
 

 
 

CUMBRIA PENSIONS COMMITTEE 

Meeting date: 13 September 2022 

From:  Pam Duke, Director of Finance (Section 151 
Officer) 

 
 

2022 ACTUARIAL VALUATION  

1.0 EXECUTIVE SUMMARY 

1.1 As the Administering Authority for the Cumbria Local Government 
Pension Scheme (Cumbria LGPS), Cumbria County Council is 
responsible for the administration of the Cumbria Fund on behalf of 
127 (as at 31 March 2022) scheduled and admitted bodies including the 
County Council.  
 

1.2 This responsibility includes the requirement to obtain an actuarial 
valuation of the assets and liabilities of the Fund on a triennial basis by 
a recognised qualified professional. The purpose of the triennial 
actuarial valuation is to calculate the value of the assets and the 
liabilities of the Fund and to set employer contribution rates for the 
next three year period to maintain the future solvency of the Fund. 
 

1.3 The previous valuation was undertaken as at 31 March 2019 and the 
current valuation is based on the position of the Fund as at 31 March 
2022. 
 

1.4 Since the 2016 valuation, the Fund has determined the value of the 
Fund on a “CPI+” model. This same model will be used as the core 
basis for valuing the Fund as part of 2022 valuation. However, current 
and projected economic conditions and local demographic factors will 
influence a number of key parameters used within the valuation.  
 

1.5 The Fund’s Actuary has recommended the key parameters to be used 
to determine the 2022 valuation and these form a recommendation 
within this report.  
 

1.6 Members are also asked to review the updated Funding Strategy 
Statement (FSS) (which includes the parameters proposed to be used 
in the actuarial valuation) and approve its distribution to interested 
parties for consultation in accordance with regulatory requirements. 



 

This consultation will end on 28 November 2022 and any revisions to 
the FSS will be brought to Committee in December.  
 

2.0 STRATEGIC PLANNING AND EQUALITY IMPLICATIONS 

2.1 The Council’s vision is to be “A Council that works with residents, 
businesses, communities and other organisations to deliver the best 
services possible within the available resources”. 

 
2.2 The triennial actuarial valuation determines the overall funding level of 

the Fund and sets the rate of employers’ contribution required for the 
following three years. This, in turn, impacts on the employers’ revenue 
budgets.  
 

2.3 It should be noted that changes to the employer contribution rates 
neither affect the contributions made by employees within the Scheme 
(as these are set by Government) nor the current or future pension 
entitlement of members of the Scheme (as the LGPS is a defined 
benefit scheme). 

 

3.0 RECOMMENDATION  

Members are recommended to: 
 
3.1 Agree with the key parameters proposed by the Actuary, subject to 

consultation with scheme employers), of: 

• Discount rate for past service of CPI + 1.25% 

• Discount rate for future service of CPI + 2.00% 

• Minimum deficit recovery period of 10 years 
 

3.2 Agree that surpluses should not be refunded to scheme employers 
unless their respective funding level exceeds 110%, and then that 
surpluses should be refunded over 10 years.  
 

3.3 Approve the draft Funding Strategy Statement (FSS) subject to 
consultation with interested parties to meet the Fund’s regulatory 
requirement. 

 

4.0 BACKGROUND 

4.1 As Administering Authority of Cumbria Local Government Pension Scheme 
(Cumbria LGPS), the Council is responsible for the administration of 
Cumbria LGPS on behalf of 127 scheduled and admitted bodies including 
the County Council (as at 31 March 2022). 
 

4.2 Many of the responsibilities of the Administering Authority are set out in 
Regulation. These include the requirement to obtain an actuarial valuation of 
the assets and liabilities of the Fund on a triennial basis by a recognised 
qualified professional. The purpose of the triennial actuarial valuation is to 



 

calculate the value of the assets and the liabilities of the Fund and to set 
employer contribution rates for the next three-year period to ensure the 
future solvency of the Fund and to achieve long term cost efficiency.  

 

4.3 The employer contribution rates are set by the actuary through a “rates and 
adjustments certificate” which specifies the “primary” and “secondary” rate of 
the employer’s contribution. 
 

4.4 The “Primary rate” for an employer is the contribution rate required to meet 
the cost of the future accrual of benefits, ignoring any past service surplus or 
deficit, but allowing for any employer-specific circumstances, such as its 
membership profile, the funding strategy adopted for that employer, the 
actuarial method used and/or the employer’s covenant. 

 
4.5 The “Secondary rate” is an adjustment to the Primary rate to arrive at the 

total rate of contribution each employer is required to pay. The Secondary 
rate may be expressed as a percentage adjustment to the Primary rate, 
and/or a cash adjustment in each of the three years beginning 1 April in the 
year following the actuarial valuation. 
 

4.6 The valuation is based on the assets and liabilities of the Fund as at 31 
March 2022 with the calculated employer contribution rates being effective 
from 1 April 2023 to 31 March 2026. 
 

4.7 In setting employer contribution rates in the LGPS the Actuary and the Fund 
must have regard to two fundamental principles;  

 
• The requirement for contributions rates to be sufficient to secure the 

Fund’s solvency within an appropriate deficit recovery period, and  
 

• The desirability of employer contribution rates remaining as stable as 
possible. 

 
4.8 The 2022 actuarial valuation is being completed in accordance with 

Regulation 62 of the Local Government Pension Scheme Regulations 2013. 
Whilst the valuation is based on the value of the assets and liabilities as at 
31 March 2022, the Actuary is permitted to refine this valuation up until the 
date at which the actuarial certificate is issued. This certificate must be 
issued on or before 31 March 2023.  

 
4.9 At the 2016 valuation, the Fund changed its methodology for determining the 

discount rate applied to the calculations within the actuarial valuation from a 
methodology based on the expected return received on bonds to a model 
which utilises the Consumer Price Index (CPI) as a base with an estimate for 
investment returns above CPI being applied to the calculations. This is 
referred to as a “CPI+ model”.  
 

4.10 The Fund will be continuing with this CPI+ model for the 2022 valuation 
however, the specific discount rate applied will be dependent upon a range 
of economic factors at the time of the valuation.  
 
 



 

Core Assumptions of the Valuation: 
 

4.11 Mercer Ltd, as the Fund’s Actuary, has recommended various parameters 
(including the discount rate) on which it is proposed that the 2022 valuation 
of the Fund’s liabilities are based. These parameters include: 
 

• Discount rate for past service (i.e. the rate used to calculate what we 
need to invest now to meet the liabilities arising from past service - a key 
component of this rate is the expected investment return);  

• Discount rate for future service (i.e. the rate used to calculate what we 
need to invest now to meet the liabilities that will arise from future 
service - a key component of this rate is the expected investment return); 
and  

• A minimum deficit recovery period (i.e. the time at which an employer 
calculated as being in deficit as at the date of the valuation, is expected 
to be fully funded). 

 
4.12 At the 2019 valuation the Fund set an average deficit recovery period of 12 

years and thereby the Fund would aim to be 100% funded by 2032. It is 
proposed that, as part of the 2022 valuation, the Fund amends the period 
over which any employer’s deficit would be recovered to a minimum period 
of 10 years.  

 
4.13 It is considered to be imprudent to reduce the deficit recovery period for 

employers beyond 10 years as this can create significant volatility in 
employer contribution rates particularly for those employers with relatively 
low funding levels. 
 

4.14 The principle exception to this is for employers who are closed for new 
members. The deficit repayment period for these closed employers will 
reduce by three years, but with no minimum deficit recovery period to 
minimise risk to the Fund. The maximum deficit recovery period for these 
employers would be equivalent to the expected future working lifetime of the 
employer’s scheme members to minimise risk to the Fund by targeting full 
funding in advance of their exit from the Fund.  
 

4.15 The parameters for the valuation, the rate used in the 2019 valuation and the 
proposed rate for the 2022 valuation are set out in the table below. 
 

Parameter Rate at 2019 
Valuation 

Proposed Rate 
for 2022 

Valuation 

Discount rate for past service CPI + 1.25% CPI + 1.25% 
 

Discount rate for future service CPI + 2.00% CPI + 2.00% 
 

Deficit recovery period Average of 12 
years (fully 

funded by 2032), 
with a maximum 

period of 13 years 

Minimum period 
of 10 years  

 

 



 

 
Assessed Funding Level: 
 

4.16 Based on the parameters detailed above, the Fund is estimated to have a 
funding level of 110%. Therefore, at 31 March 2022, for every £100 of long 
term liabilities of the Fund, the Fund held assets of £110 that are invested in 
accordance with its Investment Strategy. 

 
4.17 Whilst the Fund has an overall funding level of 110% at 31 March 2022, 

each employer has their own funding level for their specific share of the 
Fund’s liabilities and assets. Employer funding levels with therefore vary 
across the Fund and employers will be advised of their contributions in 
November. It is standard practice for the Fund to retain the discretion to 
amend the factors used to determine an employer’s contribution rate to 
ensure that rates remain affordable whilst not materially increasing risk to 
the Fund or, where appropriate, the employer’s guarantor. 
 

4.18 Where an employer has a funding level of less than 100%, a Secondary rate 
is calculated (as detailed in Section 4.5) which aims to bring the employer’s 
funding level to 100% by the end of its deficit repayment period. 

 
Surplus Repayment Process: 

 
4.19 Where an employer has a funding level in excess of 100%, the Fund may, at 

its discretion, permit repayments to the scheme employer such that a 
negative Secondary employer contribution rate is calculated to enable the 
employer to offset the surplus against a proportion of their Primary employer 
contributions.  

 
4.20 The Funding Strategy Statement (Appendix 1) details in its Appendix B a 

new Surplus Repayment Plan. This notes that as Funding Levels may be 
volatile and based on economic conditions outside of the control of either the 
Fund or the scheme employer, the Fund will not permit surpluses to be offset 
against employer contributions unless the assessed Funding Level of the 
employer exceeds 110% at the date of the Valuation. 

 
4.21 Where the Funding Level of the employer exceeds 110% as at the date of 

the Valuation, it is proposed that the Fund may, at its discretion, permit 
repayments to be offset against assessed employer contributions (through a 
negative Secondary employer contribution rate) such that repayments would 
aim to reduce the Funding Level to 110% over a minimum period of 10 
years. 

 
4.22 The maximum repayment that any employer may receive in each year will 

be equivalent to the employer’s assessed Primary contribution rate, i.e. the 
percentage of pensionable payroll in respect of the cost of the future accrual 
of benefits.  

 
4.23 The proposed Surplus Repayment Plan also notes that any surplus within 

the Pension Fund cannot be offset against any employee contributions 
which must continue to be collected by the employer and paid to the Fund in 



 

accordance with the timeframes detailed in the Administration and 
Communication Policy of the Fund. 
 
 
Funding Strategy Statement: 

 
4.24 It is a regulatory requirement that the fund consults on the proposed Funding 

Strategy Statement (FSS). The draft FSS is included as Appendix 1 to this 
report. The majority of amendments to the FSS are updates to reflect the 
2022 valuation such as the key assumptions referred to in 4.15 above or to 
improve readability of the Statement. The FSS also includes details of the 
Surplus Repayment Plan referred to in 4.19 - 4.23 above. 

 
4.25 The FSS (including the parameters outlined within this report) will be subject 

to a consultation with employers of the Fund. This consultation will 
commence on 19 September and close on 28 November (one week after the 
Pensions Forum on 21 November). Any comments received from this 
consultation will be considered by Officers and the Actuary and, if 
appropriate, revisions will be presented to the December Committee meeting 
for their final approval.  
 

4.26 Members are requested to approve the draft FSS for circulation to Fund 
employers for their comment as part of the consultation with employers. Any 
comments received will be considered by Officers and the Actuary and a 
revised FSS may be presented to Members at the December meeting for 
their final approval. 

 
Valuation Timetable: 
 

4.27 Set out below is the timetable of activities in preparation for and completion 
of the actuarial valuation. Activities associated with the valuation are well 
advanced and on schedule to the timetable previously agreed with 
Members. 

 
 

Timeframe: Activity: 

Jul 21 - Mar 22 
(complete) 

Officers work with Mercer Ltd to consider valuation 
methodology and assumptions. 
 
Officers work with employers to further improve the 
quality of data held by the Fund. 

Sept 2021 
(complete) 

Mercer Ltd provide training to Pensions Committee and 
Local Pension Board on the actuarial valuation process. 

Nov 2021 
(complete) 

Mercer Ltd and Officers provide training to employers at 
the Pensions Forum on the actuarial valuation process 
and the necessity for accurate and up to date data. 

Jan - Mar 2022 
(complete) 

Draft membership data supplied by the Fund to Mercer 
Ltd.  
Demographic analysis performed by Mercer Ltd. 



 

Timeframe: Activity: 

31 Mar 2022 Valuation Date 
 

June 2022 
(complete) 

Membership data extract as at 31/3/2022 provided to 
Mercer Ltd by the Fund. 

June 2022 
(complete) 

Mercer Ltd provide training to Pensions Committee on 
key themes for the actuarial valuation. 

July - Sept 2022 Data validation by Mercer Ltd and queries submitted to 
the Fund. 
 
Actuarial calculations commence. 
 
Draft results of the valuation submitted to the Fund. 

13 Sept 2022 Pensions Committee approve key parameters for the 
valuation and revisions to the Funding Strategy 
Statement (subject to consultation). 

Sept – 28 Nov 22 Consultation with employers on proposed revisions to 
Funding Strategy Statement (including parameters to be 
used for the 2022 valuation). 

Nov 2022 Individual employers advised of the results of the 
valuation and new employer contribution rates. 

21 Nov 2022 Pensions Forum. Employers have the opportunity to 
discuss the outcome of the valuation with Fund officers 
and Mercer Ltd. 

Dec 2022 Officers to report whole Fund results to Pensions 
Committee. 

Jan - Mar 2023 Finalisation of employer contribution rates. 
 

31 March 2023 Actuarial certificate to be signed by Mercer Ltd. 
 

1 April 2023 New employer contribution rates become effective. 
 

 
4.28 It is noted that the Fund and the Actuary are progressing well with the 

timetable for the Actuarial Valuation and there is considered to be little risk of 
employers not being provided with their employer contribution rates (for the 
period April 2023 – March 2026) in November 2022 or the valuation not 
being signed off by the statutory deadline of 31 March 2023. 

 



 

5.0 OPTIONS 

5.1 This paper is intended to provide ongoing assurance to Members that plans 
are in place to effectively manage and conduct the 2022 Triennial Valuation 
of the Fund and to agree the parameters and assumptions on which the 
valuation will be based. 

 
5.2  Members may either: 

 

• agree to the parameters and assumptions recommended within this 
report; 

 

• request that the Actuary consider amending these parameters and 
assumptions; or 

 

• seek further advice and information from the Director of Finance 
(Section 151 Officer). 

 

6.0 RESOURCE AND VALUE FOR MONEY IMPLICATIONS 

6.1 The triennial valuation determines the funding level of the Fund and the 
individual employers’ contribution rates (both for future service and deficit 
contributions).  This will in turn impact on the employers’ revenue budgets.    
  

6.2 As previously reported to Pensions Committee, in setting employer 
contribution rates in the LGPS the Actuary and the Fund must have regard 
to two fundamental principles: 

 
• The requirement for contributions rates to be sufficient to secure the 

Fund’s solvency within an appropriate deficit recovery period, and  
 

• The desirability of employer contribution rates remaining as stable as 
possible. 

   
 
6.3 The recommendations proposed within this report are estimated to result in 

an average pension contribution rate (including both primary and secondary 
employer contributions) of 18.6% of payroll compared to 20.4% at the 2019 
valuation. However, it should be noted that different employers will 
experience different outcomes from the valuation process and the 
contributions for some employers, particularly those with a less mature 
employer profile, may increase.  

 
6.4 This reduction in expected employer contributions is primarily due to a 

reduction in deficit recovery contributions (and an increase in surpluses 
being repaid to employers with a Funding Level in excess of 110%). Work 
will consequently be required to be undertaken, initially by the Investment 
Sub Group, to ensure that the Fund’s Investment Strategy sufficiently 
provides for income generating investments to meet the increased difference 
between cash paid out for pensions and cash received from employer and 
employee contributions. 



 

 
6.5 The impact of Local Government Reorganisation has been considered as 

part of the actuarial valuation with contributions initially being calculated for 
the seven sovereign Councils. A further assessment will be undertaken for 
the two new Councils and the Police and Crime Commissioner (to include 
scheme members transferring as part of the transition of Cumbria Fire and 
Rescue Service) once a better understanding of membership within each of 
the organisations is available. 

 

7.0 LEGAL IMPLICATIONS 

7.1 This is a report for noting by the Committee and does not have any direct 
legal implications. 

 
7.2 Under the Constitution Part2H 2.2 (d) provides it is a function of Committee 

to approve the formal triennial actuarial valuation of the Pension Fund, with 
due consideration being given to the desirability of maintaining as nearly 
constant a common contribution rate as possible and the requirement to 
secure the solvency of the Pension Fund. 

8.0 CONCLUSION 

8.1 Good progress has been made to prepare the Fund for the 2022 valuation. 
Officers and Fund Advisors have met with the Actuary to consider the 
parameters to be used as part of the valuation process. The key parameters 
are recommended to Members as part of this report. 

8.2 The valuation is progressing in line with the timetable previously presented 
to Committee. 

8.3 The 2022 valuation will determine the employer contributions to the Fund for 
the period April 2023 to March 2026. Employee contributions are set by 
Government and are unaffected by the valuation of the Fund. 

 
 
Pam Duke 
Director of Finance (s151 Officer) 
 

13 September 2022 
 
 
 
  
 
 
APPENDICES 
 
Appendix 1 – Funding Strategy Statement 
 
Electoral Division(s): All 



 

 
 

Executive Decision  No 

 

Key Decision  No 

 

If a Key Decision, is the proposal published in the current Forward Plan?   N/A 

 

Is the decision exempt from call-in on grounds of urgency?  No 

 

If exempt from call-in, has the agreement of the Chair of the relevant 
Overview and Scrutiny Committee been sought or obtained? 

  N/A 

   

 

Has this matter been considered by Overview and Scrutiny? 
If so, give details below. 

 No 

  

 

Has an environmental or sustainability impact assessment been 
undertaken? 

 No  

   

 

Has an equality impact assessment been undertaken?  No  

   

 
N.B. If an executive decision is made, then a decision cannot be implemented until the 

expiry of the eighth working day after the date of the meeting – unless the decision is 
urgent and exempt from call-in and necessary approvals have been obtained. 

 
 
PREVIOUS RELEVANT COUNCIL OR EXECUTIVE DECISIONS 
 
None 
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