
 

Page 1 of 6 News Alert 2019/05 
18 June 2019 

LGPS 2019 valuations – what can employers 
expect? 
 
At a glance 

The 31 March 2019 triennial valuation of the 89 Funds of the Local Government Pension 
Scheme (LGPS) in England and Wales is underway.  Whilst timescales will vary by Fund, 
results are generally expected by September / October 2019 with any new contribution 
requirements coming into effect from 1 April 2020.   

In this News Alert we look at what you can expect and the steps you should be taking over 
the next few months to prepare. 

Key Actions 

• Alert Boards of timescales for results and when new contributions will take effect (April 2020). 

• Benchmark your contributions against similar organisations (in the same LGPS Fund and also 
in other LGPS Funds), to understand possible scope for negotiating alternative rates. 

• Obtain advice on ways to influence your results such as what you could offer the LGPS in 
exchange for lower contributions. 

• Consider the option of moving to alternative benefit structures and pension arrangements 
outside the LGPS. 

 

The Detail 

What can we expect at this valuation? 
It is hard to predict this time’s results for a particular employer, as it depends on many factors, not 
least the funding level of the Fund and the nature of the relevant employer. But we think that for 
many employers there are good arguments this time around for similar contributions to last time.  

We expect there to be some good news (assets have performed well and slowing life expectancies 
should reduce deficits) and some bad news (lower expected future investment returns placing a 



 

Page 2 of 6 
higher value on liabilities) – as well as some unknowns (unresolved court cases and the “cost cap 
mechanism” potentially affecting member benefits).   

Ultimately, LGPS actuaries know that employers don’t like surprises, so we hope most will use the 
levers at their disposal to keep contribution rates as stable as possible this time around.  

 
Our viewpoint 
Funds and actuaries know that stability of contributions is important for most employers 
participating in the LGPS.   

There should be sufficient flexibilities available for Funds to keep contributions similar to last 
time but this won’t be the case for all.  

A bit more detail 
Each Fund will have its own funding target, funding level and a different set of participating 
employers.  The actuary and the Fund will take an informed view of the future and the riskiness of 
each employer when arriving at each employer’s results.  

There are three key steps to carrying out a triennial valuation: 

Step 1 – Estimating future benefit payments and funding targets 
In order to carry out the valuation, first the actuary needs to estimate the benefit payments from the 
Fund over the next 50 years or more. This involves making informed judgements regarding factors 
such as members’ life expectancies, future inflation and investment returns, among others. This 
allows the actuary to determine a funding target for each Fund. 

• Life expectancies are not increasing quite as fast as we saw a few years ago – this should 
lead to a release of reserves built up at previous valuations.  Good news for Funds, perhaps 
less so for members. 

• Inflation expectations are broadly unchanged since the 2016 valuation, but expected future 
long-term investment returns are lower, which means each Fund needs to hold more money 
this time around to pay the same pension promise. Not such good news.  

• Some LGPS Funds have set weaker funding targets than others in the past and actuaries to 
these Funds could feel pressure to bring them towards the ‘middle of the pack’ – this could 
lead to increased contributions for some Funds.  It’s probably less likely that those with 
stronger targets will weaken them though!  

 
 Our viewpoint 
 Funding targets could increase as actuaries take into account lower expected future 
investment returns and give in to pressure to reduce variation between funds. 
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Step 2 – Financial markets have done well since March 2016 
The second step is to review how financial markets have moved over the last three years and 
compare the Fund’s assets to the funding target derived in the first step. 

• Equity markets, where LGPS Funds tend to invest, have generally outperformed expectations 
set at the 2016 valuation, which will reduce deficits, possibly significantly.  This will of course 
vary by Fund.  

• Given the political environment, the period around 31 March 2019 was a volatile time for 
investment markets.  Some actuaries will smooth asset and liability values around the 
valuation date, but others won’t – a bit of a postcode lottery. 

 
Our viewpoint 
Assets have performed well over the last three LGPS inter-valuation years.  Most Funds  
will see a positive gain from this – some more than others. 

 

Step 3 – Employer circumstances vary 
The final step is to adjust for the particular circumstances of each employer and the likelihood that it 
will still participate in the Fund in future – contributions for more secure employers, or those offering 
security, will usually be lower than contributions for employers who are deemed more risky. 

• .Councils and other large employers with tax-raising powers (eg regional governments) tend 
to pay lower contributions as they are committed to staying in the LGPS and are unlikely to 
fail.  

• However, most LGPS employers are independent of councils and other guarantors – these 
are known as ‘Tier 3 employers’.  These employers can leave the LGPS in certain 
circumstances and may have a higher chance of failure.  Each of the four firms of LGPS 
actuaries has developed its own procedures for adjusting contributions for these ‘Tier 3’ 
employers.  This means that seemingly similar employers in different LGPS Funds can end up 
with very different pension contributions.  Another example of the postcode lottery.  A recent 
report examined these issues, but it is too early to hope for a standardised approach to 
emerge for the 2019 triennial valuation. 

 
Our viewpoint 
Employers are assessed individually based on their legal commitment to the LGPS and their 
perceived chance of remaining in the LGPS over the long term.  Different practices between  
the four actuarial firms can still lead to a postcode lottery for Tier 3 employers.  

http://lgpsboard.org/images/PDF/Tier_3_employers_in_the_LGPS_FINAL.pdf
http://lgpsboard.org/images/PDF/Tier_3_employers_in_the_LGPS_FINAL.pdf
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Other events impacting this time’s LGPS valuation 
• Both the public sector and the LGPS cost cap mechanisms were breached in 2018 which 

could lead to benefit improvements across the LGPS active membership, which the LGPS 
Scheme Advisory board have estimated could increase employer contributions by around 
0.9% pa. 

• However, any possible benefit improvements were paused in February 2019 pending the 
outcome of the McCloud and Sargeant court cases.  These cases question whether the 
transitionary changes put in place to public service schemes in 2014 and 2015 were in fact 
age discriminatory.   

• The interaction between these court cases and the cost cap mechanisms is messy and if the 
judgments are not delivered by 31 August 2019 this valuation will be need to be settled on 
existing LGPS benefits – but this could store up contribution increases for the future.  We wait 
to see. 

• Government consultations also consider moving LGPS to a four-yearly valuation cycle, more 
flexibility on employer exits and better pass-through arrangements.  These flexibilities are to 
be welcomed, but the devil is lurking in the detail. 

 
Our viewpoint 
We wait to see how the outstanding court cases pan out and how this affects the cost cap 
breach.  We hear that this these court cases are unlikely to be decided before September, so  
this valuation will probably be settled on existing benefits. 

 
 
Summary 
Predicting the outcome of this time’s valuation for any one employer is a fool’s errand. Whilst both 
assets and liabilities will have grown over the last three years there are too many moving parts to be 
sure how things will turn out.   

LGPS Funds know that participating employers value stability of contributions. We hope that each 
Fund and their actuaries will use flexibilities and judgment to offer employer contribution rates 
similar to three years ago.  

Risks of future contribution increases due to the cost cap mechanism and court cases may be worth 
flagging up to Boards and risk management committees. 

Whilst Tier 3 employers have limited ability to influence their valuation results, it is worth 
understanding the wider options available to your individual organisation.  These could include:  

• paying a lump sum to reduce future contributions (this may just be a cashflow change, but 
sometimes there can be a discount for early payment); 

https://www.lcp.uk.com/our-viewpoint/2018/10/surprising-and-expensive-changes-in-the-offing-for-public-service-pensions/
http://www.lgpsboard.org/images/Other/Advice_from_the_SAB_on_McCloud_May_2019.pdf
http://www.lgpsboard.org/images/Other/Advice_from_the_SAB_on_McCloud_May_2019.pdf
http://www.lgpsboard.org/images/Other/Advice_from_the_SAB_on_McCloud_May_2019.pdf
https://www.gov.uk/government/consultations/local-government-pension-scheme-changes-to-the-local-valuation-cycle-and-management-of-employer-risk
https://www.gov.uk/government/consultations/local-government-pension-scheme-changes-to-the-local-valuation-cycle-and-management-of-employer-risk
https://www.gov.uk/government/consultations/local-government-pension-scheme-fair-deal-strengthening-pension-protection


 

Page 5 of 6 
• offering contingent security to the LGPS Fund in exchange for lower contributions; 

• moving to an alternative (non-LGPS) master trust offering Defined Benefits;  

• in some cases, it may be possible to move to an alternative benefit structure outside of the 
LGPS (eg Hybrid, Defined Contribution, Collective DC and others). 

It’s a busy time in the LGPS world – watch this space! 

 

Our viewpoint 
Whilst it is difficult to predict the results for any individual employer, it is worth engaging with 
the Funds to understand their expected timings and how you could influence your results, 
perhaps by offering contingent security. 
   
Boards should be alerted to the timescales and ideally consider whether they wish to consider 
options to reduce contributions and or pensions risk.   

It will take time to consider the options available and the implications for your organisation, 
so it is worth getting this on Boards’ agendas now. 
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This News Alert does not constitute advice, nor should it be taken as an authoritative statement of the law.  If 
you would like any assistance or further information on the issues raised, please contact your usual LCP adviser 
or one of the people below.  

www.lcp.uk.com 
 
At LCP, our experts provide clear, concise advice focused on your needs. We use innovative 
technology to give you real time insight & control. Our experts work in pensions, investment, 
insurance, energy and employee benefits. 
 
 

Lane Clark & Peacock LLP  

London, UK  

Tel: +44 (0)20 7439 2266  

enquiries@lcp.uk.com 

Lane Clark & Peacock LLP  

Winchester, UK  

Tel: +44 (0)1962 870060 

enquiries@lcp.uk.com 

Lane Clark & Peacock 

Ireland Limited 

Dublin, Ireland  

Tel: +353 (0)1 614 43 93 

enquiries@lcpireland.com 

Lane Clark & Peacock 

Netherlands B.V. (operating 

under licence) 

Utrecht, Netherlands 

Tel: +31 (0)30 256 76 30  

info@lcpnl.com 
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