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FUNDING

INVESTMENTS

COVENANT

R I S K

K E Y  O B J E C T I V E S

• All employers must consider the balance of
contributions versus risk (including in relation to
employer covenant)

• The valuation assesses the position at 31 March
2019 and contributions effective from 1 April 2020

• This presentation takes us through the key
parameter changes which are being consulted on

• A policy on the McCloud remedy is being proposed
and is a key consideration at this valuation

VA L U AT I O N  P R I N C I P L E S
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A G E N D A

K E Y  F U N D I N G  S T R AT E G Y  PA R A M E T E R S
– Existing funding strategy and proposed changes
– National issues

1

P R E L I M I N A R Y  W H O L E  F U N D  R E S U LT S
– Whole Fund

2

I N D I V I D U A L  E M P L O Y E R  R E S U LT S
– Considerations for employers
– Employer results schedules

3
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KEY FUNDING STRATEGY
CONSIDERATIONS
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F U N D I N G  S T R AT E G Y  C O N S U LTAT I O N

All employers must be consulted and their views considered

Process decided by the Administering Authority but the final
decision rests with the Committee

The Fund
Actuary

Fund
Officers

The
Employers

The Committee
/ Board

1
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T I M E L I N E

31 March 2019
Valuation Date

July - August 2019
Initial discussions on position and

assumptions.  Mercer receive data extract
and begin data analysis.

August 2019
Data validation and

queries provided

April - May 2019
Employers provide renewal

data to Fund

September - October 2019
Calculations performed, and discuss results

with Fund / Councils.

November 2019
Provide individual employer results

and AJCM takes place.  FSS
consultation

December 2019 - January 2020
Employer contributions agreed and

prepayment decisions made

March 2020
Contributions certified and valuation process completed

1
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K E Y  F U N D I N G  S T R AT E G Y  PA R A M E T E R S
P R O P O S E D  K E Y  PA R A M E T E R  C H A N G E S  F O R  2 0 1 9

Parameter 2016 2019 Comment in relation to Fund

Discount rate CPI+2.00% (past)
CPI+2.75% (future)

CPI+1.75% (past)
CPI+2.25% (future)

Reduction in return outlook since 2016.  Offset by
risk mitigations e.g. equity protection.

Life expectancy LE for Male age 65 =
22.8 years

LE for Male age 65 =
22.4 years

Update to reflect results of the latest life
expectancy analysis for the Fund.

Other demographics and
long term pay growth 2016 assumptions 2016 assumptions

No material change in demographic trend so
maintain assumptions.  Maintain long term pay
growth

Short term pay (if
applicable)

1% p.a. for 4 years to
2020 (varies by

employer)

2% p.a. for 4 years to
2023

Removal of Public Sector Pay cap needs to be
allowed for.  Will depend on employer views

Whole Fund Deficit
Recovery period 15 12 Reduce by three years – varies by employer.

1
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F U N D I N G S T R AT E G Y
P O L I C Y I S S U E S

McCloud and Cost
Management

4 year valuation
cycle and interim

reviews

Exit credits and
deferred employer

status

Review of employer
rates

K E Y  F S S  C O N S I D E R AT I O N S

1. How do we allow for McCloud costs? Guidance from MHCLG is that policy on dealing with the risk needs to be
clear for the employers and Fund. Assuming that current age criteria for underpin is removed, impact for total
Fund would be an accrued liability increase of 0.5% (c£10m) plus a 0.5% of pay in relation to future service.

2. What would trigger an interim valuation or employer contribution rate review?
3. Under what circumstances would exit credits be paid?
4. Under what circumstances would an employer be allowed to become a “deferred employer”?

1
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PRELIMINARY WHOLE
FUND RESULTS
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P R E L I M I N A R Y  R E S U LT S
2 0 1 9  W H O L E  F U N D  R E S U LT S  &  S E N S I T I V I T I E S  –
C U R R E N T  B E N E F I T S  ( E X C L  M C C L O U D )

2

Base: (A) with
CPI + 1.75% (Past)

CPI + 2.25% (Future)

(A) with
0.25% lower discount rate
on past and future service

Assets £1,381m £1,867m £1,867m

Liabilities £1,818m £2,042m £2,131m

Surplus / Deficit -£437m -£175m -£264m

Funding Level 76% 91% 88%

Future Service Rate (% of pay) 15.3% 17.3% 18.7%

Deficit Recovery Period 15 years 12 years 12 years

Real Discount Rate (Past) 2.00% p.a. 1.75% p.a. 1.50% p.a.

Real Discount Rate (Future) 2.75% p.a. 2.25% p.a. 2.00% p.a.

Short Term Pay
2016 Valuation:

4 years of 1% p.a. with 1 year
now remaining

2% p.a. for 4 years 2% p.a. for 4 years

Life Expectancy Assumption
CMI 2015

1.75% (males)
1.5% (females)

CMI 2018
1.75% (males)

1.75% (females)

CMI 2018
1.75% (males)

1.75% (females)

2016 Valuation

31 March 2019
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P R E L I M I N A R Y  R E S U LT S
A N A LY S I S  O F  C H A N G E  S I N C E  2 0 1 6

2

FUTURE SERVICE (% of Pay)

PAST SERVICE (£m)
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INDIVIDUAL EMPLOYER
RESULTS
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I N D I V I D U A L  E M P L O Y E R  R E S U LT S
W H AT  E L S E  A F F E C T S  Y O U R  C O N T R I B U T I O N S ?

3

W H E R E  Y O U  S T A R T E D  F R O M
A N D  Y O U R  M E M B E R S H I P  P R O F I L E

Y O U R  C O V E N A N T  A S S E S S M E N T

78W H A T  Y O U  H A V E  P A I D  I N
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I N D I V I D U A L  E M P L O Y E R  R E S U LT S
W H AT  Y O U  N E E D  T O  A L S O  C O N S I D E R

3

M C C L O U D
• Do you want to make a provision for McCloud in your contributions in order to provide budget

certainty? See your schedule for your options here.

S H O R T - T E R M  PAY
• What is the appropriate adjustment to be made for short-term pay, if any, to your results?  Evidence

will be required (subject to the minimum of 2% p.a. to 2023). See your schedule to see the
assumption that is currently being applied in your figures.

I L L - H E A L T H  C A P T I V E
• Certain employers will remain in this arrangement as per the FSS. See your schedule to see if you

are in this arrangement.

P R E PAY M E N T  O F  D E F I C I T  C O N T R I B U T I O N S
• Where a deficit still exists, employers are able to prepay their required lump sums if they choose,

either in full or on an annual basis. See your schedule for your options here.

I M PA C T  O F  C O V E N A N T
• Before your contributions can be finalised, an assessment of your covenant will be made.  This could

result in a request for increased security (e.g. bond) or maintaining/increasing contributions. Employer
results do not currently allow for this. It will be discussed as part of consultation process.
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F U N D I N G  S T R AT E G Y  C O N S U LTAT I O N
S A M P L E  R E S U LT S  S C H E D U L E

3
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F U N D I N G  S T R AT E G Y  C O N S U LTAT I O N
S A M P L E  R E S U LT S  S C H E D U L E

3
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F U N D I N G  S T R AT E G Y  C O N S U LTAT I O N
S A M P L E  R E S U LT S  S C H E D U L E

3
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F U N D I N G  S T R AT E G Y  C O N S U LTAT I O N
S A M P L E  R E S U LT S  S C H E D U L E

3
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APPENDIX
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N O M I N A L  F I N A N C I A L  A S S U M P T I O N S

Market yields 31 March 2016 31 March 2019

Fixed interest gilt yield 2.20% p.a. 1.50% p.a.

Index-linked gilt yield -1.00% p.a. -1.90% p.a.

Assumed CPI price inflation (derived by differencing
yields on fixed-interest and index-linked gilts less 1% p.a.) 2.20% p.a. 2.40% p.a.

Derivation of Discount Rate/Expected Return CPI plus 2.00% p.a. (past)
CPI plus 2.75% p.a. (future)

CPI plus 1.75% p.a. (past)
CPI plus 2.25% p.a. (future)

Discount rate: 4.20% p.a. (past)
4.95% p.a. (future)

4.15% p.a. (past)
4.65% p.a. (future)

Inflation:  Consumer Prices Index (CPI) 2.20% p.a. 2.40% p.a.

Long term pay growth assumption 3.45% p.a. 3.65% p.a.

Pension increases 2.20% p.a. 2.40% p.a.
Short term pay growth assumption (for two years to 31
March 2020) 1% per annum 2% per annum

Fund investment return A total return of c33% over the period from 1 April 2016 to 31
March 2019.

Assumptions used for Liabilities
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A C T U A R I A L  A D V I C E

• We have prepared this document for the Administering Authority for the purpose of updating the funding position of the
Fund

• “Technical Actuarial Standard 100: Principles for Technical Actuarial Work” issued by the Financial Reporting Council
applies to this presentation and the associated work, and we confirm compliance with this standard.  This presentation
should be read in conjunction with our report on the actuarial valuation of the Fund as at 31 March 2016.

• Unless otherwise stated, we have relied on the information and data supplied to us in preparing the information, without
independent verification. We will not be responsible for any inaccuracy in the advice that is a result of any incorrect
information provided to us.

• Mercer does not accept any liability or responsibility to any third party in respect of this report.

• This presentation is confidential and may not be disclosed in whole or part to any third party without Mercer’s prior written
consent, unless required by law or order of a court or regulatory body.

• Mercer retains all copyright and other intellectual property rights in this presentation.

• We are not lawyers, tax specialists or accountants. We are unable to give legal/tax/accountancy advice.
If you think such advice is appropriate, you are responsible for obtaining your own professional advice.

• This presentation is correct as at November 2019. It will not be updated unless requested.
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