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PENSIONS NETWORK QUERY – Academies Revisited
Back in June we circulated a query regarding deficit recovery periods for schools switching to Academy status which prompted much discussion and led to the production of a sample table of different periods ranging from 7 years to 30 years across the Funds (most were around 20 years).
 

The responses to the June exercise suggested the following pattern.
	Deficit Recovery Period
	Number

	7
	4

	10
	1

	15
	3

	17
	1

	20+
	18

	TOTAL
	27


 

It has been suggested that in the light of ongoing discussions on this subject it would be useful to revisit this survey to gather some more information as follows:
 

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)
2. Deficit recovery period & rationale for this. Has this changed since June 2011?
3. Pooling of academies
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)
SUMMARY OF RESPONSES
This Pension Fund has not dealt with any schools switching to Academy status to date.
On the basis that academies are Scheme employers in the Fund we allow the same assumptions as for Scheduled bodies, a recovery period of 22 years and the deficit transferred is in relation to active members transferring to the academy with no consideration to the affect on the funding position for the Local Authority. To date we have not allowed any pooling or phasing of contributions. These decisions were taken due to the lack of guidance from DCLG and the Fund were planning to review them at the next valuation if guidance is not issued before then

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?) 
The actuary calculates the ratio of the active liabilities to the remaining assets after sufficient assets have been retained to meet the deferred and pensioner liabilities of the council in full ie fully funding deferreds and pensioners.  The academy is then given a share of the remaining actives only assets.   
2. Deficit recovery period & rationale for this. Has this changed since June 2011? 
The deficit recovery period is determined by the Funding Strategy Statement for the Pension Fund which states that the deficit recovery period for employers with no tax raising powers or funding guarantees, is the future expected working lifetime of their own members.  As DfE have not confirmed who inherits the pension liabilities in the event that an academy fails or its funding ceases, then the deficit recovery period for academies is the future expected working lifetime of their own members.   

This has been the position up until 23 December 2011, when Communities and Local Government (CLG) and the Department for Education (DfE) issued a “joint letter of understanding” on the treatment of Academies in the LGPS.  We are now in the process of reviewing the deficit recovery period for academies with the Fund's actuary and the local authorities in the Fund.
3. Pooling of academies 
No formal requests for pooling have been received from academies and the Fund is waiting for the supporting guidance to be issued as highlighted in paragraph 12 of the “joint letter of understanding” before deciding its approach. 


4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies). 
This is an option for academies and two academies in the Fund are doing this. 


5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) 
The Fund's actuary is of the view that an academy consortia does not provide any greater assurance than an individual academy in terms of who picks up the pension liabilities in the event of an academy failing. 

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)

The (notional) asset transfer to a new academy is determined after initially ensuring the original Council’s non-active liabilities are ‘fully funded’ as at the last valuation date (31 March 2010) and applying an adjustment to take account of changes to the overall funding level of the Pension Fund since the last valuation.

 

2. Deficit recovery period & rationale for this. Has this changed since June 2011?

 

Deficit recovery period is same as for other scheduled body employers in the Fund (currently 19 years)

 

3. Pooling of academies

 

No pooling at present. Still considering implications of December letter from Dfe / CLG recommending pooling with original authority.

 

4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).

 

 No phasing

 

5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)

 
Individual financial strength not assessed.

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?) Yes, the contribution rate includes an estimate of the liability for deferreds and pensioners.
2. Deficit recovery period & rationale for this. Has this changed since June 2011? 20 years (provided no ending of academy status, when it would revert to the notice period).  No change since June 2011.
3. Pooling of academies No
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies). No.
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) No - treating all academies the same.
Have put down my thoughts on response to CIPFA questions below:
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?) Assets in respect of Academies are dealt with on a share of Fund basis
2. Deficit recovery period & rationale for this. Has this changed since June 2011? No change. We use the same deficit recovery period that applies to the County Council – 20 years
3. Pooling of academies No - we are not doing this 
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies). No phasing of contribution increases
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) We are treating all academies the same when setting deficit recovery periods, 
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)
Yes, we do reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy.
2. Deficit recovery period & rationale for this. Has this changed since June 2011?
We have not changed our methodology on academies. We use the same deficit recovery period that applies to the Council – 20 years.
3. Pooling of academies
We are not pooling academies.
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).
We are not phasing contribution increases.
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)
We are treating all academies the same.
1. The practice adopted by the Fund is to assess the Academy's share of the deficit on the basis of an equitable transfer of grant funding on the former pre conversion level and as such the deficit contributions remain extant at the rate prior to conversion. This ensures that the Academy is allocated the share of the Local Authority's deficit which it would have been responsible for repaying had it remained under the LEA, and is designed to have a neutral impact on the contribution requirements of both the Local Authority and the new Academy. Therefore in short the Academy continues to be accountable for its share of the Councils pension obligations to cover pensioer/deferreds based on the transferred payroll.
2. The deficit recovery period mirrors the recovery schedule allocated to the ceding local authority as opposed to the 7 year suggested timeframe. The actuary has confirmed that is satisfactory to permit Academies to fund over the longer term recovery period of 25 years afforded to local authorities. This is on the basis that the 7 year limited funding timeframe relates to a notice period for changing from academy status when the deficit would either return to the local authority or alternatively the deficit recovery contributions would be accelerated to recoup the outstanding debt within the 7 year notice period. 
The Fund has not changed its stance on the funding regime for academies since June 2011 and is satisfied that the above position is reasonable until contrary prescriptive guidance is received from the government. 
3. We do not currently pool academies to determine contribution requirements or deficit funding.
4. We do not offer the opportunity for academies to phase in their contribution requirements.
5. All academies are treated on the same basis as Local Authorities irrespective of perceived financial covenant, as future service rate is calculated based on the bespoke profile of its membership and is expressed as a percentage of pay, with the deficit based on the capitalised notional percentage of pay assessed whilst previously grouped with the Council recovered over 25 years. We have not provided any shared rates for academy consortia as each academy has been assessed separately relative to the profile of its employees. 
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?) No, it just uses active membership
2. Deficit recovery period & rationale for this. Has this changed since June 2011? No, changed to 7 years in June 2011
3. Pooling of academies Available but we had a two setting up and the same time and they didn’t want to pool!
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies). Not used yet, but available
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) Nothing special.
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)

Yes we fully cover deferred and pensioner liabilities in calculating the share of assets for academies. 
2. Deficit recovery period & rationale for this. Has this changed since June 2011?

Same recovery period as the UA they were formerly part of. Our average recovery period is 23 years with the 4 Unitaries ranging from 20 to 25 so i think using the 23 average would be ok.
3. Pooling of academies

We have not considered this yet
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).

No we have not had to phase
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)

No all treated the same at the moment
 

We are getting some consortia that are questioning the fact that each academy in the consortia has differing rates, recovery periods etc.

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)

No. From conversion date deficit / assets only for the transferred active staff taken into account. 

2. Deficit recovery period & rationale for this. Has this changed since June 2011?

Same as for the rest of the Pension Fund - 19 years.

3. Pooling of academies

Definitely not.

4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).

From conversion date contribution rate set until next valuation.

5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)

No explicit assessment or allowance made. Treated the same as any other scheduled employer
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)  Yes, fully cover pensioner and deferred liabilities before transferring assets 
2. Deficit recovery period & rationale for this. Has this changed since June 2011?  7 years, as this is in line with their funding status and this hasn't changed since June 
3. Pooling of academies? No plans to at the moment 
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).  No phasing 
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)  No specific account being taken at this stage 
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?) Yes we reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy
2. Deficit recovery period & rationale for this. Has this changed since June 2011? No change. We use the same deficit recovery period that applies to the County Council – 20 years
3. Pooling of academies No - we are not doing this 
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies). No phasing of contribution increases
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) We are treating all academies the same when setting deficit recovery periods, etc
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)

Yes we fully cover deferred and pensioner liabilities in calculating the share of assets for academies.
2. Deficit recovery period & rationale for this. Has this changed since June 2011?

20 years
3. Pooling of academies

Will offer this to academies at 2013 Valuation

4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).

No phasing

5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)

No standard approach for all academies

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)

Yes we fully cover deferred and pensioner liabilities in calculating the share of assets for academies.
2. Deficit recovery period & rationale for this. Has this changed since June 2011?

15 years – the same as other bodies in the fund who are not either part of the stabilised rate nor contractors (in accordance with the FSS).
3. Pooling of academies

Allowed, in theory, with each other (if they mutually sign up to it).  No-one done so.
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).

Yes we have phased generally over 3 years.
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)

No all treated the same (at least for now).

Liabilities are transferred in relation to actives, the deficit is apportioned based on transferring pay vs. pay of the council, and assets are the difference.  This usually results in a negative asset value and if so the assets are deemed to be zero and the deficit adjusted to equal liabilities.

The deficit recovery period has not changed and remains the same as the council, so 30 years for CC and 26 for Unitary.

We have (at least so far) decided not to look at pooling arrangements.

Rates are fixed for the 3 years.  The deficit element is expressed as a cash amount due to the fund and this is increased each year in line with the Actuary's assumption on pay growth.

As Academies are effectively allowed the greatest level of flexibility, or longest recovery period, any improvement in their financial covenant will make no difference.

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)  We fully fund all non-active liabilities within the Education Authority's sub-fund and allocate the proportionate amount of the remaining assets to the academy, based on the value of the active liability of the staff transferring across.
2. Deficit recovery period & rationale for this. Has this changed since June 2011?  7 years, as this is the normal guaranteed funding period from the DfE for academies. It is worth noting that in the event of the failure of an academy (which might relate to financial or educational issues) the DfE could step in very quickly and close it down, so longer deficit periods carry risk to not only the former Education Authority, but also every other employing body. As administering authority it is our responsibility to mitigate this risk as much as is reasonable. 
3. Pooling of academies? Absolutely not, either with the former Education Authority or with each other. They are individual employers and have to stand by, and pay for, the decisions they take.  
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).  We have guaranteed them that they will pay the rate that would have been set by the actuary for their former education authority as part of the 2010 valuation, but without any allowance for phasing of the former LEA rate or the stabilisation methodology that was allowed for tax-raising bodies. This is, therefore, based on a 20 year deficit spreading period. The academy will revert to the rate set by the actuary as part of the 2013 actuarial valuation when the new schedule of rates becomes effective from 1st April 2014, and this will be based on a 7 year deficit spread.
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)  We have a blanket policy of a 7 year deficit spread, which we think is justifiable and reasonable given the circumstances of academies in general. We are of the opinion that in an 'open market' and where there are excess spaces within the education system not all academies will survive forever and the best that we can hope for is that the weaker ones are absorbed by strong ones. 
1. Assets are initially allocated pro rata to the academy. Then we reserve sufficient assets to cover pensioner/deferred liabilities before allocating remaining assets to the active members of the academy. 
2. The deficit recovery period is normally 14 years (the same as the local authority) but a shorter period is used where the deficit can be recovered by maintaining the employer contribution rate at the same level as the school was paying prior to becoming an academy. This has not changed since June 2011.
3. Each academy is treated separately.
4. No phasing of contribution increases.
5. No distinction made re covenants.

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)

We have not done this in the past; however, we are now going to share the deficit including deferreds and pensioners

2. Deficit recovery period & rationale for this. Has this changed since June 2011?

We have recently taken a report to our Pension Fund Committee (29 November), which was agreed to change the recovery period from the same as the LA (24 years) to 15 years.  

3. Pooling of academies

We are not currently pooling our academies

4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).

We haven’t made a decision if we are going to phase in the increases.

5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)

We are not currently looking at this. 

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)  Current members and future deferred and pensioners
2. Deficit recovery period & rationale for this. Has this changed since June 2011? 20 years which is the same for all scheduled bodies, no change since June 2011
3. Pooling of academies. No, each assessed individually
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).No, revised contribution rate implemented from date of conversion 
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) N/A
7-year recovery period across the board for deficits remains

No pooling

Deficit for each academy calculated individually.

No phasing as yet requested

Academies largely treated equally.

1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?)

No. We allocate assets to the academy on a share of the fund approach.

2. Deficit recovery period & rationale for this. Has this changed since June 2011?
The employer contributions rates are being set to achieve continuity with the rate previously being paid in respect of the transferring staff by the council.  This is being achieved by first calculating the appropriate future service rate for the transferring active members and then setting the past service deficiency payments and recovery period at the required level.  In most cases, this is resulting in much shorter recovery periods than the 22 year period currently being used for the councils. The range is 4.5 years to 18 years.

3. Pooling of academies

We are not pooling the academies.

4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).

We have stepped increases in the past service deficiency payments only.

5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.)

We do not carry out an assessment of financial strength.
 

Further Notes

The approach to setting rates and calculating the liability and asset transfer is being reviewed on an ongoing basis for academies and potential academies that have not had rates confirmed.

For those academies where rates have been confirmed, the approach will be reviewed at the 2013 valuation.  The academies concerned have been advised of this.

Any agreement between CLG and DfE will be taken into account in the review.

1. We fully reserve the non-active liabilities of the ceding employer in the initial asset allocation. 
2. Unchanged at 15 years – rationale is that it is the same as other scheduled bodies without tax raising powers (e.g. FE Colleges) 
3. We don’t pool academies.  Not sure how this would work given our answer to 1 and the different timing/financial conditions at commencement for these employers. 
4. We don’t apply any phasing to the introduction of the initial contribution rate – effectively this usually means a substantial increase of that in payment by the LEA. 
5. We haven’t made a distinction but I suspect that it is unlikely to be material versus tax backed or not.  At the end of the day they are scheduled under the regulations. 
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?) we take the approach where we reserve assets to fully fund the pensioner/deferred liabilities left behind.
2. Deficit recovery period & rationale for this. Has this changed since June 2011? Deficit recovery period set in July 2011 - hasn't changed since then - academies are categorised according to expected viability and deficits spread over either 25 years, 15 years or up to 7 years.
3. Pooling of academies No
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies).No 
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) Yes - see 2. above
1. Deficit calculation method (i.e. does the local authority reserve sufficient assets to cover pensioner/deferred liabilities before allocating assets to the academy?) No
2. Deficit recovery period & rationale for this. Has this changed since June 2011? Yes, originally we went with 7 years, but we have changed it. Now the actuary sets the contribution rate at either the same rate as the Council’s contribution rate (in our case 23.5%) or at the rate necessary to ensure the deficit is recovered in no more than 12 years (this is the recovery period for the Council). In many cases this has actually meant a recovery period of less than 7 years.  
3. Pooling of academies No
4. Phasing of contribution increases (some are providing for a 3 year phasing period for new academies). No
5. Extent to which funds are taking specific account of the financial strength of individual academies in setting deficit recovery or phasing arrangements (I am aware that there are now a number of academy consortia, which might be expected to have a stronger financial covenant.) No
DECEMBER 2011
	Deficit Recovery Period
	Number

	7
	4

	12
	1

	14
	1

	15
	3

	19
	3

	20
	7

	22
	2

	25+
	3

	TOTAL
	24


