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Commercial in confidence 

LEVEL 2 INVESTMENTS 

Valuation of Level 2 Investments  

Level 2 assets are those where the quoted market prices are not available; for example, where an asset is traded 

in a market that is not considered to be active or where valuation techniques are used to determine fair value, 

the techniques used are based significantly on observable market data.  

Though the fund units themselves are not traded on active markets, they have pre-set, often weekly trading 

dates, such that liquidation is relatively easy with a short lead-in time.   

Cumbria Local Government Pension Scheme’s (‘CLGPS’ or ‘the Fund’) Level 2 assets are held in Pooled funds; 

and managed by either Border to Coast Pensions Partnership Ltd (BCPP) or Legal and General Investment 

Management Ltd (LGIM). 

At 31st March 2020, Level 2 investments totalled £1.439bn – equivalent to 56% of total investments (£2.567bn). 

Question Management response 

1. Were any risks identified relating to the 

material accuracy of this accounting estimate for 

the financial year and, if so, how were these 

risks addressed?  

No 

The valuation of Level 2 investments is not considered to 

contain estimates as the value of the units held in LGIM 

and BCPP pooled equity and Index linked Gilt funds are 

directly linked to the value of the underlying assets in an 

exchange traded environment. 

2. (a) How do management select, or design, the 

methods, used in respect of this accounting 

estimate, including the models used? 

(b) Were any changes made to these methods 

or models in 2020/21, and if so what was the 

reason for the change?  

(a) There are no accounting estimates used in respect of 

level 2 investments. 

Management do not select the methods.  Valuations are 

provided by the investment managers and are based on 

quoted price of the underlying assets following Investment 

Industry best practice and relevant accounting standards 

such as IFRS13 – Fair value Hierarchy of Pooled 

Investments. 

(b) The methodology used to value Level 2 investments in 

2020/21 financial statements has remained unchanged 

from the 2019/20 accounts.  As part of the accounting 

preparation work for 2020/21 Officers of the Fund including 

the Senior Manager – Pensions & Financial Services have 

considered the methodology in light of key factors 

including current accounting standards, industry good 

practice and prior year audit findings and have concluded 

that it is appropriate that it has not changed. 

3. (a) How do management select the 

assumptions used in respect of this accounting 

estimate? 

(b) Were any changes made to these 

assumptions in 2020/21, and if so what was the 

reason for the change?  

(a) There are no accounting estimates. 

Management do not select assumptions.  As noted above, 

valuation of the Fund’s level 2 assets is based on quoted 

price of the underlying assets in line with Investment 

Industry best practice and relevant accounting standards. 

(b) The methodology used to value Level 2 investments in 

2020/21 financial statements has remained unchanged 

from the 2019/20 accounts 

4. (a) How do management select the source 

data used in respect of this accounting 

estimate? 

(b) Were any changes made to this source data 

in 2020/21, and if so what was the reason for the 

change? 

(a) There are no accounting estimates. 

The investment Managers (BCPP & LGIM) have both 

indicated that the value of the units held are directly linked 

to the value of the underlying assets in an exchange traded 

environment – this is therefore the source data. 

(b)  As the value of the Fund’s level 2 assets (i.e. the units 

held in LGIM and BCPP pooled equity and Index linked Gilt 

funds) is directly linked to the value of the underlying 

assets in an exchange traded environment the source data 
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LEVEL 2 INVESTMENTS 

Question Management response 

(i.e. the value of the underlying assets) has been updated 

to reflect the value of those underlying assets in the 

relevant exchange traded environment as at 31st March 

2021.  The source of the data and the methodology used 

to value Level 2 investments in 2020/21 financial 

statements has remained unchanged from the 2019/20 

accounts 

5. Were any specialised skills or knowledge 

used in respect of this accounting estimates, and 

if so how were these specialist skills procured? 

There are no accounting estimates.  

The investment Managers undertake valuations directly 

linked to the value of the underlying assets in an exchange 

traded environment so no specialised skills or knowledge 

is required. 

6. How do management monitor the operation of 

control activities in relation to these accounting 

estimates, including the control activities at any 

service providers or management experts?  

CLGPS receives annual reports detailing the internal 

controls in operation for each Investment Manager. This 

report includes an audit opinion to the last audited period 

of the investment fund. Where this does not match our 31st 

March year end date, the manager provides an additional 

bridging letter confirming they are not aware of any issues 

with controls to the end of the Fund’s financial year. 

Officers scrutinise these reports to assess the auditor’s 

opinion on control activities to gain assurance of the 

controls in place and raise queries if required. 

In addition to this, during the year the Fund – with the 

support of the two independent expert advisors - 

undertakes quarterly performance monitoring of its 

investment managers, including reporting of performance 

in relation to appropriate benchmarks and regular 

meetings with the manager.  This provides additional 

comfort that the performance being reported by the Fund’s 

investment managers is in line with expectations.  

Significant under or overperformance is questioned and 

investigated and appropriate action taken (e.g. placing a 

manager ‘on watch’). 

7. In management’s opinion, are there adequate 

controls in place over the calculation of this 

accounting estimate, including those at any 

service provider or management expert used, 

and if so how is the robustness of the key 

controls assessed?  

Yes. 

Following scrutiny of the reports, management are 

satisfied with the latest reports on the internal controls in 

operation, as reported on by the auditors (per the 

regulations in the appropriate country such as Audit & 

Assurance Framework 01/06 assurance reports – often 

referred to as AAF 01/06 reports or Statements on 

Standards for Attestation Engagement no. 16 – SSAE 16 

– for US-based managers). 

8. Were any changes made to the key control 

activities this year? If so please provide details.  

No, there were no changes made to the key control 

activities for Level 2 investments in the 2020/21 financial 

statements. 

9. How do management consider the estimation 

uncertainty related to this accounting estimate 

and address this uncertainty when selecting the 

point estimate to use?  

There are no accounting estimates. 

There is no estimation uncertainty as the valuations of the 

Level 2 Pooled investments are directly linked to the value 

of the underlying assets in an exchange traded 

environment 
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Question Management response 

10. How do management consider the sensitivity 

of the estimate to the methods and assumptions 

used and identify the range of reasonably 

possible outcomes for disclosure in the financial 

statements? 

There are no accounting estimates. 

CLGPS will review individual fund performance quarter by 

quarter and its volatility for reasonableness against the 

relevant benchmark and the known market movements. 

These figures are monitored by Finance Managers, 

reviewed by the Senior Manager and Independent 

Advisors and reported to the Investment Sub Group on a 

quarterly basis. 
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LEVEL 3 infrastructure / private markets 

 
Cumbria LGPS Valuation of Level 3 Investments (Infrastructure/Private Market funds) 

The Fund’s level 3 Investments are those where quoted market prices are not available.  

Such investments include unquoted equity investments, infrastructure companies, limited partnerships and 
property, which are valued using various valuation techniques that require significant judgement in determining 
appropriate assumptions.  These judgements could have a significant effect on the estimated valuation. 

Assurances are gained from the fact that valuations are audited for each investment manager by their respective 
auditors and reported to the Fund. 

At 31st March 2020, Level 3 investments totalled £0.909bn – equivalent to 35% of total investments (£2.567bn). 

 

 

Question Management response 

1. Were any risks identified relating to the 

material accuracy of this accounting estimate for 

the financial year and, if so, how were these 

risks addressed?  

No. 

2020 was a year impacted by COVID with a direct impact 

on stock markets and businesses in general. The COVID 

risk has been actively monitored throughout 2020 and into 

2021. 

2. (a) How do management select, or design, the 

methods, used in respect of this accounting 

estimate, including the models used? 

(b) Were any changes made to these methods 

or models in 2020/21, and if so what was the 

reason for the change?  

(a) The valuation methodology used to determine each 

investment’s fair market value is consistent with the best 

practices prevailing within the investment management 

industry. It will also consider all relevant Accounting 

Standards determined applicable.  

As such, Cumbria Local Government Pension Scheme 

(‘CLGPS’ or ‘the Fund’) uses the Investment Manager’s 

capital statement as at 31st March (where available) as the 

valuation of the Level 3 investment in the Fund’s financial 

statements*.  

Where a capital statement is not available as at 31st March, 

the Investment Manager’s previous quarter’s audited 

valuation is taken and adjusted for known actual cash 

movements to or from CLGPS in the final quarter. 

* Further information regarding Investment Managers’ 

capital statements:  

• The value of underlying investment holdings or 

companies is conducted by reputable, independent 

firms, such as independent third-party valuation 

agents, or suitably credentialed valuators, separate 

firms that are independent of the investment manager.  

• All valuations are performed in accordance with the 

appropriate Standards of Professional Appraisal 

Practices (“USPAP”) and International Valuation 

Standards (“IVS”) or provides an IPEVC (International 

Private Equity and Venture Capital) (or other 

recognised industry standard) compliant valuation as 

applicable.  

• Each investment fund consolidates the underlying 

holding valuations to portfolio level, and the 

consolidated valuations are subject to the ISA5401 

auditing standard and sign-off by their independent 

auditor (please see the response to qu.6 below for 

CLGPS’s checks on this audit information).  

 

1 International Standard on Auditing 540: Auditing Accounting Estimates and Related 
Disclosures 
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LEVEL 3 infrastructure / private markets 

Question Management response 

• Through 2020, more in-depth reviews by the 

Investment Managers assessed how the underlying 

investments/companies managed the impact of 

COVID-19 on the business and financial performance 

and resulting values reported. These are 

communicated to all investors – including CLGPS - in 

regular quarterly webcalls and reports.  This 

information was collated and considered by Officers of 

the Fund throughout the year and, as noted at (6) 

below, Officers with the support of the two 

independent expert Advisors undertook quarterly 

performance monitoring of the Fund’s investment 

managers, including reporting of performance in 

relation to appropriate benchmarks and regular 

meetings with the manager.  This provided additional 

comfort that the performance being reported by the 

Fund’s investment managers was in line with 

expectations and wider market performance. 

(b) The methodology used to value Level 3 investments in 

the 2020/21 financial statements has remained unchanged 

from the 2019/20 accounts.  As part of the accounting 

preparation work for 2020/21 Officers of the Fund including 

the Senior Manager – Pensions & Financial Services have 

considered the methodology in light of key factors 

including current accounting standards, industry good 

practice and prior year audit findings and have concluded 

that it is appropriate that it has not changed. 

3. (a) How do management select the 

assumptions used in respect of this accounting 

estimate? 

(b) Were any changes made to these 

assumptions in 2020/21, and if so what was the 

reason for the change?  

(a) As detailed at 2 above, CLGPS’s level  3 (infrastructure 

/ Private Market funds) are valued by reputable, 

independent firms, such as independent third-party 

valuation agents, or suitably credentialed valuators using 

best practices within the industry and to relevant valuation 

guidelines and standards. Each investment fund 

consolidates these holdings or companies to portfolio level 

and is subject to independent audit sign-off. As such, the 

assumptions for valuing CLGPS’s various Level 3 

investments are selected by the appointed valuers for each 

Investment Manager using their specialist expertise and 

knowledge of the assets/investments. 

(b) The methodology used to value Level 3 investments in 

2020/21 financial statements has remained unchanged 

from the 2019/20 accounts. 

4. (a) How do management select the source 

data used in respect of this accounting 

estimate? 

(b) Were any changes made to this source data 

in 2020/21, and if so what was the reason for the 

change? 

(a) Investment Managers hold assets on behalf of the Fund 

and therefore have all source data required to calculate an 

estimate of the value of the Level 3 investments.  

Where this information is not available as at 31st March, 

the Fund uses the latest audited statement and adjusts for 

cash transactions that the Fund has made to/from the 

Investment Manager.  The cash transaction data used for 

this adjustment is taken from the custody system. 

(b) The source of the data and the methodology used to 

value Level 3 investments in 2020/21 financial statements 

has remained unchanged from the 2019/20 accounts. 
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Question Management response 

5. Were any specialised skills or knowledge 

used in respect of this accounting estimates, and 

if so how were these specialist skills procured? 

Yes. Estimates for the valuation of Level 3 investments are 

calculated by reputable, independent firms, such as 

independent third-party valuation agents, or suitably 

credentialed valuators who are specialists in their field and 

produce recognised industry standard compliant 

valuations. 

The valuers are appointed by CLGPS’s Investment 

Managers* and, as noted above, all valuations are 

performed in accordance with the appropriate Standards 

of Professional Appraisal Practices (“USPAP”) and 

International Valuation Standards (“IVS”) or provides an 

IPEVC (International Private Equity and Venture Capital) 

(or other recognised industry standard) compliant 

valuation as applicable.  Each investment fund 

consolidates the underlying holding valuations to portfolio 

level, and are subject to the ISA540 auditing standard and 

sign-off by their independent auditor. 

 

*CLGPS’s Investment Managers are appointed by either 

the s151 Officer in consultation with the Investment Sub 

Group (ISG) or the Pensions Committee.  All appointments 

are reported to the Pensions Committee and investment 

performance is reported to and considered by the ISG and 

Pensions Committee on a quarterly basis.  

6. How do management monitor the operation of 

control activities in relation to these accounting 

estimates, including the control activities at any 

service providers or management experts?  

CLGPS receives annual reports detailing the internal 

controls in operation for each Investment Manager. This 

report includes an audit opinion (from the Investment 

Manager’s external auditor) to the last audited period of 

the investment fund. Where this is before 31st March, the 

manager provides an additional bridging letter confirming 

they are not aware of any issues with controls to the end 

of the Fund’s financial year. 

Officers scrutinise these reports to assess the auditor’s 

opinion on control activities. 

In addition to this, during the year the Fund – with the 

support of the two independent expert advisors - 

undertakes quarterly performance monitoring of its 

investment managers, including reporting of performance 

in relation to appropriate benchmarks and regular 

meetings with the manager.  This provides additional 

comfort that the performance being reported by the Fund’s 

investment managers is in line with expectations.  

Significant under or overperformance is questioned and 

investigated and appropriate action taken (e.g. placing a 

manager ‘on watch’). 
 

7. In management’s opinion, are there adequate 

controls in place over the calculation of this 

accounting estimate, including those that any 

service provider or management expert used, 

and if so how is the robustness of the key 

controls assessed?  

Yes. 

Following scrutiny of the reports, management are 

satisfied with the latest reports on the internal controls in 

operation, as reported on by the auditors (per the 

regulations in the appropriate country such as Audit & 

Assurance Framework 01/06 assurance reports – often 

referred to as AAF 01/06 reports or Statements on 
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LEVEL 3 infrastructure / private markets 

Question Management response 

Standards for Attestation Engagement no. 16 – SSAE 16 

– for US-based managers). 

8. Were any changes made to the key control 

activities this year? If so please provide details.  

No, there were no changes made to the key control 

activities for Level 3 investments in the 2020/21 financial 

statements.  

9. How do management consider the estimation 

uncertainty related to this accounting estimate 

and address this uncertainty when selecting the 

point estimate to use?  

As previously noted, estimates for the valuation of Level 3 

investments are calculated by reputable, independent 

firms, such as independent third-party valuation agents, or 

suitably credentialed valuators who are specialists in their 

field and produce recognised industry standard compliant 

valuations.  

The Fund relies on the expertise of these professionals to 

determine the most appropriate point (i.e. best) estimate to 

use in the financial statements. 
 

10. How do management consider the sensitivity 

of the estimate to the methods and assumptions 

used and identify the range of reasonably 

possible outcomes for disclosure in the financial 

statements? 

CLGPS reviews individual fund performance quarter by 

quarter and its volatility for reasonableness.  

These figures are monitored by Finance Managers, 

reviewed by the Senior Manager and Independent 

Advisors and reported to the Investment Sub Group on a 

quarterly basis. 

Details of sensitivity of asset values at Level 3 are included 

within the financial statements of the Fund’s accounts 

(Note 10(g) in 2019/20).  
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LEVEL 3 Direct Property 

Valuation of Direct Property   

The Fund’s Direct Property investments are classed as level 3 as they are unique or non-identical assets 

where a comparable market traded price is not generally available.  

Commercial properties are valued using valuation techniques that require significant judgement in 

determining appropriate assumptions.  These judgements could have a significant effect on the estimated 

valuation. 

Assurances are gained from the fact that valuations are undertaken by specialist firms independently of the 

investment manager and reported to the Fund. 

At 31st March 2020, Direct Property was valued at £0.156bn and is included within the Level 3 investments. This 

is equivalent to 6% of the Fund’s total investments (£2.567bn). 

 

Question Management response 

1. Were any risks identified relating to the 

material accuracy of this accounting estimate for 

the financial year and, if so, how were these 

risks addressed?  

No, the Fund has not identified any specific risks relating 

to the material accuracy of this accounting estimate as at 

31st March 2021. 

2. (a) How do management select, or design, the 

methods, used in respect of this accounting 

estimate, including the models used? 

(b) Were any changes made to these methods 

or models in 2020/21, and if so what was the 

reason for the change?  

(a) The specialist property valuer CBRE Ltd, Chartered 

Surveyors, Henrietta House, Henrietta Place, London 

W1G 0NB is instructed to provide an independent 

valuation as at 31st March 2021.  The valuation is 

undertaken in accordance with the Royal Institution of 

Chartered Surveyors’ Valuation - Global Standards 

(incorporating the International Valuation Standards) and 

the UK national supplement (“the Red Book”) current as at 

the valuation date. 

(b) No, the valuation method used to determine the value 

of the Fund’s property as at 31st March 2021 is unchanged 

from that used in previous years.  As part of the accounting 

preparation work for 2020/21 Officers of the Fund including 

the Senior Manager – Pensions & Financial Services have 

considered the methodology in light of key factors 

including current accounting standards, industry good 

practice and prior year audit findings and have concluded 

that it is appropriate that it has not changed. 

N.b. Due to the uncertainty caused by the COVID-19 

pandemic and in accordance with a direction issued by the 

Royal Institute of Chartered Surveyors (RICS), a material 

uncertainty clause was placed on the valuations for March 

2020 and June 2020.  RICs removed this clause from 

September 2020 to only apply on a case-by-case basis. 

There are no such assets held in the Fund that have this 

uncertainty clause from September 2020. 

3. (a) How do management select the 

assumptions used in respect of this accounting 

estimate? 

(b) Were any changes made to these 

assumptions in 2020/21, and if so what was the 

reason for the change?  

(a) As noted at 2(a) above, the Fund’s directly held 

properties are valued by CBRE in accordance with RICS 

standards.  As such, the assumptions used by CBRE are 

selected in accordance with RICS requirements. A 

summary of the assumptions applied is provided in the 

“Summary of significant Accounting Policies” note to the 

Fund’s accounts (note 2 in 2019/20).  Details of the 

assumptions used are set out in the CBRE valuation report 

for the Fund. 
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LEVEL 3 Direct Property 

Question Management response 

(b) No.  The methodology used to value Direct Property in 

the 2020/21 financial statements has remained unchanged 

from the 2019/20 accounts. 

4. (a) How do management select the source 

data used in respect of this accounting 

estimate? 

(b) Were any changes made to this source data 

in 2020/21, and if so what was the reason for the 

change? 

(b) As noted above, the Fund’s directly held properties are 

valued by CBRE in accordance with RICS standards.  As 

such, the source data used by CBRE is selected in 

accordance with RICS requirements. 

(b)  As in previous years source data is gathered by CBRE 

in accordance with RICS standards.  Also, as in previous 

years the source data can change e.g. tenancy data can 

change quarterly (this is provided to CBRE by Aberdeen 

Standard Investments (ASI)). For new purchases, lettings 

/ re-gears / rent reviews etc legal documents and reports 

are provided. Some source data does not change year to 

year, e.g. property floor area. 

5. Were any specialised skills or knowledge 

used in respect of this accounting estimates, and 

if so how were these specialist skills procured? 

Yes, as detailed above specialist property valuer CBRE 

undertook the valuation.  CBRE is an independent firm with 

expert valuers who have current local and national 

knowledge of the property markets involved as well as the 

skills and understanding to undertake the valuations 

competently and select the point (i.e. best) estimate to use. 

CBRE are appointed by the investment manager - 

Aberdeen Standard Investments, (ASI) - to provide 

independent valuations for the Fund, and the valuation is 

undertaken by the recognised industry RICS registered 

valuers.   

6. How do management monitor the operation of 

control activities in relation to these accounting 

estimates, including the control activities at any 

service providers or management experts?  

The operation of the control activities is principally 

monitored through CLGPS’s review of the annual report 

from ASI detailing the internal controls in operation. This 

report includes an audit opinion (from the Investment 

Manager’s external auditor) to the last audited period of 

the investment fund. Where this is before 31st March, the 

manager provides an additional bridging letter confirming 

they are not aware of any issues with controls to the end 

of the Fund’s financial year. 

In addition to this CBRE, as independent property valuers, 

provide draft valuations to ASI, and ASI scrutinise that the 

inputs used remain accurate to those initially provided 

taking account of any subsequent tenancy changes. 

CBRE have internal controls for accuracy as well as 

consistency across sectors and overall when measured 

against a benchmark.  

Furthermore, Officers of the Fund review the annual 

valuation report from CBRE to ensure that it includes 

disclosures detailing compliance with appropriate 

valuation standards and that the valuers are appropriately 

qualified.   

7. In management’s opinion, are there adequate 

controls in place over the calculation of this 

accounting estimate, including those at any 

service provider or management expert used, 

and if so how is the robustness of the key 

controls assessed?  

Yes. 

The principle mechanism for assessing the robustness of 

the key controls is the annual audit report on internal 

controls. The report and bridging letter for 2020/21 confirm 

that no issues have been identified in relation to relevant 

ASI controls. 
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Question Management response 

Furthermore, the valuation is undertaken  in accordance 

with the Royal Institution of Chartered Surveyors’ 

Valuation - Global Standards (incorporating the 

International Valuation Standards) and the UK national 

supplement (“the Red Book”) current as at the valuation 

date. CBRE has internal controls for accuracy as well as 

consistency across sectors and overall when measured 

against a benchmark. 

8. Were any changes made to the key control 

activities this year? If so please provide details.  

No. 

9. How do management consider the estimation 

uncertainty related to this accounting estimate 

and address this uncertainty when selecting the 

point estimate to use?  

The estimation uncertainty is addressed through the use 

of expert external valuers (CBRE) who have current local 

and national knowledge of the property markets involved 

as well as the skills and understanding to undertake the 

valuations competently and select the point (i.e. best) 

estimate to use. 

10. How do management consider the sensitivity 

of the estimate to the methods and assumptions 

used and identify the range of reasonably 

possible outcomes for disclosure in the financial 

statements? 

A sensitivity analysis is provided by CBRE at year end. 

This sensitivity analysis is included within the financial 

statements of the Fund’s accounts (Note 10(g) in 2019/20).  

CLGPS reviews individual fund performance quarter by 

quarter and its volatility for reasonableness. These figures 

are monitored by Finance Managers, reviewed by the 

Senior Manager and Independent Advisors and reported 

to the Investment Sub Group on a quarterly basis. 
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Past Service Liabilities Estimate 

 

Present Value of Past Service Liabilities Estimate 

The Fund is required to include within its accounts an estimate of the future pensions payable based upon 

estimates that have accrued as at 31st March 2021. The Fund’s financial statements include two separate 

estimates of the value of these past service liabilities: 

1)  a valuation based on the methodology used as part of the triennial valuation of the Fund (the last valuation 

was as at 31st March 2019) which is based on assumed growth of the assets held by the Fund; and  

2) a valuation calculated in compliance with IAS19 which is based on the forecast growth of bond yields. 

At 31st March 2020, past service liabilities were valued at £2.827bn on a valuation basis and £3.478bn on an 

IAS 19 basis. 

Question Management response 

1. Were any risks identified relating to the 

material accuracy of this accounting estimate for 

the financial year and, if so, how were these 

risks addressed?  

Yes. As in 2019/20, the impact of the McCloud judgement 

will be incorporated into the 2020/21 estimate. Mercer Ltd 

(the Fund’s actuary) have confirmed that the figures 

relating to McCloud remain appropriate in their view for 

2020/21 and so have not been updated. 

No new material risks have been identified in relation to 

2020/21.  

2. How do management select, or design, the 

methods, used in respect of this accounting 

estimate, including the models used? 

Were any changes made to these methods or 

models in 2020/21, and if so what was the 

reason for the change?  

Mercer Ltd design the model used in respect of this 

accounting estimate in line with the requirements of the 

accounting standards and provide details of this to the 

Fund.  

The financial statements are required to detail the 

valuation of past service liabilities based on both the 

actuarial valuation (“Valuation Basis”) and based on the 

requirements of IAS19. 

The methodology taken by Mercer Ltd to value past 

service liabilities has remained materially unchanged from 

2019/20 for both the Valuation Basis and the IAS19 basis. 

There have been some minor amendments to the 

assumptions used by Mercer Ltd and these have been 

taken in compliance with the Technical Actuarial Standard 

100 as issued by the Financial Reporting Council (FRC). 

As part of the accounting preparation work for 2020/21 

Officers of the Fund including the Senior Manager – 

Pensions & Financial Services have considered the 

methodology in light of key factors including current 

accounting standards, industry good practice and prior 

year audit findings and have concluded that the 

methodology used is appropriate. 

3. How do management select the assumptions 

used in respect of this accounting estimate? 

Were any changes made to these assumptions 

in 2020/21, and if so what was the reason for the 

change?  

Valuation Basis: 

The valuation of the Fund at 31st March 2021 is based on 

rolling forward the results of the last actuarial valuation of 

the Scheme (as at 31st March 2019).  

Officers liaised with Mercer Ltd to set the assumptions 

used in the 2019 valuation of the Fund. These 

assumptions were approved by Pensions Committee in 

September 2019 for use in the 2019 valuation of the Fund. 

These assumptions are detailed within the Actuarial 

Valuation Report available on the Council’s website. As in 

prior years, these assumptions will also be detailed in the 

https://cumbria.gov.uk/elibrary/Content/Internet/536/654/1129/17170/17669/43923121921.PDF
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Past Service Liabilities Estimate 

Question Management response 

2020/21 financial statements of the Fund (Note 23 in 

2019/20 financial statements). 

The Actuary assumes that experience over the period, 

apart from investment returns, cashflows and pension 

increases is in line with the assumptions made at the start 

of the year unless advised otherwise by the Fund.   

There are expected to be no material changes to the 

assumptions used in 2020/21 in calculating the “Valuation 

Basis” of the past service liabilities. 

IAS 19 Basis: 

The IAS 19 valuation of past service liabilities uses 

different, and more generic, assumptions that those used 

for the valuation basis.  

The discount rate, inflation and pension increase 

assumptions are derived by Mercer Ltd in line with the 

requirements of the accounting standard.  

The remaining assumptions (demographic and salary 

growth) are based on the ongoing funding assumptions, 

which Mercer Ltd confirmed are appropriate for the 

accounting estimate.  

There are expected to be no material changes to the 

assumptions used in 2020/21 in calculating the past 

service liabilities based on IAS19. There have been some 

minor amendments to the assumptions used by Mercer Ltd 

and these have been taken in compliance with the 

Technical Actuarial Standard 100 as issued by the 

Financial Reporting Council (FRC). 

4. How do management select the source data 

used in respect of this accounting estimate? 

Were any changes made to this source data in 

2020/21, and if so what was the reason for the 

change? 

The methodology used by Mercer Ltd to value past service 

liabilities has remained unchanged from 2019/20. 

The member data underpinning the liability calculation is 

from the 31 March 2019 actuarial valuation, which was 

reviewed as part of the valuation process.   

The liabilities are then projected forward allowing for 

subsequent cashflow data, which is taken from the annual 

Fund accounts and so is verified as part of the accounting 

process. 

5. Were any specialised skills or knowledge 

used in respect of this accounting estimates, and 

if so how were these specialist skills procured? 

Yes. Estimates for past service liabilities are calculated by 

the Mercer Ltd, in accordance with the assumptions 

approved by Pensions Committee in September 2019. 

Mercer Ltd was contracted to provide Actuarial Services 

for the Fund in 2017 for a 6 year term (covering the period 

of 2 triennial valuations) following a competitive 

procurement process using the National LGPS 

Framework. 

6. How do management monitor the operation of 

control activities in relation to this accounting 

estimates, including the control activities at any 

service providers or management experts?  

Officers meet with senior officers from Mercer Ltd on a 

regular basis (the frequency of which is dependent upon 

the work being undertaken). 

Mercer also detail their process including control activities 

as part of their supporting documentation to the Fund 

which is reviewed by Officers.  There have been no 

material changes to Mercer’s control activities and, having 
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considered relevant matters (such as accounting 

standards and regulations), Officers are comfortable that 

this is appropriate. 

The calculation of this accounting estimate is based on a 

wide range of assumptions which are agreed with Officers 

and approved by Pensions Committee where appropriate 

as detailed in question 3 above.  

In addition to this, the Government Actuary’s Department 

(GAD) undertakes a review of LGPS triennial valuations 

every three years2.  The work looks at compliance, 

consistency, solvency & long term cost efficiency.  The 

outcome of this work is monitored by Fund Officers and in 

2016 Cumbria received a no amber or red flags (i.e. no 

areas of concern were flagged).  GAD’s work on the 2019 

valuation is not yet complete, however preliminary results 

indicate no red or amber flags for CLGPS. 

7. In management’s opinion, are their adequate 

controls in place over the calculation of this 

accounting estimate, including those at any 

service provider or management expert used, 

and if so how is the robustness of the key 

controls assessed?  

Management considers that the appropriate control for 

assessing Mercer’s calculation of the past service liabilities 

estimate arises in part from the appointment of a highly 

skilled, and professional actuary.   

Mercer Ltd were appointed to provide Actuarial Services to 

the Fund in 2017 following a robust and competitive 

procurement process. As part of the selection process, 

management scrutinised the experience of the key team 

that would be providing services to the Fund. Mercer 

employ highly skilled and qualified actuarial staff and have 

a track record of providing excellent services to a wide 

range of LGPS Funds including the Cumbria Fund.  

Officers also regularly meet with Mercer Ltd, discussing 

suitable approaches for the work they undertake for the 

Fund, reviewing the approaches being taken, challenging 

where appropriate, and reviewing the advice provided.  For 

the accounting estimate, this involves reviewing any 

changes to the supporting documentation (we have 

previously gained comfort with the general approach 

adopted in previous years) and the resulting actuary’s 

statement (including specific checks that, for example, the 

cashflow data used in the statement is correct). 

8. Were any changes made to the key control 

activities this year? If so please provide details.  

No, there are expected to be no changes to the key control 

activities associated with this estimate in drafting the 

2020/21 financial statements for the Fund. 

9. How do management consider the estimation 

uncertainty related to this accounting estimate 

and address this uncertainty when selecting the 

point estimate to use?  

Details of estimation uncertainties are included within the 

financial statements of the Fund’s accounts (Note 22 in 

2019/20). These are further detailed in the published 

Actuarial Valuation report which is available on the 

Council’s website. 

 

2 This review is often referred to as the ‘section 13’ review because it’s required by section 13 
of the Public Service Pensions Act 2013.   

https://cumbria.gov.uk/elibrary/Content/Internet/536/654/1129/17170/17669/43923121921.PDF
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10. How do management consider the sensitivity 

of the estimate to the methods and assumptions 

used and identify the range of reasonably 

possible outcomes for disclosure in the financial 

statements? 

Details of estimation uncertainties are included within the 

financial statements of the Fund’s accounts (Note 22 in 

2019/20). These are further detailed in the published 

Actuarial Valuation report which is available on the 

Council’s website. 

Officers  have reviewed the estimates of Past Service 

Liabilities provided by Mercer Ltd and assessed the 

reasonableness of these estimates. This has been 

undertaken through comparing the estimates as at 31st 

March 2021 to 31st March 2020.  

 
 
 

https://cumbria.gov.uk/elibrary/Content/Internet/536/654/1129/17170/17669/43923121921.PDF

