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Surrey Local Pension Board 

19 October 2016 

 

Employer Accounting Valuations 
 

 

Recommendations: 

 

The Board is asked to note the content of this report.  

 

Detail: 

 

1  In line with the Regulations, the Local Government Pension Scheme (LGPS) funds 
undergo an actuarial valuation every three years. The last triennial valuation of the 
LGPS assets and liabilities was as at 31 March 2013 and the current actuarial 
process aligns with data as at 31 March 2016. 

 
2 The Regulations require that an actuarial valuation should assess the liabilities of the 

benefits accrued and set the contribution rates required to fund any shortfall in assets 
and the ongoing cost of future service. 

 
3 There is a variety of differing actuarial methodologies which underpin the valuation 

assumptions. This paper outlines the primary assumptions to be applied to the 2016 
triennial valuation as provisionally agreed by the Pension Fund Committee at the 
meeting on 23 September 2016. 

 
4 The following assumptions are key for the 2016 valuation: 

 Salary increases; 

 Pension increases; 

 Longevity; 

 Discount rate and Asset Outperformance Assumption (AOA). 
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Salary Increases 

 
5 The change to the accumulation of member pension benefits from a final salary to a 

career average revaluated earnings (CARE) basis will gradually reduce the 
importance of the salary increase assumption as member benefits will be tied to the 
annual consumer prices index (CPI) level of inflation rather than to final salary. 

 
6 The majority of liabilities accrued to date, however, are still final salary linked 

benefits and, given significant accrued final salary service and built in protections as 
part of LGPS 2014, the final salary assumption remains of long term significance. 
 

7 In the past two actuarial valuations, the Fund has used the market derived inflation 
retail prices index (RPI) value plus an additional percentage to establish a long term 
estimate of salary increases. RPI is calculated as the difference between the yield on 
long dated fixed interest gilts and long dated index-linked gilts. 

 
8 The salary increase assumption for 2016 is expressed as a single rate of RPI less 

0.7% and is equivalent to 1.5% p.a. for the next five years followed by RPI going 
forward. This approach represents ongoing budgetary pressures in UK local 
authorities. 

 

Valuation Methodology Salary Increase 
Assumption 

31 March 2013 RPI + 0.5% 3.8% 

31 March 2016 RPI – 0.7% 2.4% 

 

Pension Increases 

 

9 Annual pension increases and CARE increases are determined by consumer price 
index (CPI) inflation. To establish a long term CPI assumption, the actuary uses a 
market expectation for RPI and applies a discount based upon the historical deviation 
between RPI and CPI. The variance between the two measures of inflation has 
widened recently with the actuary predicting a difference of -1.0%. 
 

10 The recommended pension increase assumption of 2.1% p.a. is calculated as a 
geometric deduction of 1% p.a. from the above RPI. 
 

Valuation Methodology Pensions Increase 
Assumption 

31 March 2013 RPI – 0.8% 2.5% 

31 March 2016 RPI – 1.0% 2.1% 
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Longevity 

 

11 The assumption regarding improvements in longevity is based upon latest 
industry standards and information derived from the Fund’s membership of Club Vita 
(provided by the Fund actuary), such as observed mortality rates.  
 

12 The longevity assumption is predicated upon the idea that the very strong 
improvements in life expectancy observed amongst those born in the 1930s will start 
to tail off, resulting in less rapid increases in longevity for subsequent generations. 
 

13 The expectation is that for the longer term, longevity improvements will stabilise at 
one additional year for every decade. 
 

Assumed Life 

Expectancy at 65 
(years) 

 

Actives Pensioners 

Male Female Male Female 

31 March 2013 24.5 26.9 22.5 24.6 

31 March 2016 24.3 26.7 22.6 24.7 

 

Discount Rate and Asset Outperformance Assumption (AOA) 

 

14 The Pension Fund Committee has chosen to adopt a CPI plus approach to setting 
the discount rate for the valuation of the Fund as at 31 March 2016 and all actuarial 
calculations going forward.  

 
15 The level of CPI will be dynamic and therefore updated on a quarterly basis. It is 

proposed that the level of CPI should be updated based on the value at the end of 
each calendar quarter (i.e. 31 March, 30 June, 30 September, 31 December).  

 
16 The level of CPI will be calculated as the level of RPI, with a geometric deduction of 

1% p.a., with the level of RPI being the difference between the long term yield on 
fixed interest and index-linked government bonds. 

 
17 The discount rate at 31 March 2016 will be set as CPI plus 2.1%. Going forward, the 

level of CPI will be updated on a quarterly basis, with the discount rate derived by 
adding the same excess return of 2.1% above CPI during the inter-valuation period to 
31 March 2019. This excess return will be reviewed as part of the next formal 
valuation. 

 

Valuation Methodology Discount Rate  

31 March 2013 Gilt Rate + 1.6% 4.6% 

31 March 2016 CPI + 2.1% 4.2% 

 

18 This method for deriving the discount rate and CPI will be used for ongoing employer 
work, including setting contributions for new employers and assigning assets to them. 
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The Navigator Funding Update report for the whole Fund as provided on a quarterly 
basis will also use this method for setting the discount rate.  

 
19 The move to this method should achieve the aim of a more stable liability value and 

should therefore result in a more stable funding level. However, it should be noted 
that this depends on the movement in the value of the Fund’s assets relative to the 
liabilities. 

 
20 The approach for setting the discount rate for cessation valuations for any employer 

exiting the Fund will be reviewed as part of the Funding Strategy Statement (FSS) 
review later in the year and will incorporate the new CPI plus approach where 
appropriate.  
 

 

------------------------------------------------------------------------------------------------------- 
Report contact: Neil Mason, Senior Advisor Pension Fund 

Contact details: T: 020 8213 2739 E: neil.mason@surreycc.gov.uk 

Sources/background papers: None 
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