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Public Service Pensions
Act (Northern Ireland) 2014

EXPLANATORY NOTES

COMMENTARY ON SECTIONS
Cost Control

Section 11: Valuations

This section sets out that defined benefits schemes made under section 1 must
be actuarialy valued in accordance with Department of Finance and Personnel
directions.

Subsection (1) requires scheme regulations to provide for actuarial valuations
that will cover both defined benefits pension schemes that are created by,
or governed by, the Act and any connected scheme. Section 4(6) defines a
connected scheme as one which covers employees who are employed in the
same kind of public service as the new scheme, provided they are not excepted
from this rule under scheme regulations.

Subsections (2) and (3) set out that the valuations must be carried out
in accordance with Department of Finance and Personnel directions. Those
directions may specify key details on how valuations should be carried out,
including:

* how and when the valuation is to be carried out;

» the time periods over which a valuation will measure a scheme's assets and
liabilities;

» the data, methodology and assumptions to be used in valuations;

* the matters that must be covered by the valuations (which may relate to the
outputs that must be produced);

* how valuations of new and connected schemes will be combined, where they
are to be valued together; and

» thetime period for implementing changes to the employer contribution rate as
aresult of the outputs of the valuation.
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Subsection (4) requires the Department of Finance and Personnel to consult the
Government Actuary before making, revoking, or amending directions.

Subsection (5) requires the Department of Finance and Personnel to consult
with persons, or representatives of persons, likely to be affected before making
directions under section 11.

Subsection (6) providesthat schemeregulationsfor other kinds of schemes, such
as injury and compensation schemes, may provide for actuaria valuations of
that scheme and any connected scheme. Thiswill allow for those schemesto be
valued alongside a pension scheme if thisis appropriate.

Section 12: Employer cost cap

This section requires scheme regulations for defined benefits schemes made
under section 1 to set an employer cost cap and sets out how this cap should be
set, measured and operated. The section does not apply to defined contributions
schemes, or injury and compensation benefit schemes, as these schemes do not
require thistype of cost control.

Subsections (1) and (2) require scheme regulations to set a rate, known as the
employer cost cap, which is to be used for measuring the costs of a scheme
made under section 1 and, subject to Department of Finance and Personnel
directions made under this section, those of any connected schemes as defined
in section 4(6).

Subsection (3) provides that the cap is to be set in accordance with Department
of Finance and Personnel directions.

Subsection (4) gives non-exhaustive examples of what those Department of
Finance and Personnel directions may cover. They may, in particular, specify
how the first valuation under section 11 will be taken into account when setting
the cap, and how costs or changes in costs at subsequent valuations are to be
taken into account when measuring the costs of the scheme against the employer
cost cap (the comparison that will be made at subsequent valuations).

The directions may also specify to what extent the costs of connected or other
schemes are to be taken into account when setting the employer cost cap.

Subsection (5) requires the Department of Finance and Personnel to make
regulations to determine how the cap will operate. Department of Finance and
Personnel regulations will:

* set margins either side of the cost cap; and

» gpecify thetarget cost (within those margins) that the scheme should take action
to return coststo if the costs of the scheme go beyond those margins.

Subsection (6) makes provision for scheme regulations to specify the processes
to be followed to reach agreement on the action to be taken if the cost of the
scheme arising from a second or subsequent valuation does not fall within the
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margins set out in Department of Finance and Personnel regulations. A default
action may also be specified if there is no agreement.

Subsection (7) provides that the action taken to bring the scheme costs within
the margins may include an increase or decrease in members benefits or
contributions. It isnot envisaged that such action will affect any pension aready
built up in the scheme.

Subsection (8) allows Department of Finance and Personnel regulationsto make
consequential and supplementary provision. It also allows regulations to make
different provision for different schemes with regard to the way the employer
cost cap is set, measured and operated.

Subsection (9) provides that Department of Finance and Personnel regulations
under this section are subject to the negative procedure in the Assembly.

Subsection (10) requires the Department of Finance and Personnel to consult
with persons, or representatives of persons, likely to be affected before making
directions or regulations under section 12.

Section 13: Employer contributionsin funded schemes

Section 13 provides for the setting of the rate of employer contributions
in defined benefits schemes with a pension fund, most notably the funded
Loca Government Pension Scheme (Northern Ireland). The section requires an
actuarial valuation of the pension fund to inform the setting of the employer
contribution rate. The valuation of the pension fund is separate from and in
addition to the valuation of the whole scheme under section 11. Section 13
provides for an independent review of the valuation and employer contribution
rates to check that they are appropriate and requires remedial action to be taken
where that review identifies a problem.

Subsection (1) provides that the pension schemes to which the section applies
are defined benefits schemes set up under the Act which have a pension fund.
Thesewill bethe L ocal Government Pension Scheme (Northern Ireland) and any
other funded defined benefits schemes established under section 1 in the future.

Subsection (2) requires the scheme regulations of a funded scheme made
under section 1 to set the employer contribution rates so that they meet two
specified objectives. These objectives are to ensure that the rates of employer
contributions are set at a level that is sufficient to ensure the solvency of the
pension fund and the long-term cost-efficiency of the part of the schemetowhich
that fund relates. The valuation will takeinto account the current and anticipated
liabilities of the scheme; the effect of these objectives is to ensure that those
liabilities are provided for in a prudent manner.

Theterms*long-term cost-efficiency” and “solvency” arenot defined inthe Act.
Long-term cost-efficiency implies that the rate must not be set at a level that
gives rise to additional costs. For example, deferring costs to the future would
be likely to result in those costs being greater overall than if they were provided
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for at the time. Solvency means that the rate should be set at such alevel asto
ensure that the scheme' sliabilities can be met as they arise.

Subsection (3) provides that scheme regulations must require the pension fund
to be subject to actuaria valuation. Provisions in the scheme regulations will
require the scheme actuary to set the employer contribution rate for the pension
fund.

Subsections (4), (5), and (7) require an appropriately qualified person to be
appointed by the responsible authority to review the actuarial valuation and
employer contributions rates and publish the findings of that review.

The person appointed must not be:

» an employee of the responsible authority;

» the scheme manager;

» ascheme member, or

» an employee of the Department of Finance and Personnel.

Thereview will consider whether the valuationisin compliance with the scheme
regulations, whether it is consistent with other valuations under the scheme, and
whether the employer contributions rates were set as required by subsection (2).

The purpose of the review is to provide an independent verification of the
assessment of the scheme's assets and liabilities and to confirm whether
appropriate employer contributions will be paid to meet those liabilities. The
independent person’s report must be published (subsection (5)).

Subsection (6)(a) provides that where the review identifies a problem with
the valuation or the employer contribution rates the independent person may
recommend how these can be corrected. Regardless of whether or not thereview
recommends actions, the scheme manager is required by subsection (6)(b) to
take stepsto remedy any problem identified by the review. The scheme manager
isalso required to set out publicly what actions have been taken and why.

Where there has been an adverse review, subsection (6)(c) provides that the
responsible authority may require the scheme manager to report on progress
in taking remedial steps. The responsible authority may also direct the scheme
manager to take such steps as he or she considers are needed to correct the
problem. These powers are expected to be used as a last resort; for example,
where the scheme manager is not (in the opinion of the responsible authority)
taking appropriate remedial steps, or is delaying doing so.



