
  
 

 

 

 

 
Copyright © 2019 Aon Hewitt Limited. All rights reserved. 
aon.com 
Aon Hewitt Limited is authorised and regulated by the Financial Conduct Authority. 
Registered in England & Wales No. 4396810 
Registered office: 
The Aon Centre | The Leadenhall Building | 122 Leadenhall Street | London | EC3V 4AN 
This report and any enclosures or attachments are prepared on the understanding that it is 
solely for the benefit of the addressee(s). Unless we provide express prior written consent 
no part of this report should be reproduced, distributed or communicated to anyone else 
and, in providing this report, we do not accept or assume any responsibility for any other 
purpose or to anyone other than the addressee(s) of this report. 

 

 

Information to accompany Individual 
Employer Results Schedule 
 

Prepared for Powys County Council, as Administering Authority to the 
Powys County Council Pension Fund ("the Fund") 

Prepared by Aon Hewitt Limited 

Date November 2019 
 



  
 

 
 

  
Information to accompany Individual Employer Results Schedule 1

 

2019 Valuation: Individual Employer Results Schedule 
This document has been prepared for the Administering Authority to supplement the 
information provided in the Individual Employer Results Schedule (the Schedule) showing 
the indicative valuation results as at 31 March 2019 for participating employers in the Fund.   

Purpose of the valuation 

The overriding purpose of the valuation is to set out a funding (or contribution) plan to secure the 
solvency and long-term cost efficiency of the Fund as required by the LGPS Regulations. In practice 
this means calculating the funding position and setting out the contributions payable of each individual 
employer (or group of employers) (hereby referred to as the "Employer") in the Fund. The 2019 
valuation leads to contributions being certified for employers over the period from 1 April 2020 to 31 
March 2023.   

The principles which have been applied are set out in the Funding Strategy Statement (FSS), which is 
currently being consulted on. 

Employer contributions 

The Schedule shows the contributions being paid 
by the Employer over 2019/20. The 2019 
valuation determines contributions payable from 1 
April 2020 to 31 March 2023.  

The Employer contributions calculated at the 2019 
valuation are shown in the Employer 
Contributions table.   

How the future service (or primary) 
contribution rate is calculated depends on 
whether the Employer admits new members to 
the Fund (shown as "open" in the Employer 
Information section) or whether no new members 
are admitted ("closed"). The rate also depends 
on the profile of the Employer's members, in 
particular their average age – the older the 
employee members, the shorter the period to 
retirement over which investment returns can be 
earned, and therefore the higher the future 
service rate. 

The change in the future service rate since the 
last valuation as at 31 March 2016 (or date of 
commencement, if later) will be due to: 

 changes in the assumptions used to value the 
liabilities; and 

 changes to the employer's membership.  

For example, if the employees are now older on 
average, the future service rate will have 
increased (ignoring the effect of other changes). 

In addition, an allowance has been made for 
uncertainties relating to the McCloud Judgement 
and Cost Cap Mechanism equal to 1.1% of pay. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Future service rate”  
the cost to the Employer (as a % 
of pay) of benefits employee 
members will earn in future based 
on the funding assumptions, also 
called the primary contribution 
rate. It allows for expenses and 
expected member contributions.

An increase in the real discount rate 
(discount rate less CPI assumption) 
reduces the future service rate, and 
vice versa. 

Closed employer rates are generally 
higher than open employer rates 
because they anticipate the ageing of a 
closed workforce.  

Further information on McCloud/cost 
cap is set out in Appendix 1.  
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Where the funding position shows a shortfall or 
surplus, employer contributions will be adjusted to 
target a 100% funding level (i.e. no surplus or 
shortfall, with assets equal to liabilities). The 
period over which any surplus or shortfall is 
spread is called the Recovery Period. 

Where there is a shortfall, the total contributions 
will generally consist of the future service rate and 
additional monetary amounts payable.  

Where there is a surplus, the total contributions 
may be less than the future service rate, if the 
surplus is being used to subsidise employer 
contributions. Where a surplus is being removed 
this will be shown as a secondary contribution 
reduction, expressed as a percentage of pay. 

The Proposed contributions schedule 2020-2023  
comprises: 

- a % of pay rate plus  

- additional monetary amounts (if needed). 

Balance sheet ("liabilities") 

The Administering Authority's funding objective for 
each employer is to hold assets which are at least 
equal to the past service liabilities i.e. to meet 
the funding target. The funding target depends on 
the circumstances of the employer including the 
Administering Authority's view of the employer 
covenant and what would happen to the 
Employer's liabilities should it leave the Fund. 

In order to calculate the past service liabilities and 
the cost to employers of benefits accruing to their 
members, the benefits paid out by the Fund are 
estimated for each year into the future using 
assumptions about future experience.  The key 
financial assumptions are summarised in the 
Schedule. 

Balance sheet ("assets") 

Each employer's notional asset share is based on 
the employer's notional asset share calculated as 
part of the 2016 valuation (or the commencement 
date, if later), projected forward to the 2019 
valuation date allowing for: 

 Investment returns achieved by the Fund. 

 Contributions paid by the employer(s) and 
its/their members. 

 Other cashflows in respect of the employer's 
membership, e.g. pensions paid. 

 

Note that no balance sheet will be shown where 
the employer has a risk sharing arrangement in 
place with Powys County Council. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Liabilities”  
the present value of the benefits 
that will be paid from the Fund in 
the future, based on membership 
prior to the valuation date, also 
called the past service liabilities, 
calculated as set out in the FSS. 

Monetary contributions are expected 
to be paid throughout the recovery 
period, subject to review at future 
triennial valuations. They will increase 
each year in line with the pay increase 
assumption 

“Recovery period”  
the period over which any surplus 
or shortfall is to be eliminated. 
Different recovery periods apply to 
individual employers, as set out in 
the FSS.   

We refer to the notional allocation of 
Fund assets to the Employer because 
the Employer doesn't "own" the assets, 
they belong to the Fund (Administering 
Authority). 
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Balance sheet ("funding level") 

The funding position is the difference between the 
value of assets notionally allocated to the 
Employer and its funding target (liabilities). It is 
often expressed as a ratio of the assets to the 
liabilities, known as the funding level. 

The change in the funding position since the 
valuation as at 31 March 2016 (or commencement 
date if later) will be due to: 

 investment returns achieved by the Fund 
compared to the discount rate;  

 changes in the assumptions used to value the 
liabilities;  

 membership experience for the Employer's 
members in the Fund*; 

 contributions paid by the Employer compared 
to the cost of benefits earned by its employee 
members.   

*For example, if the employees' salaries have 
increased by less than assumed, the Employer's 
(pre-2014) liabilities will be lower than expected, 
improving the funding position.   

The Balance Sheet section in the Schedule shows 
the Employer's: 

- notional assets,  

- past service liabilities (or funding target)  

- the resulting funding level and  

- surplus or shortfall  

as at the valuation date of 31 March 2019.  

Please note that the 2016 valuation balance sheet 
shown in this schedule may be different to that 
provided at the 2016 valuation. The main reasons 
for this are: 

 The finalised 2016 valuation balance sheet 
being different to the initial figures provided in 
2016 due to adjustments made to ensure total 
notional assets of all employers in the Fund 
equal the total Fund assets – see the box in 
'Other points to note' for further information; 

 Any other employers in the Fund that have 
been 'subsumed' by the Employer since the 
previous valuation as these subsumed 
employers will be included in the 2016 
valuation figures; 

 Changes to the employers included in the 
group (if appropriate), as the 2016 valuation 
position allows for employers that are included 
in the group at the 2019 valuation.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Funding level”  
the value of assets notionally 
allocated to the Employer divided 
by the Employer's past service 
liabilities, also called the funding 
ratio. 

Investment returns above the discount 
rate improve the funding position, and 
vice versa. 

An increase in the real discount rate 
(discount rate less CPI assumption) 
improves the funding position, and vice 
versa. 

“Surplus / (shortfall)”  
the value of assets notionally 
allocated to the Employer less the 
past service liabilities. If the 
assets exceed the liabilities there 
is a surplus; if they are less than 
the liabilities there is a shortfall. 
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Assumptions 

The Schedule shows the rate of price and salary 
inflation used to estimate future benefit payments. 

The estimated benefit payments are then 
'discounted back' to the valuation date using an 
agreed assumed rate of investment return / rate of 
interest known as the discount rate.  This is the 
key assumption which underpins the value of the 
liabilities. 

The demographic assumptions relate to the Fund 
membership, e.g. how many members will leave 
active membership before retirement and when; 
and how long members will live after retirement. 

The same demographic assumptions are adopted 
for all employers, although because they are age 
and gender specific they have a different effect for 
each employer to allow for the employer's 
membership profile. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

“Discount rate”  
The rate of interest / investment 
return used to place a present 
value on a future benefit 
payment. The discount rate 
adopted for the Employer is set 
out in the Schedule. 

Details of the demographic assumptions 
are set out in Appendix 2. 
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Other points to note 

In some cases employers may be permitted to 
phase in contribution changes in a number of 
steps as set out in the Funding Strategy 
Statement. The contribution rate after the 
stepping period is expected to be higher than had 
stepping not been used, to make up the 
underpayment over the stepping period. 

Further, future experience is uncertain so there is 
no guarantee that the certified contributions will 
be sufficient to ensure the funding target is met.  
Individual assumptions are made for the long-term 
and are unlikely to be borne out in each individual 
year.  This means that contributions from the next 
valuation could be higher or lower than those that 
will be certified at this valuation. 

The valuation results depend upon the accuracy 
of the data underlying the calculations. The 
Employer should check the data summary and let 
the Administering Authority know if it has any 
concerns. 

The past service contributions allow for interest on 
future payments in line with the discount rate. 
They also allow for interest on the surplus/shortfall 
between 31 March 2019 and 1 April 2020 and the 
difference between contributions payable and the 
future service cost over 2019/20. As a result you 
cannot simply divide the shortfall by the recovery 
period to estimate the pas service contributions 
payable. 

Additional contributions may be required in 
respect of any additional liabilities that arise under 
the provisions of Regulations 30, 31, 35 and 38 of 
the Regulations and Employers will be notified of 
such contributions separately by the 
Administering Authority. 

The results in the Schedule are indicative only 
and cannot be confirmed until the valuation is 
complete.  In particular, as the Fund is a multi-
employer scheme where there is no formal 
segregation of assets between employers, the 
value of the assets notionally allocated to the 
Employer may change if, following completion 
of the Actuary's calculations for all employers, 
adjustments need to be made to allow for new 
information or corrected data. Assuming there 
are no material changes to the Employer's 
results, the proposed contributions will 
remain unchanged but the funding position 
may be revised. 

 

Disclaimer 

This supplementary document has been released 
to the Employer for information only to help explain 
some of the terms used in the Individual Employer 
Results Schedule. It should not be used or relied 
upon by any person other than our client, the 
Administering Authority, nor used for any other 
purpose. There is no duty of care established 
toward, and Aon Hewitt Limited disclaims any 
responsibility or liability arising from, any person 
having access to this document either directly from 
the Employer, indirectly from a third party or 
through any other means. No recipients of the 
information are permitted to reproduce, distribute 
or communicate any part of this supplement to any 
other party or advisor.  

We neither warrant nor represent (either expressly 
or by implication) to any third party who receives 
this document that the information included is fair, 
accurate or complete, whether at the date of its 
preparation or at any other time. All third parties 
are hereby notified the supplement shall not be 
used as a substitute for any enquiries, procedures 
or advice which ought to be undertaken or sought 
by them. We do not accept any responsibility for 
any consequences arising from any third party 
seeking to rely on this supplement. 

No decisions should be taken on the basis of this 
information and nothing in this document removes 
the need for readers to take proper advice in 
relation to their specific circumstances. 

This is not formal actuarial advice, and is not 
covered by the scope of actuarial guidance TAS 
100 and 300. The Employer can contact us if it 
wants actuarial advice on funding its liabilities, 
although such advice would not be provided by the 
Administering Authority advisory team and would 
need to adhere to our conflict of interest policy. 
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Appendix 1: Other terms 
 

Active member 

A person who is employed by an employer 
participating in the Fund, and is paying (or is 
treated as paying) contributions to the Fund 
(includes certain members temporarily absent, 
e.g. due to family leave or sickness).  

Cost cap mechanism 

The mechanism introduced as part of the 
reforms of the public service schemes in 2015 
(2014 for the LGPS in England and Wales) 
intended to limit employers' exposure to rising 
pension costs from member-related 
experience (most financial risks, such as 
investment risks, fall outside of the cost cap 
process).  When the Government Actuary's 
Department carried out the Scheme valuation 
as at 31 March 2016 it found that costs had 
reduced and member benefits had to be 
improved/contributions reduced to bring the 
costs back in line with the cost cap.  A 
package of measures was agreed which were 
costed at 0.9% of pay (i.e. at additional cost to 
employers). However, following the judgement 
in the McCloud/Sargeant cases, the cost cap 
process is currently on hold.  It is expected 
that it will be revisited once the outcome of 
McCloud is known, at which point changes 
may be made (and backdated to 1 April 2019) 
which will add to employer costs.  If employer 
costs do increase, the required addition to 
individual employers' contribution rates could 
be higher or lower than 0.9% of pay depending 
on the circumstances. 

The Schedule shows the allowance made in 
the 2019 valuation for McCloud/cost cap within 
employer contributions.  Further information on 
the cost management process is available 
here: http://www.lgpsboard.org/index.php/structure-
reform/cost-management 

Deferred member 

A former employee who has left active 
membership, but has not yet received any 
benefits from the Fund and is prospectively 
entitled to receive a deferred pension from 
his/her normal pension age. 

Dependant member 

A dependant of a previous employee who was 
a member of the Fund but who has died, 
where benefits are payable to a specified 
dependant under the LGPS regulations.    

Exit basis 

Where provided, this is an indicative figure 
illustrating the assets and liabilities of the 
Employer had it exited on the valuation date.  
It assumes that all active members became 
deferred on the valuation date. It should be 
noted that changes in market conditions since 
the valuation date could mean that a higher 
exit payment would be due if the Employer 
exited the Fund after the date of the valuation.  

McCloud Judgement 

A legal judgement relating to a member of the 
Judges' Pension Scheme who brought a claim 
of illegal age discrimination in relation to the 
transitional protections for members within 10 
years of pension age on 1 April 2012 which 
applied when the public service schemes were 
reformed.  The case was joined to a similar 
case (of Sargeant) in relation to the 
Firefighters' Scheme and the Court of Appeal 
found that the changes did constitute illegal 
age discrimination. Government was denied 
leave to appeal earlier this year and has 
acknowledged that the judgement should be 
considered to apply to all the public service 
schemes, including the LGPS.  It is not yet 
known what remedy will apply (i.e. how those 
not entitled to the underpin / better of both 
promise in the LGPS will be compensated) but 
it will lead to additional employer costs. The 
Scheme Advisory Board and MHCLG have 
indicated that they expect funds to consider 
these costs when setting employer 
contributions, see here: 
http://www.lgpsboard.org/index.php/structure-
reform/mccloud-page 

As part of the actuarial valuation the Actuary 
has calculated the cost of applying the 
underpin on retirement to all members who 
were active as at 1 April 2014. 
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This leads to an average cost of 1.1% of pay 
(including both past and future service costs).  
As this is higher than the expected cost under 
the cost management process the total 
allowance for McCloud / Cost cap is 1.1% of 
pay. The same allowance has been made for 
all employers as agreed with the Administering 
Authority of the Fund. 

Ongoing funding target  

For the ongoing funding target used to set 
contributions to the Fund, the Administering 
Authority assumes indefinite investment in a 
broad range of assets of higher risk than risk 
free assets.  

Pensioner member 

A previous employee of the Employer who is a 
member of the Fund, and has retired and is 
now receiving pension benefits.   

Regulations 

The Local Government Pension Scheme 
Regulations 2013 (as amended) 

Salary  

Pensionable pay over the year 1 April 2018 to 
31 March 2019, as defined in the LGPS 
Regulations in relation to post-2014 
membership. 

Undecided member 

A previous employee of the Fund who has left 
employment but has yet to decide whether to 
take a transfer of benefits to another pension 
arrangement, or a refund of their contributions. 
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Appendix 2: Demographic Assumptions

Mortality Males Females 

Pre-retirement base 
mortality 

40% of SAPS* S2N tables 40% of SAPS S2N tables 

Post-retirement base 
mortality 

  

- Actives and deferreds 110% of S2N tables 95% of S2N tables 

- Contingents of current 
actives and deferreds

110% of S2N tables 105% of S2N tables 

- Pensioners 105% of S2N tables 90% of S2N tables 

- Dependants and 
contingents of current 
pensioners 

105% of S2N tables 100% of S2N tables 

Ill-health retirement 
base mortality 

85% of S2I tables 110% of S2I tables 

Improvements to 
mortality 

An allowance for improvements from the effective date of the base 
table to 2019 and for future improvements in line with the CMI 2018 
core projections with long-term improvement rate of 1.50% p.a. sk of 
7.5 and parameter A of 0.0. 

 * SAPS mortality tables are mortality tables based on data from self-
administered pension schemes. 
The Series 2 tables are based on data over the period 2004– 2011. 
S2N are tables in respect of normal health retirees,  
S2I are tables in respect of ill health retirees. 

Promotional salary 
increases 

Allowance for age-related promotional increases (see sample rates 
below). 

Withdrawals Allowance for withdrawals from service (see sample rates below). On 
withdrawal, members are assumed to leave with a deferred pension in 
the Fund. 

Retirement cash sum Each member is assumed to surrender pension on retirement, such 
that the total cash received is 70% of the permitted maximum. 

Family details Each man is assumed to be three years older than his wife/partner. 

80% of non-pensioners are assumed to be married or have a spouse, 
civil partner or co-habitee ('partner') at retirement or earlier death. 

80% of pensioners are assumed to be married or have a partner at 
age 65. 

No allowance for children's pensions.

Retirement due to ill-
health 

Allowance has been made for retirements due to ill-health (see below). 
Proportions assumed to fall into the different benefit tiers are: 

Tier 1  70% 

Tier 2  25% 

Tier 3 5%
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Take up of 50:50 
scheme 

All members are assumed to remain in the scheme they are in at the 
date of the valuation. 

Retirement age 
 

Member group Assumed age at retirement

Group 1 and Group 2 members 
(fully and taper protected 

members)

Age 63 

Group 3 members 
(Rule of 85 age= 60)

Age 63 

Group 3 members 
(Rule of 85 age > 60)

Age 65 

Group 4 members 
(Joiners pre 1 April 2014) 

Age 65 

Group 4 members 
(Joiners post 31 March 2014)

State Pension Age 

Any part of a member's pension payable from a later age than the 
assumed retirement age will be reduced.

Sample rates 
The table below illustrates the allowances made for withdrawals from service and ill-health retirement 
at various ages. Also shown is the allowance included for promotional pay increases, which is shown 
as the percentage increase over the next year. 

 

Current age Percentage 
promotional pay 

increase over year 

Percentage leaving 
the Fund each year 

as a result of 
withdrawal from 

service

Percentage leaving 
the Fund each year 

as a result of Ill-
health retirement 

20 3.5% 6.0% 0.00% 

25 3.2% 6.0% 0.02% 

30 1.9% 6.0% 0.04% 

35 0.6% 6.0% 0.06% 

40 0.0% 6.0% 0.08% 

45 0.0% 6.0% 0.16% 

50 0.0% 4.0% 0.23% 

55 0.0% 2.0% 0.53% 

60 0.0% 0.0% 0.83% 
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