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Purpose of an Actuarial Valuation 

A G E N D A  

Background 

Actuarial Assumptions and Liability Calculations 
• Inflation 

• Salary Growth 

• Discount Rate 

• Demographic Assumptions 

Scheme Employers 

Funding Strategy 

Recap – 2013 Valuation and Funding Strategy 

P A R T  1  –  A C T U A R I A L  V A L U A T I O N  T R A I N I N G  

P A R T  2  –   F U N D I N G  R E V I E W  A N D  P L A N N I N G   F O R  2 0 1 6          

 A C T U A R I A L  V A L U A T I O N   

2015 Interim Review 

 2016 Actuarial Valuation – issues to consider and next steps 
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S T R O N G ,  C L E A R  A D V I C E  A N D  G O V E R N A N C E  W I L L  B E  K E Y  

E V O L V I N G  R I S K   

M A N A G E M E N T  P O L I C I E S  

B A C K G R O U N D  

F U N D I N G  C H A L L E N G E S  

 A U S T E R I T Y  A N D   

S E C T O R  C H A N G E S  

N A T I O N A L  B E N C H M A R K I N G  

G R E A T E R  N A T I O N A L  

S C R U T I N Y  

C H A N G I N G  M A T U R I T Y /  

E M P L O Y E R  N U M B E R S  

A S S E T  P O O L I N G  

Investment  

strategy 

Funding 

strategy 

Risk 

strategy 

Covenant 



© MERCER 2015 3 

U P W A R D  C O S T  

P R E S S U R E S  

2 0 1 1      2 0 1 4        2 0 1 7 ?  

C O N T R I B U T I O N  R A T E S  

 

%  O F  M E M B E R S H I P  P A Y R O L L  

I N C R E A S I N G  

  

 

%  O F  C O U N C I L  B U D G E T  I N C R E A S I N G  

 

  

B A C K G R O U N D  

F I N A N C I A L S  –  I N D I V I D U A L  C O U N C I L S ?  

 

 

 

 

 

 

 

 

 

AFFORDABILITY WILL BE KEY 

DEFICITS BUDGET CUTS 
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T Y P E S  O F  A C T U A R I A L  VA L U AT I O N  PURPOSE OF AN ACTUARIAL VALUATION 
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P U R P O S E  O F  A N  A C T U A R I A L  V A L U A T I O N  

F I N A N C I N G  T H E  B E N E F I T S  

O B J E C T I V E :  I S  T O  H A V E  S U F F I C I E N T  A S S E T S  T O  P A Y  

B E N E F I T S  A S  A N D  W H E N  T H E Y  F A L L  D U E .  

Contributions 

Investment 

Returns 
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T H E  F U N D ’ S  R E T U R N S  V S  C P I  

• Broadly speaking, there are two measures in which the Fund’s returns need to “beat” 

CPI to reduce long term costs and therefore contribution requirements:  

 

Short term (year-on-year)              

CPI changes  

 

 

 

• Impacts the increase to members’ 

pensions each year.  

• There will inevitably be short term 

f luctuations between movements 

in CPI and the Fund’s short term 

asset returns.       

Long term CPI expectations  

 

 

 

• Impacts the value placed on the 

Fund’s liabil it ies.  

• Drives contribution rates and the 

amount the Fund needs to hold in 

reserves as part of the long term 

funding arrangements.   

• The Fund requires long term 

investment returns in excess of CPI  
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P U R P O S E  O F  A N  A C T U A R I A L  V A L U A T I O N  

W H Y  D O  A  V A L U A T I O N ?  

Has the Fund got 

enough assets to 

cover expected 

benefits built up to 

date 

How much will the 

Employers have to 

pay to for benefits 

earned in the 

future? 
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P U R P O S E  O F  A N  A C T U A R I A L  V A L U A T I O N  

R E V I E W  O F  C O N T R I B U T I O N S  

Contribution 
programme 

Funding 
strategy 

assumptions 
& principles 

Investment 
strategy / 
structure 

Employer 
consultation 

Deficit 
recovery 
strategy 
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T H E  L G P S  F U N D I N G  R E G I M E  -  K E Y  G O V E R N A N C E  

D O C U M E N T S   

 

The liabilities are an estimate of the 

cost of providing the benefits built up 

by members to the valuation date 

based on prudent assumption as 

required by the Regulations and 

guidance.   

Overall financial 
position 

Funding 
Strategy 

Statement 

Valuation 
report 

Appropriate 
contributions 

Rates and 
Adjustments 
Certificate 

Recovery plan 

Communication 
with Employers/ 

members 

FSS/ 

Valuation 
report 

Actuarial 
Statement 
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T Y P E S  O F  A C T U A R I A L  VA L U AT I O N  ACTUARIAL ASSUMPTIONS 
AND LIABILITY CALCULATIONS 



© MERCER 2015 11 

A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

B E N E F I T S  B E I N G  V A L U E D  

 

  Pre 2014 benefits 

Normal retirement age 65 

Mix of 1/60ths and 
1/80ths,3/80ths Final Salary  

Pay excl. overtime 

Rule of 85 protections 

Post 2014 benefits 

Normal retirement age 
SPA 

49ths CARE Scheme plus 
50:50 option 

Pay incl. overtime 

 Further protections and 
underpins 

Benefit changes 
from 1 April 2014 
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A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

F U N D I N G  –  I T  I S  A L L  A B O U T  B E N E F I T  C A S H  F L O W S  

Inflation 

Life Expectancy 

Years from valuation date 

P
ro
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c
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e
n

e
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o

u
tg

o
 (

£
m
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Contribution impact 

Cost of 1 year’s service 

“Future service contribution rate” 

A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

 

Assets 

Deficit 

Liabilities 

Contribution impact 

Deficit spread over agreed “Recovery Period” 
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D I S C O U N T  R A T E  A N D  O T H E R  A S S U M P T I O N S  

P R I N C I P L E S  O F  M E T H O D O L O G Y  

 

 
Define the 

CPI inflation 
and other 

assumptions 

Establish 
expected 
level of 
“real” 

investment 
returns 

Decide on 
level of 

prudence 

Understand 
the risks / 

implications 

Bring 
together the 
asset and 
funding 
strategy 

Link to 

longer 

term 

objectives 
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A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

P R U D E N C E  -  D I F F E R E N T  P O I N T S  O F  V I E W ?  

THE SKY IS 
FALLING DOWN, 

THE SKY IS 
FALLING DOWN! 

THE FUTURE? 
WHY WORRY 
ABOUT THE 

FUTURE? 
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A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

C H A N G I N G  T H E  A S S U M P T I O N S  

Actual cost of 

benefits will not be 

known until after 

all benefits paid 

Assumptions 

estimate this cost, 

but do not change 

the actual cost 

Changing assumptions 

 

 

Changes the estimate 
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A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

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

Financial/Other 
Assumptions 

Cash 
commutation 

Pension increases 
Salary increases 

Inflation 

Investment return / 
“discount rate” 
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A S S U M P T I O N S  I N  D E T A I L  

I N F L A T I O N  R A T E  –  O U R  A P P R O A C H  

Market RPI 
inflation 

RPI/CPI 
differential 

CPI inflation 
rate 

• Market RPI inflation : average derived from market implied projection of year on year 

RPI inflation based on Government Bonds 

• Deduction made for any adjustment made to market rates and the difference between 

RPI and CPI indices 

• Typical deduction 1-1.3%.  2013 valuation deduction was 1% p.a. 

Comments 
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A S S U M P T I O N S  I N  D E T A I L  

P A Y  I N C R E A S E  R A T E  –  P R E  2 0 1 4  B E N E F I T S  

CPI Inflation 
Real pay 
Growth 

Long term 
pay growth 

• Real pay growth includes pay increments 

• Long term real pay growth assumption of 1.5% pa BUT 

• We should allow for known short term adjustments eg. allow for continuing public 

sector pay restraint e.g.  2015 Budget announced further restraint of 1% for 4 years.   

• Also consider building in employer specific adjustments. 

Comments 



© MERCER 2015 20 

A S S U M P T I O N S  I N  D E T A I L  

D I S C O U N T  R A T E / A S S E T  R E T U R N S  

CPI Inflation 
Assumed 

Real Return 

Discount 
rate/Asset 

Return 

 

 

Comments 

• Discount Rate/Asset Return built up from expectations on different asset classes 

held 

• Expected Real Return:   Derive as the real return above CPI inflation based on 

long term strategic goals 

• Allow for long term strategic goals and prudence in setting the discount rate. 
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D I S C O U N T  R A T E / A S S E T  R E T U R N  

L E V E L  O F  P R U D E N C E -  “ H U R D L E ”  R A T E  

 

 

Kensington & 

Chelsea 
Westminster 

Hammersmith & 

Fulham 

E X P E C T E D  R E T U R N S  A B O V E  C P I  

Example 

lower return 

High probability of 

success 

(2 in 3 chance) 

Best estimate 

Margin for prudence 

Example 50% chance 

of success 

(1 in 2 chance) 

CPI + 3-4% 

CPI + 2.2% 

2013 discount rate 

CPI + 3.0% 

National Benchmark discount 

rate assumption 

CPI + 1-1.5% 

http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRxqFQoTCOf-vtuEj8cCFSad2wodRy0BmA&url=http://www.obstacleraceworld.com/obstacle-course-races-and-mud-runs-business-guide/&ei=bnvAVeePMqa67gbH2oTACQ&bvm=bv.99261572,d.ZGU&psig=AFQjCNF7qRICNIq5zM-S04qxMID3ay9CaA&ust=1438764241289354
http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRxqFQoTCNqyr_yEj8cCFQE62wodFqgL4Q&url=http://www.fotosearch.com/CSP649/k6492824/&ei=s3vAVZqNL4H07AaW0K6IDg&bvm=bv.99261572,d.ZGU&psig=AFQjCNFP4UPvog1qBuJMEDtAJbCvilWS3w&ust=1438764314690438
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A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

D E M O G R A P H I C  A S S U M P T I O N S  
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P E O P L E  A R E  L I V I N G  L O N G E R  

P A S T  I M P R O V E M E N T S  ( M A L E S  A G E  6 5 )  
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There are around 1.8 million distinct postcodes in use in the United Kingdom, 

resulting in an average of around 15 houses per postcode.  

A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

M O R T A L I T Y  –  F U N D  S P E C I F I C  P O S T C O D E  A N A L Y S I S  
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L I F E  E X P E C T A N C Y  

S O U T H  W E S T  R E G I O N  V S  A P F  M E M B E R S H I P  
  Males Females 

  

Life expectancy at 

age 65 

Rank in England and 

Wales  

Life expectancy at 

age 65 

Rank in England and 

Wales  

Bath and North East Somerset 

UA 19.6 69 21.9 90 

Bournemouth UA 18.6 196 21.0 206 

Bristol, City of UA 17.9 276 20.9 226 

Cornwall UA  18.9 163 21.3 167 

North Somerset UA 19.3 122 21.5 147 

Plymouth UA 18.2 239 20.6 259 

Poole UA 19.4 84 21.8 110 

South Gloucestershire UA 19.6 61 22.0 78 

Swindon UA 18.4 224 20.8 229 

Torbay UA 19.0 155 21.1 200 

Wiltshire UA  19.5 81 21.8 112 

East Devon 20.0 26 22.1 68 

Exeter 18.5 207 22.2 60 

Mid Devon 19.9 36 23.0 12 

North Devon 19.2 133 21.3 174 

South Hams 20.0 29 22.5 34 

Teignbridge 19.0 158 22.1 67 

Torridge 19.0 151 21.2 180 

West Devon 19.2 130 21.8 107 

Christchurch 20.6 10 23.4 7 

East Dorset 20.8 5 23.5 4 

North Dorset 19.9 35 23.1 11 

Purbeck 20.1 24 22.8 21 

West Dorset 19.9 41 22.3 49 

Weymouth and Portland 19.2 136 21.4 157 

Cheltenham 19.4 87 22.0 77 

Cotswold 20.0 27 22.8 19 

Forest of Dean 18.5 213 21.5 148 

Gloucester 18.2 246 21.2 179 

Stroud 18.9 173 20.8 238 

Tewkesbury 18.8 174 22.2 66 

Mendip 19.4 95 22.0 74 

Sedgemoor 19.5 76 22.1 72 

South Somerset 19.8 44 22.2 63 

Taunton Deane 19.2 131 21.2 182 

West Somerset 19.4 92 22.8 20 

Source: Office of 
National Statistics for 

years 2011-13

Mortality assumptions 
adopted for the 2013 

actuarial valuation result in 
life expectancies of 23.2 
years for males and 25.7 

for females
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A S S U M P T I O N S  A N D  L I A B I L I T Y  C A L C U L A T I O N S  

B A S I C  P R I N C I P L E S  

Benefit 
formula 

Probability  
of benefit 
payment 
arising 

CPI 
increases  
of date of 
payment 

Cost of 
providing 
pension 

  

Discounted back to valuation 
date 

Summed over ALL benefits and ALL existing and former 
members and dependants 
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L I A B I L I T Y  C A L C U L A T I O N  

D I S C O U N T E D  V A L U E  

Real discount rate vs CPI 

Years from valuation date 
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FUNDING STRATEGY  
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F U N D I N G  S T R A T E G Y  A N D   

C O N T R I B U T I O N  R E Q U I R E M E N T S  

Reg. 62(6)(b) “The actuary must have 
regard .......... to the 

desirability of maintaining as nearly a 
constant common rate as possible”. 

 

Reg. 62(6)(d) “The actuary must 
have regard to the requirement 
to..... to secure the solvency of 

the Fund and the long term cost 
efficiency* of the Scheme…” 

 
* New from 2016 valuation 

 

What is the 
Funding 

Strategy? 
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F U N D I N G  S T R A T E G Y  A N D   

C O N T R I B U T I O N  R E Q U I R E M E N T S  

R E Q U I R E M E N T S  A N D  O B J E C T I V E S  

DCLG 

“Support regulatory requirement to maintain 
constant employer contribution rates” 

Encourage administering authorities to   
take a prudent longer-term view of their 
liabilities” 

Purpose 
of the FSS 

Clear and transparent strategy to meet 
employers’ pension liabilities 

• Support stability in contribution rates as far as 
possible 

• Prudent approach in funding the liabilities 
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F U N D I N G  S T R A T E G Y  A N D   

C O N T R I B U T I O N  R E Q U I R E M E N T S  

E M P L O Y E R  C O N S U L T A T I O N  

All Fund employers should be consulted. 

Process for consultation will be decided by the Administering Authority. 

Consideration must be given to employers’ views. 

Ultimate responsibility rests with the Administering Authority. 

    But ........ 
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Capital Interest Deficit

18 years 25 years 

A key aspect of determining a deficit recovery strategy is the recovery period.     

The longer the recovery period the more debt  “interest” is payable. 

F U N D I N G  S T R A T E G Y  A N D   

C O N T R I B U T I O N  R E Q U I R E M E N T S  

E X A M P L E  R E C O V E R Y  P E R I O D  
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F U N D I N G  S T R A T E G Y  A N D   

C O N T R I B U T I O N  R E Q U I R E M E N T S  

I S S U E S  T O  B E  A D D R E S S E D  I N  F S S  

 

 

 

 Time horizon for funding plan 

 Link between funding strategy   
and investment 

 Fund and Employer Policies 

 Risks to the funding strategy 

 Monitoring and review of the 
strategy 

 Financial standing of employers 
and impact on funding 
assumptions 
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T Y P E S  O F  A C T U A R I A L  VA L U AT I O N  SCHEME EMPLOYERS 
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S C H E M E  E M P L O Y E R S  

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

EMPLOYERS HAVE 
DIFFERENT 

 AND 

SCHEDULED BODIES 
 

Councils, 
Universities, Colleges 

Fire / Police Authorities, etc. 

ADMITTED BODIES 
 

Outsourcing contractors 
Charitable bodies 

Housing associations, etc. 
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M A N A G I N G  E M P L O Y E R S  

K E Y  E M P L O Y E R  

F E A T U R E S :  

T Y P E S  O F  

E M P L O Y E R S  

• F U N D I N G  

L E V E L  

 

 

• S I Z E  &  

M A T U R I T Y  

 

 

• C O V E N A N T  

 

 

• E M P L O Y E R  

O B J E C T I V E S  

Councils 

Large Scheduled Bodies 

Other Scheduled 
Bodies 

Admitted Bodies 

Academies 

Orphans 

S E T T I N G  

E M P L O Y E R  

C O N T R I B U T I O N S :  

• I N V E S T M E N T  

S T R A T E G Y  

 

 

• A F F O R D A B L E  

• P A Y M E N T S  

 

 

• R E C O V E R Y  

P E R I O D S  

 

 

• R I S K  

M A N A G E M E N T

/ P R O T E C T I O N  



© MERCER 2015 37 

(C) MERCER 2015 37 

RECAP –  2013  VALUATION 

AND FUNDING STRATEGY  
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2 0 1 3  V A L U A T I O N  A N D  F U N D I N G  S T R A T E G Y  

R E C A P  –  K E Y  F I N A N C I A L  A S S U M P T I O N S  

 

31 March 2013 31 August 2013 

CPI Inflation 2.6% p.a. 2.6% p.a. 

Discount rate for past benefits 

(Gilts +1.6% p.a.) 

4.8% p.a. 

(= CPI + 2.2% p.a.) 

5.2% p.a. 

(= CPI + 2.6% p.a.) 

Discount rate for future benefits 

(CPI +3.0% p.a.) 
5.6% p.a. 5.6% p.a. 

Salary Increases          -  Long Term 

- Short Term 

4.1% p.a. 

1.0% p.a. to 2015 

4.1% p.a. 

1.0% p.a. to 2015 

Final recovery contributions were based on the 31 August 2013 funding position 

due to the material market shift 
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2 0 1 3  R E S U L T S -  R E C A P  

W H O L E  F U N D  

Current average future service contributions (13.9% 

of pay) = c£81m pa 

Average Recovery 

period (Whole Years)  

Certified Average Deficit 

Payment (increasing with 

assumed pay growth) 

20 

2015/16 -   £39m 

2016/17 -   £41m 

2017/18 -   £43m 

Total average contributions in 2015/16 = c£120m 

Note:  Future service contributions are based 

on a payroll of £580m and we have ignored 

the deficit prepayments made for ease of 

comparison with update results 

3,146 

4,023 

876 650 

0
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Funding Position at 31 March 2013 

31 March 2013
Assets

31 March 2013
Liabilities

31 March 2013
Deficit

31 August 2013
Deficit

FL = 83%  

6.4% 6.3% 

14.3% 13.9% 

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

Full Scheme Contribution 5% take up of 50/50 option

Average Future Service Contribution Rate (% of 
pay) 

Employer Rate

Employee Rate

FL = 78%  
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2 0 1 3  V A L U A T I O N  -  I N D I V I D U A L  E M P L O Y E R S  
R A N G E  O F  O U T C O M E S  

Future service rates Funding levels 
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2015 INTERIM REVIEW  
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D I S C O U N T  R A T E  

C U R R E N T  E X P E C T E D  I N V E S T M E N T  R E T U R N S  

 

 
Your strategic asset allocation Range of outcomes 

Asset Class Best Estimate Expected Real Return 

vs CPI 

Equities CPI + 4.6% p.a. 

Diversified Growth Funds CPI + 3.8% p.a. 

Hedge Funds CPI + 2.4% p.a. 

Property CPI + 3.0% p.a. 

Infrastructure CPI + 4.3% p.a. 

Corporate Bonds  CPI + 1.0% p.a. 

Government Bonds CPI + 0.1% p.a. 

Overall Median  CPI + 3.4% p.a. 

Chance of achieving 

return 

Expected Real Return  

  

50% CPI + 3.4% p.a. 

55% CPI + 3.0% p.a. 

60% CPI + 2.5% p.a. 

65% CPI + 1.9% p.a. 

70% CPI + 1.3% p.a. 

75% CPI + 0.7% p.a. 

Comments 

To develop the discount rate we ultimately look at the 
expected returns on the assets relative to CPI.  
 
This can be done on the current benchmark investment 
strategy or on an aspirational lower risk strategy.  
 
At 31 March 2013 the equivalent discount rate relative to 
CPI was CPI + 2.2% p.a. (CPI plus 3.0% p.a. for future 
service rate).   Deficit contributions were predominately 
derived based on August 2013 yields which is equivalent 
to CPI + 2.6% pa 
 
 

50% 

10% 5% 

10% 

3% 

6% 

6% 8% 

2% 
Equity

Diversified Growth Funds

Hedge Funds

Property

Infrastructure

Fixed Interest Bonds

Index Linked Bonds

Corporate Bonds

Cash
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2 0 1 5  A C T U A R I A L  A S S U M P T I O N S  

L E V E L  O F  P R U D E N C E  

 

 

2013 EXPECTED RETURNS ABOVE CPI 

E X P E C T E D  R E T U R N S  
Expected lower 

return 

 

Margin for prudence 
Best Estimate 

CPI + 3.5% p.a. 

2015 Discount rate 

maintaining same real return 

CPI + 2.2% p.a. (4.6%p.a.) 

National Benchmark 

assumption 

CPI + 1.8% p.a. 

2013 Discount rate 

Gilts + 1.6% p.a. = CPI + 2.2% p.a. (4.8% p.a.) 

2015 EXPECTED RETURNS ABOVE CPI 

Margin for prudence 

NS ABOVE CPI 

CPI + 3.4% p.a. 

Best Estimate 

CPI + 3.0% p.a. 

Expected 

lower return 

CPI + 1.7% p.a. 

Gilts + 1.6% p.a. 
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2 0 1 5  U P D A T E  

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

 
Market yields 31 August 2015 

Fixed interest gilt yield 2.5% p.a. 

Index-linked gilt yield -0.9% p.a. 

Assumed CPI price inflation (RPI derived 

by differencing yields on fixed-interest and 

index-linked gilts less 1% p.a. RPI/CPI 

gap) 

2.4% p.a. 

Assumptions used for Liabilities 

Derivation of Discount Rate /Expected 

Return 

CPI plus 2.2% p.a. (CPI + 3.0% p.a. for future 

service rate) 

Discount rate/Expected Return: 4.6% p.a. 

Inflation:   

Consumer Prices Index (CPI) 
2.4% p.a. 

Pay inflation 3.9% p.a. 

Pension increases 2.4% p.a. 

Short term pay assumption 1% p.a. to 2019 

Fund investment return 
Approx.14.3% from 1 April 2013 to 31 August 

2015 
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2 0 1 5  R E S U L T S  

W H O L E  F U N D  –  S H O R T  T E R M  P A Y  G R O W T H  ( 1 %  P . A .   

T O  2 0 1 9 )  

 Average deficit contributions 

(2015/16 equivalent deficit contributions of £39m p.a.) 

Required Payment 

(increasing with  

assumed pay growth) 

Based on a deficit of £764m 

(CPI plus 2.2% p.a.) payable 

over c19 years i.e. from 1 

September 2015 

 

2015/16 -  £43m 

2016/17 -  £44m 

2017/18 -  £46m 

  

3,632 

4,396 

764 

0
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Funding Position at 31 August 2015 

Assets

Liabilities (CPI +
2.2% p.a.)

Deficit (CPI + 2.2%
p.a.)

Funding 

Level = 83%  

6.4% 6.3% 

14.3% 13.9% 

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

Full Scheme Contribution 5% take up of 50/50 option

Average Future Service Contribution Rate (% of 
pay) 

Employer Rate

Employee Rate



© MERCER 2015 46 

2 0 1 3  R E S U L T S  

A N A L Y S I S  O F  C H A N G E  I N  D E F I C I T  P O S I T I O N  

-876 

-132 
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Deficit at 31 March
2013

Unwinding of deficit
interest

Investment returns
vs 2013 assumption

Total Contributions
paid vs benefits

accrued since 2013

Allowance for
extension of pay
restraint to 2019

Change in assumed
CPI inflation

Change in assumed
discount rate

Deficit at 31 August
2015

£m 
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R E S U L T S  S E N S I T I V I T I E S  

  

Discount Rate 
Lower Real 

Return vs CPI 

Same Real Return 

vs CPI at 2013 

National 

Benchmarking 

basis 

Real return over CPI i.e. 

investment return “hurdle 

rate” 

1.7% p.a. (3.0% 

p.a. for Future 

Service)  

2.2% p.a. (3.0% 

p.a. for Future 

Service)  

 

3.0% p.a. 

Deficit1 £1,181m £764m £187m 

Funding Level 76% 83% 95% 

Future Service Rate (% of 

pay per annum) 
13.9% 13.9% n/a 

Deficit contributions payable 

over c19 years (2015/16) 
£63m p.a. £43m p.a. n/a 

Average Future Service  

Contributions (2015/16) 

based on payroll of £580m 

£81m p.a. £81m p.a. n/a 

Total contributions payable £144m p.a. £124m p.a. n/a 

 

1includes allowance for short term pay of 1% p.a. for 4 years up to 2019 for illustration  
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C O N C L U S I O N S  

Discount  rate linked explicitly  

to overall long term return 

expectations 

 

Risk management at a whole 

Fund and employer level is an 

integral part of the strategy  

 

Prudence,  

transparency and  

long term  

planning  

crucial 
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2 0 1 6  V A L U A T I O N  –  E X A M P L E  T I M E L I N E  

C O M P L E T E  

2 0 1 5 Q 3  2 0 1 5 Q 4  2 0 1 6 Q 1 / 2  2 0 1 6 Q 2 / 3  2 0 1 6 Q 3  2 0 1 6 Q 4 /

2 0 1 7 Q 1  

I N I T I A L  

D I S C U S S I O N S  

D E V E L O P  

F U N D I N G  

S T R A T E G Y  

P R E L I M I N A R Y  

C A L C U L A T I O N S  

R E S U L T S /

R E V I E W  

F S S  

D I S C U S S I O N S  

W I T H  

E M P L O Y E R S  

£ 

M O N I T O R  U P  T O  T H E  

VA L U AT I O N  A N D  

B E Y O N D  
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A P P E N D I X  

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 consideration of 

the funding strategy and 2016 valuation planning.  

• Where appropriate the work is covered by and compliant with the following Technical Actuarial 

Standards (TAS) issued by the Financial Reporting Council: TAS R – Reporting Actuarial 

Information; TAS  D – Data; TAS M – Modelling; and Pensions TAS. 

• 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 October 2015. It will not be updated unless requested. 
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