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RECOMMENDATIONS: The Pension Committee is recommended to: 

1) note the progress of the actuarial valuation including the update on the valuation 
membership data and employer contribution rates 

2) agree the draft revised Funding Strategy Statement for consultation with Fund employers 

 

1. Background 

1.1 The valuation of the Fund on a triennial basis is a regulatory requirement and is used to 
determine contribution rates payable by participating employers for the period commencing 1 April 
2020. The valuation is carried out under Regulation 62 of the Local Government Pension Scheme 
Regulations 2013 (“the Regulations”). 

In addition, under the Regulations, all LGPS funds have a statutory obligation to produce a 

Funding Strategy Statement (“the FSS)”.  The Fund reviews the FSS at least every three years 

alongside the valuation but also from time-to-time when required. The current version of the FSS 

was approved by this Committee on February 2019 following updates required as a result of the 

introduction of “exit credits” becoming available to exiting employers. 

2. 2019 Valuation progress and update 

2.1 The Pension Committee meeting of 23 September 2019 received a report and presentation 

from the Fund Actuary setting out the initial 2019 whole fund valuation results. The initial results 

showed a current whole fund funding level of 108% (i.e. where the market value of assets of the 

Fund is compared against a value of the benefits accrued by all members in the Fund to date). 

This was based on the proposed approach and assumptions for disclosing the funding level, which 

were approved by the Pension Committee in the same meeting. 

2.2 Fund Officers have continued to work alongside the Fund Actuary and the Fund’s 

Administrator to progress the valuation membership data, review the funding strategy and hold 

discussions with employers on their contribution rates. Updates on these areas are provided 

below. 

3. Valuation Membership Data 

3.1 As part of the Fund Actuary’s professional requirements and standard valuation process, a 
“Membership Data Report” is provided to the Fund. This report sets out a summary of the data that 
is used for the valuation along with any updates and assumptions made to the data during the 
validation process. 

3.2 In order to provide some context on the quality of the valuation data, Fund Officers have 
requested the Actuary to provide a high-level comparison and comments on the 2019 data versus 
previous valuations (2016 and 2013). This can be found in the Membership Data Report which is 
attached in Appendix 1 to this report. 



   

3. Draft Funding Strategy Statement (FSS) 

3.1 The FSS is a key document, in two ways:  

 The inputs it requires: Fund Officers, Pensions Committee and the Local Board need to go 

through a process to be satisfied that the Fund will be collecting an appropriate level of 

contributions from each and every employer in the Fund. The FSS provides a helpful 

framework for organising this process and covering all the necessary areas;  

 The outputs it provides: the finalised FSS itself should be a clear and transparent reference 

point for the Fund’s stakeholders, to provide proof that the contribution arrangements are 

solidly derived, fair and consistent. It will also help in any future discussions with employers, 

perhaps where an approach is queried or questions are raised. 

3.2 The 2019 review of the Funding Strategy Statement (FSS) has been prepared in 

collaboration with the Fund Actuary. This is provided in Appendix 2.  

3.3 Although essentially a refresh, each version is adapted to fit in with the changing 

environment and circumstances within which the Fund operates over time. The table below sets 

out the key updates in the draft 2019 FSS:  

Area Description 

Regulatory and other 

tidy up 

Changes to allow for: 

 Fund’s policy on interim valuation assessments 

 Dealing with McCloud/cost cap benefit uncertainty 

 Clarifying approach to academies joining the Fund or moving MAT 

 Clarifying employer post cessation agreements 

 Climate change risk 

 GMP equalisation 

 “MHCLG” instead of “DCLG” 

Employer contribution 

rate setting 

Review of employers eligible for the contribution stabilisation mechanism 

(i.e. limits in the maximum contribution increases and decreases per 

annum). This has resulted in the removal of Colleges from the mechanism. 

Financial assumptions Updates to reflect changes in approach and market conditions (as reported 

to September Pension Committee) 

 

4 Employer contribution rates  

4.1 The ultimate objective of an LGPS fund is to be able to pay members’ benefits as they fall 

due. For an open, ongoing scheme like the LGPS, the main purpose of the valuation is to set 

employer contribution rates that, together with future investment returns on the employer’s assets, 

have a high likelihood of meeting this ultimate objective. 

4.2 The Fund uses a risk-based approach to set contribution rates which focuses on optimising 

both the investment and contribution strategy to meet future benefit payments and identify key 

funding risks.  This is done by determining a long term funding target and then assessing the 



likelihood of funding plans meeting that target using risk based modelling. At each valuation the 

inputs and parameters to the approach are reviewed and employer contributions are set of the next 

three years. A summary of the different approaches used for different employers is found on page 

11 of the draft FSS. 

4.3 Based on applying the FSS in its current draft form, total employer contribution rates would 

be reduced by 0.5% of pay in each of the next 3 years for Major Authorities, Town & Parish 

Councils and Academies. On the basis of modelling carried out these changes are appropriate and 

within the current stabilisation mechanism. 

4.4 Colleges are being removed from the stabilisation mechanism at this valuation as they have 

been re-classified from public to private sector employers and are now viewed as medium risk in 

terms of their financial strength and sources of funding. Their contribution rates will be assessed 

under the risk-based approach used for other non-stabilised employers with a target to achieve full 

funding over a 20 year time horizon with a likelihood of success of 80%.  

4.5 Transferee Admission Bodies will continue to have employer contribution rates based on 

targeting no funding surplus or deficit when their participation expires at the end of their contract. 

Changes in employer contribution will be applied to minimise the likelihood of a surplus or deficit 

remaining. 

4.6 Community Admission Bodies will continue to have employer contribution rates based on 

targeting no funding surplus or deficit by the end of their expected participation. In most cases, 

their funding target is based on more prudent ‘gilts’ cessation assumptions in the absence of any 

guarantor in the Fund. This reflects the assumptions used to determine their exit funding position. 

However, reductions in required employer contributions may be offered subject to sufficient 

security being provided to back the funding position (i.e. a suitably strong guarantor or charge on a 

fixed asset). 

5. Conclusion and reasons for recommendations  

5.1 The Fund Officers continue to make good progress with the 2019 valuation process. The 

revised 2019 FSS includes relatively minor changes for Committee review and approval. Once 

approved, a draft version of the FSS will be issued to all participating employers for consultation 

alongside their individual results and contribution rates. Following the end of the consultation 

period, any comments received by employers may lead to amendments to the FSS document. The 

final version of the FSS should be approved by the Pensions Committee and published during 

March 2020.   
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