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Valuation – Key Features

I N P U T SW H Y

• Member data
• Asset / financial information
• Funding strategy
• Assumptions

• Legislative requirement
• Good practice and governance
• Review performance
• Adjust strategy

O U T C O M E S

• Funding positions
• Future service contributions
• Deficit contributions / surplus 

offsets…
• …for every employer
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2019 Valuation Recap  

Average Future Service / Primary Rate for the Fund was 18.6% 
of pay 

Deficit / Secondary contributions of c£6m p.a.

Employers:

Each employer is responsible for their own position within the 
Fund, and have their own contributions rates – for example 

future service rates ranged up to 34.5%
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2022 Assumptions – Expected Returns

Return metrics (20 year) 2019 2022

Expected absolute return 4.8% p.a. 5.7% p.a.

Expected return over CPI 2.3% p.a. 2.6% p.a.

Probability of achieving PS 

discount rate CPI+1.25% p.a.
67% 73%

Probability of achieving FSR 

discount rate CPI+2% p.a.
54% 61%

Key return percentiles 2019 2022

50% confidence CPI + 2.3% CPI + 2.6%

60% confidence CPI + 1.7% CPI + 2.1%

65% confidence CPI + 1.4% CPI + 1.8%

70% confidence CPI + 1.0% CPI + 1.5%
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2022 Assumptions – CPI(1)

Market implied 

RPI curve

RPI/CPI 

structural gap

Inflation risk 

premium (IRP)

(could be 

adjusted 

appropriately 

to reflect the 

BoE targets)

CPI 

assumption
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2022 Assumptions – CPI(2)

Scenario

Average 

market RPI 

assumption

Average RPI-CPI 

structural gap
Average IRP

Average CPI 

assumption
Comments

Current Approach (post RPI 

reform)
3.9% p.a. 0.3% p.a. 0.3% p.a. 3.3% p.a. Structural gap - 0.7% pre 2030 and 0% post. 

Scenario 1: Market pricing only 3.9% p.a. 0.3% p.a. - 3.6% p.a.
No IRP – assume market a good predictor of 

future inflation.

Scenario 2: Bank of England 

meets their target CPI after 5years
3.9% p.a. 0.3% p.a. 1.1% p.a. 2.5% p.a.

Market predictions for 5yrs, then BoE 2% 

target. 

Scenario 3: Middle ground 3.9% p.a. 0.3% p.a. 0.5% p.a. 3.1% p.a.
Assume actual inflation between 1 and 2 –

0.5% IRP.

Structural gap and IRPs shown are averages across the curve. 

Summary

❑ All benefit payments are (directly or indirectly) linked to CPI.  

❑ Assumed inflation of 3.1% at the valuation date (post valuation developments are discussed on a later slide).  Market implied inflation less 

average of 0.3% RPI/CPI gap (2019 assumption after adjusting for RPI reform) and 0.5% IRP (0.2% increase from 2019)

❑ In total, this results in a average overall deduction to market implied RPI of 0.8% p.a. (versus the 0.6% p.a. used at the interim review) to 

arrive at the CPI assumption.

❑ Allowance has been made for the observed CPI inflation since September 2021 given the 2023 pension increase will be based on the annual CPI 

from September 2021 to September 2022.
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2022 Assumptions – Demographics

Liabilities Future service rate

Mortality post retirement -c2.6% -c0.6%

Commutation +0.4% +c0.4%

Proportions married +0.1% +0.1%

Mortality pre retirement -0.2% 0.0%

Ill-health* 0.0% +0.1%

Total -2.3% 0.0%
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2022 Valuation – Whole Fund results

 

31/03/2022 base results

Discount rate (past service) (CPI +) 1.25% 1.25%

Discount rate (future service) (CPI +) 2.00% 2.00%

Recovery period 12 10

Funding level buffer N/A 110%

Surplus / (deficit) -£28m £309m

Funding level 99% 110%

Primary contributions 18.6% 18.9%

Secondary contributions (p.a.) £6m -£1m

Pay £328m £328m

Secondary contributions as % of pay 1.8% -0.3%

Total employer contributions (%) 20.4% 18.6%

Total employer contributions (£) £67m £61m

Prudence (past service) 67% 73%

Prudence (future service) 54% 61%

31/03/2019 (exc McCloud)

Note:  The funding level buffer is a limit on the level of surplus offsets – surplus below this is retained within the Fund as a 

buffer against adverse experience (particularly in light of the current environment) to ensure solvency and long term 

contribution stability.  This is discussed on subsequent slides
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2022 Valuation – Movement Since 2019

£m

FSR since 2019

2019 18.6%

Membership movements +0.3%

Financial assumptions 0.0%

Life expectancy -0.6%

Other demographics +0.6%

2022 18.9%



Copyright © 2022 Mercer Limited. All rights reserved. 10

2022 Valuation – Post Valuation Movements

Since the valuation date we have seen:

- Assets down – the Fund’s assets fell by c6% over the three months to end of June

- High inflation – inflation between March and June was 4% (so equivalent to c17% pa).  This will feed into the April 

2023 pension increase and so directly increase liabilities (the full increases is currently expected to be somewhere in 

the 10% range)

In isolation, these two factors would reduce the like for like funding level from 110% to c99% at the end of June.

In practice, high inflation over March-June was already expected and built into the valuation assumptions, and so 

there was a corresponding reduction in assumed future inflation (c0.5% pa) over March-June, at least partially due to the 

expected high inflation over those 3 months being removed from the future assumption. So in practice, if we had run the 

valuation at 30 June this 3 months of high inflation may not have affected the liabilities as it was already allowed for.  

However, this illustrates the potential impact of high inflation for even a short period.  And so if the current high inflation 

“sticks” – i.e. inflation is higher than expected – then this unexpected high inflation will increase the value of the 

liabilities and so reduce the funding level, particularly if it then in turn leads to lower asset growth and also impacts the 

Fund’s assets. This is illustrated on the next slide.
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2025 Valuation – Simple Scenario Analysis

Expected inflation is very volatile currently.  At the valuation expected CPI for the next three years was c6.5% pa.  By 30 June this had 

reduced to c3% pa, but it has since increased.  

To reflect the possible impact of higher than expected inflation, we consider 3 illustrative scenarios for 2022/25.  In each case we 

assume that over 2022/25 inflation is higher than expected and results in lower asset growth (but otherwise the 2022 assumptions are 

borne out in practice).  

All positions show a greatly reduced 

funding level.  

But, increases in contributions are far 

smaller – in scenarios 1 and 2 the 

buffer can absorb the reduction fully 

so contributions can remain 

unchanged.  Even under 3 increases 

are limited (and the Fund may have 

other options to limit these increases 

further).  

 

1.  CPI 1% pa 

higher, real returns 

1% lower

2.  CPI 1.5% pa 

higher, real returns 

1.5% lower

3.  CPI 2% pa 

higher, real returns 

2% lower

Discount rate (past service) (CPI +) 1.25% 1.25% 1.25% 1.25%

Discount rate (future service) (CPI +) 2.00% 2.00% 2.00% 2.00%

Surplus / (deficit) £309m £158m £43m -£71m

Funding level 110% 104% 101% 98%

Primary contributions 18.9% 18.9% 18.9% 18.9%

Secondary contributions as % of pay -0.3% -0.3% -0.3% 2.4%

Total employer contributions (%) 18.6% 18.6% 18.6% 21.3%

Scenarios over 2022-2025

31/03/2022 

base results 

This highlights the potential risks faced by the Fund in the current environment, and in turn the reason for (and value of) the buffer.  If 

contributions were reduced further at 2022, then a) the positions at 2025 would be worse (due to three years of lower income) and b) 

contributions would need to increase, probably significantly.  This may lead to real difficulties for employers who have already allocated 

funds elsewhere.  



Appendix
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Nominal Financial assumptions

31 March 2019 31 March 2022

Fixed interest gilts 1.5% p.a. 1.7% p.a.

Index linked gilts -1.9% p.a. -2.2% p.a.

Market implied RPI inflation 3.4% p.a. 3.9% p.a.

Assumed discount rate above CPI (past / future service) 1.25% / 2.0% p.a. 1.25% / 2.0% p.a.

RPI / CPI wedge* 1.0% p.a. 0.8% p.a.

Assumptions used:

Discount rate (past / future service) 3.65% / 4.4% p.a. 4.35% / 5.1% p.a.

Salary increases 3.9% p.a. 4.6% p.a.

CPI inflation / pension increases 2.4% p.a. 3.1% p.a.

*The 2019 assumption of 1% pa incorporates both a Inflation Risk Premium (“IRP”) and the assumed difference between 

RPI and CPI, and was made prior to the announced RPI reform.  The figure was subsequently adjusted to 0.6% pa.  The 

2022 assumption of 0.8% allows for RPI reform and a 0.2% increase to the IRP
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Data summary

14

31 March 2022

Active members

Number 17,859

Total Pensionable Salaries £314m p.a.

Average Pensionable Salary £17,561 p.a.

Deferred pensioners

Number 23,830

Total deferred pensions revalued to valuation date £31.3m p.a.

Average deferred pension 1,313 p.a.

Pensioners (including dependants)

Number 18,258

Total pensions payable £81.1m p.a.

Average pension 4,443 p.a.
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Actuarial Advice

• We have prepared this document for the Administering Authority for the purpose of assisting employers with planning 

ahead of the 2022 valuation 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 2019 and our 

preliminary results paper and inflation assumption setting paper dated June 2022.

• 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 August 2022. It will not be updated unless requested.
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