PENSION DISCLOSURES REQUIRED: Suggested Wordings for 2017
Updated March 2017

Introduction:

The pension disclosure for 2017 yearends depends on whether associations have already adopted FRS or whether you are now adopting FRS 102 for the first time as a small entity previously applying the FRSSE.

Please note that the liability in question relates to the contractual arrangement to recover the pension scheme deficit over time, as the expense element will still be shown as an expense for the year.  The invoices issued by the YMCA Pension Plan separate these figures.

For simplicity the following examples assume a March yearend.  Any references to March 2017 will apply equally to December 2016 yearends.  The issue will be that the pension deficit contributions change on 1 May annually so you will have part of the year at one rate and part at the new rate.
The YMCA Pension Plan has triennial valuations.  The latest was at April 2014 and the next will be prepared as at April 2017, to be effective for revised annual contributions from 1 May 2018.  It is anticipated that any increase in contributions will be softened by extending the repayment period.  However the increased liability will still need to be shown as an I&E charge in the 2018 accounts.

1) Already adopted FRS102

These associations will already have a liability on the balance sheet for 11 years of the 2016/7 pension deficit payments.  This will be reduced by one year to reflect the payments made during the year.
The closing balance will thus be 10 years of the 2017/8 pension deficit payments discounted to present value. The discount rate (usually the market yield, at the reporting date, for a high-quality corporate or government bond) can vary from year to year which is liable to create a small adjustment which will need to be charged or credited to the I&E a/c as it arises.
2) Adopting for the first time

Smaller associations were allowed to prepare their 2016 accounts using the FRSSE and will need to adopt the requirements of FRS102(section 1A) for the March 2017 yearend.

This means that the contractual liability to make future pension deficit payments will be recognised as a liability on the balance sheet (as creditors due within one year and more than one year as appropriate).  

As you will be aware, the contributions required from Participating Employers are calculated by the scheme actuary every 3 years.  In the intervening periods these contributions are escalated by 3%.

When calculating the contractual liability, payments due in future years should be discounted at an equivalent (10 year) Corporate or government Bond rate.  Depending on materiality, it may be acceptable to use a discount rate of 3% to offset the escalating rate of contributions.
This is a prior year adjustment so the opening balances as at 1 April 2015 will need to be updated to show the contractual liability at that point (based on the 2015/6 pension payments).  This is known at the “transition date”.
The deficit pension payments made during the year to March 2016 will therefore need to be added back to the result for that year with a corresponding reduction in the liability, which will mean a restatement of the comparative figures in your March 2017 accounts.
To summarise the entries will be:

1) Liability to be recognised as at March 2015 for 12 years pension deficit payments @ 2015/6 rate.

2) This provision to be revised as at March 2016 to 11 years of pension deficit payments @ 2016/7 rate.  The increase in discounted future payments to be shown as a charge to the I&E account.
3) The provision at March 2017 to be 10 years of pension deficit payments @ 2017/8 rate.  The YMCA Pension Plan is contacting each participating employer to advise of these new rates.
On the transition date (see above) associations have a one-off opportunity to revalue their fixed assets and to treat this new value as “deemed cost”.  This means that the asset may be restated at its market value on the transition date without the need to arrange future valuations.  This is available for one asset or a class of assets ie could revalue property but leave equipment unchanged, or can revalue one building but leave other buildings unchanged.
However be aware:

1) Future depreciation charges will be based on the full amount

2) For incorporated YMCAs the uplift arising from the valuation will need to be shown as a revaluation reserve on the balance sheet

3) The annual impairment review will be based on the carrying value in the accounts.  Having a higher value will make an impairment adjustment more likely.
4) Users of the accounts (and auditors) may be interested in the rationale for any ‘cherry-picking’ decisions. This may need additional narrative in the related disclosure.
Indicative disclosures:
It is suggested that YMCAs include the following notes in their accounts. YMCAs will need to discuss specific wording with their own auditors.
The suggested wording reflects the current scheme valuation and will change in the future.
Accounting policy:
<<YMCA>> participated in a multi-employer defined benefit pension plan for employees of YMCAs in England, Scotland and Wales, which was closed to new members and accruals on 30 April 2007.  Due to insufficient information, the plan's actuary has advised that it is not possible to separately identify the assets and liabilities relating to <<YMCA>>.
As described in note xx <<YMCA>> has a contractual obligation to make pension deficit payments of £xx pa over the period to April 2027, accordingly this is shown as a liability in note xx to these accounts.  In addition, <<YMCA>> is required to contribute £xx pa to the operating expenses of the Pension Plan and these costs are charged to the Statement of Financial Activities as made.
Pension Note:
<<YMCA>> participated in a contributory pension plan providing defined benefits based on final pensionable pay for employees of YMCAs in England, Scotland and Wales.  The assets of the YMCA Pension Plan are held separately from those of <<YMCA>> and at the year end these were invested in the Mercer Dynamic De-risking Solution, 40% matching portfolio and 60% in the growth portfolio and Schroder (property units only). 


The most recent completed three year valuation was as at 1 May 2014.  The assumptions used which have the most significant effect on the results of the valuation are those relating to the assumed rates of return on assets held before and after retirement of 5.35% and 3.85% respectively, the increase in pensions in payment of 3.3%, and the average life expectancy from normal retirement age (of 65) for a current male pensioner of 22.6 years, female 24.6 years, and 24.8 years for a male pensioner, female 26.9 years, retiring in 20 years time.  The result of the valuation showed that the actuarial value of the assets was £90.8m.  This represented 70% of the benefits that had accrued to members.
The Pension Plan was closed to new members and future service accrual with effect from 30 April 2007.  With the removal of the salary linkage for benefits all employed deferred members became deferred members as from 1 May 2011.

The valuation prepared as at 1 May 2014 showed that the YMCA Pension Plan had a deficit of £38.7 million.  <<YMCA>> has been advised that it will need to make monthly contributions of £xx from 1 May 2017.  This amount is based on the current actuarial assumptions (as outlined above) and may vary in the future as a result of actual performance of the Pension Plan.  The current recovery period is 12 years commencing 1st May 2015.
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In addition, <<YMCA>> may have over time liabilities in the event of the non-payment by other participating YMCAs of their share of the YMCA Pension Plan’s deficit.  It is not possible currently to quantify the potential amount that <<YMCA>> may be called upon to pay in the future.
