current financial climate to ensure that reserves were adequate to 
cover unforeseen expenditure and to meet challenges as they arose.  
 
RESOLVED 
 
That the content of the report be noted.  
 

 
 
 
 
 
 
 
 
 
 
ADF 
 

CNCL272. 
 

INTERNAL AUDIT - QUARTERLY UPDATE  

 The Committee received the Internal Audit update report for 2013/14 
Quarter 1. With regard to the limited assurance report provided in 
respect of the Alexandra Palace Regeneration Programme, it was 
reported that all recommendations of the audit report had been accepted 
by the Alexandra Palace and Park Board and that progress was being 
made in the implementation of these recommendations. A follow up audit 
would undertaken, and the outcome reported back to the Corporate 
Committee.  
 
The Committee asked about the performance against targets as set out 
in Table 1 of the report, and it was reported that the Quarter 2 report to 
the Board would demonstrate that progress was being made against the 
targets, and that it was expected that all targets would be achieved by 
Year End.  It was noted that while recovery of benefit overpayments was 
not always possible, prosecution was very important in terms of acting 
as a deterrent.  
 
The Committee expressed concern regarding the length of time of some 
of the cases of suspension as set out in appendix C. Jacquie 
McGeachie, Interim Head of Human Resources and Organisational 
Development, advised that the four cases with very long periods of 
suspension had all now been resolved, and that from now on, a case 
review would be triggered as soon as a suspension period reached 30 
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days, in order to identify how to progress the case more quickly.  
 
The Committee asked about the increase in Interim Head positions and 
other consultants, and asked for an explanation of how the Council was 
acting to reduce its reliance on these types of post.  The Chief Executive 
advised that some of these posts were as the result of recent 
restructures, but that he had been concerned with the overall level of 
consultants reported, and had asked the Interim Head of Human 
Resources and Organisational Development to look into certain areas 
where numbers appeared particularly high. As a result, the number of 
consultant positions within CYPS had reduced by 6, and an action plan 
was in place to address the remainder of these posts. It was noted that a 
further 12 consultant positions were due to come to an end by the end of 
October.  
 
In response to a request from Cllr Allison for a more detailed report into 
the audit for St Michael’s Primary School, it was agreed that the Chief 
Financial Officer would look into whether it was possible to release this 
information and would respond to Cllr Allison outside the meeting. With 
regard to schools’ audits in general, it was reported that progress on 
Priority 1 recommendations would be expected as quickly as possible, 
and certainly by the time of the follow up audit arranged with the 
management of the school. It had previously been agreed that the Chair 
of Governors and Headteachers of schools where there did not appear 
to be adequate progress with audit recommendations would be 
summoned to answer questions from the Corporate Committee.  
 
RESOLVED 
 
i) That the Committee note the audit coverage and counter-fraud 

work completed during the first quarter 2013/14. 
 

ii) That the Committee confirm that managers’ actions taken 
during the quarter to address the outstanding 
recommendations are appropriate. 

 
iii) That the Committee note the information received from the HR 

business unit.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
DCR 

CNCL273. 
 

CORPORATE RISK REGISTER  

 The Committee received the report on the current corporate risk register 
and Corporate Risk Management Policy and Strategy. It was noted that 
there had been a significant review of corporate risks this year, and it 
was now focussing on the most critical issues for the Council. It was 
noted that action plans were in place for all the risks listed to ensure that 
risk was properly managed. The Committee was further asked to review 
and approve the Corporate Risk Management Policy and Strategy, 
which had been slightly updated to reflect changes to job titles and 
update the references to the Corporate Plan since last year. 
 
In response to a question from the Committee, the Chief Executive 
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advised that he was satisfied that risk was being managed adequately in 
the Council, but that there was further work to do at team level. It was 
important for risk to be appropriately owned and managed at every level 
within the Council, rather than having too much being monitored at 
corporate level.  
 
The new Corporate Risk Register was welcomed as an excellent 
combination of generic and borough-specific risks by Paul Dossett of 
Grant Thornton.  
 
RESOLVED 
 
i) That the Committee note the current version of the Corporate 

risk register.  
 

ii) That the Committee approve the current corporate Risk 
Management Policy and Strategy.  

 

CNCL274. 
 

PROPOSAL TO REVIEW AND RESTRUCTURE THE SENIOR 
MANAGEMENT TEAM ARRANGEMENTS 

 

 The Committee received the report of the Chief Executive on proposals 
to review and restructure the Senior Management Team arrangements. 
It was noted that this did not represent a complete solution, but was 
intended as part of a wider process of cultural change in order to ensure 
that the Council was able to adapt more effectively to change in future. It 
was felt that the current structure emphasised directorates too heavily, at 
the expense of the corporate Council. The intention was that it would be 
easy for residents to understand the roles of the new functional units, 
which would replace directorates. The proposals were also intended to 
deliver a smaller and more focussed leadership team.  
 
The Committee was asked to approve the start of a formal consultation 
period on the proposals, and the Chief Executive advised that he would 
be happy to attend Group meetings, or meet with Councillors on an 
individual basis to discuss the proposals. Consultation would also 
include key stakeholders including schools, the health service, police 
and Job Centre Plus. A further report would then be brought back to the 
Committee. It was noted that further work was currently required around 
how policy and strategic development work would be managed, and a 
review on this function would be undertaken and reported back to the 
Committee in due course.  
 
The Committee welcomed the aims of the report to increase efficiency 
and reduce costs, but expressed concern regarding the changes 
affecting the statutory posts of Section 151 Officer and Monitoring 
Officer, as both positions had specific roles and responsibilities as set 
out in statute. The Chief Execute advised that both of these functions 
would be retained within the proposed new structure, with the Chief 
Operating Officer post incorporating the Section 151 responsibilities, and 
the Assistant Director of Governance taking the role of Monitoring 
Officer; it was emphasised that each of these post-holders would be 
appropriately qualified for these respective statutory functions.  
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Concern was expressed regarding the potential short-term costs 
associated with redundancies, and whether affected staff would be 
receiving payments over and above their contractual entitlements. It was 
reported that it was important not to fetter the Council’s ability to 
negotiate, but that there was no intention for payments additional to 
contractual entitlements to be made. It was noted that decisions on 
individual circumstances would need to be approved by cross-party 
Committees set up under Section K Part 4 of the Council’s Constitution.  
 
It was noted that the fourth paragraph of section 3.4 of the report should 
be amended to read “To exemplify this the Cabinet will set, in 
consultation with the Senior Leadership team, the strategic direction and 
broad financial envelope for the budget…” 
 
In response to a question around the way in which cultural change would 
be achieved, it was reported that there was a need to emphasise 
corporate values by focussing on leadership and management 
development and encouraging and reinforcing cultural behaviours, and 
corporate campaigns running across the year were emphasising these. It 
was also important to try and change the culture so that there was a 
greater focus on priorities. It was also reported that management 
meetings had been refreshed in order to support cultural change; the 
corporate leadership team was now meeting on a monthly basis, with the 
group of 100 most senior managers meeting every other month. A new 
corporate messaging system was also now in place.  
 
The Committee asked how the new arrangements would work alongside 
the Cabinet system, and it was reported that, even under the current 
structure, Directors reported to a number of different Cabinet Members. 
The important issue was felt to be that there was clear accountability for 
each Council function. The Committee welcomed the clearer job titles 
that were proposed, but asked for clarification of the position of Head of 
Office. It was reported that the Head of Office would combine support for 
the Leader and Cabinet and the executive administrative support, and it 
was agreed that the Chief Executive would provide the Committee with a 
copy of the job description for this role.  
 
The Committee asked about the impact the proposals would have on the 
ALMO. It was reported that renewing the management agreement was a 
critical task which would need to be undertaken in the next two years, 
and it was felt that having a single post-holder for both the client side 
and ALMO was the most effective way of overseeing this process. The 
Chief Executive advised that there had been an initial discussion with 
Homes for Haringey Board Members, and that there would be a formal 
discussion of the proposals by the Board on 30th September. In terms of 
legal issues around having a single post-holder for the Council and the 
ALMO, Raymond Prince, Assistant Head of Legal, advised that his 
inquiries, to include discussions with another borough where such an 
arrangement was already in place, revealed that there was no legal 
barrier to this proposal. It was reported that appointment to the joint post 
would be undertaken by a joint committee of the Council and HfH Board, 

 
 
 
 
 
 
 
 
CE 
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the details of which needed to be discussed further.  
 
With regard to cost savings, it was reported that these proposals would 
not lead to significant savings in and of themselves, but that there was a 
commitment to saving money, and this stage would then lead to a more 
thorough review at the next management level down. With regards to 
effects on the Pension Fund, it was recognised that this was an issue, 
and officers were currently looking at ways of addressing this.  
 
With regard to pay and reward, the Committee felt that it was important 
for salaries for new appointments to reflect current market rates, rather 
than what previous post-holders were paid.  
 
RESOLVED 
 
That the Committee agree: 
 

• For the Head of Paid Service to implement consultation, in line 
with the Council’s Restructure Policy, with Councillors, staff. 
Trade Unions and partners on the proposals. 

• For the Head of Paid Service to implement the proposals 
including any changes that were accepted as a result of 
consultation.  

• Notwithstanding the above point to provide a progress report back 
to the Committee in November.  

• That following consultation and compliance with the Council’s 
Restructure Policy the Head of Paid Service will arrange for 
redundancy letters to be issued to those employees who have not 
secured a role in the new structure or been redeployed as a result 
of the process. 

• Open engagement with Homes for Haringey on the proposals set 
out in the paper.  

• The approach to development of Heads of Service as set out in 
the report.  

• To accept the findings of the Pay and Reward review and agree 
its recommendations for future consultation as se tout in the 
exempt appendix to the report.  

• A review of the senior managers’ employment contract and for a 
report to come back to the Committee in November 2013.  

 

CNCL275. 
 

DELEGATED DECISIONS, SIGNIFICANT ACTIONS, URGENT 
ACTIONS 

 

 The Committee received the report on Non Executive delegated 
decisions and significant actions taken by Directors and any urgent 
actions taken by Directors in consultation with the Chair of the Corporate 
Committee. 
 
RESOLVED 
 
That the content of the report be noted.  
 

 
 

CNCL276. ANY OTHER BUSINESS OF AN URGENT NATURE  
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 There were no urgent items of business. 

 
 
 

CNCL277. 
 

EXCLUSION OF PRESS AND PUBLIC  

 RESOLVED 
 
That the press and public be excluded from the meeting for the following 
items, as they contained information defined as exempt in Section 100a 
of the Local Government Act 1972, paragraphs 1, 2 and 3, information 
relating to any individual, information which is likely to reveal the identity 
of an individual and information relating to the financial or business 
affairs of any particular person (including the authority holding that 
information).  
 

 
 

CNCL278. 
 

EXEMPT MINUTES  

 RESOLVED 
 
That the exempt minutes of the meeting held on 27 June 2013 be 
approved and signed by the Chair.  
 

 
 

CNCL279. 
 

PENSION FUND INVESTMENT ADVISER TENDER RESULTS  

 The Committee considered the exempt information pertaining to agenda 
item 8.   
 

 
 

CNCL280. 
 

PROPOSAL TO REVIEW AND RESTRUCTURE THE SENIOR 
MANAGEMENT ARRANGEMENTS 

 

 The Committee considered the exempt information pertaining to agenda 
item 17..  
 

 
 

CNCL281. 
 

ANY OTHER EXEMPT ITEMS OF URGENT BUSINESS  

 There were no new items of exempt urgent business.  
 
The meeting closed at 9.50pm. 
 

 
 

 
 
COUNCILLOR GEORGE MEEHAN 
CHAIR 
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Executive summary 

Bryan T Chalmers 

Actuary 

Douglas Green 

Actuary 

    

On behalf of your team at Hymans Robertson, we are delighted to present the initial results of the triennial 

valuation of the London Borough of Haringey Pension Fund as at 31 March 2013. 

Purpose 

The purpose of this document is to communicate the initial results at whole fund level and explain our approach 

to the valuation.  Our analysis includes a range of alternative bases which will allow you to assess the risks and 

then together arrive at the very best strategy for the Fund.  

High level results 

The tables below summarise the financial position of the Fund and the marked-related (common) contribution 

rates as at 31 March 2010 and 31 March 2013. 

High level assumptions 

The above results are based on our proposed set of assumptions for this valuation which are summarised below 

along with the 31 March 2010 assumptions. 

*Salary increases were 1% p.a. until 31 March 2012 followed by the long term rate shown thereafter 

** The reduction in real salary growth at 31 March 2013 reflects salary freezes and an expectation of constrained growth for the next 
valuation cycle. 

31 March 2010 31 March 2013

Past Service Position (£m) (£m)

Past Service Liabilities 960 1,232

Market Value of Assets 664 863

Surplus / (Deficit) (296) (369)

Funding Level 69.2% 70.0%

31 March 2010 31 March 2013

Contribution Rates (% of pay) (% of pay)

Employer future service rate (incl. expenses) 17.3% 20.4%

Past Service Adjustment (20 year spread) 11.2% 15.1%

Total employer contribution rate (incl. expenses) 28.5% 35.5%

Employee contribution rate 6.8% 6.6%

Expenses 0.5% 0.5%

Financial assumptions 31 March 2010 31 March 2013

Discount Rate 6.1% 4.6%

Salary Increases 5.3%* 4.3%**

Price Inflation / Pension Increases 3.3% 2.5%
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Scope, reliances and limitations 

Scope 

This document has been requested by and is provided to Haringey Council in its capacity as Administering 

Authority to the London Borough of Haringey Pension Fund.  It has been prepared by Hymans Robertson LLP 

to support a discussion on funding strategy with the Fund as part of the 2013 funding valuation. 

This document should not be released or otherwise disclosed to any third party (including Fund employers) 

without our prior written consent, in which case it should be released in its entirety.  Hymans Robertson LLP 

accepts no liability to any other party unless we have expressly accepted such liability. 

The valuation results are inextricably linked to the data provided to us and the assumptions that we use in our 

calculations.  It is possible that as part of our ongoing discussions you may find that there is additional 

information you should provide us with.  In a similar way, you may feel that one or more of our proposed 

assumptions are not suitable for the Fund and you may wish to explore the use of alternatives.  Until both of 

these areas are definitively agreed by all relevant parties, the results in this document will remain “initial” and 

could be subject to change before the final valuation report is signed off.  This document is a “component report” 

of the eventual final aggregate valuation report. 

The results contained in this document are for the Fund as a whole. It does not set out the valuation results for 

individual employers, which will be derived at a later date.  Employers come in different shapes and sizes and 

their valuation results are not uniform.  We would advise against extrapolating the results contained in this 

document to predict possible contribution rates for employers at this stage.  

Reliances and limitations 

This document has been prepared for the purpose of reviewing the funding strategy and employer contributions 

to the Fund and nothing contained within it affects any member’s benefits.  Furthermore, none of the figures 

should be used for accounting purposes (e.g. under FRS17 or IAS19) or for any other purpose (e.g. a 

termination valuation under Regulation 38(1)).  

The results of the valuation are dependent on the quality of the data provided to us by the Administering 

Authority for the specific purpose of this valuation.  We have previously issued a separate report confirming that 

the data provided is fit for the purposes of this valuation and have commented on the quality of the data 

provided.  The data used in our calculations is as per our report of November 2013. 

The figures in this report are based on our understanding of the benefit structure of the LGPS as at 31 March 

2013 and the changes taking effect from 1 April 2014.  Details of this will be provided in our final valuation 

report. 

Actuarial Standards 

The following Technical Actuarial Standards
1
 are applicable in relation to this report and have been complied 

with where material:

 TAS R – Reporting;  

 TAS D – Data; 

 TAS M – Modelling; and 

 Pensions TAS.  

                                                     
1

Technical Actuarial Standards (TASs) are issued by the Financial Reporting Council (FRC) and set standards for certain items of actuarial 

work, including the information and advice contained in this report.
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Events since 2010 

Since the previous formal valuation of the Fund at 31 March 2010 various events have taken place, which have 

had an effect on the estimated cost of the Fund.  

Changes in the Fund’s membership 

The membership profile of the Fund has changed since the previous valuation.  New employee members have 

joined the Fund whilst others have left the Fund, retired or died.  Whilst membership changes were anticipated 

at the previous valuation, the actual changes have inevitably not exactly matched our expectations.  The chart 

below summarises both the number of members in each membership category at 31 March 2010 and 31 March 

2013. 

Maturity 

The membership data that we have been provided with suggests that the Fund is gradually maturing.  In other 

words, the proportion of the total membership attributable to employee members is gradually receding, meaning 

that the burden (as a percentage of current contributing members payroll) on contributing members of meeting 

the cost of the Fund’s liabilities is becoming progressively greater.  If this trend were to continue, the result 

would be that in future the overall contribution rate would become much more heavily influenced by the past 

service funding level, rather than simply the cost of new benefits being earned in future by contributing 

members.  

Another measure of the maturity of the Fund is to look at the average age of its membership and the expected 

remaining future working lifetime (FWL). This is set out in the table below: 

Note that the ages presented here are weighted by liability. 

The expected future working lifetime indicates the anticipated length of time that the average employee member 

will remain as a contributor to the Fund.  Note that it allows for the possibility of members leaving, retiring early 

or dying before retirement.   

6624
6999

5910
5500

8258

6710

0

1,000

2,000

3,000

4,000

5,000

6,000

7,000

8,000

9,000

Employee Deferred Pensioner

2010

2013

2010 2013 2010 2013
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Pensioners 66.0 66.3 - -

Membership Profile

Average Age (years) FWL (years)
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Other financial and demographic changes 

The table below summarises the actual and expected values for the various assumptions. Further details are 

given below. 

Assets 

The performance of the Fund’s investments has been more than the expected return over the three year period 

to 31 March 2013. This has had a positive effect on the past service position of the Fund at this valuation. 

The Fund’s investment strategy has remained largely unchanged since 2010, with around 84% of the Fund 

invested in riskier assets (such as equities, property and alternatives). The experience of the last three years 

serves to underline the fact that, whilst these riskier assets are expected to outperform more risk averse 

investments (such as government bonds and cash) over the long-term, they are susceptible to volatility in the 

short-term. 

Liabilities

The decrease in the real yield since 2010 has itself served to increase the value of the Fund’s liabilities. 

The discount rate used to value the Fund’s future benefit payments is based on the return on fixed interest gilts, 

whilst the benefits themselves are projected to increase in line with both salary and price inflation.  Therefore, 

the “real” return available on gilts (i.e. the return on fixed interest gilts net of inflation) is a key indicator in the 

measurement of liabilities.  

All other things being equal, a decrease in real gilt yield serves to increase the value placed on the Fund’s 

liabilities and vice versa.

Future service  

The difference in the real gilt yield between 2010 and 2013 has itself led to an increase in the future service 

rate. 

There is a similar relationship between real gilt yields and the future service contribution rate.  All other things 

being equal, the fall in real gilt yields since 2010 will serve to push up the expected cost of new benefits earned 

by employee members in future. 

Assumption/measure Actual Expected Difference Impact

Over 3 year period 27.0% 19.4% 7.6%

Annual 8.3% 6.1% 2.2%

Early leavers 1956 1662 18% Positive

Ill health retirements 24 126 -81% Positive

Salary increases (p.a.) 1.8% 3.1% -1.3% Positive

Pension increases 3.5% 3.3% 0.2% Negative

Post-retirement experience

Positive

Asset return

Pre-retirement experience

Amount of pension ceasing over 3 year 

period (£m) 1.79 2.07 -14% Negative

Assumption/measure 2010 2013 Difference Impact

Fixed interest gilts 4.5% 3.0% -1.5% Negative

Index linked gilts 0.7% -0.3% -1.0% Negative

Inflation (RPI) 3.8% 3.3% -0.5% Positive
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Note that volatility in the market value of the Fund’s equity-type investments has no immediate effect on the 

future service contribution rate, as opposed to the immediate and often tangible effect it can have on the past 

service position (i.e. the effect on the deficit at any given time).  The effect on the future service rate may 

manifest itself at a later date, when the assumptions used to calculate it are updated to take account of this 

experience.  

Pre-retirement experience 

Early leavers 

There were more early leavers than anticipated.  This serves to decrease the Fund’s liabilities, as broadly 

speaking deferred benefits are assumed to grow at a slower rate (price inflation) than those for active members 

(salary inflation). 

Ill health retirements 

There were fewer ill health retirements than expected.  This serves to decrease the Fund’s liabilities, as ill health 

benefits are costly.  Those who retire early through ill health not only receive their benefits before their normal 

retirement age but are also credited with additional service, both of which place a strain on the Fund. 

Non-ill health early retirements 

We do not make any assumption about non ill-heath early retirements.  Whilst the level of ill health in the 

population is linked to certain underlying factors that can be analysed, events such as redundancy are often 

made for commercial reasons and are far more difficult to predict.  Where such early retirements have been 

granted, this will serve to increase the Fund’s liabilities (except where pensions have been specifically reduced 

to reflect their early payment).  Such an increase is usually offset by a lump sum payment from the retiree’s 

employer (a “strain” payment).  However, as time elapses it is unlikely that this payment will exactly match the 

liability it was originally intended to cover (for example, the member may go on to live much longer than 

expected). 

Salary increases 

Salaries have increased at a slower rate than expected over the last three years.  This serves to decrease the 

Fund’s liabilities, as members’ retirement benefits are ultimately linked to final salary. 

Post-retirement experience 

Once retired, members (and possibly their dependants) will receive pension benefits for as long as they survive.  

The key factors that influence the cost of these benefits to the Fund are therefore pensioner mortality and 

increases to pensions in payment. 

Pension increases 

Pensions have increased more than expected over the last three years.  This has had a slightly adverse impact 

on the funding position. 

Pensioner longevity 

The amount of pensions ceasing over the last three years was less than was anticipated.  Whilst this is 

obviously good news for the Fund’s pensioners, it inevitably places a bigger financial burden on the Fund.  Note 

that when we analyse pensioner deaths and derive our assumptions for the future, we do not simply base our 

analysis on the number of pensioners dying.  Rather, we look at the amount of pension that subsequently 

ceases to be paid out by the Fund.  This is a more relevant figure, as the cost to the Fund will be more heavily 

influenced by those who are in receipt of larger pensions. 

Having assessed the events that have affected the Fund since the previous valuation, we can now formulate an 

approach to this 2013 valuation which will incorporate this information into our long-term assumptions for the 

Fund. 
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New Scheme from April 2014 

From 1 April 2014, the way in which benefits accrue in the LGPS will fundamentally change.  The main change 

is that benefits will no longer be based on members’ final salary at retirement, but will be based on members’ 

Career Average Revalued Earnings (CARE).  Details of the changes coming in on 1 April 2014 (the 2014 

scheme) are set out in Appendix B. 

Our calculation of the future service rate at the 2013 valuation is based on the 2014 scheme benefits, which 

comes into effect from 1 April 2014.  This is consistent with the application of the contribution rates determined 

at the 2013 valuation, which also come into effect from 1 April 2014.  

Having assessed the events that have affected the Fund since the previous valuation, we can now formulate an 

approach to this 2013 valuation which will incorporate this information into our long-term assumptions for the 

Fund. 
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2013 – Our proposed approach and assumptions

For our valuation approach, please see Appendix B and our briefing note titled ‘2013 Valuation approach’ dated 

March 2013. 

Similarly, please see our briefing note titled ‘2013 Valuation assumptions’ which sets out our central 

recommended assumptions for the 2013 valuation. This can be found in Appendix D. 

Details of our recommended assumptions for the Fund for this valuation are set out below, following discussions 

of our central recommendations.  

Financial assumptions 

The table below summarises the financial assumptions that we believe are most appropriate for the valuation of 

members’ benefits at this valuation.  The corresponding assumptions from the 2010 valuation are shown for 

reference. 

*Excluding promotional increases. 

**1% p.a. for 2010/11 and 2011/12, reverting to the long term assumption shown thereafter. 

*** The reduction in real salary growth at 31 March 2013 reflects salary freezes and an expectation of constrained growth for the next 
valuation cycle. 

A further explanation of how we have derived these assumptions is set out below. 

Discount rate 

As set out in our briefing note (Appendix D), we recommend that Funds adopt the same Asset Outperformance 

Assumptions (AOA) as was adopted at the 2010 valuation, unless significant changes in the Fund’s investment 

strategy have taken place. 

The table below details the composition of the discount rate at 31 March 2013: 

Price inflation / pension increases 

Due to changes in the construction of the CPI index since 2010, we expect the average long term difference 

between RPI and CPI to be 0.8% p.a.  Please see Appendix D for further details. 

The table below confirms our assumption for CPI/pension increases at this valuation: 

Financial assumptions Nominal Real Nominal Real

Discount Rate 6.1% 2.8% 4.6% 2.1%

Salary Increases* 5.3%** 2.0% 4.3%*** 1.8%

Price Inflation / Pension Increases 3.3% - 2.5% -

31 March 201331 March 2010

Nominal Real

"Gilt-based" discount rate 3.0% 0.5%

Asset Outperformance Assumption 1.6% -

Funding basis discount rate 4.6% 2.1%

Discount rate

31 March 2013
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Salary increases 

Please see Appendix D for further details. The general salary growth assumption for the Fund as at 31 March 

2013 is set equal to the long term rate of RPI plus 1% p.a. At 2010, the salary growth was 1% p.a. for 2 years 

and RPI plus 1.50% p.a. thereafter. 

The reduction in the assumption in excess of inflation taken at 31 March 2013 for the long term salary increase 

assumption reflects salary freezes and an expectation of constrained growth for the next valuation cycle. 

The table below summarises our proposed salary increase assumption: 

Note that this assumption is made in respect of the general level of salary increases (e.g. as a result of inflation 

and other macroeconomic factors).  We also make a separate allowance for expected pay rises granted in the 

future as a result of promotion.  This assumption takes the form of a set of tables which model the expected 

promotional pay awards based on each member’s age and class. Please see Appendix C. 

Longevity

In setting the assumptions for longevity, there are two principal factors that we must consider: 

 The life expectancy for members based on what we know today – known as “baseline longevity”. 

 How this life expectancy is forecast to improve in the future – known as the “longevity improvement”. 

At the 2010 valuation, for baseline longevity we used the “SAPS” tables which are a standard set of tables 

published by the actuarial profession based on the longevity experience of occupational pension funds. 

We then allowed for future longevity improvements in line with the medium cohort projections with a minimum 

level of improvement of 1% p.a. 

Baseline longevity - VitaCurves 

As previously advised, the longevity assumptions that have been adopted at this valuation are a bespoke set of 

VitaCurves that are specifically tailored to fit the average membership profile of the Fund.  These curves are 

based on the data you have provided us with for the purposes of this valuation. 

Longevity improvement 

Please see our briefing note which can be found in Appendix D which sets out the 3 key considerations to make 

when setting the future longevity improvement assumption. 

The above assumptions give the following sample average future life expectancies (in years) for members:  

Assumed pension increases

Market-derived RPI

RPI to CPI adjustment

CPI / pension increases

0.8%

2.5%

31 March 2013

3.3%

Assumed salary increases

Market-derived RPI

Salary increase in excess of inflation

Total salary increase

3.3%

1.0%

31 March 2013

4.3%
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Further details of the mortality assumptions adopted for this valuation can be found in Appendix C. Note that 

the figures for actives and deferreds assume that they are aged 45 at the valuation date. 

Demographic assumptions 

We are in the unique position of having a very large local authority data set from which to derive our other 

demographic assumptions.  This year, as in previous years, we have made full use of this to analyse the trends 

and patterns that are present in the membership of local authority funds and tailor our assumptions to reflect 

LGPS experience.  

As with the financial and longevity assumptions, these demographic assumptions affect both the past service 

and future service valuation results.  Further details on these assumptions are set out below. 

Withdrawals (early leavers) 

See Appendix D and table in Appendix C. 

Ill-health early retirements 

See Appendix D and table in Appendix C. 

Retirement age 

See Appendix D. In addition to this, we have assumed that any new deferred members since 31 March 2010 will 

retire at age 65. 

In order to ensure that we are treating these accrued benefits correctly in our valuation calculations, we are 

explicitly calculating the appropriate retirement age for each member (rather than simply using the age provided 

in the membership data extract). This is the same approach as we took at the 2010 valuation. 

50:50 option under the new LGPS structure  

See Appendix D. 

Other demographic assumptions 

See Appendix D and tables in Appendix C. 

Assumed life expectancy at age 65 Male Female Male Female

2010 valuation - baseline 18.9 21.6 18.9 21.6

2010 valuation - improvements 23.3 26.1 21.9 24.7

2013 valuation - baseline 19.3 22.0 19.0 21.6

2013 valuation - improvements 24.2 26.6 22.0 24.1

Actives & Deferreds Current Pensioners
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Further comments on the assumptions 

Level of prudence 

As required for Local Government Pension Scheme valuations, our proposed approach to this valuation must 

include a degree of prudence.  This has been achieved by explicitly allowing for a margin of prudence in the 

Asset Outperformance Assumption.  

For the avoidance of doubt, we believe that all other proposed assumptions represent the “best estimate” of 

future experience.  This effectively means that there is a 50% chance that future experience will be better or 

worse than the chosen assumption. 

Taken as a whole, we believe that our proposed assumptions are more prudent than the best estimate.  The 

assessed liability value on a “neutral” best estimate (not prudent) basis would perhaps be 20% lower than the 

figures shown here.  

Selecting a set of final assumptions  

The assumptions presented here are not the only ones that could be adopted for the valuation.  It can be 

tempting to opt for a combination of assumptions that give the most favourable valuation results.  However, 

whilst this approach may offer some short term benefits (for example, temporarily showing a higher funding level 

and lower contribution requirement for the Fund and its employers) there is a long term risk that the cost of the 

Fund is being underestimated.  This can increase the risk of even greater deficits arising in the future, possibly 

at very inopportune times.  

Conversely, it may seem attractive to choose a set of assumptions that are extremely cautious and that result in 

a much higher deficit, on the grounds of prudence.  This could prompt a call for much higher contributions from 

employers in the short term, possibly unnecessarily so, which may be unsustainable and therefore not in the 

best interests of employers in the long term.  

We believe that our proposed set of valuation assumptions, taken as a whole, are the most appropriate for the 

Fund as at 31 March 2013.  We consider that the valuation results they yield give the best balance between 

prudence and a realistic assessment of the financial position of the Fund. 

We have used these proposed assumptions to calculate the initial valuation results at 31 March 2013. 
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2013 – Initial results 

Past service – funding level and deficit 

The table below shows the initial results for the past service position of the whole fund at 31 March 2013.  

These 2013 figures are based on our proposed valuation assumptions, as set out in the previous section.  The 

final results of the previous valuation at 31 March 2010 are also shown for reference. 

Why the past service position has changed 

The chart below illustrates the various factors that have led to the deficit rising between the previous valuation 

and this one. 

Valuation Date 31 March 2010 31 March 2013

Past Service Position (£m) (£m)

Past Service Liabilities

Employees 399 427

Deferred Pensioners 205 293

Pensioners 355 513

Total Liabilities 960 1,232

Market Value of Assets 664 863

Surplus / (Deficit) (296) (369)

Funding Level 69.2% 70.0%
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Further comments on the items in this chart: 

 There is an interest cost of £59m. This is broadly three years of compound interest at 6.10% p.a. applied 

to the previous valuation deficit of £296m. 

 Investment returns being higher than expected since 2010 lead to a gain of £51m.  This is roughly the 

difference between the actual and expected three-year return applied to the whole fund assets from the 

previous valuation of £664m, with a further allowance made for cashflows during the period. 

 The impact of contributions compared to accrual is a profit of £23m. 

 The impact of the change in demographic assumptions has been a loss arising of around £4m.

 The change in mortality assumptions (baseline and improvements) has given rise to a gain of £8m.  This 

is mainly due to the change in assumed baseline longevity 

 The change in financial conditions between the previous valuation has led to a loss of £137m. This is due 

to a decrease in the real discount rate between 2010 and 2013. This has been partially been offset by the 

0.3% p.a. increase in our assumption of the gap between RPI and CPI. 

 Other experience items, such as changes in the membership data, have served to increase the deficit at 

this valuation by around £43m. 

Illustrative results from alternative assumptions – past service position 

These initial valuation results are based on our proposed set of assumptions, which we believe are appropriate 

to the Fund’s circumstances.  However, they are by no means the only set of assumptions that could be used.  

The table below illustrates the funding level and deficit that would arise from using various combinations of the 

two most influential assumptions - namely investment return and longevity.  

The shaded box contains the initial results for this valuation, based on our proposed set of assumptions. Some 

points to note from this table are:  

 “Improvements 1” are the longevity improvements that we are proposing for this valuation. 

 “Improvements 2” are a more cautious set of improvements that, in the short term, assume the ‘cohort 

effect’ of strong improvements in life expectancy currently being observed amongst a generation born 

around the early and mid 1930s will continue to strengthen for a few more years before tailing off.  This is 

known as “non-peaked”. 

Having looked at the past service position, we must also analyse the future service costs and the contribution 

rates that arise from this valuation. 

Past service position

1.4% 1.6% 1.8%

Asset Outperformance Assumption
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(324)
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67% 70%

(369)(416)

65% 67%

2013 Valuation 

(improvements 1)

2013 Valuation 

(improvements 2)

(419)
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Contribution rates – future service rate  

The table below shows the initial results for the future service cost for the whole fund as at 31 March 2013.  

Again, these 2013 figures are based on our proposed set of assumptions and the corresponding results from 

the previous valuation in 2010 are shown for reference. 

Why the future service rate has changed 

The chart below illustrates the various factors that have led to the employer future service rate rising between 

the previous valuation and this one.  

As can be seen from this chart, the factors that have had the biggest impact on the future service rate between 

2010 and 2013 are broadly similar to those discussed for the past service position, other than asset returns. 

In addition to this, the impact of the LGPS 2014 scheme has resulted in a reduction in the future service cost of 

2.1% p.a of payroll compared to the pre 2014 scheme. 

Contribution rates – total contribution rate 

The table below shows the initial results for the total (common) contribution rate, which consist of the future 

service rate plus the additional contributions required to repay the deficit (the past service adjustment).  

Valuation Date 31 March 2010 31 March 2013

Future service rate % of pay % of pay

Employer future service rate (excl. expenses) 16.9% 19.9%

Expenses 0.5% 0.5%

Total employer future service rate (incl. expenses) 17.3% 20.4%

Employee contribution rate 6.8% 6.6%

Valuation Date 31 March 2010 31 March 2013

Total contribution rate % of pay % of pay

Future service rate (incl. expenses) 17.3% 20.4%

Past service adjustment (20 year spread) 11.2% 15.1%

Total employer contribution rate 28.5% 35.5%
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For consistency, I have based my calculation of the past service adjustment on the same deficit recovery period 

as the previous valuation, namely 20 years.  Theoretically, this period could be reduced or extended to suit the 

circumstances of the Fund at 31 March 2013.  In practical terms, a reduction to the recovery period of one year 

would effectively increase the past service adjustment by roughly 0.7% and vice versa. 

However, whilst extending the deficit recovery period on the grounds of affordability is an option, we believe this 

would be inadvisable given the current funding position.  There are other ways to meet the need for affordable 

contributions for employers without jeopardising the health of the Fund in the long term which we will discuss 

later.

Illustrative results from alternative assumptions – total contribution rate 

The table below illustrates the future service rate (top), past service adjustment (middle) and total contribution 

rate (bottom) that would arise from using various combinations of the two most influential assumptions - namely 

investment return and longevity.  

The shaded box contains the initial results for this valuation, based on our proposed set of assumptions.  The 

definitions of “Improvements 1” and “Improvements 2” are as described in the previous section. 

Contribution rates

1.4% 1.6% 1.8%

21.8% 20.4% 19.1%

16.7% 15.1% 13.5% 

38.5% 35.5% 32.6%
23.3% 21.8% 20.4%

18.8% 17.2% 15.5% 

42.0% 39.0% 35.9%

Asset Outperformance Assumption

2013 Valuation 

(improvements 1)
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2013 Valuation 

(improvements 2)
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2013 – Risk assessment 

The valuation results depend critically on the actuarial assumptions that are made about the future of the Fund.  

If all of the assumptions made at this valuation were exactly borne out in practice then the results presented in 

this document would represent the true cost of the Fund as it currently stands at 31 March 2013.  

However, no one can predict the future with certainty and it is unlikely that future experience will exactly match 

all of our assumptions.  The future therefore presents a variety of risks to the Fund and these should be 

considered as part of the valuation process. In particular: 

 The main risks to the financial health of the Fund should be identified.

 Where possible, the financial significance of these risks should be quantified.

 Consideration should be given as to how these risks can then be controlled or mitigated.

 These risks should then be monitored to assess whether any mitigation is actually working. 

This section investigates the potential implications of the actuarial assumptions not being borne out in practice. 

Set out below is a brief assessment of the main risks and their effect on the valuation results, beginning with a 

look at the effect of changing the main assumptions and then focusing on the two most significant risks – 

namely investment risk and longevity risk. 

Sensitivity of valuation results to changes in assumptions 

Broadly speaking, there are two particular risks that are generally of most interest to pension funds – the 

performance of the Fund’s investments and improvements in life expectancy compared to our assumptions.  A 

further analysis of both is given below. 

Investment risk 

As the assets of the Fund are taken at their market value, volatility in investment performance can have an 

immediate and tangible effect on the funding level and deficit.  This is particularly relevant because the Fund is 

invested predominantly in riskier assets such as equities and equity-type investments (e.g. property).   A rise or 

fall in the level of equity markets has a direct impact on the financial position of the Fund, which may seem 

obvious. 

Less obvious is the effect of anticipated investment performance on the Fund’s liabilities (and future service 

cost).  Here it is the returns available on government bonds that are of crucial importance, as the discount rate 

that we use to place a value on the Fund’s liabilities is based on gilt yields at the valuation date.  As described 

earlier, the discount rate used to value the Fund’s future benefit payments is based on the return on fixed 

interest gilts, whilst the benefits themselves are projected to increase in line with inflation.  Therefore, the return 

available on index-linked gilts is a key factor in the valuation of the Fund’s liabilities (and future service cost). 

The table below shows how the funding level (top), deficit (middle) and total contribution rate (bottom) would 

vary if investment conditions at 31 March 2013 were different.  The level of the FTSE 100 Price index is taken 

as a suitable proxy for asset performance whilst the index-linked gilt yield is taken as a yardstick for the 

valuation of liabilities. 
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The shaded box contains the initial results for this valuation.  Note that this does not take account of the 

performance of all asset classes held by the Fund (e.g. property, bonds, cash) but it does serve to highlight, in 

broad terms, the sensitivity of the valuation results to investment conditions at the valuation date. 

Note that the scenarios illustrated above are by no means exhaustive.  They should not be taken as the limit of 

how extreme future investment experience could be.  

Longevity risk 

The valuation results are also very sensitive to unexpected changes in future longevity.  All else being equal, if 

longevity improves in the future at a faster pace than allowed for in the valuation assumptions, the funding level 

will decline and the required employer contribution rates will increase.  

Recent medical advances, changes in lifestyle and a greater awareness of health-related matters have resulted 

in life expectancy amongst pension fund members improving in recent years at a faster pace than was originally 

foreseen.  It is unknown whether and to what extent such improvements will continue in the future.  

For the purposes of this valuation, we have selected assumptions that we believe make an appropriate 

allowance for future improvements in longevity, based on the actual experience of the Fund since the previous 

valuation. 

The table below shows how the valuation results at 31 March 2013 are affected by adopting different longevity 

assumptions. See page 13 for further details.  The bottom row represent the impact of pensioners living one 

year longer than the life expectancy under improvements 2. 

This is not an exhaustive list of the assumptions used in the valuation. For example, changes to the assumed 

level of withdrawals and ill health retirements will also have an effect on the valuation results.  However, the 

table contains those assumptions that typically are of most interest and have the biggest impact. 

Note that the table shows the effect of changes to each assumption in isolation.  In reality, it is perfectly possible 

for the experience of the Fund to deviate from many of these assumptions between valuations and so the 

precise effect on the funding position is therefore more complex.  

68% 73% 77%

-0.10% (380) (324) (268)

34.9% 32.6% 30.2%

65% 70% 75%

-0.30% (425) (369) (313)

37.8% 35.5% 33.2%

63% 67% 72%
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FTSE 100 Price Index

Longevity assumption Funding level Deficit (£m) Future service rate

2013 valuation (improvements 1) 70% (369) 20.4%

2013 valuation (improvements 2) 67% (419) 21.8%

1 year extra 65% (458) 22.6%

Impact
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Other risks to consider 

The table below summarises the effect that changes in some of the other valuation assumptions and risk factors 

would have on the funding position.  Note that these are probably unlikely to change in such a way that would 

rank them as amongst the highest risks facing the Fund and therefore the analysis is qualitative rather than 

quantitative.

One further risk to consider is the possibility of future changes to Regulations that could materially affect the 

benefits that members become entitled to.  It is difficult to predict the nature of any such changes but it is not 

inconceivable that they could affect not just the cost of benefits earned after the change but could also have a 

retrospective effect on the past service position (as the move from RPI to CPI-based pension increases already 

has).

Managing the risks 

Whilst there are certain things, such as the performance of investment markets or the life expectancy of 

members, that are not directly within the control of the pension fund, that does not mean that nothing can be 

done to understand them further and to mitigate their effect.  Although these risks are difficult (or impossible) to 

eliminate, steps can be taken to manage them.  

Ways in which some of these risks can be managed could be: 

 Set aside a specific reserve to act as a cushion against adverse future experience (possibly by selecting 

a set of actuarial assumptions that are deliberately more prudent). 

 Take steps internally to monitor the decisions taken by members and employers (e.g. relating to early / ill 

health retirements or salary increases) in a bid to curtail any adverse impact on the Fund. 

 Pooling certain employers together at the valuation and then setting a single (pooled) contribution rate 

that they will all pay.  This can help to stabilise contribution rates (at the expense of cross-subsidy 

between the employers in the pool during the period between valuations). 

 Carrying out a review of the future security of the Fund’s employers (i.e. assessing the strength of 

employer covenants). 

 Carry out a bespoke analysis of the longevity of Fund members and monitor how this changes over time, 

so that the longevity assumptions at the valuation provide as close a fit as possible to the particular 

experience of the Fund.  This is effectively what Club Vita does. 

 Undertake an asset-liability modelling exercise that investigates the effect on the Fund of thousands of 

possible investment scenarios that may arise in the future.  An assessment can then be made as to 

whether long term, secure employers in the Fund can stabilise their future contribution rates (thus 

introducing more certainty into their future budgets) without jeopardising the long-term health of the Fund. 

This is exactly what our comPASS tool does. 

 Purchasing ill health liability insurance to mitigate the risk of an ill health retirement impacting on solvency 

and funding level of an individual employer. 

Factor Funding level Future service rate

Greater level of ill health retirement Decreases Marginal

Reduced level of withdrawals Decreases Marginal

Rise in average age of employee members Marginal effect Increases

Lower take up of 50:50 option No impact Increases

Impact
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 Monitoring different employer characteristics in order to build up a picture of the risks posed. Examples 

include membership movements, cash flow positions and employer events such as cessations. 

We would be delighted to set out in more detail the risks that affect the Fund and discuss with you possible 

strategies for managing them.  

Stabilisation of contribution rates (comPASS) 

There can be occasions when the market-related employer contribution rate is not affordable or achievable in 

practice in the short term.  This can occur in times of tight fiscal control or where budgets have been set in 

advance of new employer contribution rates being available. 

In view of this possibility, the Administering Authority has carried out extensive modelling to explore the long 

term effect on the Fund of capping future contribution increases (and decreases).  By adopting such a strategy, 

this effectively means that employers will pay slightly less than the market-related contribution rate in “bad” 

times and in turn will pay slightly more than the market-related rate in “good” times.  

The comPASS modelling that we carry out makes an explicit allowance for the possible future investment risks 

that the Fund may encounter over the period of stabilisation. By doing so, the aim is to justify whether or not the 

long-term health of the Fund will be adversely impacted by the application of a cap on changes to contribution 

rates. 

The results of the modelling are in a separate paper dated 5
th
 August 2013.  
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Next steps 

Next steps 

This report sets out the initial results of the 2013 valuation at whole fund level.  We have presented a set of 

valuation results based on our recommended set of actuarial assumptions and also show how these results 

would change if a variety of alternative approaches were taken.  

The next steps in the process are as follows. 

 The next step is for the Administering Authority and the Actuary to agree on the final actuarial 

assumptions that will ultimately be adopted for the valuation.  This may simply be a ratification of the 

assumptions that we have proposed.  On the other hand, you may feel that some of these assumptions 

are not appropriate for the Fund and you may want to look at some additional scenarios that you feel 

more closely reflect the Fund’s experience.  

 Once the final assumptions have been agreed, we will quantify the valuation results for each individual 

employer that participates in the Fund.  When we present you with these results, we will set out the 

theoretical contribution rates that each employer should pay for the next three years from 1 April 2014.  

 Of course, the contribution rate that each employer should pay in theory may be different to what they will 

actually pay in practice.  Any deviation will be based on their own circumstances and a range of factors 

including (amongst other things) their perceived security, whether they are going to be pooled with other 

employers or any budgetary constraints that they may be bound by.  We expect there to be a consultation 

period where you gather together all of these issues and come back to us with a set of final 

contribution rates for each employer.

 We understand that you may require additional input from us before agreeing the final contribution rates.  

Some employers may accept their proposed contribution rates quite readily whilst others may want to 

explore their options.  You may want us to look at the viability of different contribution strategies that 

are proposed by individual employers.  

 Once a set of final contribution rates have been agreed for all employers, we will provide you with a final

valuation report which will clearly set out the final valuation results and will meet all the relevant 

regulatory requirements.  Included in this report will be the Certificate of Rates and Adjustments, which 

will certify the minimum contribution rates to be paid by each employer for the three year period beginning 

on 1 April 2014.  This final valuation report must be provided to you no later than 31 March 2014. 

I would be happy to discuss any aspect of these initial results at our scheduled meeting. 

       

Bryan T Chalmers     Douglas Green  

Fellow of the Institute and Faculty of Actuaries  Fellow of the Institute and Faculty of Actuaries  

8 November 2013     8 November 2013  
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Appendix A: About the pension fund 

The purpose of the Fund is to provide retirement benefits to its members.  It is part of the Local Government 

Pension Scheme (LGPS) and is a multi-employer defined benefit pension scheme.  

Defined benefit pension scheme 

In a defined benefit scheme such as this, the nature of retirement benefits that members are entitled to is known 

in advance.  For example, it is known that members will receive a pension on retirement that is linked to their 

salary and pensionable service according to a pre-determined formula.  

However, the precise cost to the Fund of providing these benefits is not known in advance.  The estimated cost 

of these benefits represents a liability to the Fund and assets must be set aside to meet this.  The relationship 

between the value of the liabilities and the value of the assets must be regularly assessed and monitored to 

ensure that the Fund can fulfil its core objective of providing its members with the retirement benefits that they 

have been promised. 

Liabilities

The Fund’s liabilities are the benefits that will be paid in the future to its members (and their dependants).  

The precise timing and amount of these benefit payments will depend on future experience, such as when 

members will retire, how long they will live for in retirement and what economic conditions will be like both 

before and after retirement.  Because these factors are not known in advance, assumptions must be made 

about future experience.  The valuation of these liabilities must be regularly updated to reflect the degree to 

which actual experience has been in line with these assumptions.  

Assets 

The Fund’s assets arise from the contributions paid by its members and their employers and the investment 

returns that they generate.  The way these assets are invested is of fundamental importance to the Fund.  The 

selection, monitoring and evolution of the Fund’s investment strategy are key responsibilities of the 

Administering Authority.  

As the estimated cost of the Fund’s liabilities is regularly re-assessed, this effectively means that the amount of 

assets required to meet them is a moving target. As a result, at any given time the Fund may be technically in 

surplus or in deficit.  

A contribution strategy must be put in place which ensures that each of the Fund’s employers pays money into 

the Fund at a rate which will target the cost of its share of the liabilities in respect of benefits already earned by 

members and those that will be earned in the future. 

The long-term nature of the Fund 

The pension fund is a long-term commitment.  Even if it were to stop admitting new members today, it would still 

be paying out benefits to existing members and dependants for many decades to come.  It is therefore essential 

that the various funding and investment decisions that are taken now recognise this and come together to form 

a coherent long-term strategy. 

In order to assist with these decisions, the Regulations require the Administering Authority to obtain a formal 

valuation of the Fund every three years.  Along with the Funding Strategy Statement, this valuation will help 

determine the funding objectives that will apply from 1 April 2014. 
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LGPS 2014 

On 31 May 2012 the Local Government Association (LGA) and trade unions announced the outcome of their 

negotiations on the new LGPS proposals (for England and Wales) that are to take effect from 1st April 2014.  

The main elements of the proposed LGPS 2014 scheme are as follows:  

 A Career Average Revalued Earnings (CARE) scheme using CPI as the revaluation factor (the current 

scheme is a final salary scheme). 

 The accrual rate would be 1/49th (the current scheme is 1/60th). 

 Reversion to a two year vesting period (it is currently 3 months). 

 There will be no normal scheme pension age; instead each member’s Normal Pension Age (NPA) will be 

their State Pension Age (the current scheme has an NPA of 65). 

 Average member contributions to the scheme would be around the same as the current scheme with the 

rate determined on actual pay (the current scheme determines part-time contribution rates on full time 

equivalent pay). While there would be no change to average member contributions, the lowest paid would 

pay the same or less and the highest paid would pay higher contributions on a more progressive scale 

after tax relief. 

 Members who have already or are considering opting out of the scheme could instead elect to pay half 

contributions for half the pension, while still retaining the full value of other benefits. This is known as the 

50/50 option (the current scheme has no such flexible option). 

 For current scheme members, benefits for service prior to 1st April 2014 are protected, including 

remaining ‘Rule of 85’ protection. Protected past service continues to be based on final salary and current 

NPA. Specific protection - the ‘underpin’ - is proposed to apply to members who were within 10 years of 

age 65 in April 2012. Some of these members would see their Normal Pension Age increase due to 

movements in the State Pension Age. So for these members a calculation will be done on retirement at 

65 to ensure they will get a pension at least equal to that which they would have received in the LGPS 

2008. 

 Where scheme members are outsourced they will be able to stay in the scheme on first and subsequent 

transfers (currently this is a choice for the new employer).  
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Appendix B: About the valuation 

It is important to realise that the actual cost of the pension fund (i.e. how much money it will ultimately have to 

pay out to its members in the form of benefits) is currently unknown.  This cost will not be known with certainty 

until the last benefit is paid to the last pensioner.  The core purpose of this valuation is to estimate what this cost 

will be, so that the Fund can then develop a strategy to meet it.  

Such a valuation can only ever be an estimate – as the future cannot be predicted with certainty.  However, as 

actuaries, we can use our understanding of the Fund and the factors that affect it to determine an anticipated 

cost which is as sensible and realistic as possible.  A decision can then be made as to how much is set aside 

now to meet this anticipated cost.  The pace of this funding can vary according to the level of prudence that is 

built into the valuation method and assumptions. 

For this valuation, as for the previous valuation, our calculations identify separately the expected cost of 

members’ benefits in respect of scheme membership completed before the valuation date (“past service”) and 

that which is expected to be completed after the valuation date (“future service”). 

Past service 

The principal measurement here is the comparison at the valuation date of the assets (taken at market value) 

and the value placed on the Fund’s liabilities (calculated using a market-based approach).  By maintaining a link 

to the market in both cases, this helps ensure that the assets and liabilities are valued in a consistent manner.  

Our calculation of the Fund’s liabilities also explicitly allows for expected future pay and pension increases. 

The funding level is the ratio of assets to liabilities at the valuation date.  A funding level of less/more than 100% 

implies that there is a deficit/surplus in the Fund at the valuation date.  

The funding target is to eliminate any deficit (or surplus) over a specified period and therefore get back to a 

funding level of 100%.  To do so, additional contributions may be required to be paid into the Fund, either via 

lump sums or by increasing the employer’s contribution rate.  These additional contributions are known as the 

past service adjustment. 

Future service 

In addition to benefits that have already been earned by members prior to the valuation date, employee 

members will continue to earn new benefits in the future.  The cost of these new benefits must be met by both 

employers and employees.  The employers’ share of this cost is known as the future service contribution rate. 

For these initial valuation results for the Fund as a whole, I have calculated the future service rate as the cost of 

benefits being earned by members over the year following the valuation, taking account of expected future 

salary increases until retirement.  If new entrants are admitted to the Fund to the extent that the overall 

membership profile remains broadly unchanged (and if the actuarial assumptions are unchanged) then the 

future service rate should be reasonably stable.  

This funding method we have used is known as the Projected Unit Method.  As well as the whole fund, it is 

appropriate for individual employers that continue to admit new entrants to the Fund. 
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However, some participating employers may have a policy of not admitting new entrants.  In this case, the 

membership profile will inevitably begin to age.  Under these circumstances, the Projected Unit Method is 

arguably no longer appropriate and will not promote sufficient stability in the future service rate.  For these 

employers, we will adopt a funding method known as the Attained Age Method, which effectively looks at the 

cost of benefits that members will earn over the entirety of their remaining working lifetime (rather than just the 

year following the valuation).  

When we come to issue the valuation results for individual employers, we will make clear which of these 

methods has been used to calculate each employer’s future service rate. 

Combining this future service rate with any past service adjustment required to repay a deficit (or reduce a 

surplus) gives us the total contribution rate.  The total rate for the Fund as a whole is known as the common 

contribution rate.  This is really just a notional figure. In practice, each individual employer will have a 

contribution rate which reflects their own particular circumstances. 

The sensitivity of valuation results 

The aim of this valuation is not only to determine these important figures but also to demonstrate their sensitivity 

to a number of key influences.  This will promote an understanding of how the expected cost of the Fund may 

change in response to uncertain future events (e.g. changes in life expectancy or investment returns).  
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Appendix C: Demographic assumptions 

Death in Service tables: 

Ill Health Early Retirements tables: 

Tier 1 

Age
Male officers 

and Post 98
Male Manuals

Female officers 

and Post 98
Female Manuals

Death Death Death Death

20 0.26 0.32 0.14 0.17

25 0.26 0.32 0.14 0.17

30 0.31 0.38 0.20 0.26

35 0.36 0.45 0.34 0.43

40 0.61 0.77 0.54 0.68

45 1.02 1.28 0.88 1.11

50 1.63 2.04 1.29 1.62

55 2.55 3.19 1.70 2.13

60 4.59 5.74 2.18 2.72

65 7.65 9.56 2.79 3.49

Incidence per 1000 active members per annum

FT PT FT PT FT PT FT PT

20 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

25 0.00 0.00 0.76 0.60 0.19 0.15 0.99 0.79

30 0.00 0.00 1.39 1.11 0.25 0.20 1.44 1.15

35 0.19 0.15 2.08 1.66 0.50 0.40 1.98 1.58

40 0.32 0.25 3.02 2.42 0.76 0.60 2.88 2.30

45 0.69 0.55 4.16 3.33 1.01 0.81 3.78 3.02

50 1.76 1.41 6.17 4.94 1.89 1.51 5.04 4.03

55 6.91 5.53 14.61 11.69 7.01 5.61 13.54 10.83

60 12.16 9.73 23.42 18.74 14.86 11.89 23.81 19.05

65 23.10 18.48 45.15 36.12 26.71 21.37 45.15 36.12

Age

Incidence for 1000 active members per annum

Male Officers & Post 

98 Males
Male Manuals

Female Officers & Post 

98 Females
Female Manuals

Ill Health Ill Health Ill Health Ill Health
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Tier 2 

Tier 3 

Withdrawal 

Less than 2 years’ service 

FT PT FT PT FT PT FT PT

20 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

25 0.00 0.00 0.80 0.64 0.20 0.16 1.05 0.84

30 0.00 0.00 1.47 1.18 0.27 0.21 1.53 1.22

35 0.20 0.16 2.21 1.77 0.54 0.43 2.10 1.68

40 0.33 0.27 3.21 2.57 0.80 0.64 3.06 2.45

45 0.74 0.59 4.42 3.53 1.07 0.86 4.02 3.21

50 2.37 1.90 8.31 6.65 2.54 2.03 6.78 5.43

55 5.34 4.27 11.29 9.03 5.42 4.33 10.47 8.37

60 4.58 3.66 8.82 7.05 5.60 4.48 8.96 7.17

65 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Age

Incidence for 1000 active members per annum

Male Officers & Post 98 

Males
Male Manuals

Female Officers & Post 98 

Females
Female Manuals

Ill Health Ill Health Ill Health Ill Health

FT PT FT PT FT PT FT PT

20 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

25 0.00 0.00 0.48 0.38 0.09 0.07 0.55 0.44

30 0.09 0.07 0.77 0.62 0.15 0.12 0.77 0.61

35 0.12 0.10 1.16 0.93 0.30 0.24 1.11 0.88

40 0.21 0.17 1.61 1.29 0.39 0.31 1.53 1.22

45 0.48 0.38 2.32 1.86 0.62 0.50 1.96 1.56

50 0.26 0.21 0.68 0.54 0.24 0.20 0.58 0.46

55 0.37 0.30 0.77 0.61 0.45 0.36 0.76 0.61

60 0.21 0.17 0.42 0.33 0.25 0.20 0.42 0.33

65 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Age

Incidence for 1000 active members per annum

Male Officers & Post 98 

Males
Male Manuals

Female Officers & Post 98 

Females
Female Manuals

Ill Health Ill Health Ill Health Ill Health

FT PT FT PT FT PT FT PT FT PT FT PT

20 304.04 506.74 304.04 506.74 288.39 400.55 288.39 400.55 557.41 1000.00 384.52 640.87

25 200.83 334.72 201.20 335.01 194.07 269.50 194.43 269.79 368.19 736.38 258.74 431.17

30 142.53 237.46 143.05 237.91 162.69 225.89 163.17 226.27 261.24 522.40 216.89 361.38

35 111.38 185.51 112.17 186.19 140.45 194.94 141.07 195.43 204.11 408.11 187.19 311.79

40 89.71 149.31 90.77 150.23 116.92 162.22 117.80 162.92 164.33 328.47 155.80 259.40

45 73.64 122.28 75.03 123.55 96.49 133.73 97.50 134.54 134.71 268.98 128.49 213.73

50 56.96 94.68 57.28 95.02 73.34 101.75 73.60 101.96 104.26 208.28 97.73 162.71

55 49.47 82.09 49.77 82.44 56.73 78.59 56.97 78.78 90.46 180.57 75.53 125.58

60 29.97 49.75 30.13 49.94 26.40 36.55 26.52 36.65 54.81 109.43 35.13 58.39

Age

Incidence for 1000 active members per annum

Male Officers Male Manuals Female Officers Female Manuals Post 98 Males Post 98 Females

Withdrawals Withdrawals Withdrawals Withdrawals Withdrawals Withdrawals

Page 47



026

November 2013 

26 2013 VALUATION – INITIAL RESULTS 

More than 2 years’ service 

Promotional salary scale 

FT PT FT PT FT PT FT PT FT PT FT PT

20 119.85 199.76 119.85 199.76 113.69 157.90 113.69 157.90 219.73 439.46 151.58 252.63

25 79.17 131.95 79.31 132.06 76.50 106.24 76.64 106.35 145.14 290.28 101.99 169.97

30 56.18 93.60 56.39 93.78 64.13 89.05 64.32 89.20 102.98 205.93 85.50 142.46

35 43.90 73.12 44.22 73.40 55.37 76.84 55.61 77.04 80.46 160.88 73.79 122.91

40 35.36 58.85 35.79 59.22 46.09 63.95 46.44 64.22 64.78 129.48 61.42 102.26

45 29.03 48.18 29.59 48.71 38.04 52.72 38.44 53.04 53.10 106.03 50.65 84.25

50 22.45 37.31 22.58 37.46 28.91 40.11 29.01 40.19 41.10 82.10 38.52 64.14

55 19.50 32.35 19.62 32.50 22.36 30.98 22.46 31.06 35.66 71.18 29.77 49.50

60 11.82 19.60 11.88 19.69 10.41 14.41 10.46 14.45 21.61 43.14 13.85 23.02

Age

Incidence for 1000 active members per annum

Male Officers Male Manuals Female Officers Female Manuals Post 98 Males Post 98 Females

Withdrawals Withdrawals Withdrawals Withdrawals Withdrawals Withdrawals

FT PT FT PT FT PT FT PT

20 100 100 100 100 100 100 100 100

25 135 116 100 100 118 105 100 100

30 169 134 100 100 137 111 100 100

35 192 146 100 100 151 116 100 100

40 208 153 100 100 163 121 100 100

45 222 154 100 100 166 122 100 100

50 236 154 100 100 166 122 100 100

55 239 154 100 100 166 122 100 100

60 239 154 100 100 166 122 100 100

65 239 154 100 100 166 122 100 100

Age

Promotional Salary Scales

Male Officers & Post 98 

Males
Male Manuals

Female Officers & Post 

98 Females
Female Manuals
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We have suggested a longevity improvement assumption based on the latest industry standard and combined 

information from our longevity experts in Club Vita. The start point for the improvements has been based on 

observed death rates in the Club Vita data bank over the period. 

In the short term we have assumed that the ‘cohort effect’ of strong improvements in life expectancy currently 

being observed amongst a generation born around the early and mid 1930s will start to tail off, resulting in life 

expectancy increasing less rapidly than has been seen over the last decade or two. This is known as ‘peaked’. 

In the long term (post age 70) we have assumed that increases in life expectancy will stabilise at a rate of 

increase of 1 year per decade for men and women.  This is equivalent to assuming that longer term mortality 

rates will fall at a rate of 1.25% p.a. for men and women. 

However, we have assumed that post age 90 improvements in mortality are hard to achieve, declining between 

ages 90 and 120 so that no improvements are seen at ages 120 and over.  The initial rate of mortality is 

assumed to decline steadily above age 98. 

Longevity assumptions 31 March 2013

Longevity - baseline

CMI Model version used

Proportion of convergence remaining at 

mid point

50%

Vita curves

1.25% p.a. for men and women.

0% p.a. for men and for women.

Cohort effects:  

Period effects:

Cohort effects:  

CMI core i.e. 40 years for those born 

in 1947 or later declining linearly to 5 

years for those born in 1912 or 

earlier.

CMI model core values i.e. 10 years 

for ages 50 and below and 5 years for 

those aged 95 and above, with linear 

transition to 20 years for those aged 

between 60 and 80.

Longevity - improvements

CMI_2010 

Starting rates CMI calibration based on data from 

Club Vita using the latest available 

data as at December 2011.

Long term rate of improvement Period effects:

Period of convergence
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Briefing Note 01

Catherine McFadyen

Actuary 

Steven Scott

Actuary 

2013 valuation assumptions
Introduction
We recently outlined the approach we will take to the 2013 valuation in which we identified the 
distinction between the measurement of the funding position and the management of 
contribution rates.  

The valuation assumptions determine the measurement of the funding position and application 
of these should result in a prudent measurement of the past service liabilities.

Our assumptions fall into two categories – financial and demographic.

Financial assumptions typically try to predict the size of benefits.  For example, how large 
members’ final salaries will be at retirement and how their pensions will increase over time.  In 
addition, the financial assumptions also help us to estimate the cost of these benefits in today’s 
money.

Demographic assumptions typically try to forecast when benefits will come into payment and 
what form these will take.  For example, when members will retire (e.g. at their normal 
retirement age or earlier), how long they will survive and whether they will exchange some of 
their pension for tax free-cash.

Financial assumptions

The discount rate and inflation assumptions are set with reference to the market’s expectations 
of future economic conditions at the valuation date.

It is important that the financial assumptions reflect the period over which past service benefits 
are expected to be paid. The majority of benefits are paid many years in the future.  In the period 
before the benefits are paid the assets are invested with the aim of achieving a return on these 
assets.  So it is appropriate to allow for this investment return to determine how much money is 
needed now to make these future benefit payments. This process requires the use of a discount 
rate.  All other things being equal, a lower discount rate results in more money being needed 
now and vice versa.

Discount rate

The discount rate should reflect the returns that the Fund expects to earn on its investments over 
the long term.  We do this by considering the expected return on the lowest risk investments held 
(government bonds) and applying a margin to allow for the greater returns that are expected to 
be generated by the equity-type investments held (equities, property etc).  We refer to this 
additional margin as the Asset Outperformance Assumption (AOA). 

Although we have seen a downward shift in the expected returns on risky assets since the 2010 
valuation, we believe the expected returns in excess of the returns on government bonds to be 
broadly unchanged since 2010.

June 20132013 valuation assumptions
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2013 valuation assumptions

For the 2013 valuation, for consistency in measuring progress against a funding plan, we 
recommend Funds adopt the same AOA as was adopted at the 2010 valuation, unless 
significant changes in the Fund’s investment strategy have taken place since 2010.

Inflation / pension increases

As per the previous valuation, the ‘breakeven’ RPI inflation assumption will be derived from the
yields available on fixed-interest and index-linked government bonds.

LGPS benefit increases are linked to CPI and, as a market for CPI linked government bonds
does not exist, we must set our pension increase assumption relative to expected RPI by making 
an appropriate deduction to reflect the differences between the construction of the RPI and CPI 
indices, namely the differences between the “basket” of goods and services and the impact of
the “formula effect”.

Due to changes in the construction of the CPI index since 2010 (specifically, how changes in 
clothing and footwear are measured) we expect the average long term difference between RPI 
and CPI to be 0.8% p.a. (2010: 0.5% p.a.).  This compares to a difference of 0.5% p.a. at March 
2013 and the Office for Budget Responsibility’s (OBR) estimate of the long run difference of 
1.4% p.a.

1

This change has the effect of reducing the value placed on past service liabilities by circa 4% to 
5%.

Salary growth

Although annual pay growth in recent years has generally been lower than the rate of inflation, 
our assumption for general salary growth is based on what we expect over the long term.  

Since 2010, average increases to public sector pay have been restricted to broadly 1% p.a.  It is 
expected that public sector pay will continue to be restricted until at least 31 March 2016 (as per 
the Chancellor’s announcement in the 2013 budget).  Rather than explicitly recognise the current 
public sector pay restrictions (as we did in 2010), our recommended approach in 2013 is to set a 
lower long term rate of salary growth.  This reflects both shorter term pay constraints and the 
belief that general economic growth and hence pay growth may be at a lower level than 
historically experienced for a prolonged period of time.  This assumption is also more 
appropriate for many types of employer, including academies and private contractors who are 
not subject to the short term restrictions.  To that end, our recommended general salary growth 
assumption as at 31 March 2013 is set equal to the long term rate of RPI + 1% p.a. (2010: RPI + 
1.5% p.a.).

This change (from 1.5% to 1.0% above RPI) has the effect of reducing past service liabilities for 
active members by circa 5% to 6%.

We also make a separate allowance for expected salary growth as a result of promotion, which 
is considered separately under ‘Demographic assumptions’.

1
Working paper No. 2 - The long-run difference between RPI and CPI inflation, November 2011
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2013 valuation assumptions

Assumptions as at 31 March 2013

The following table shows our 2013 valuation financial assumptions, based on the methodology 
described and market conditions as at 31 March 2013.

Assumption Approach Rate as at 31 March 2013

Discount rate

Gilt yield

AOA

Gilts + AOA

FTSE published yields

No change

4.6% p.a.

3.0% p.a.

1.6% p.a.

RPI Inflation Implied from FTSE 
published yields

3.3% p.a.

Pension increases RPI less 0.8% p.a. 2.5% p.a.

General salary growth RPI + 1.0% p.a. 4.3% p.a.

Demographic assumptions

Longevity

Of all the demographic factors, longevity is the one that presents the greatest uncertainty.  

Subscribers to Club Vita benefit from a greater understanding of longevity risk, in particular the 

specific risk relative to their own scheme.

To help illustrate the scale and uncertainty of this risk, our valuation calculations will separate out 

the value of the liabilities based on current observed life expectancies (what we call ‘baseline’ 

longevity) and the value of liabilities allowing for a possible level of future improvements to 

longevity.

Baseline Longevity

The baseline longevity for all LGPS funds advised by Hymans Robertson will be based on Club 

Vita tables.  For funds subscribing to the full Club Vita service, the baseline assumptions will be 

a series of bespoke VitaCurves applied to each member depending on socioeconomic factors.  

For all other funds, a fund specific baseline table will be created based on whole fund 

experience.

Future improvement to longevity

At the 2010 valuations, the rate of future longevity improvements was assumed to be in line with 
the medium cohort projections with a minimum level of improvement of 1% per annum.  
Following the release of the CMI

2
projections model (“the CMI model”), the ‘cohort’ projections 

are now outdated.

Future trends in longevity are highly uncertain, but the custom and practice in recent years has 

been to assume that lifespans will continue to lengthen, although there has been considerable 

variation in how fast and how long this improvement is expected to last.

There are 3 key considerations to make when setting the future longevity improvement 
assumption:

2
Continuous Mortality Investigation, which is supported and funded by the Actuarial Profession
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2013 valuation assumptions

1 Short term rate of improvements

The first step is to consider if the rate of improvements has ‘peaked’ or will continue to rise 

before peaking in the future (‘non-peaked)’.  Assuming that the rate of improvements has 

‘peaked’ still means that life expectancy will continue to improve, but that it will do so at a 

lower rate than it is currently.  A ‘non-peaked’ assumption is more prudent (i.e. results in 

higher liabilities) than a ‘peaked’ assumption.

2 Long term rate of improvements

The second step to consider is the long term assumed rate of improvements.  Over the 

last 100 years, life expectancy has increased at the rate of 0.7 years per decade (for 

men), but over the last 10 years has increased at the rate of 2.4 years per decade. 

The key question here is - what is the likely impact of medical science and individual 

behaviour on future longevity? The higher the long term rate, the more prudent the 

assumption.

3 Improvements for the ‘oldest old’

The third step to consider is the likely rate of improvements for the eldest in our society.  

Will the over 90s continue to experience the same improvements in life expectancy they 

have enjoyed prior to this? Credible historical evidence on the historic rates of 

improvement for this age group is hard to come by.

We have previously advocated a long-term approach to funding for longevity improvements in 

assessing the cash contributions that we recommend are paid by local authorities.  We still feel 

that a “wait and see” approach is most appropriate as:

The longevity risk faced by funds is mitigated in part by the link between Normal Retirement 

Age to State Pension Age for future service benefits (which in turn, is expected to increase in 

the future in line with increases in life expectancy);

The LGPS ‘employer cost cap’ is expected to include longevity as a cost control mechanism, 

thus mitigating the impact of future longevity improvements; and

Local authority funds have a long term time horizon over which to fund improvements in 

longevity if they emerge.

Bearing the above in mind, our recommended assumption for the future rate of longevity 

improvements is as follows;

The current rate of improvements has reached a peak.

Long term rate of 1.25% p.a. (or around 1 year per decade).

Longevity improvements for the over 90s will decline.

The net effect of these changes will be to increase the past service liabilities of a typical LGPS 

fund by circa 2% to 3%.

We will continue to review the appropriateness of this assumption at future valuations.

As part of the 2013 valuation calculations we will calculate the value of past service liabilities and 

employer contributions on two possible models for longevity improvements, as well as pure 

baseline longevity, so that you can ‘stress test’ the impact of future experience on employer 

contributions.  The first model is as described above.  The second model for future 

improvements, which we will term ‘further improvements’, assumes that the current rate of 

improvements has not yet reached a peak.
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2013 valuation assumptions

Retirement demographics

Assumptions such as the rate at which members are assumed to leave local government 

employment with a deferred pension and the assumed incidence of ill-health early retirements 

affect the assessed cost of benefits accrued to date (“past service liabilities”) and the cost of 

benefits accrued in future (“future service rate”).

The starting point for our 2013 valuation assumptions was to analyse past experience over 2007 

to 2010.

Withdrawals (excluding ill health)

When setting our withdrawal assumption at the 2010 valuation we allowed for the member’s age 

and the period of past service to identify the likelihood of withdrawal (those with a lower service 

are more likely to withdraw).

This should more accurately reflect the rate of withdrawals each year in your fund and therefore 

place a more accurate value on the past service liabilities and the future service rate.

Our analysis of withdrawal experience confirms our belief that withdrawals are dependent on the 

period of past service. We also observed fewer withdrawals over 2007 to 2010 than we would 

expect from our 2010 assumption.  We have made small adjustments to the likelihood of 

withdrawals at each age so our assumption better reflects recent experience.

The rate of withdrawals will no longer have an impact of the future service rate calculated for 

your scheme, which will be calculated on the CARE benefit basis at the 2013 valuation. 

Ill health early retirements

The 2010 valuation was the first to recognise the three tier ill health structure introduced from 1 

April 2008.  We set our ill health retirement assumption based on the limited information 

available at that time and we can now evaluate this assumption based on actual ill health 

retirements over 2008 to 2010.

The evidence from 2008 to 2010 shows that:

There are fewer ill health retirements occurring than was assumed at the 2010 valuation;

The ages at which members take ill health early retirement are generally increasing; and

The split of total ill health retirements between each tier is broadly in line with what was

assumed in 2010.   

We have made small adjustments to the ill health early retirement assumptions to reflect this 

experience.

Retirement age (non ill health)

The retirement age for current active members is assumed to be:

Rule of 85 for those born prior to 31 March 1960 and protected under current 

regulations;

65 for all other members if they attain age 65 before 1 April 2022; otherwise 

State Pension Age.

Deferred members are assumed to retire at age 60 if they left active status before 1 April 2008, 

otherwise, they are assumed to retire at age 62.

All members are assumed to work for a minimum of one year past the valuation date.
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2013 valuation assumptions

50:50 option

From 1 April 2014, members can elect to pay half the standard level of contributions for half the 
accrued benefit (i.e. an accrual rate of 1/98ths).  This option will affect future service only (past 
service is protected) and the employer’s cost will fall as a result of members choosing this 
option.

As contribution rates are set once at each actuarial valuation, we need to make an assumption 
about the likely incidence of members taking the 50:50 option.  Accurately predicting take-up of 
the 50:50 option will be challenging without any objective evidence.  Forecasting the outcome 
will be made more difficult still by the uncertain impact of auto-enrolment which has not yet been 
implemented by most LGPS employers (members will be auto-enrolled and re-enrolled in the full 
benefits scheme). 

In evaluating the cost savings from pension reform, the Government Actuary’s Department 
(GAD) assumed that 10% of scheme members will take up the 50:50 option.  In the absence of 
any other information, we believe this is a reasonable assumption to make. Therefore, our 
standard assumption at the 2013 valuation will be to assume that 10% of members (uniformly 
distributed across the age, service and salary range) will choose the 50:50 option.

This assumption will reduce employer future service costs by circa 0.5% to 0.8% of pay.

We will be able to further refine this assumption at future valuations, based on the evidence 
gained from 1 April 2014.

Other demographic assumptions

Our assumption for pay growth has historically been split into general inflationary pay increases 

and promotional pay growth.  Our analysis shows no reason to change the level of assumed 

promotional pay growth at the 2013 valuation.

At the 2013 valuation we propose no change to our proportions married assumption set in 2010. 

Additionally, we have decided to keep our recommended commutation assumption constant for 

this valuation at 50% of HMRC limits for service to 1 April 2008 and 75% of HMRC limits for 

service from 1 April 2008.
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2013 valuation assumptions

Impact

The following table shows the expected impact of our recommended 2013 valuation 
assumptions (relative to our recommended 2010 assumptions) on both the funding level and 
the future service contribution rate. The figures shown allow for changes to market conditions 
since 31 March 2010 in addition to changes in our assumption setting approach and are that 
expected for a typical LGPS fund. 

Assumption 31 March 2010 31 March 2013
Impact on 

past service 
liabilities

Impact on 
future 

service 
contribution 

rate
% of pay 

Discount rate 6.1% 4.6% 28%-35% 8%-10%

Long term pay growth 5.3% 4.3% 4%-6% 2%-3%

Pension increases 3.3% 2.5% 10%-15% 2%-3%

Longevity

Baseline Club Vita Club Vita Variable Variable

Future improvements
Medium cohort
(1% underpin)

CMI projections 2%-3% 1%-2%

Withdrawals 2010 2013 <1% No impact

Ill health retirements 2010 2013 <1% <1%

Promotional salary growth 2010 No change No impact No impact

Cash commutation 75% max 75% max No impact No impact

50:50 option take up n/a 10% No impact 0.5%-0.8%

We believe that the recommended 2013 valuation assumptions set out in this note will be 
appropriate for the majority of LGPS funds.  As ever, we welcome discussion on the suitability 
of these assumptions and your usual Hymans contact will be happy to consider deviation from 
the recommended assumptions where this is appropriate for your Fund. Please get in touch 
with your usual contact at Hymans if you have any questions.
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Treasury Management Strategy Statement 
and Investment Strategy 2014/15 to 2016/17 
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1. Background  
 
1.1 The Chartered Institute of Public Finance and Accountancy’s Code of 

Practice for Treasury Management in Public Services (the “CIPFA TM 
Code”) and the Prudential Code require local authorities to determine the 
Treasury Management Strategy Statement (TMSS) and Prudential 
Indicators on an annual basis. The TMSS also incorporates the Investment 
Strategy as required under the Communities and Local Government (CLG) 
Department’s Investment Guidance. 

 
1.2 CIPFA has defined Treasury Management as: 

“the management of the organisation’s investments and cash flows, its 
banking, money market and capital market transactions; the effective 
control of the risks associated with those activities; and the pursuit of 
optimum performance consistent with those risks.” 

 
1.3 The Council is responsible for its treasury decisions and activity.  No 

treasury management activity is without risk. The successful identification, 
monitoring and control of risk are integral elements of treasury 
management activities and include Credit and Counterparty Risk, Liquidity 
Risk, Market or Interest Rate Risk, Refinancing Risk and Legal and 
Regulatory Risk.   

 
1.4 The strategy takes into account the impact of the Council’s proposed 

Revenue Budget and Capital Programme on the Balance Sheet position, 
the current and projected Treasury position, the Prudential Indicators and 
the outlook for interest rates. 

 
1.5 The purpose of this report is to propose: 

• Treasury Management Strategy - Borrowing in Section 4, 
Investments in Section 5 

• Prudential Indicators – these are detailed throughout the report and 
summarised in Annex 2 [Omitted – will be added in January 2014]. 

• MRP Statement – Section 10 
 
 

2. CIPFA Treasury Management Code of Practice 
 
2.1 Adoption of the CIPFA Treasury Management Code of Practice is one of 

the Prudential Indicators. The Council originally adopted the Code of 
Practice in May 2002.  Revisions to the Code in 2009 and 2011 have been 
reflected in updated versions of all policies and procedures. 
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3.  Balance Sheet and Treasury Position 
 

3.1 The underlying need to borrow for capital purposes, as measured by the 
Capital Financing Requirement (CFR), together with Balances and 
Reserves, are the core drivers of Treasury Management activity. The 
estimates for each pool, based on the current proposed Revenue Budget 
and Capital Programmes, are: 
 
Table 1a: Treasury Position – General Fund 
 

  31/03/2013 31/03/2014 31/03/2015 31/03/2016 31/03/2017 

Estimate Estimate Estimate Estimate Estimate 

£'000 £'000 £'000 £'000 £'000 

General Fund CFR 254,229      

Less: Share of existing        

External Debt & Other 
Long Term Liabilities 

183,907      

Internal Borrowing  70,322      

Cumulative Net 
Borrowing 
Requirement  0   

 
 
Table 1b: Treasury Position – HRA 
 

  31/03/2013 31/03/2014 31/03/2015 31/03/2016 31/03/2017 

Estimate Estimate Estimate Estimate Estimate 

£'000 £'000 £'000 £'000 £'000 

HRA CFR 271,714         

Less: Share of           

Existing External 
Debt & Other Long 
Term Liabilities 

264,482          

Internal Borrowing  7,232          

Cumulative Net 
Borrowing 
Requirement  0          

 
3.2 The tables above show how the Council’s capital requirement is funded 

currently and how it is expected to be funded in the coming years.  Due to 
the differential between short and long term interest rates (discussed in 
more detail in section 4), the Council has maximised the amount of internal 
borrowing that can be done.  As short term interest rates are not expected 
to rise over the next two years, it is anticipated that a significant level of 
internal borrowing will continue, with the only reduction expected reflecting 
the planned movement in reserves.   
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3.3 Ensuring that gross external debt does not exceed the CFR over the 
medium term is a key indicator of prudence.  There has been no difficulty 
meeting this requirement in 2013-14 to date, nor are there any difficulties 
envisaged for future years, as the levels of internal borrowing in tables 1a 
and 1b above demonstrate. 

 
3.4 It is a requirement for the HRA CFR to remain with the limit of 

indebtedness or “debt cap” set by the DCLG at the time of the 
implementation of self-financing.  The table below shows the current 
expected level of the HRA CFR and the debt cap.  Any decision by the 
Council to undertake new borrowing for housing will cause the future 
years’ debt predictions for the HRA debt pool to increase. 

 
Table 2: HRA Debt Cap 

  31/03/2013 31/03/2014 31/03/2015 31/03/2016 31/03/2017 

Actual Estimate Estimate Estimate Estimate 

£'000 £'000 £'000 £'000 £'000 

HRA CFR 271,096         

HRA Debt cap 327,538         

Headroom 56,442         

 
3.5 Table 3 below shows proposed capital expenditure over the coming three 

financial years.   It is a requirement of the Prudential Code to ensure that 
capital expenditure remains within sustainable limits and, in particular, to 
consider the impact on Council Tax and housing rent levels.   

  
Table 3: Capital Expenditure 
 

  2012/13 
Actual 

2013/14 
Approved 

2013/14 
Projected 
Out-turn 

2014/15 
Estimate 

2015/16 
Estimate 

2015/16 
Estimate 

£'000 £'000 £'000 £'000 £'000 £'000 

General 41,317 47,811         

HRA 40,673 34,202         

Total 81,990 82,013 0 0 0 0 

 
 
 
 
 
 
 
 
 

3.6 Capital expenditure is expected to be financed or funded as follows: 

Table 4: Capital Financing 
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  2012/13 
Estimate 

2013/14 
Approved 

2013/14 
Projected 
Out-turn 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

£'000 £'000 £'000 £'000 £'000 £'000 

Capital receipts 9,608 17,036         

Other grants & 
contributions 

7,194 11,484         

Government 
Grants 

27,278 15,278         

Reserves / 
Revenue 
contributions 

30,941 30,340         

Total Financing 75,021 74,138 0 0 0 0 

Borrowing 5,379 8,875         

Total  80,400 83,013 0 0 0 0 

 
 

3.7 As an indicator of affordability the table below shows the incremental 
impact of capital investment decisions on Council Tax and Housing Rent 
levels. The incremental impact is calculated by comparing the total 
revenue budget requirement of the current approved capital programme 
with an equivalent calculation of the revenue budget requirement arising 
from the proposed capital programme.   
 
Table 5: Incremental Impact of Capital Investment Decisions 
 

  2012/13 
Actual 

2013/14 
Approved  

2013/14 
Projected 
Out-turn 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

£'000 £'000 £'000 £'000 £'000 £'000 

Increase in Band 
D Council Tax 0.41 8.77         

Increase in 
Average Weekly 
Housing Rents 0.09 0.13         

 
3.8 The ratio of financing costs to the Council’s net revenue stream is an 

indicator of affordability and highlights the revenue implications of existing 
and proposed capital expenditure by identifying the proportion of the 
revenue budget required to meet borrowing costs. The ratio is based on 
costs net of investment income.  
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Table 6: Ratio of Financing Costs to Net Revenue Stream 
 

  2012/13 
Actual 

2013/14 
Approved 

2013/14 
Projected 
Out-turn 

2014/15 
Estimate 

2015/16 
Estimate 

2016/17 
Estimate 

% % % % % % 

General 
Fund 

2.78 2.62         

HRA 13.18 12.94         

 
4. Borrowing Strategy 

 
4.1 A breakdown of the Council’s current and expected external borrowing 

plus other long-term liabilities is shown in Annex 1 [to be added]. This is 
measured in a manner consistent for comparison with the Operational 
Boundary and Authorised Limit. 

 
4.2 The Authorised Limit sets the maximum level of external borrowing on a 

gross basis (i.e. not net of investments) and is the statutory limit 
determined under Section 3(1) of the Local Government Act 2003 (referred 
to in the legislation as the Affordable Limit).  The Prudential Indicator 
separately identifies borrowing from other long term liabilities such as 
finance leases.   The Authorised Limit has been set on the estimate of the 
most likely, prudent but not worst case scenario with sufficient headroom 
over and above this to allow for unusual cash movements. 

  
 Table 7: Authorised Limit for External Debt 
 

  2012/13 
Actual 
Debt 

2013/14 
Approved 

2013/14 
Projected 
Out-turn 

2014/15 
Authorised 
Boundary 

2015/16 
Authorised 
Boundary 

2016/17 
Authorised 
Boundary 

£'000 £'000 £'000 £'000 £'000 £'000 

Borrowing 361,702 569,256 339,262       

Other Long-
term Liabilities 

32,270 102,037         

Total 393,972 671,293         

 
4.3 The Operational Boundary links directly to the Council’s estimates of the 

CFR and estimates of other cashflow requirements. This indicator is based 
on the same estimates as the Authorised Limit reflecting the most likely, 
prudent but not worst case scenario but without the additional headroom 
included within the Authorised Limit.  
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 Table 8: Operational Boundary for External Debt 
 

  2012/13 
Actual 
Debt 

2013/14 
Approved 

2013/14 
Projected 
Out-turn 

2014/15 
Authorised 
Boundary 

2015/16 
Authorised 
Boundary 

2016/17 
Authorised 
Boundary 

£'000 £'000 £'000 £'000 £'000 £'000 

Borrowing 361,702 469,256 339,262       

Other Long-
term 
Liabilities 

32,270 68,024         

Total 393,972 537,280 339,262 0 0 0 

 
4.4 The Director of Corporate Resources has delegated authority, within the 

total limit for any individual year, to effect movement between the 
separately agreed limits for borrowing and other long-term liabilities. 
Decisions will be based on the outcome of financial option appraisals and 
best value considerations. Any movement between these separate limits 
will be reported to the next meeting of Corporate Committee. 
 

4.5 Treasury management and borrowing strategies in particular continue to 
be influenced not only by the absolute level of borrowing rates but also the 
relationship between short and long term interest rates. The interest rate 
forecast provided in Annex 3 indicates that an acute difference between 
short and longer term interest rates is expected to continue beyond 2016. 
This difference creates a “cost of carry” for any new longer term borrowing 
where the proceeds are temporarily held as investments because of the 
difference between what is paid on the borrowing and what is earned on 
the investment.   

 
4.6 This “cost of carry” has been a feature of money markets since 2009-10 

and by essentially lending its own surplus funds to itself (i.e. internal 
borrowing) the Council has minimised borrowing costs and reduced overall 
treasury risk by reducing the level of its external investment balances.  As 
this position is expected to continue throughout 2014-15, there are no 
plans to replace this internal borrowing with external borrowing.  When the 
2013-14 strategy was prepared it was projected that new external 
borrowing of approximately £80 million was required in the year to 
refinance maturing debt.  Currently, new debt is forecast at £20 million and 
will comprise relatively short duration local authority borrowing to minimize 
interest costs.  Debt maturities of £45 million in 2014-15 (including £20 
million of under one year debt taken out in 2013-14) will require 
refinancing. 

 
4.7 The Council will adopt a flexible approach to this borrowing in consultation 

with its treasury management advisers, Arlingclose Ltd. The following 
issues will be considered prior to undertaking any external borrowing: 

 

• Affordability; 
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• Maturity profile of existing debt; 

• Interest rate and refinancing risk; 

• Borrowing source. 

 
4.8 In conjunction with advice from its treasury management adviser, 

Arlingclose Ltd, the Council will keep under review the following borrowing 
options:  

• PWLB loans 

• Borrowing from other local authorities 

• Borrowing from institutions such as the European Investment Bank 
and directly from Commercial Banks 

• Borrowing from the Money Markets 

• Capital markets (stock issues, commercial paper and bills) 

• Structured finance 

• Leasing 
 

4.9 The “cost of carry” discussed above has resulted in an increased reliance 
upon shorter dated and variable rate borrowing. These types of borrowing 
inject volatility into the debt portfolio in terms of interest rate risk, however 
this is counterbalanced by its affordability and alignment of borrowing 
costs with investment returns. The Council’s exposure to shorter dated 
and variable rate borrowing is kept under regular review by reference to 
the difference between variable rate and longer term borrowing costs. A 
narrowing in the spread by 0.5% will result in a review of the borrowing 
strategy in conjunction with the Council’s treasury management advisers 
to determine whether the exposure to shorter dated and variable rates is 
maintained or altered.  In recent months this spread has widened rather 
than shortened. 

 
4.10 The Council has £125m of loans which are LOBO loans (Lender’s Options 

Borrower’s Option) and all of them are in their call periods.  A LOBO is 
called when the Lender exercises its right to amend the interest rate on the 
loan at which point the Borrower can accept the revised terms or reject 
them and repay the loan.  LOBO loans present a potential refinancing risk 
to the Council since the decision to call a LOBO is entirely at the lender’s 
discretion.  As LOBOs currently make up 35% of the total external debt 
portfolio, this is a significant risk.  However, at the present time the interest 
rates on LOBO loans of 4.7% to 4.75% are above PWLB rates making any 
opportunities to repay both unlikely and financially beneficial.  Any LOBO 
called will be discussed with the Council’s treasury advisers prior to the 
acceptance of any revised terms.  The default position will be the 
repayment of the LOBO without penalty i.e. the revised terms will not be 
accepted. 

 
4.11 The Council’s debt portfolio can be restructured by prematurely repaying 

loans and refinancing them on similar or different terms to achieve a 
reduction in risk and/or savings in interest costs.  The lower interest rate 
environment and changes in the rules regarding the premature repayment 
of PWLB loans has adversely affected the scope to undertake meaningful 

Page 102



debt restructuring, although occasional opportunities arise. The rationale 
for undertaking any debt rescheduling would be one or more of the 
following: 

• Savings in risk adjusted interest costs 

• Rebalancing the interest rate structure of the debt portfolio 

• Align long term cash flow projections and debt levels 

• Changing the maturity profile of the debt portfolio. 
In the short term gains would accrue from replacing long term debt with 
shorter maturities, but from a longer term perspective this would not add 
value. Borrowing and rescheduling activity will be reported to Corporate 
Committee as part of the quarterly monitor reports. 
 

4.12 The following Prudential Indicators allow the Council to manage the extent 
to which it is exposed to changes in interest rates. The upper limit for 
variable rate exposure has been set to ensure that the Council is not 
exposed to interest rate rises which could adversely impact on the revenue 
budget.  The limit allows for the use of variable rate debt to offset exposure 
to changes in short-term rates on investments.  

 
4.13 The Council’s existing level of fixed interest rate exposure is 98% and 

variable rate exposure is 2%, however it is recommended that the limits in 
place for 2013/14 are maintained in future to retain flexibility.  At present 
variable rates from the PWLB compare unfavourably with short term loans 
from local authorities due to the additional margin charged over gilts.  If 
LOBO loans are treated as variable, the current variable allocation is 40%. 

 
 Table 10: Fixed and Variable Interest Rate Exposure 

 2013/14 
Approved 

% 

2013/14  
Actual 

% 

2014/15 
Estimate 

% 

2015/16 
Estimate 

% 

2016/17 
Estimate 

% 

Upper Limit for 
Fixed Interest Rate 
Exposure 

 
100 

 
98 

 
100 

 
100 

 
100 

Upper Limit for 
Variable Interest  
Rate Exposure 

 
40 

 
2 

 
40 

 
40 

 
40 

 
4.14 The Council is required to set limits on the percentage of the portfolio 

maturing in each of the periods set out in the table below. Limits in the 
following table are intended to control excessive exposures to volatility in 
interest rates when refinancing maturing debt.  The limits have been set to 
reflect the current debt portfolio, and to allow enough flexibility to enable 
new borrowing to be taken for the optimum period.  The limits apply to the 
combined General Fund and HRA debt pools.   

 
 
 
 Table 11: Maturity Structure of fixed rate borrowing 
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Lower 
Limit 

Upper 
Limit 31-Mar-14 

        

  % % % 

under 12 months  
0% 40% 9% 

12 months & within 24 months 
0% 35% 2% 

24 months & within 5 years 
0% 35% 12% 

5 years & within 10 years 
0% 35% 15% 

10 years & within 20 years 
0% 35% 1% 

20 years & within 30 years 
0% 35% 7% 

30 years & within 40 years 
0% 35% 16% 

40 years & within 50 years 
0% 50% 15% 

50 years & above 
0% 50% 23% 

 
5. Investment Policy and Strategy 

 
5.1 Guidance from the Communities and Local Government Department 

(CLG) on Local Government Investments in England requires that an 
Annual Investment Strategy be set.   

 
5.2 The Council’s investment priorities are, in this order: 

• security of the invested capital; 

• liquidity of the invested capital; 

• an optimum yield that is commensurate with security and liquidity. 
 

5.3 Investments are categorised as ‘Specified’ or ‘Non Specified’ investments 
based on the criteria in the CLG Guidance.  Instruments proposed for the 
Council’s use within its investment strategy are contained in Annex 4 and 
the list of proposed counterparties is shown in Annex 5. In keeping with 
the strategy of maintaining low investment balances while internally 
borrowing, it is proposed that all investments will have a maturity of less 
than one year during 2014/15.  The Director of Corporate Resources, 
under delegated powers, will undertake the most appropriate form of 
investments in keeping with the investment objectives, income and risk 
management requirements and Prudential Indicators. Investment activity 
will be reported to Corporate Committee as part of the quarterly reports.   

 
5.4 Economies and money markets have improved in the recent months 

although confidence remains fragile and markets are prone to over react to 
negative news.  Stronger commitments to protect the Eurozone have 
helped to stabilise the European banking sector. Although this backdrop 
supports a return to a more diversified counterparty structure, the 
investment strategy has to be consistent with the borrowing strategy, 
which is to repay debt and maximise the use of internal resources.  Thus 
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investment balances are anticipated to be of relatively low value. Given 
this backdrop, it is proposed to continue to limit the proposed counterparty 
list to UK institutions, Money Market Funds and Enhanced Cash Funds. 
The latter is a new class of investments, more fully discussed in annex 5.  
No investments will have duration of more than 12 months and in practice 
durations of more than 3 months are unlikely.  

 
5.5 With all investments the Council makes there is a risk of default, so the 

proposed list of investments is prepared to minimise this risk by being 
selective about the counterparties to be used.  It is proposed to continue to 
apply a minimum long term credit rating of A-, which is described as “high 
credit quality” by the rating agencies. 

 
5.6 The Council treasury advisor recommends maximum maturities for 

individual counterparties and these will be considered when investing for 
periods longer than overnight. 

 
5.7 All counterparties on the list are subjected to continual monitoring, in 

conjunction with the Council’s treasury management advisers, to ensure 
that they continue to meet the high standard set.  The range of information 
used to determine creditworthiness is: 

• Credit ratings (long and short term and credit rating watches 

• Credit Default Swaps (where quoted) 

• Sovereign support mechanisms/potential support from a well-
resourced parent institution 

• Share prices 

• Macro-economic indicators 

• Corporate developments, news and articles, market sentiment. 
 
5.8 If the monitoring reveals any concern about an institution’s 

creditworthiness, it will be removed from the lending list with immediate 
effect.  In normal circumstances a credit rating downgrade below the 
minimum criteria will not result in existing term deposits being recalled 
prior to contractual maturity.  In any period of significant stress in the 
markets, the default position is for investments to be made with the Debt 
Management Office – either in the Debt Management Account Deposit 
Facility (DMADF) or UK Treasury Bills.  (The rates of interest from the 
DMADF are below equivalent money market rates, but the returns are an 
acceptable trade-off for the guarantee that the Council’s capital is secure).  
Current conditions are not considered to be “significant stress”. 

 
5.9 The Council currently has residual banking arrangements with Nat West, 

which is rated A-.  Even if the credit rating of the Council’s bank falls below 
the minimum of A-, it is proposed that the bank will continue to be used for 
short term liquidity arrangements (overnight and weekend investments) 
and business continuity arrangements if other arrangements are not 
available. 

 
5.10 In order to diversify the investment portfolio, investments will be placed 

with a range of approved investment counterparties.  Maximum investment 
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levels with each counterparty are set out in Annex 5 will ensure prudent 
diversification is achieved. 
 

5.11 Money Market Funds (MMFs) and Enhanced Cash Funds (ECFs) provide 
good diversification of underlying counterparty but may themselves be 
subject to withdrawal restriction. The Council will therefore seek to 
diversify any exposure by utilising more than one MMF or ECF unless 
there are significant instant access funds from other sources.  The Council 
will also restrict its exposure to MMFs and ECFs with lower levels of funds 
under management and will not exceed 0.5% of the net asset value of the 
MMF or ECFs. 
 

5.12 The Council is required to set an upper limit for principal sums invested for 
over 364 days, as required by the Prudential Code.  This limit is to contain 
exposure to the possibility of loss that may arise as a result of the Council 
having to seek early repayment of the sums invested.  Given the current 
interest rate environment, the Council will not make investments for more 
than 364 days. 

 
 
6. Use of Financial Instruments for the Management of Risks 
 
6.1 The CIPFA Treasury Management Code of Practice requires the Council 

to state if and how it will use financial instruments, such as derivatives.  
Currently, local authorities’ legal power to use derivative instruments 
remains unclear. The General Power of Competence enshrined in the 
Localism Bill is not sufficiently explicit.  Consequently, the Council does 
not intend to use derivatives.  Should this position change, the Council 
may develop a detailed and robust risk management framework governing 
the use of derivatives, but such a change in strategy would require full 
Council approval. 

 
7. Housing Revenue Account Self-financing 
 
7.1 Central Government completed the reform of the Housing Revenue 

Account (HRA) Subsidy system at the end of 2011/12.  Local authorities 
are required to recharge interest expenditure and income attributable to 
the HRA in accordance with Determinations issued by the Department for 
Communities and Local Government. 

 
7.2 The Determinations do not set out a methodology for calculating the 

interest rate to use in each instance.  The Council is therefore required to 
adopt a policy that will set out how interest charges attributable to the HRA 
will be determined.  The CIPFA Treasury Management Code of Practice 
recommends that authorities present this policy in the annual Treasury 
Management Strategy Statement. 

 
7.3 On 1st April 2012, the Council notionally split each of its existing long-term 

loans into General Fund and HRA pools.  In the future, new long term 
loans borrowed will be assigned in to one pool or the other.  Interest 
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payable and other costs/income arising from long term loans (e.g. 
premiums and discounts on early redemption) will be charged/credited to 
the respective revenue account. 

 
7.4 Differences between the value of the HRA loan pool and the HRA’s 

underlying need to borrow (adjusted for HRA balance sheet resources 
available for investment) will result in a notional cash balance which may 
be positive or negative.  This balance will be measured periodically and 
interest transferred between the General Fund and HRA at the net 
average rate earned by the Council on its portfolios of treasury 
investments and short term borrowing. 

 
8.  Outlook for Interest Rates  
 
8.1 The interest rate forecast provided by the Council’s treasury management 

adviser, Arlingclose Ltd, is attached at Annex 3. The Council will 
reappraise its strategy from time to time and, if needs be, realign it with 
evolving market conditions and expectations for future interest rates.  

 
8.2 This interest rate forecast shows that UK base rate is forecast to remain at 

0.5% until at least 2016. This would mean that short term rates remain 
significantly lower than long term rates throughout 2014/15 and beyond.  
As discussed in section 4, for this reason it is anticipated that cash 
balances will kept at a minimum throughout the financial year as the “cost 
of carry” will be significant for any borrowing taken before capital 
expenditure is incurred. 

 
9. Balanced Budget Requirement 
 
9.1 The Council complies with the provisions of Section 32 of the Local 

Government Finance Act 1992 to set a balanced budget.  
 

10. MRP Statement 
 
10.1 The Local Authorities (Capital Finance and Accounting) (England) 

(Amendment) Regulations 2008 (SI 2008/414) place a duty on local 
authorities to make a prudent provision for debt redemption.  Guidance on 
Minimum Revenue Provision has been issued by the Secretary of State 
and local authorities are required to “have regard” to such Guidance under 
section 21(1A) of the Local Government Act 2003.   

 
10.2 The four MRP options available are: 

Option 1: Regulatory Method 
Option 2: CFR Method 
Option 3: Asset Life Method 
Option 4: Depreciation Method 

 
10.3 MRP in 2014/15: The guidance states Options 1 and 2 may be used only 

for capital expenditure originally incurred when government support was 
available. Methods of making prudent provision for self financed 
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expenditure include Options 3 and 4.  There is no requirement to charge 
MRP in respect of HRA capital expenditure funded from borrowing. 
 

10.4 It is a requirement for Council to approve the MRP statement before the 
start of the financial year. If it is ever proposed to vary the terms of the 
original MRP Statement during the year, a revised statement will be put to 
Council at that time. 

 
10.5 It is proposed the Council will continue to apply Option 1 (charge 4% per 

annum over 25 years) in respect of capital expenditure originally incurred 
when government support was available and Option 3 (charge over the life 
of the asset) in respect of all other capital expenditure funded through 
borrowing.  MRP in respect of leases and PFI (Private Finance Initiative) 
schemes brought onto the Balance Sheet under the IFRS (International 
Financial Reporting Standards) based Accounting Code of Practice will 
match the annual principal repayment for the associated deferred liability.  

 
11. Other Issues 

 
Monitoring & Reporting 

11.1 Corporate Committee will receive quarterly reports on treasury 
management activity and performance.  This will include monitoring of the 
prudential indicators. 

 
11.2 It is a requirement of the Treasury Management Code of Practice that an 

outturn report on treasury activity is produced after the financial year end, 
no later than 30th September.  This will be reported to Corporate 
Committee, shared with the Cabinet member for Finance & Carbon 
Reduction and then reported to full Council.  Overview and Scrutiny 
Committee will be responsible for the scrutiny of treasury management 
activity and practices.  

 
11.3 Officers monitor counterparties on a daily basis with advice from the 

Council’s treasury management advisers to ensure that any 
creditworthiness concerns are addressed as soon as they arise.  Senior 
management hold monthly meetings with the officers undertaking treasury 
management to monitor activity and to ensure all policies and procedures 
are being followed. 
 
Training 

11.4 CIPFA’s Treasury Management Code of Practice requires the Director of 
Corporate Resources to ensure that all members tasked with treasury 
management responsibilities, including scrutiny of the treasury 
management function, receive appropriate training relevant to their needs 
and understand fully their roles and responsibilities.  

 
11.5 Given the significant amounts of money involved, it is crucial members 

have the necessary knowledge to take treasury management decisions.  
Regular training sessions are arranged for members to keep their 
knowledge up to date.   
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Treasury Advisor 

11.6 The CLG’s Guidance on local government investments recommends that 
the Investment Strategy should state: 
“Whether and, if so, how the authority uses external contractors offering 
information, advice or assistance relating to investment and how the 
quality of any such service is controlled.” 

 
11.7 The Council has appointed Arlingclose Limited as their treasury advisor, to 

provide information and advice about the types of investment and 
borrowing the Council should undertake and the counterparties that should 
be used.  Quarterly service review meetings take place to monitor the 
service and the appointment is formally reviewed in accordance with the 
Council’s Contract Standing Orders. 
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ANNEX 3  
 

Arlingclose’s Economic and Interest Rate Forecast  
 

 Dec 13 Mar 14 Jun 14 Sep 14 Dec 14 Mar 15 Jun 15 Sep 15 Dec 15 Mar 16 Jun 16 Sep 16 

Base Rate 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 

3 month LIBID 0.45 0.45 0.50 0.55 0.55 0.55 0.55 0.60 0.65 0.70 0.80 0.90 

1 year LIBID 0.90 0.95 0.95 0.95 1.00 1.05 1.10 1.15 1.20 1.25 1.30 1.40 

5 yr gilt 1.45 1.50 1.55 1.60 1.65 1.70 1.75 1.85 1.95 2.10 2.30 2.50 

10 yr gilt 2.55 2.60 2.65 2.70 2.75 2.80 2.85 2.90 3.00 3.10 3.30 3.50 

20 yr gilt 3.25 3.30 3.35 3.40 3.45 3.50 3.55 3.65 3.75 3.85 4.05 4.15 

50 yr gilt 3.45 3.50 3.55 3.60 3.65 3.70 3.75 3.80 3.85 3.95 4.05 4.15 

 
Underlying assumptions:  
ØAn improvement in consumer and business sentiment has seen Q1 and Q2 2013 GDP register 0.4% and 0.7%. Growth is likely to continue to strengthen 
with estimates for Q3 growth close to 1%. Consumer spending remains the key driver, although this may not be sustainable given the reduction in the 
savings ratio.  

ØThe unemployment rate has fallen to 7.7%. The pace of decline in this measure will be dependent on a slower expansion of the workforce than the 
acceleration in the economy, alongside the extent of productivity.  

ØThe CPI rate was 2.2% in October. Regulated and administered prices are likely to keep CPI above target in the near term. In the medium term inflation 
is expected to come back towards the target 2%.  

ØThe principal measure in the MPC’s Forward Guidance on interest rates is the Labour Force Survey (LFS) unemployment rate. The MPC intends not to 
raise the Bank Rate from its current level of 0.5% at least until this rate has fallen to a threshold of 7%. It currently forecasts this level to emerge in 
Q3/2016.  

ØWith improving growth statistics, the appetite for further Quantitative Easing (QE) is likely to remain small.  

ØHouse price inflation is likely to rise due to the government's Help to buy scheme, where it will guarantee up to 15% of purchasers’ 95% mortgages. This 
could lead to a housing bubble, which in turn could come under pressure if rates were to rise quickly.  

ØFederal Reserve monetary policy expectations - the slowing in the pace of asset purchases ('tapering') and the end of further asset purchases - will 
remain predominant drivers of the financial markets. The Fed did not taper in September and has talked down potential tapering in the near term and it 
now looks more likely to occur in early 2014.  

P
a
g

e
 1

1
0



ØThe European backstop mechanisms have lowered the risks of catastrophic meltdown. The slightly more stable economic environment at the aggregate 
Eurozone level could be undone by political risks and uncertainty in Italy, Spain and Portugal (doubts over longevity of their coalitions). The ECB has 
discussed a third LTRO, as credit conditions remain challenging for European banks.  

ØThe US economic recovery appears to remain on course, but the unresolved political deadlock over the debt ceiling represents a risk to activity.  

ØChina data has seen an improvement, easing markets fears.  

ØOn-going regulatory reform and a focus on bail-in debt restructuring is likely to prolong banking sector deleveraging and maintain the corporate credit 
bottleneck.  

ØGeopolitical tensions, notably surrounding Syria, make for a less than conducive backdrop while global economies remain fragile. 
Ø Our projected path for short term interest rates remains flat. Markets are still pricing in an earlier rise in rates than warranted under Forward Guidance 
and the broader economic backdrop. However, upside risks now weight more heavily at the end of our forecast horizon.  
ØWe continue to project gilt yields on an upward path through the medium term. The recent climb in yields was overdone given the soft fundamental 
global outlook and risks surrounding the Eurozone, China and US. Yields are slowly drifting lower after the Fed stated that tapering was not going to 
occur, but volatility will continue.  
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ANNEX 4 
 

Counterparty Policy 
 
The investment instruments identified for use in 2014-15 are listed below 
under the ‘Specified’ and ‘Non – Specified’ investment categories.  Specified 
investments are considered low risk and relate to funds invested for up to one 
year.  Non-specified investments normally offer the prospect of higher returns 
but carry higher risk and may have a maturity beyond one year.  All 
investments are sterling denominated. 
 
Specified Investments 
 
Instrument Country/ Domicile Counterparty Maximum 

Counterparty 
Limits £m 

Maximum 
period of 
investment 

Term Deposits UK Debt 
Management 
Account Deposit 
Facility (DMADF), 
Debt 
Management 
Office (DMO) 

No limit 364 days 

Gilts UK Debt 
Management 
Office (DMO) 

No limit 364 days 

Treasury Bills UK Debt 
Management 
Office (DMO) 

No limit 364 days  

Term Deposits/ 
Call Accounts 

UK Other UK Local 
Authorities 

£30m per 
local authority 

364 days 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK or AAA Counterparties 
rated at least AA- 
Long Term (or 
equivalent) 

£20m per 
bank or 
banking group 

364 days 

Constant Net 
Asset Value 
Money Market 
Funds (MMFs) 

UK/Ireland/Luxembourg 
domiciled 

AAA-rated Money 
Market Funds 

£20m per 
MMF*; Group 
limit £100m 

Instant 
Access 

 
Investments do not include capital expenditure as defined under section 25(1) 
(d) in SI 2003 No 3146 (i.e. the investment is not loan capital or share capital 
in a body corporate).  Investment in gilts would only be undertaken on advice 
from the Council’s treasury management adviser.  

 
For credit rated counterparties, the minimum criteria will be the lowest 
equivalent long-term ratings assigned by Fitch, Moody’s and Standard & 
Poor’s (where assigned).  
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Long-term minimum: A- (Fitch); A3 (Moody’s); A- (S&P)  
 
The Council will also take into account the range of information on investment 
counterparties detailed in section 5.7. 
 
The limits stated will apply across the total portfolio operated by the Council 
and so incorporate both Council and Pension Fund specific investments.   
 
The limits for the period of investment are the maximum for the categories of 
counterparties.  Lower operational limits will apply if recommended following a 
review of creditworthiness. 
 
*   Limit per MMF to be no more than 0.5% of the Money Market Fund’s total 

assets. 
 
Non- Specified Investments 
 
Instrument Country/ Domicile Counterparty Maximum 

Counterparty 
Limits £m 

Maximum 
period of 
investment 

Gilts UK Debt 
Management 
Office (DMO) 

£10 million 36 Months 

Term Deposits/ 
Call Accounts 

UK Other UK Local 
Authorities 

£30m per 
local authority 

36 Months 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK Counterparties 
rated at least A- 
Long Term (or 
equivalent) and 
NatWest Bank. 

£20m per 
bank or 
banking group 

364 days 

Variable NAV 
Enhanced Cash 
Funds 

UK/Ireland/Luxembourg 
domiciled 

AAA - rated 
Funds 

£5m per 
ECF*; Group 
limit £15m 

Minimum 
Weekly 
Redemption 

 
Non specified investments generally have either longer maturities than one 
year or weaker credit ratings than AA-, but not both.   
 
Enhanced Cash Funds 
 
The potential investment universe is wide and there are many types that 
Haringey does not currently utilise. One category that we would like to 
introduce into the portfolio is enhanced cash funds (also known as short dated 
bond funds). These share many of the characteristics of money market funds, 
which are already in use: 
 
a) Stand alone fund, mainly a Dublin plc, that invests in bank and corporate 

bonds, bank deposits and other financial instruments. 
b) An appointed fund manager determines which investments to hold. 
c) Investment is through the purchase of units. 
d) Most have an AAA credit rating. 
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The key difference between money market funds (MMF) and enhanced cash 
funds (ECF) is the latter are permitted longer maximum average maturities. A 
rated MMF has a maximum weighted average maturity (WAM) of 60 days, 
while ECF typically have 360 days WAMs and some longer. This allows them 
to generate a higher return from buying longer dated securities. As a 
consequence of the longer WAM, there are a number of differences between 
MMF and ECF: 
 
a) The value of investments in ECF can vary being based on the underlying 

value of the investments. In a MMF, any change in value is relatively small 
and is reflected in the declared income. 

b) MMF are dealt daily with cash moving in and out on trade date. With ECF 
the notice and settlement period can be up to 5 days and the funds are not 
suitable for intra day liquidity. 

c) ECF employ a wider range of instruments and some use derivatives. 
 
ECFs are attractive in that they offer a higher return than MMF and compared 
with direct investments in bonds offer high levels of diversity while maintaining 
an overall high quality credit exposure. 
 
As mentioned above, most ECF have a credit rating, usually AAA. There is 
also a separate volatility rating that measures the sensitivity of the value of the 
fund to changes in interest rates. When market interest rates increase, the 
impact on the value of longer term investments is higher than short term 
investments. Despite the longer WAM, many have the lowest volatility ratings 
because they have strict policies on selling investments when prices change. 
 
The attraction of ECF is the higher returns. MMF generally have net returns at 
present of between 0.3% and 0.5%, where as an ECF with a WAM of 360 
days is currently in the range 0.75% to 1.25%. 
 
The use of such funds has been discussed with the Council’s treasury advisor 
who are supportive provided the exposure is limited to 20-25% of the total 
deposits and we invest with higher security / lower volatility funds. We will 
avoid funds that use derivatives as the legality of these for local authorities is 
unclear. Implementation will involve both a switch from MMF and DMO 
deposits. A maximum of £5 million invested with a single fund is proposed. 
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 ANNEX 5 
 
Lending List of counterparties for investments 
This is the proposed list of counterparties which the Council can lend to, 
providing the counterparties meet the requirements set out in Annex 4 at the 
time of investment. The list will be kept under constant review and 
counterparties removed if the process described in 5.7 and 5.8 raises any 
concerns about their credit worthiness. 
 
 

Instrument Country/ 
Domicile 

Counterparty Maximum 
Counterparty 

Limit £m 

Gilts, Treasury  
Bills, Term 
Deposits 

UK Debt Management Office (Term 
deposits with Debt Management 
Account Deposit Facility DMADF) 

No limit 

Term Deposits UK Other Local Authorities £30m per local 
authority 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK Barclays Bank Plc 20 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK HSBC Bank Plc 20 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK Lloyds Banking Group including Lloyds 
TSB and Bank of Scotland 

20 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK Nationwide Building Society 20 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK RBS Group including Nat West Bank 
and Royal Bank of Scotland 

 

20 

Term Deposits/ 
Call Accounts/ 
Certificates of 
Deposit 

UK Standard Chartered Bank 20 

 
The counterparty list excludes MMF and ECF’s as the name of the fund 
reflects the fund manager not the quality of the underlying holdings.  Selection 
of MMFs and ECFs will be based on the criteria set of in Annex 4.  The limit 
for any single MMF is £20 million and each ECF is £5 million. 
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 in 
a n

ew
 ch

ief 
acc

ou
nta

nt 
po

st f
or 

201
3/1

4  t
o l

ead
 th

e 
Co

un
cil'

s fi
nan

cia
l re

po
rtin

g a
rra

nge
me

nts
.

Th
e C

ou
nci

l h
as 

a g
oo

d t
rac

k r
eco

rd 
of 

eff
ect

ive
 re

ven
ue 

bu
dge

t m
ana

gem
ent

, an
d 

no
 sig

nif
ica

nt 
adv

ers
e b

ud
get

 va
rian

ces
 we

re 
rep

ort
ed 

acr
oss

 th
e s

erv
ice

s in
 

201
2/1

3. I
n 2

012
-13

 th
e G

ene
ral 

Fu
nd

 ne
t re

ven
ue 

bu
dge

t u
nd

ers
pen

t b
y £

6.1
 

mi
llio

n (
2%

 of
 bu

dge
t) f

ollo
win

g a
 £4

.7 m
illio

n u
nd

ers
pen

d in
 20

11/
12.

Th
is h

as 
ena

ble
d t

he 
Co

un
cil 

to 
ma

rgi
nal

ly i
mp

rov
e it

s le
vel

s o
f re

ser
ves

 in 
201

2/1
3, 

alth
ou

gh 
the

 Co
un

cil 
con

tin
ues

 to
 ho

ld a
 re

lati
vel

y lo
w l

eve
l o

f re
ser

ves
 (as

 a 
pro

po
rtio

n o
f g

ros
s e

xpe
nd

itu
re)

 in
 co

mp
aris

on
 to

 ot
her

 sim
ilar

 co
un

cils
.

Ac
hie

vin
g a

 ba
lan

ced
 fin

anc
ial 

po
siti

on
 wi

ll b
e e

ven
 m

ore
 ch

alle
ngi

ng 
in f

utu
re 

yea
rs. 

Th
e C

ou
nci

l h
as 

clo
sed

 th
e p

roj
ect

ed 
sav

ing
s sh

ort
fall

 at 
the

 sta
rt o

f th
e 

201
3/1

4 p
erio

d o
f £

6.1
 m

illio
n d

uri
ng 

the
 20

13/
14 

pla
nn

ing
 cy

cle
 en

abl
ing

 a  
bal

anc
ed 

bu
dge

t to
 be

 se
t fo

r 2
013

/14
 th

at i
ncl

ud
ed 

£7
.1 m

illio
n a

dd
itio

nal
 

sav
ing

s. T
he 

sho
rtfa

ll f
or 

201
4/1

5 is
 £3

0 m
illio

n. C
los

ing
 th

is g
ap 

is t
he 

cen
tra

l 
ob

jec
tiv

e o
f th

e r
evi

sed
 M

edi
um

 Te
rm

 Fi
nan

cia
l P

lan
.

As
 pa

rt o
f m

eet
ing

 th
e s

ign
ific

ant
 fu

tur
e fi

nan
cia

l ch
alle

nge
s th

e C
ou

nci
l ar

e 
pro

po
sin

g a
 ne

w o
ffic

er 
str

uct
ure

 th
at w

ill b
e m

atc
hed

 by
 sig

nif
ica

nt 
sys

tem
 

cha
nge

s a
nd

 a p
rog

ram
me

 of
 cu

ltu
ral 

cha
nge

 aim
ed 

at e
nh

anc
ing

 cr
oss

-Co
un

cil 
and

 pa
rtn

er 
wo

rki
ng 

and
 em

bed
din

g r
ob

ust
 co

rpo
rat

e p
erf

orm
anc

e 
ma

nag
em

ent
 ar

ran
gem

ent
s. T

hes
e p

roc
ess

es 
wil

l ta
ke 

tim
e to

 im
ple

me
nt 

and
 

em
bed

. D
uri

ng 
thi

s tr
ans

for
ma

tio
n p

erio
d, i

t w
ill b

e im
po

rta
nt 

to 
ens

ure
 th

at 
the

 ro
bu

st m
on

ito
rin

g o
f sy

ste
ms

 an
d t

he 
fin

anc
ial 

po
siti

on
 co

nti
nu

es 
to 

ens
ure

 
the

 pr
op

ose
d s

avi
ngs

 are
 de

live
red

. 
Ac

kn
ow

le
dg
em

en
ts

Th
is L

ett
er 

has
 be

en 
agr

eed
 wi

th 
the

 Ch
ief 

Ex
ecu

tiv
e a

nd
  D

irec
tor

 of
 

Co
rpo

rat
e R

eso
urc

es 
and

 wi
ll b

e  p
res

ent
ed 

to 
Co

rpo
rat

e C
om

mi
tte

e o
n 2

6 
No

vem
ber

 20
13.

We
 wo

uld
 lik

e r
eco

rd 
ou

r ap
pre

cia
tio

n f
or 

the
 as

sist
anc

e a
nd

 co
-op

era
tio

n
pro

vid
ed 

to 
us 

du
rin

g o
ur 

aud
it b

y th
e C

ou
nci

l's 
sta

ff. Gr
an

t T
ho

rnt
on

 U
K L

LP
Oc

tob
er 

201
3
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c
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o
u

n
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0
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a
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 f

o
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M
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n
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7

Au
dit

 of
 th

e a
cco

un
ts

Au
di
t o
f t
he
 a
cc
ou
nt
s

Th
e k

ey 
fin

din
gs 

of 
ou

r au
dit

 of
 th

e a
cco

un
ts a

re 
sum

ma
rise

d b
elo

w:

Pr
ep
ar
at
io
n 
of
 th

e 
ac
co
un
ts

Th
e C

ou
nci

l p
res

ent
ed 

us 
wit

h d
raf

t ac
cou

nts
 on

 28
 Ju

ne 
201

3, i
n a

cco
rda

nce
 

wit
h t

he 
nat

ion
al d

ead
line

. W
ork

ing
 pa

per
s w

ere
 m

ade
 av

aila
ble

 fro
m 

the
 sta

rt 
of 

the
 au

dit
 fie

ldw
ork

, w
hic

h c
om

me
nce

do
n 1

 Ju
ly 2

013
. T

he 
Co

un
cil 

ma
de 

a 
con

sid
era

ble
 ef

for
t to

 im
pro

ve 
the

 pr
oce

sse
s fo

r p
rep

arin
g th

eir 
fin

anc
ial 

sta
tem

ent
s a

nd
 in

cre
ase

d t
he 

lev
el o

f co
mm

itm
ent

 to
 su

pp
ort

ing
 th

e a
ud

it 
pro

ces
s. T

his
 re

sul
ted

 in 
 a n

ota
ble

 im
pro

vem
ent

 in 
the

 qu
alit

y o
f th

e f
ina

nci
al 

sta
tem

ent
s p

rov
ide

d f
or 

aud
it. 

Th
e u

nd
erly

ing
 da

ta s
up

po
rtin

g th
e tr

ans
act

ion
s 

and
 ba

lan
ces

 wi
thi

n t
he 

fin
anc

ial 
sta

tem
ent

s a
lso

 pr
ove

d t
o b

e m
ore

 ro
bu

st. 
As

 
a r

esu
lt, w

e d
id n

ot 
ide

nti
fied

 an
y m

ate
rial

 m
isst

ate
me

nts
 in

 th
e f

ina
nci

al 
sta

tem
ent

s.
Th

e o
ver

all 
qua

lity
 of

 th
e w

ork
ing

 pa
per

s p
rov

ide
d f

or 
aud

it i
s im

pro
vin

g, b
ut 

the
 qu

alit
y r

em
ain

s v
aria

ble
. W

e w
ill c

on
tin

ue 
to 

wo
rk 

wit
h t

he 
Co

un
cil 

to 
sup

po
rt f

urt
her

 im
pro

vem
ent

s in
 th

is a
rea

  w
hic

h s
ho

uld
, in

 tu
rn,

 re
du

ce 
req

ues
ts f

or 
add

itio
nal

 in
for

ma
tio

n a
nd

 all
ow

 wo
rk 

to 
be 

com
ple

ted
 m

ore
 

eff
icie

ntl
y.  

Th
e in

ves
tm

ent
 in

 a n
ew

 Ch
ief 

Ac
cou

nta
nt 

po
st s

ho
uld

 he
lp 

to 
em

bed
 im

pro
vem

ent
 an

d d
em

on
str

ate
s th

e C
ou

nci
l's 

com
mi

tm
ent

 to
 im

pro
vin

g 
it f

ina
nci

al r
epo

rtin
g.

Is
su
es
 a
ris
in
g 
fro

m
 th

e 
au
di
t o

f t
he
 a
cc
ou
nt
s

Ou
r su

bst
ant

ive
 tes

tin
g o

f th
e b

ala
nce

s w
ith

in 
the

 fin
anc

ial 
sta

tem
ent

s d
id n

ot 
ide

nti
fied

 an
y m

ate
rial

 er
ror

s o
r m

isst
ate

me
nts

.

We
 id

ent
ifie

d m
isst

ate
me

nts
 wi

thi
n t

he 
Pro

per
ty P

lan
t an

d E
qui

pm
ent

, 
De

bto
rs a

nd
 sc

ho
ols

 ca
sh 

bal
anc

es 
on

 th
e b

ala
nce

 sh
eet

 wh
ich

 ar
e n

ot 
ma

ter
ial.

 Th
e C

ou
nci

l o
pte

d n
ot 

to 
am

end
 th

eir 
fin

anc
ial 

sta
tem

ent
s fo

r 
the

se 
mi

sst
ate

me
nts

 as
 th

e a
mo

un
ts c

on
cer

ned
 we

re 
no

t m
ate

rial
 an

d d
id 

no
t im

pac
t o

n G
ene

ral 
Fu

nd
 ba

lan
ces

.
An

nu
al
 G
ov
er
na
nc
e 
St
at
em

en
t 

We
 co

ncl
ud

ed 
tha

t th
e A

nn
ual

 G
ove

rna
nce

 St
ate

me
nt 

and
 Ex

pla
nat

ory
 

Fo
rew

ord
 we

re 
con

sist
ent

 wi
th 

ou
r k

no
wle

dge
 of

 th
e C

ou
nci

l, s
ub

jec
t to

 a 
cou

ple
 of

 m
ino

r p
rop

ose
d a

dju
stm

ent
s, w

hic
h m

ana
gem

ent
 in

cor
po

rat
ed 

int
o t

he 
fin

al v
ers

ion
s o

f th
e d

ocu
me

nts
.

W
ho
le
 o
f G

ov
er
nm

en
t A

cc
ou
nt
s (
W
GA

)
Th

e C
ou

nci
l su

bm
itte

d it
s d

raf
t W

GA
Co

nso
lida

tio
n P

ack
 fo

r au
dit

 on
 2

Sep
tem

ber
 20

13 
in 

line
 wi

th 
ou

r ag
ree

me
nt.

 W
e w

ere
 ab

le t
o c

om
ple

te o
ur 

wo
rk 

by 
the

 ce
rtif

ica
tio

n d
ead

line
 of

 4 O
cto

ber
 20

13.
Co

nc
lu
sio

n
Pri

or 
to 

giv
ing

 ou
r o

pin
ion

 on
 th

e a
cco

un
ts, 

we
 ar

e r
equ

ired
 to

 re
po

rt 
sig

nif
ica

nt 
ma

tte
rs a

risi
ng 

fro
m 

the
 au

dit
 to

 'th
ose

 ch
arg

ed 
wit

h g
ove

rna
nce

' 
(de

fin
ed 

as 
the

 Co
rpo

rat
e C

om
mi

tte
e a

t th
e C

ou
nci

l). 
We

 pr
ese

nte
d o

ur 
rep

ort
 to

 th
e C

orp
ora

te C
om

mi
tte

e o
n 1

9 S
ept

em
ber

 20
13 

and
 su

mm
aris

e 
on

ly t
he 

key
 m

ess
age

s in
 th

is L
ett

er.
We

 iss
ued

 an
 un

qua
lifi

ed 
op

inio
n o

n t
he 

Co
un

cil'
s 2

012
/13

 ac
cou

nts
 on

 19
 

Sep
tem

ber
 20

13,
 m

eet
ing

 th
e d

ead
line

 se
t b

y th
e D

epa
rtm

ent
 fo

r 
Co

mm
un

itie
s a

nd
 Lo

cal
 G

ove
rnm

ent
.  O

ur 
op

inio
n c

on
firm

s th
at t

he 
acc

ou
nts

 giv
e a

 tru
e a

nd
 fai

r v
iew

 of
 th

e C
ou

nci
l's 

fin
anc

ial 
po

siti
on

 an
d o

f 
the

 in
com

e a
nd

 ex
pen

dit
ure

 re
cor

ded
 by

 th
e C

ou
nci

l.
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9

Va
lue

 fo
r M

on
ey 

Sc
op
e 
of
 w
or
k

Th
e C

od
e d

esc
rib

es 
the

 Co
un

cil'
s re

spo
nsi

bili
ties

 to
 pu

t in
 pl

ace
 pr

op
er 

arr
ang

em
ent

s to
:

•
sec

ure
 ec

on
om

y, e
ffic

ien
cy 

and
 ef

fec
tiv

ene
ss i

n i
ts u

se 
of 

res
ou

rce
s

•
ens

ure
 pr

op
er 

ste
wa

rds
hip

 an
d g

ove
rna

nce
•

rev
iew

 re
gul

arly
 th

e a
deq

uac
y a

nd
 ef

fec
tiv

ene
ss o

f th
ese

 ar
ran

gem
ent

s.
We

 ar
e r

equ
ired

 to
 giv

e a
 VF

M 
con

clu
sio

n b
ase

d o
n t

he 
fol

low
ing

 tw
o c

rite
ria 

spe
cifi

ed 
by 

the
 Au

dit
 Co

mm
issi

on
 wh

ich
 su

pp
ort

 ou
r re

po
rtin

g r
esp

on
sib

iliti
es 

un
der

 th
e C

od
e:

Th
e C

ou
nc

il h
as 

pro
pe

r a
rra

ng
em

en
ts i

n p
lac

e f
or 

sec
uri

ng
 fin

an
cia

l 
res

ilie
nc

e. 
Th

e C
ou

nci
l h

as 
rob

ust
 sy

ste
ms

 an
d p

roc
ess

es 
to 

ma
nag

e e
ffe

ctiv
ely

 
fin

anc
ial 

risk
s a

nd
 op

po
rtu

nit
ies

, an
d t

o s
ecu

re 
a s

tab
le f

ina
nci

al p
osi

tio
n t

hat
 

ena
ble

s it
 to

 co
nti

nu
e to

 op
era

te f
or 

the
 fo

res
eea

ble
 fu

tur
e.

Th
e C

ou
nc

il h
as 

pro
pe

r a
rra

ng
em

en
ts f

or 
ch

all
en

gin
g h

ow
 it 

sec
ure

s 
eco

no
my

, ef
fic

ien
cy 

an
d e

ffe
cti

ven
ess

. T
he 

Co
un

cil 
is p

rio
riti

sin
g it

s re
sou

rce
s 

wit
hin

 tig
hte

r b
ud

get
s, f

or 
exa

mp
le b

y a
chi

evi
ng 

cos
t re

du
ctio

ns 
and

 by
 im

pro
vin

g 
eff

icie
ncy

 an
d p

rod
uct

ivit
y.

Ke
y f
in
di
ng
s

Se
cu

rin
g f

ina
nc

ial
 re

sil
ien

ce
We

 ha
ve 

un
der

tak
en 

a r
evi

ew
 wh

ich
 co

nsi
der

ed 
the

 Co
un

cil'
s a

rra
nge

me
nts

 ag
ain

st 
the

 th
ree

 ex
pec

ted
 ch

ara
cte

rist
ics

 of
 pr

op
er a

rra
nge

me
nts

 as
 de

fin
ed 

by 
the

 Au
dit

 
Co

mm
issi

on
:

•
fin

anc
ial 

gov
ern

anc
e

•
fin

anc
ial 

pla
nn

ing
 

•
fin

anc
ial 

con
tro

l

Ou
r w

ork
 hig

hlig
hte

d t
hat

 th
e C

ou
nci

l fa
ces

 pa
rtic

ula
rly 

sig
nif

ica
nt 

cha
llen

ges
 in

 
reg

ard
 to

 th
e r

edu
cin

g a
mo

un
t o

f ce
ntr

al g
ove

rnm
ent

 fu
nd

ing
 it 

wil
l re

cei
ve 

in 
fut

ure
 ye

ars
 an

d in
 m

ana
gin

g t
he 

soc
ial 

and
 fin

anc
ial 

im
plic

atio
ns 

of 
new

 
gov

ern
me

nt 
po

lici
es 

on
 we

lfar
e a

nd
 lo

cal
 tax

atio
n. H

ow
eve

r, w
e c

on
clu

ded
 th

at 
the

 Co
un

cil'
s c

urr
ent

 ar
ran

gem
ent

s fo
r ac

hie
vin

g f
ina

nci
al r

esi
lien

ce 
are

 
ade

qua
te a

nd
 go

od
 pr

ogr
ess

 ha
s b

een
 m

ade
 in

 im
ple

me
nti

ng 
pre

vio
us 

yea
r 

fin
din

gs 
fro

m 
the

 fin
anc

ial 
res

ilie
nce

 re
po

rt. 
Fu

rth
er 

det
ails

 ar
e p

rov
ide

d in
 ou

r F
ina

nci
al R

esi
lien

ce 
rep

ort
 iss

ued
 in 

Sep
tem

ber
201

3.
Ch

all
en

gin
g e

co
no

my
, ef

fic
ien

cy 
an

d e
ffe

cti
ven

ess
We

 re
vie

we
d w

het
her

 th
e C

ou
nci

l h
ad 

pri
ori

tise
d it

s re
sou

rce
s to

 tak
e a

cco
un

t 
of 

the
 tig

hte
r c

on
str

ain
ts i

t is
 re

qui
red

 to
 op

era
te w

ith
in 

and
 wh

eth
er 

it h
ad 

ach
iev

ed 
cos

t re
du

ctio
ns 

and
 im

pro
ved

 pr
od

uct
ivit

y a
nd

 ef
fici

enc
ies

.
Ou

r w
ork

 hig
hlig

hte
d t

hat
 th

e C
ou

nci
l h

as 
a g

oo
d t

rac
k r

eco
rd 

of 
eff

ect
ive

 
rev

enu
e b

ud
get

 m
ana

gem
ent

. In
 20

12-
13 

the
 G

ene
ral 

Fu
nd

 ne
t re

ven
ue 

bu
dge

t 
un

der
spe

nt 
by 

£6
.1 m

illio
n (

2%
 of

 bu
dge

t). 
Th

e C
ou

nci
l h

as 
ana

lys
ed 

the
 

im
plic

atio
ns 

of 
the

 go
ver

nm
ent

 se
ttle

me
nt 

on
 ar

eas
 su

ch 
as 

gra
nt 

fun
din

g in
 th

e 
Me

diu
m 

Te
rm

 Fi
nan

cia
l P

lan
. 

No
 sig

nif
ica

nt 
issu
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