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Purpose of the Fund and the FSS

This is the Funding Strategy Statement (FSS) of the North Yorkshire Pension Fund (the Fund).

It has been prepared by North Yorkshire Council (the Administering Authority) in collaboration with the Fund
Actuary, Aon Solutions UK Limited, and after consultation with officers, Pension Fund Committee members
and the Fund's employers. It is effective from the date of issue of this statement.

The FSS has been prepared in accordance with Regulation 58 of the Local Government Pension Scheme (LGPS)
Regulations 2013 (the Regulations) and the guidance jointly produced by the Scheme Advisory Board (SAB),
the Chartered Institute of Public Finance and Accountancy (CIPFA) and the Ministry of Housing, Communities
and Local Government (MHCLG). In addition, the Administering Authority has had regard to the Investment
Strategy Statement, the supplementary statutory guidance issued by MHCLG: “Guidance on preparing and
maintaining policies on review of employer contributions, employer exit payments and deferred debt
agreements”, and has also considered the Scheme Advisory Board's “Guide to Employer Flexibilities”.

A summary of the roles and responsibilities of the key parties is included as Appendix 2 to this document.
A glossary of terms is included as Appendix 3 to this document.

If you have any queries on the contents of this FSS or require a paper copy of the document, please email
pensions@northyorks.gov.uk or telephone 01609 536335.

The purpose of the Fund is to collect and invest monies in respect of contributions, transfer values and
investment income, and pay out monies in respect of scheme benefits, transfer values, costs, charges and
expenses as defined in the Regulations and in the Local Government Pension Scheme (Management and
Investment of Funds) Regulations 2016 (the Investment Regulations).

The Administering Authority has a fiduciary duty to act in the best interests of the pension fund members and
the participating employers. This means the Administering Authority will act in line with relevant legal
requirements and make delegated decisions rationally and reasonably, considering all affected parties.

The main purpose of the FSS is to document the processes by which the Administering Authority:

e Establishes a clear and transparent funding strategy, specific to the Fund, to meet employers’ pension
liabilities going forward.

e Aims to meet the regulatory requirement in relation to the desirability of maintaining as nearly constant a
primary contribution rate as possible.

e Ensures the regulatory requirement to set contributions so as to ensure the solvency and long-term cost
efficiency of the Fund are met.

e Takes a prudent longer-term view of funding the Fund’s liabilities.

It should be noted that whilst the funding strategy applicable to individual employers or categories of
employers must be reflected in the FSS, its focus should at all times be on those actions which are in the best
long-term interests of the Fund.

Benefits payable under the Fund are set out in the Regulations. The FSS addresses the issue of managing the
need to fund those benefits over the long term, whilst at the same time, facilitating scrutiny and accountability
through improved transparency and disclosure.
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The aims of the Fund in relation to the funding strategy include:

Solvency and long term cost efficiency

Securing solvency and long term cost efficiency is a regulatory requirement. The Fund’s solvency should be
assessed in light of the risk profile of the Fund and the risk appetite of the Administering Authority and
employers. We set out details of how the Fund meets these requirements in the section “Key Funding
Principles”.

The Fund’s compliance with these requirements is assessed and reported following each actuarial valuation
through the Government Actuary’s Department independent review of the actuarial valuation outcomes and,
the approach under Section 13 of the Public Service Pensions Act.

Management of liabilities and payment of benefits

The recognises the need to ensure that sufficient funds are available to meet all benefits (including pensions,
transfer values, costs, charges and other expenses) as they fall due for payment. It is the Administering
Authority’s policy that such expenditure is met, in the first instance, from incoming employer and employee
contributions to avoid the expense of disinvesting assets. The Administering Authority monitors the position
on a regular basis to ensure that all cash requirements can be met.

Management of employer liabilities and stability of employer contributions
The Administering Authority seeks to ensure that all employers’ liabilities are managed effectively. In a funding
context, this is achieved by:

e seeking regular actuarial advice

e ensuring that employers are properly informed and consulted

e regular monitoring of the funding position and the outlook for employers' contributions
e appropriate segregation of employers for funding purposes

The Administering Authority aims to manage employers' liabilities effectively through regular review of
contributions at triennial actuarial valuations and additional contributions for early retirement. At such
reviews, regard will be had to the desirability of maintaining stability of employer contributions, subject to the
Administering Authority not taking undue risks, and at reasonable cost to the taxpayers and employers.

Link to investment strategy

The Fund seeks to maximise the returns from investments within reasonable risk parameters. Funding and the
investment strategy are inextricably linked. The investment strategy is set by the Administering Authority after
consultation with the employers and, after taking investment advice, and is set out in the Investment Strategy
Statement (ISS).

Risk profile of the Fund
The Administering Authority takes a risk-based approach to valuing the liabilities, which considers the liability
and asset risk when setting the funding assumptions and employer contribution rates.

The Administering Authority considers employer risk by monitoring employer covenant and allowing for
different types of employers when setting funding targets. This is explained in more detail in the “Key Funding
Principles” section of this FSS.

Integrated funding framework

The FSS together with the Fund’s investment strategy and employer covenant monitoring framework ensure
an integrated approach to funding strategy and risk management, supporting the Fund in meeting the
Regulatory funding requirements.

The Fund’s governance framework and decision-making processes are set out in the Governance Compliance
Statement. The Pension Fund Committee is responsible for setting the funding strategy as set out in the FSS.
Other responsibilities relating to the implementation of the strategy, including ensuring the actuarial valuation
is completed within the required timescales and in line with the Regulations, are delegated to the officers.
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The Administering Authority undertook its latest substantive review of this FSS in September 2025.

The Administering Authority plans to formally review this FSS as part of each triennial actuarial valuation of the
Fund unless circumstances arise which require earlier action.

The Administering Authority will also consider a review of the FSS if it determines that circumstances have
changed such that this is appropriate, considering the implications for the funding strategy and for meeting
the liabilities of employers. Circumstances which might lead to such a review include:

e material changes to the scheme benefit structure or regulations
e on the advice of the Fund actuary

e significant changes to investment strategy or if there has been significant market volatility which impacts
the FSS or goes beyond the expectations outlined in the existing FSS

e significant changes to the Fund membership and/or Fund maturity profile

e significant or notable changes to the number, type, or individual circumstances of any employers to such
an extent that they impact on the funding strategy (e.g. exit/restructuring/failure which could materially
impact cashflow and/or maturity profile and/or covenant)

e material change in the affordability of contributions and/or employer(s) financial covenant strength which
has an impact on the FSS

e recommendations from MHCLG/Government Actuary’s Department
If such a review of the FSS were to take place, the Administering Authority will consider:

e the implications for the funding strategy for meeting liabilities of individual employers, and

e any amendments required to the ISS or other fund documents as a result.

Employer engagement

The Administering Authority will consult with employers when proposing to update the FSS. Employers will
generally be given at least 28 days to respond to the consultation.

When the FSS is updated, the Administering Authority will also communicate with any individual (or groups of)
employers specifically impacted by any changes and, in particular, will reference any impact on employers on
entry or exit from the Fund or in response to change in risk.

The Administering Authority will respond to any employers who provide feedback or comments on FSS
consultations, including informing them how/whether their comments have been incorporated into the
revised FSS.



Key Funding Principles

In order to satisfy the regulatory requirement to secure the solvency and long term cost efficiency of the Fund,
employer contributions are set to cover the cost of benefit accrual, with an appropriate adjustment for any
surplus or deficit. The regulations require that an actuarial valuation exercise is carried out every three years,
in order to set employer contributions.

The funding target is the amount of assets which the Fund needs to hold at the valuation date to pay the
liabilities at that date, as indicated by the chosen valuation method, assumptions and the valuation data. The
Fund is deemed to be fully funded when the assets held are equal to 100% of the funding target / liabilities.
When assets held are greater than this amount the Fund is deemed to be in surplus, and when assets held are
less than this amount the Fund is deemed to be in deficit. The funding level is the assets divided by the funding
target / liabilities.

The Fund needs to balance investment returns achieved on the Fund’s assets and setting employer
contributions at an appropriate level. Employers’ contributions will be set to ensure that 100% of the funding
target / liabilities can be met over the long-term using appropriate actuarial assumptions. When setting the
assumptions consideration will be given to the returns on the Fund’s assets, and the characteristics and
circumstances of the employers, including the maturity and potential period to exit, if applicable. In setting
contributions, the Administering Authority will also have regard to the desirability of maintaining as nearly
constant a primary rate as possible.

The Administering Authority believes that its funding strategy will ensure the solvency of the Fund because
employers collectively have the financial capacity to increase employer contributions should future
circumstances require, in order to continue to target a funding level of 100% (where the assets are equal to
the funding target / liabilities).

Risk based funding target

The Fund uses a risk-based funding strategy to calculate the funding target / liabilities for some employers,
where the actuarial valuation is carried out on the basis of the assessed likelihood of meeting the funding
objectives. In practice, three key decisions are required for the risk-based approach:

e what the solvency target should be (the funding objective - where the Administering Authority wants the
Fund to get to),

e the trajectory period (how quickly the Administering Authority -wants the Fund to get there), and

o the probability of funding success (the desired level of confidence that the Administering Authority places { Formatted: Font: Not Bold
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These three decisions, supported by risk modelling carried out by the Fund actuary, define the discount rate
(investment return assumption) to be adopted and, by extension, the appropriate employer contributions
payable. Together they measure the riskiness of the funding strategy.

Information about the assumptions used in the calculation of the funding target / liabilities is set out in the
section “Main actuarial assumptions”.



Solvency target
The Fund is deemed to be solvent when the assets held are equal to or greater than the value of the Fund’s
liabilities, assessed using appropriate actuarial methods and assumptions.

For most Scheduled Bodies and, Admission Bodies where a Scheme employer of sound covenant has agreed to
subsume the Admission Body's assets and liabilities in the Fund following its exit, the solvency target is set:

e ata level advised by the Fund actuary as a prudent long-term funding objective for the Fund to achieve at
the end of the trajectory period,

e based on continued investment in a mix of growth and matching assets intended to deliver a return above
the rate of increases to pensions and pension accounts, measured against the Consumer Prices Index (CPI).

As at 31 March 2025, the long-term rate of CPI is assumed to be 2% p.a. and a prudent long-term investment
return of 2% above CPI is assumed. This then defines the solvency target. As at 31 March 2025 this equates to
a solvency discount rate of 4% p.a.

Trajectory period

The trajectory period in relation to an employer is the time between the actuarial valuation date and the
target date for achieving solvency. The Fund adopts a trajectory period of 25 years as a suitable long-term
period.

Probability of funding success

The Administering Authority deems funding success to have been achieved if the Fund, at the end of the
trajectory period, has achieved the solvency target. The probability of funding success is the assessed chance
of this happening based on asset-liability modelling carried out by the Fund actuary.

The Administering Authority will not permit contributions to be set after an actuarial valuation that have an
unacceptably low chance of achieving the solvency target at the end of the relevant trajectory period.

Other funding targets

Details of how funding targets for other employers are derived is set out below in the “Main actuarial
assumptions” section.

Subsumed liabilities

If another employer in the Fund agrees to take on future funding responsibilities for any deficit arising from
the liabilities of an employer exiting the fund, those liabilities are known as subsumed liabilities (as they are
effectively absorbed by the accepting employer).

Subsumed liabilities will be valued using the actuarial assumptions that apply to the funding target of the
employer assuming responsibility.

Orphaned liabilities

Liabilities of former employers in the fund who did not have a subsumption commitment from another
employer in the fund are known as orphaned liabilities. Detail of how orphaned liabilities are funded is set out
below in the “Main actuarial assumptions” section.



The Administering Authority operates an active risk management programme, ensuring that funding risks are
integrated into its broader risk management framework and strategy. This includes alignment with the risk
register and risk management policy, and clearly defines the role for the Local Pension Board within this
framework.

A summary of the key measures in place to manage these risks is provided in Appendix 1, under the following
headings:

e economic

e investment

e demographic

e climate risk

e liquidity/maturity

e regulatory/compliance
e employer data quality
e governance

e orphan liabilities

e employer covenant

e cyber security risk

Financial assumptions

The key financial assumptions are the discount rate and the pension increase/revaluation assumption.

Pension and pay increase assumptions

The Scheme provides increases in line with increases in the Consumer Prices Index on the majority of pensions
paid. The pension increase assumption is generally set by reference to the Fund actuary’s best estimate of
Consumer Prices Index inflation over the long term. The pay increase assumption can then be derived from the
CPI assumption, with the pay increase assumption being set as CPI plus 1.25% at the 2025 actuarial valuation .

Discount rate

The discount rate, or future investment return assumption, depends on the funding target used. The funding
target used is determined by the type of employer in the Fund, the way any exit valuations will be carried out,
and the employer risk/covenant. This is achieved by using different principles to derive the solvency and
funding targets for different employers in the Fund, as set out below.

e Scheduled Bodies, employers with subsumption guarantees and certain other employers of sound
covenant: The assumption is based on indefinite investment in a broad range of assets, with reference to
the Fund'’s strategic asset allocation as set out in the ISS. The assumption has been set on a prudent basis,
such that it reflects an 83% Probability of Funding Success. The funding target for such employers is called
the Scheduled Body and Subsumption Funding Target.

e Admission Bodes: Any admission bodies with a subsumption guarantee from a Scheduled Body in the Fund

will be valued on the Scheduled Body and Subsumption Funding Target as set out above. Any other
admission bodies would be expected to be valued on the Low Risk Funding Target.

e Already orphaned liabilities: For liabilities in respect of former employers in the Fund, for which no
individual employer is responsible for funding, the discount rate/investment return assumption will be
based on the expected yields on UK Government bonds. The funding target for such liabilities is called the
Low Risk Funding Target.
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e Universities: Due to concerns about the covenant strength of universities, the Administering Authority has
adopted a funding target for universities which reflects the Administering Authority's views of the sector.
Whilst the Administering Authority will adopt a general approach of assuming indefinite investment in a
broad range of assets of higher risk than Government bonds, a reduction may be made to the discount
rate used for the long-term secure scheduled bodies to reflect concerns about the covenant strength of
the university. This is known as the Intermediate Funding Target.

The Administering Authority may also adopt the Intermediate Funding Target for other employers where
there are concerns about the covenant strength of the employer. At the 2025 valuation this decision will
be informed by the high-level risk analysis of employers within the Fund, carried out by the Fund actuary
as part of the 2025 valuation. The Administering Authority will generally also adopt the Intermediate
Funding Target for admission bodies that have an appropriate subsumption commitment provided by a
suitable Scheme employer that is subject to the Intermediate Funding Target.

At the 2025 valuation the Administering Authority may adopt a dual approach to the discount rate used
for the Intermediate Funding Target. The default position will be for universities to have their liabilities
valued using the ‘Standard’ Intermediate Funding Target. However, universities may be permitted to
adopt the ‘Strong’ Intermediate Funding Target, subject to providing sufficient evidence to the Fund
demonstrating their strength of covenant .).

Demographic assumptions

Demographic assumptions relate to membership movements or decisions leading to benefit payments or
ending of benefit payments, for example rates of mortality, ill health, turnover of staff, marital statistics and
promotional increases in pay. How long members and their dependants are assumed to live after retirement
(post-retirement mortality) is the key demographic assumption.

The demographic assumptions are reviewed by the Fund actuary and updated once every three years in
agreement with the Administering Authority. The demographic assumptions are intended to be best estimate
and are designed to be applicable to the long-term future and should, therefore, not be too influenced by
recent events. In addition, it is usually not practical, desirable or cost effective to set demographic assumptions
at an employer specific level.

The post-retirement mortality assumption is set with reference to the Fund’s own data on deaths, national
mortality statistics, and the experience of other pension funds, including using members’ postcodes to allocate
them to different socioeconomic groups.

Where practical, the other demographic assumptions are also informed by the actual experience of the Fund’s
membership. Where this is not practical, other demographic assumptions are set by reference to national
statistics and/or a larger sample of pension schemes with similar socio-economic profiles as LGPS members.
Further information is set out in the Actuarial Valuation report: North Yorkshire Pension Fund 2022 valuation
report FINAL

Asset shares notionally allocated to employers

In order to establish contribution rates for individual employers or groups of employers the Fund actuary
notionally subdivides the Fund assets between the employers/groups, as if each employer/group had its own
notional asset share within the Fund.

This subdivision is for funding purposes only. It is purely notional in nature and does not imply any formal
subdivision of assets, nor ownership of any particular assets or groups of assets by any individual employer or
group.

The notional asset share allocated to each employer will be rolled forward allowing for all cashflows associated
with that employer's membership, including contribution income, benefit outgo, transfers in and out and
investment income allocated as set out below.

In general, no allowance is made for the timing of contributions and cashflows for each year are assumed to be
made half way through the year with investment returns assumed to be uniformly earned over that year.
However, where significant one-off employer contributions have been paid, allowance is made for the timing
of such contributions.

[ Formatted: Not Highlight
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Further adjustments are made as follows:

e A notional deduction to meet the expenses paid from the Fund in line with the assumption used at the
previous actuarial valuation.

e Allowance for any known material internal transfers in the Fund, as cashflows will not exist for these
transfers. The Fund actuary will assume an estimated cashflow equal to the value of the cash equivalent
transfer value based on appropriate factors set by the Government Actuary's Department, unless some
other approach has been agreed.

e Allowance for lump sum death in service and other benefits shared across all employers in the Fund.

e An overall adjustment to ensure the notional assets attributed to each employer are equal to the total
assets of the Fund which will take into account any gains or losses related to the orphan liabilities.

In exceptional circumstances, information available will not allow for such cashflow calculations. In these
circumstances another method will be agreed to calculate the notional asset share.

Bespoke Investment Strategy for individual employers

The Investment Strategy adopted by the Fund is determined for the Fund as a whole. This Strategy takes into
account the characteristics of the Fund as a whole, and therefore those of the constituent employers as an
aggregated entity; it does not seek to distinguish between the individual liability profiles of different
employers. The Strategy adopted to date, as reflected in the current ISS, is to invest a significant proportion of
the assets in equities. Such investments offer a higher expected return, but also carry a higher level of risk.

The Fund is prepared to consider offering any employer the opportunity to adopt a lower risk Bespoke
Investment Strategy (e.g., 100% government bonds). However, to the extent that any Bespoke Investment
Strategy will necessitate different investment return assumptions to those used by the Actuary for the Fund
overall, there may be a consequential material impact on the contribution rate calculated for that employer.

In addition, if an employer opts for a Bespoke Investment Strategy, the Fund reserves the right to determine
the most appropriate way of arranging for the investment of the relevant share of the assets according to that
Bespoke Strategy. Employers should be aware that they would be required to meet any costs associated with
the design and implementation of a Bespoke Investment Strategy.

Attribution of investment income

Where the Administering Authority -has agreed with an employer that it will have a tailored asset portfolio
notionally allocated to it, the assets notionally allocated to that employer will be credited with a rate of return
appropriate to the agreed notional asset portfolio.

Where the employer has not been allocated a tailored notional portfolio of assets, the assets notionally
allocated to that employer will be credited with the rate of return earned by the Fund assets as a whole,
adjusted for any return credited to those employers for whom a tailored notional asset portfolio exists.

For already orphaned liabilities, to the extent that the Administering Authority decides not to match these
liabilities with asset holdings of UK Government bonds of appropriate term, then any excess or deficient
returns will be added to or deducted from the investment return to be attributed to the other employers’
notional assets.

Grouping or pooling and risk sharing arrangements

All employers in the Fund are grouped together in respect of the risks associated with payment of lump sum
benefits on death in service. In other words, the cost of such benefits is shared across all the employers in the
Fund. Such benefits can cause funding strains which could be significant for some of the smaller employers
without insurance or sharing of risks. The Fund, in view of its size, does not see it as cost effective or necessary
to insure these benefits externally and this is seen as a pragmatic and low cost approach to spreading the risk.
In some circumstances it may be desirable to group or pool a number of similar employers within the Fund
together for funding purposes (i.e. to calculate employer contribution rates). Reasons might include:
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e reduction of volatility of contribution rates for small employers, facilitating situations where employers
have a common source of funding or accommodating employers who wish to share the risks related to
their participation in the Fund, or

e small outsourcings where the outsourcing employer wishes the service provider / contractor to be given
either the same contribution rate as the outsourcing body or the fixed contribution rate agreed
contractually, or

e employers have been grouped for practical or commercial reasons.

The Administering Authority recognises that grouping/pooling of employers can give rise to cross subsidies

from one employer to another over time. lhe—AdmwsteFmg—Aamemy—s—peheyaHe—eenaée#meﬂaesw
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Authority’s standard approach to setting emplover contributions is to not group emplovers together other
than in certain historical cases as set out in the Admissions and Terminations Funding Policy. However, at the
absolute discretion of the Administering Authority, an employer (either an existing employer in the Fund or a
new employer joining the Fund) may be grouped with an appropriate council or other employer in the Fund
for the purpose of setting contribution rates, subject to the agreement of all relevant parties.

Details of the groups / pools, the participants at the date of writing this Statement and the way they operate
are set out in the Admissions and Terminations Funding Policy.

Risk sharing

Risk sharing arrangements may be permitted at the discretion of the relevant Scheme employer and the
Administering Authority. The terms of any risk sharing arrangement will be set out in a separate agreement
between the employers involved._The Administering Authority would generally not expect to be a party to
such agreements.

Guarantors

Guarantees from employers participating in the Fund

Some employers may participate in the Fund by virtue of the existence of a guarantor. The Administering
Authority maintains a list of employers and their associated Guarantors. The Administering Authority, unless
notified otherwise, sees the duty of a guarantor to include the following:

e If an employer exits-the-Fund-and-defaults on any of its financial obligations to the Fund_(including upon
exit from the Fund), the guarantor is expected to provide finance to the Fund such that the Fund receives
the amount certified by the Fund actuary as due, including any interest payable.

e |f the guarantor is an employer in the Fund and is judged to be of suitable covenant by the Administering
Authority, the guarantor may subsume the residual liabilities into its own pool of Fund liabilities. In other
words, it agrees to be a source of future funding in respect of those liabilities.

During the period of participation of the employer a guarantor can at any time agree to the future
subsumption of any residual liabilities of an employer. The effect of that action may be to change the funding
target for the employer, which could lead to reduced contribution requirements.

Guarantees from relevant public bodies and others

Some employers in the Fund have guarantees from external public bodies; academies and colleges have a
guarantee from the Department for Education. This guarantee means that the Fund treats these employers for
funding purposes in a similar way to the secure (tax raising) scheduled bodies.

Other guarantees from external bodies will be assessed individually by the Administering Authority, with

advice from the Fund actuary and having received specialist covenant advice if appropriate, to determine the
impact on the funding approach for the relevant employers.

11
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Funding and investment strategy are closely linked. Investment strategy is set by the Administering Authority,
after taking investment advice.

The Administering Authority has produced this FSS having taken an overall view of the level of risk inherent in
the investment policy set out in the ISS published under Regulation 7 of the Investment Regulations and the
funding policy set out in this FSS.

Funding is defined as the making of advance provision to meet the cost of accruing benefit promises.
Members’ contributions are set by the Regulations at a rate which covers only part of the cost of accruing
benefits. Investment income meets a further part of the cost. Employers pay the balance of the cost of
delivering the benefits to the members. Decisions regarding the approach to funding will therefore determine
the rate or pace at which this advance provision is made, and if investment returns or income are lower than
expected, then higher employer contributions may be needed.

The investment strategy should therefore take account of the liability profile and funding position. The
discount rate is calculated based on the strateglc asset allocat|on,,—aed—se—+t—s—wnpe#taﬂt—te—eens+éer—the

o v W gy-_any changes
to the mvestment approach must be assessed in terms of thelr impact on the funding level and the Fund’s
long-term solvency objective.

Equally, the funding strategy allows for the investment strategy when setting the discount rate (which is based
on expected investment returns on the Fund’s long-term investment strategy).

The 2025 actuarial valuation is based on the following high-level long term strategic asset allocation for
Liability Supporting Assets:

Main asset classes Strategic allocation
(used for 2025 valuation) «

Global Equities 45.00%

UK Index-Linked Gilts 15.00%

Investment grade credit 7.50%

Property 5.00%

JInfrastructure 15.00%

Non-investment grade credit 5.00%

Private Credit 7.50%

The Administering Authority will examine ways of providing individual employers, at their request and at their
own risk and cost, with an investment strategy that may be more tailored to their individual liabilities. The
implementation of a bespoke investment policy for an individual employer, or group of employers, will be at
the Administering Authority’s discretion.

The Administering Authority will continue to monitor the suitability of the investment policy in light of the
Fund’s developing liabilities and finances. The Administering Authority will continue to review the FSS and the
ISS to ensure that the overall risk profile remains appropriate. Such reviews may use asset liability modelling
or other analysis techniques. See the Investment Strategy Statement for more information.

As part of each actuarial valuation, separate employer contribution rates are assessed by the Fund actuary for
each participating employer or group of employers. The Administering Authority also monitors the position
and may amend contributions between actuarial valuations as permitted by Regulations 64(4) and 64A.
Further details of the Administering Authority's policy in relation to reviewing contributions are set out in the
Admissions and Terminations Funding Policy.

Employer contribution rates are set using the same funding target assumptions as for the liabilities.
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Employer contributions are made up of primary and secondary contributions, which together make up the
total contributions for each employer. The employer contributions are specified in the rates and adjustments
certificate included with each actuarial valuation, and/or in any updates to the certificate between actuarial
valuations.

The Actuarial Valuation report also shows a weighted average contribution rate based on the whole Fund
payroll, both the average percentage rates payable and a total amount in respect of cash adjustments. The
purpose of this is to show a single rate of contributions expected to be received by the Fund over each of the
three years, that can be readily compared with other funds and reconciled with actual receipts.

Primary contributions

For open employers (i.e. those who still admit new members) the Projected Unit method is used in the
actuarial valuation. This means-that-the-thod calculates the primary contribution rate-as the estimated cost of
benefits expected to accrue to active members during the year following the valuation date. This cost is
expressed as a percentage of members’ pen5|onable pay for that period, excluding the contributions made bv
members themselves i

For closed employers (i.e. those who no longer admit new members)-{elesed-empleyers), the Attained Age
valuation method is normally used. This method calculates the primary contribution Fhis—+means—that-the

primary—eontribution—rate—is—derived—as—as the average cost of benefits expected to accrueing to existing
members, again, excluding their own contributions,{everand-abeve-theiown-contributions)- over the period
until they éie,-leave the Fund,-er retire_or pass away.-

Secondary contributions

In addition to the primary contribution rate, which covers the cost of benefits accruing to members, each
employer’s total contribution requirement is adjusted to reflect their individual funding position.

Where an employer has a funding surplus or a-deficit, a positive or negative adjustment is applied to the
primary contribution rate isneeded-to—arriveatto determine the the total contributions each-employeris
reguired—to—payable. This adjustment, known as the secondary contribution, may be expressed either as
a lump sum or as a percentage of pensionable payroll.

{tIfhisrequirementis-medified-where a “surplus buffer” is in place; (as described in the section on “Removal
of surplus_) M—epe#a&en—)%s—adﬁs%ment—os—ea#ed—the secondary contribution—Fhe-secondaryrate-rmay-be

B H-payment-oras-ap age-of-payrolk requirement may be modified accordingly.

Recovery Periods

The recovery period is the time period over which the secondary contribution is payable. The recovery period
applicable for each employer is set by the Fund actuary in consultation with the Administering Authority, and
having regard to representations from the employer where appropriate, taking into consideration the
following:

e The aim to keep employer contribution rates stable

e The size of the funding shortfall

e The employer’s business plans

e The need to maintain solvency, which is consistent with a desire to set deficit recovery periods as short as
possible

e The covenant of the employer, and any guarantee or subsumption agreement from another employer in
the Fund

e The expected period of participation in the Fund of the employer

e Representations received from the employer (e.g. admission body) and any Scheme employer or guarantor
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e The risk associated with adopting a recovery period for recovery of deficit (rather than requiring
immediate payment), which increases as longer deficit recovery periods are chosen. The risk is that, by
adopting this approach, relatively little action is taken to restore full funding between actuarial valuations.

In particular:

e The Administering Authority has agreed with the Fund actuary that a maximum deficit recovery period of
15 years will apply to-fer employers whichare-assessed as long term secure by the Administering Authority
as-heingalensterm-secure-amplaye:,

e Where an employer has a funding deficit across successive valuations, the Fund’s objective is to maintain a
consistent recovery plan. The aim is to ensure that the original deficit continues to target the same
recovery end date, while any new emerging deficits are addressed in line with the principles set out in this
section. This approach is balanced against the Fund’s broader objective of maintaining stability in
employer contribution rates, helping to avoid significant fluctuations in required payments from one

valuation to the next.

e The Administering Authority and Fund actuary would be unlikely to agree to a rRecovery pReriod longer
than the remaining term of participation.

e For employers that are closed to new entrants and do not have a fixed term of participation, the recovery
period will generally be set to be the future working lifetime of the remaining active members.

e As a general rule, the Fund does not believe it appropriate for contribution reductions to apply compared
to the previous actuarial valuation for those employers where substantial deficits remain.

TH-is—acknowledged-by-the Administering Authority acknowledges -that, whilst pesinga—relativelythe overall
tew- risk to the Fund as a whole_is relatively low, iis-pessible-that-some smaller employers may be-faced-with
contributions_levels that could seriously impact their operational viability in the futureaffeettheirabilityte
function-inthe future, Accordingly, subject to-The - Administering-Authority, therefore after specificagreement
has-been-obtained-by-Fund-Officers- specific approval from the Pension Fund Committee, the Administering
Authority may exercise itsweuld-be-willingte-use-its discretion to negotiate an evidence based affordable-tevel
of contribution rate for such employers for the erganisationforthe threeyearsperiod 2026/2029.

Any application of this discretionary option is—at—the—ultimate—diseretion—will be considered solely at the
Administering Authority ’s discretion. It will only be entertained upon submission of appropriate supporting
evidence and on the condition that the proposed contribution level does not conflict with the statutory

requirement to set employer contrlbutlons in a_ manner that ensures the Fund’s solvencv and long-term cost
fflaency

Removal of surplus

In_line with the objective of maintaining stability in employer contribution rates, and the overarching
requlrement to ensure the Fund’s solvencvéenﬂstenpwmhﬂa—deswﬁe—keep—empleyepeerﬁrb%en—mte%s
ad, the surplus consideredatewed-for
in the calculation of the secondary contribution shaII generally only apply to the portion of surplus exceeding a
defined funding level threshold, or “surplus buffer.” For the 2025 valuation, this threshold will be set at 110%.
The Administering Authority will review this threshold at each triennial actuarial valuation and may revise or
disapply it, where appropriate, taking into account the need for contribution stability, fairness across

employers, and the management of funding risk.surplus—in—respect—of-an—employerfundinglevelabove—a
e in-th ho “curplusb ar” hich il-be 0Y, ha ion he AdministerinreAuthori




For any open employers assessed to be in surplus, their individual contribution requirements will be adjusted
at the 2025 valuation as follows:

e Where the funding level is 100 - 110% employers will pay the future service rate only.

o Where the funding level is over 110%, -the default approach for Scheduled Bodies will be to remove any
surplus in excess of 10% over a maximum period of 15 years.

e Where the funding level is over 110% the default approach for Admission Bodies with a subsumption
commitment from a Scheduled Body in the Fund will be to remove any surplus in excess of 10% over the
recovery period adopted by that Scheduled Body at the 2025 valuation.

e If surpluses are sufficiently large, contribution requirements will be set to a minimum nil total amount.

For the avoidance of doubt, for practical purposes where employers are in surplus, and contributions are to be
set below the cost of future accrual, this will be implemented via-through a reduction in the percentage_rate
applied to-ef pensionable pay-+ate rather than by assigningvia a negative monetary amount.

For any closed employers assessed to be in surplus, the above approach will generally be followed but the
Administering Authority will consider the specific circumstances of the employer in setting an appropriate
period to remove the surplus.

Phasing in of contribution rates
In line with the objective of maintaining stability in employer contribution rates,Censistent-with-a-desireto
keep-employer—contribution—rates—as-—stable—as—pessible~_the Administering Authority will consider, at each

actuarial valuation, whether new contribution rates should be payable immediately, or_be reached by a series
of “steps” over future years (this could be an increase or decrease in employer contribution rates).

The Administering Authority will discuss with the Fund actuary, the risks associated with phasing contribution
changes andirherentin-such—an—approach,—and—_will evaluatexamine the financial impact and risks_profile
associated—with— of each employer._Where an employer is required to increases its contributions, —Fthe

Administering Authority’s peliey-is-thatferemployers-inereasingtheireontributions—will generally permit a
maximum re-rmere-than-of three equal annual steps (i.e. the valuation period).- However, in exceptionalwit-be
permitted,—altheugh in-eertain-circumstances a longer phasing period may be considered, after consultation
with the Actuary.

Fund maturity

To safeguard the Fund and its participating employers against the risks associated with increasing maturity and
declining payrolls, both of which can lead to volatile contribution rates, the Administering Authority will

generally require secondary contrlbutlons to be paid as fixed monetary amounts where a fundlng def|C|t is

However, iln certain-cireumstancescases -involving secure employers deemed by the Administering Authority
to have a long-term commitment to the Fund, deficit recovery contrlbutlons mav be expressed asa percentag_
of gayroll

employer is assessed to be in surplus and total contributions are te—be—set below the pnmary rate, thls—er—be
implemented—via-sa— reduction will be applied through a lower in—the-percentage of pensionable pay-rate

rather than via-a negative monetary aamount. In all cases, {subjectte-a-minimum-the overall contribution rate
ofwill not fall below zero}.

Grouped/Pooled employers

Where employers are grouped or pooled for funding purposes, Ftheir assets and liabilities foremployers-will

allow for any assets and liabilities they have-employerhas agreed to subsume, such as those arising from an

exit, merger or reorganisation of other employers. relating-to-employers-whe-have-exited-or-have-been-taken

over—/—merged—as—a—result—of reorganisation—IFhis includes cases where an employer has provided a
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subsumption guarantee for another exiting employer, or where academies and schools have joined a Multi
Academy Trust.will-nelude—employe vho—have—exited—and—had—a—subsumptio

Employer contribution rates will be determined in accordance with the grouping or pooling arrangements in

Advance payment of contributions
The Administering Authority may, after considering the advice of the Fund actuary, permit partieutar—certain
employers to pay contributions early as a lump sum that would otherwise be payable over the following year
(or a longer period not exceeding three years). An appropriate discount, as determined by the Fund actuary,
would be applied to the contributions to reflect the early payment. If contributions are paid early based on
estimated payroll figures, a reconciliation (or "true-up") may be required. This ensures that the total
contributions received, after applying the discount, are not lower than what would have been payable based
on actual payroll data.Atrue-up-adiustmentmay-berequired-if the early paymentof contributions-based-onan

Additional contributions

Employers are required to make additional contributions to the Fund when granting discretionary member
benefits. These includeEmploye ihave—to—pay—additional—contributions—to—the—Fund—when—granting

e Awards of additional pension

e Early retirement on unreduced benefits prior to normal pension age (commonly referred to as “strain+— {Formatted: Justified

costs,” such as those arising from redundancy)

These contributions are necessary to ensure the Fund remains appropriately funded and to reflect the cost of

the enhanced benefits granted.
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Conflicts of interest

To ensure transparency and integrity in funding decisions, the following measures are in place:tr+relationte

funding, the follow] olace:

e Maintenance of a log of interests and declarations of Pension Fund Committee members in key meetings

+—The Pension Fund Committee_sets agreeing high-level principles effor the funding strategy; and actuarial
assumptions—whichassumptions, which apply acrosste all employers.; Individual employer contribution

rates are calculated by the Fund Actuarv based on these overarchmg deasmns R e ldne

e The actuarial team advising the Fund does not provide actuarial advice to participating employers, with
agreed conflict of interest protocols in place to safeguard impartiality.

e The Fund actuary is subjeettebound by professional standards, ensuring that certified contribution rates
are prudent and compllant with regulatorv requlrements wh+eh—req&mes—them—te—en4y—ee%t+€y—eemrb{men

e The valuation process is subject to central oversight, including review by the Government Actuary’s<.

Department under Section 13 of the Public Service Pensions Act, to confirm it meets the criteria for

Auto

‘ Formatted: Font: (Default) Calibri, 11 pt, Font colour:

solvency and long-term cost efficiency.
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The Administering Authority monitors employer risk/covenant.

e For tax raising bodies, strength of covenant is taken to be high
e For other employers, a risk assessment is carried out as set out below

e For employers with a guarantee or subsumption commitment from another employer in the Fund, the
covenant of the guarantor is considered.

Employer risk assessment

The Administering Authority assesses employer risk as part of each triennial actuarial valuation. This consists
of looking at various metrics such as the type of employer, funding sources, any guarantees, and the expected
length of participation.

For some employers, a more detailed risk or covenant assessment may be considered appropriate. In such
cases, the Administering Authority will request advice from a covenant specialist.

Employers must comply with the Fund’s Administration Strategy, and have regard to other relevant policies
published on the Fund’s website.

In particular, employers should note that it is important to provide accurate and timely data to the
Administering Authority, so that the funding strategy can be implemented correctly.

The Administering Authority expects all employers in the Fund to take into consideration the effect of their
behaviours on the Fund, for example when considering:

e Discretions policies
e Outsourcing decisions

All employers need to inform the Fund of any changes to the organisation that will impact on their
participation in the Fund. This includes change of name or constitution, mergers with other organisations, or
other decisions which will or may materially affect the employer's Fund membership.

Employers considering outsourcing any services should advise the Administering Authority at the earliest
opportunity and before any transfer of staff so that the necessary paperwork and calculations can be
completed.
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Employer events

Some employers are entitled to join the Fund under Schedule 2 of the LGPS 2013 Regulations. Other
employers may apply to the Administering Authority for admission, and if admitted they will become an
Admission Body in the Fund.

Initial notional asset transfer { Formatted: Font: Bold

When a new employer starts in the Fund, and members transfer from another employer in the Fund, a
notional transfer of assets is needed from the original employer to the new employer. The Fund actuary will
calculate the funding target and hence the notional asset transfer at the new employer’s commencement
date.

Further detail inregards—teregarding the notional transfer of assets at admission can be found in the Fund’s

Admissions and Terminations Funding Policy. [Field Code Changed
Employer contributions “ { Formatted: Space Before: O pt, After: 0 pt
Initial contribution rate « { Formatted: Space After: 0 pt

When a new employer joins the Fund, the Fund actuary determines the initial employer contribution rate
payable from their rew-employer’s-commencement date. When setting the employer contribution rate the
following elements will be taken into consideration:

e Any past service or inherited liabilities.

e Whether the new employer is open or closed to new entrants.

e For Admission Bodies, whether the admission agreement is fixed term or not, and the period of any fixed
term contract period.

e Other relevant circumstances.

Review of contributions
The Regulations require a triennial actuarial valuation of the Fund. As part of each actuarial valuation, separate

employer contribution rates are assessed by the Fund actuary for each participating employer or group of
employers and may be increased or reduced.

The Administering Authority also monitors the position and may amend contributions between triennial
actuarial valuations as permitted by Regulations 64(4) and 64A. The Fund’s policy on contribution reviews is

set out in_the Admissions and Terminations Funding Policy. { Field Code Changed

Contributions for grouped/pooled employers

Where an employer is joining a group or pool of employers, they will generally be set a contribution rate in line
with the rate the other members of the group/pool are paying.

Bonds and other securityisatien

Schedule 2, Part 3, Paragraph 6 of the Regulations ereatesa—reguirementferrequires a new admission body to
carry out, to the satisfaction of the Administering Authority (and the Scheme employer in the case of a body
admitted under Schedule 2, Part 3 Paragraph 1(d)(i) of the Regulations), an assessment taking account of
actuarial advice of the level of risk on premature termination by reason of insolvency, winding up or
liquidation.

Where the level of risk identified by the assessment is such—as—te—reguire—itconsidered significant, the
admission body will be required to shall enter into an indemnity or bond with an suitable third apprepriate
party. Where-itis-net-desirable-foranadmission-bedy-te-enterinte-If an indemnity or bond_is not appropriate,
the admission body is—reguired—teo—must secure a guarantee in a form satisfactory to the Administering
Authority from an organisation who either funds, owns or controls the functions of the admission body.
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The Administering Authority's approach in this area can be found in the Fund’s Admissions and Terminations
Funding Policy.

Where an employer exits the Fund, an exit valuation will be carried out by the Fund actuary in accordance with
Regulation 64.

The funding target used for the exit valuation will depend on the circumstances on exit and/or the type of
employer exiting the Fund.

The exit valuation may reveal either a surplus or a deficit, and how these are dealt with is set out below.
Further detail is set out in the Admissions and Terminations Funding Policy.

Exit payments

Where the exit valuation reveals-identifies a deficit, the exiting employer will be expected to make good the
funding position.+evealed-in-the-exit-valuation:

The Administering Authority's policy is that generally any deficit that exists at exit of an employer will be
payable immediately as a single payment. In certain cases, the Administering Authority may be prepared to
agree payment over a period of time as permitted under Regulation 64B. The Administering Authority's policy
in relation to spreading of exit debt is set out jn_the Admissions and Terminations Funding Policy.

Exit credits

Where the exit valuation diseleses-identifies a surplus in the Fund in respect of the exiting employer, an exit
credit may be due to the employer.

As soon as is-reasonably practicable following after the completion preduction of the applicable-exit valuation,
the Administering Authority will notify the exiting employer. -aad-w\Where the exiting employer has-beenwas
admitted to the Fund as an admission body, the Authority will also notify any guarantor, Scheme employer or

subsuming employer where-apphicablerof the following:

e TTFhefaetthat the exit valuation shows a surplus.;

e That the Administering Authority intends to make a determination of whether theis surplus should be
passed in whole or in part to the exiting employer

o TTe-reguestthat each party is invited to send prevides-theirwritten representations to the Administering
Authority in relation to any factors which—n-theirviewthey believe;~w _should influence such a decision
and, make the payment of a surplus to the exiting employer more or less appropriate.

The Administering Authority will then make a determination of the amount of the exit credit (if any) payable to
the exiting employer.

More detail on the exit credit process is set out in Admissions and Terminations Funding Policy.

Suspension notices
Regulation 64(2A) permits the Administering Authority -to delay suspension-ef-therequirementte-carrying out
an exit valuation for a-peried-ef-up to three

years, if it-where-the reasonably Administering-Autherity-believes that the employer is likely to have one or
more active members contributing to the Fund during that time. This is confirmed through a formalwithin-the

period-specifiedin-the suspension notice.

Whilst under a suspension notice, the employer must continue to pay any certified secondary contributions as
if it were an ongoing employer. The Fund actuary will recalculate contributions due at the next actuarial
valuation. If there are no new members by the time the suspension notice expires the employer will be treated
as an exiting employer as at the date the suspension notice expires.

More detail on the suspension notice process is set out in Admissions and Terminations Funding Policy.
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Partial terminations

A partial termination occurs where an employer exits the Fund in respect of non-active members only. In
general, the Administering Authority does not permit partial terminations. Any requests from employers will
be considered on a case-by-case basis.

A bulk transfer occurs when 2-two or more members transfer to another registered pension scheme under
Regulation 98, or where 10 or more members transfer to or from another LGPS fund under Regulation 103(3).

The steps that are normally involved in a bulk transfer are as follows:

The actuaries of the two funds/schemes agree the membership and data of the members transferring.

The actuary of the original fund/scheme proposes a basis for a transfer payment, usually set out in an
“actuary’s letter”. Where this is under Regulation 98, this will also cover the service credits to be granted.

The actuaries of the two funds/schemes, together with the funds and the relevant employers, negotiate
and agree the final basis for the transfer payment, and a final actuary’s letter is produced and signed.

Example calculations are carried out and agreed between the actuaries.

A payment date is agreed, and final payment is made.
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Appendix 1: Key Risks

The Administering Authority has an active risk management programme in place. Fhe—Administering
Autheritylt maintains-keeps; and regularly reviews; a risk register to identify and monitor the risks to the Fund.
and-wil-w Wherever possible, steps are taken taketo reduce the-apprepriate—action—to-limit-the impact of
these risks, both before and after they occuremerge. The key risks most likely to impact-en the funding

strategy, along with the-and measures_in place to manage them-thatthe-Administering-Authority-has-in-place
to-contrel-thoserisks are summarised below.

Economic risk

Economic risks can affect both assets and liabilities.

The main risks affecting the liabilities include interest rates and price inflation. The Administering Authority will
ensure that the Fund actuary investigates these matters at each actuarial valuation or, if appropriate, more
frequently, and reports on developments. The Administering Authority will agree with the Fund actuary any
changes necessary to the assumptions used to calculate the liabilities to allow for observed or anticipated
changes.

Interest rates, inflation, and wider macro-economic risks can also affect the assets held. In addition, the assets
may not be affected in the same way as the liabilities. Investment risk is covered in more detail below.

The Fund actuary will also generally provide quarterly funding updates to assist the Administering Authority in
its monitoring of the financial liability risks. The Administering Authority will, as far as practical, monitor
changes in the age profile of the Fund membership, early retirements, redundancies and ill health early
retirements.—and—i_If any_of these changes are considered to be material, the Authority may ask the Fund
actuary to_assess their impact on-repert-on-theireffecton-the Fund’s financialfunding position.

If significant funding changes become apparent between actuarial valuations, the Administering Authority
will notify all participating employers of the anticipated impact on costs that will emerge at the next
actuarial valuation. It will also—ané consider whether any existing bonds heldin—ptace—for for Admission
Bodies require review. Please see the Fund’s Admissions and Terminations Funding Policy for further
details.

Investment risk

This covers items such as the performance of financial markets and the Fund’s investment managers, asset
reallocation in volatile markets, leading to the risk of investments not performing (income) or increasing in
value (growth) as forecast. Examples of specific risks would be:

e assets not delivering the required return (for whatever reason, including manager underperformance)
e systemic risk with the possibility of interlinked and simultaneous financial market volatility

e insufficient funds to meet liabilities as they fall due

e inadequate, inappropriate or incomplete investment and actuarial advice is taken and acted upon

e counterparty failure

The specific risks associated with assets and asset classes are:

e equities - industry, country, size and stock risks

e fixed income - yield curve, credit risks, duration risks and market risks
e alternative assets - liquidity risks, property risk, alpha risk

e money market - credit risk and liquidity risk

e currency risk

e macroeconomic risks

The Administering Authority invests a substantial proportion of the Fund in assets which are expected to offer
higher long-term rates of return on average but can be more volatile. This short-term volatility in returns can
result in volatility in funding positions and employer contributions.

The Fund mitigates these risks through diversification, investing in a wide variety of markets and assets, as set
out in the ISS.
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Producing low volatility in employer contributions would require material investment in “matching” assets for
the liabilities, i.e. investing in very secure assets that behave in a similar way to the liabilities as economic
conditions alter (e.g. long-dated index-linked gilt investments). However, a matched strategy could increase
employer contributions from their current levels.

The Fund actuary sets the discount rate by taking into account expected returns and volatility of each asset
class in the long-term investment strategy. This can help mitigate the risk in that movements in asset values
typically impact expected returns on those asset classes, and liabilities should move in a similar way to the
assets, helping to manage the impact on the funding position.

The majority of the Fund’s investments are in pooled investment vehicles and the Fund is therefore directly
exposed to credit risk in relation to the instruments it holds in the pooled investment vehicles. Direct credit
risk arising from pooled investment vehicles is mitigated by the underlying assets of the pooled arrangements
being ring-fenced from the pooled manager, the regulatory environments in which the pooled managers
operate and diversification of investments amongst a number of pooled arrangements. The Pension Fund
Committee carries out due diligence checks on the appointment of new pooled investment managers and on
an ongoing basis monitors any changes to the operating environment of the pooled manager.

In addition, the Fund holds assets in the LGPS pooling arrangement with Border to Coast Pension Partnership
(‘BCPP’) and will transition further assets to BCPP in the future.

Through this arrangement the Fund is exposed to the risk of failing to transition effectively to new pooling
arrangements resulting in poorer value for money,; lower investment returns,; and the inability to effectively
execute the investment strategy.

The Administering Authority or the Asset Pool reviews each investment manager’s performance regularly. The
Administering Authority also regularly considers the asset allocation of the Fund at least once every three
years by carrying out an asset allocation review. The Administering Authority also regularly reviews the effect
of market movements on the Fund’s overall funding position.

Demographic risk

The main demographic risks that may affect the liabilities include life expectancy, changing retirement
patterns and other demographic risks. The Administering Authority will ensure that the Fund actuary
investigates these matters at each actuarial valuation or, if appropriate, more frequently, and reports on
developments. The Administering Authority will agree with the Fund actuary any changes necessary to the
assumptions used to calculate the liabilities to allow for observed or anticipated changes.

If significant liability changes become apparent between actuarial valuations, the Administering Authority will
notify all participating employers of the anticipated impact on costs that will emerge at the next actuarial
valuation. It will also-ané-_consider whether any existing bonds heldin—place for Admission Bodies require
review.

Where-it-appears-tikelytolf the Administering Authority thatferconsiders that an employer’s liabilities-the
amount—of-theliabilities_have —arising—erlikely—to—arise—has—changed significantly since the last actuarial
valuation, it may, in line with Regulation 64A and its own policythe-Administering-Authority—may-consider,
review and reviseing an-the employer's contribution_rates accordinglys-as-permitted-by-Regulation-64A-in-line
with-the Administering-Autherity'speliey. Please see the Fund’s Admissions and Terminations Funding Policy

for further details.

Climate risk

The systemic risks posed by climate change and the policies implemented to tackle them will fundamentally
change economic, political and social systems and the global financial system. They will impact every asset
class, sector, industry and market in varying ways and at different times, creating both risks and opportunities
for investors. The Administering Authority keeps the effect of climate change on future investment returns
under review and will commission advice from the Fund actuary on the potential effect on funding as required.

The impact on financial markets and life expectancy / morbidity will also impact the value placed on the
liabilities, which can also significantly change the funding level and any surplus or deficit, and the resulting
employer contributions.
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The Fund’s investment advisors carry out scenario analysis to assess the resilience of the funding strategy to
climate change risk over an agreed period. The analysis is in line with the key principles document agreed by
the actuarial firms providing advice to LGPS funds and approved by the Government Actuary’s Department,
the Ministry for Housing, Communities and Local Government and the England and Wales LGPS Scheme
Advisory Board.

Liquidity and maturity risk

Changes to the LGPS may impact upon the maturity profile of the Fund and have potential cash flow
implications. The increased emphasis on outsourcing and other alternative models for service delivery may
result in the following:

e active members leaving the Fund

e transfer of responsibility between different public sector bodies
e scheme changes which might lead to increased opt-outs

e spending cuts and their implications

All of these may result in workforce reductions that would reduce membership, reduce contributions and
prematurely increase retirements in ways that may not have been taken into account in previous forecasts.
The Fund recognises that permitting-allowing the funding target to be metaehieved over aperiedtime (through
a-{the- recovery period), r}-+ather than immediately, introduces a risk that the actions taken to restore solvency
may beis insufficient between suecessive-measurementsvaluation cycles.

The Administering Authority’s_encourages-pehey-is-to—reguire- regular communication between-itselfandwith
employers and monitors te—ensure—reviews—of-the maturity at—of both the overall Fund and individual
employers, particularly where significant issues are identified. levelwhere-materiaHssues-are-identifie

&

The Fund’s policy is to discuss the risks inherent in each situation with the Fund actuary and to limit the
permitted length-ef-recovery period to no longer than 15 years.

For closed employers the rRecovery pReriod will only be-permitted-te-exceed the future working lifetime of
the active members,—as calculated by the Fund actuary, in exceptional circumstances. This approach helps
protect the Fund from potential risks, such as increased volatility in contribution requirements as the

emplover s membershlp decllnes IMs—hm&Hhe—e*peaﬁe—eLt#w—vad%e—peteﬁﬂaJ—ada%e—eemeqaeﬂees

Regulatory/compliance risk
The Fund is exposed to Fhe-risks relate—tearising from changes te-in general legislation, anrd-LGPS specific

regulations, national pension requirements ander HM Revenue and Customs' rules.

The Administering Authority willkeep-abreast-efallactively monitors proposed changes_and, where these may
affect—f-any-change potentiallyaffects the fund costs, of the Fund,the-Administering-Authority-willask-the
will seek advice from the Fund actuary to assess the pessible-impact-on-costs-of-the-changepotential financial
impact. Where significant, the Administering Authority will notify employers of the possible impact and the
timing of any change.

There are-were a number of uncertainties associated with the benefit structure at the time this FSS was last
updated, in particular:

e The outcome of the cost management process as at 31 March 2024.

+—The Goodwin case in which an Employment Tribunal found thatruled-finrelationto- the Teachers' Pension
Scheme_discriminated on the grounds of sexual orientation} by providingthat—the— less favourable
previsienrsfer-survivors benefits efato female members in an-opposite sex marriages compared to those

ina—ferale-ina- same sex marriages or civil partnerships-armeunts-to-directdiserimination-on-groundsof
sexual-erientation. As a result, changes to the LGPS Regulations are expected to ensure survivor benefits
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are applied equally across all relationship types. H-is-expected-that-changes—will-be-madeto-the LGRS
: ; ¢ i

e The McCloud remedy affects pensions built up between 1 April 2014 and 31 March 2022 for members who

joined the LGPS before 1 April 2012. The impact of this remedy may be significant, particularly where

complete and accurate member data is not vet available to assess the underpin protectlon Ihe—ma-paet—ef

e The court judgement in Virgin Media v NTL Pensions Trustees may have some implications for the LGPS.

In determining how these uncertainties should be allowed for in employer contributions, the Administering
Authority will have regard to guidance issued by the SAB, taking account of the Fund actuary's advice.

For the 2025 actuarial valuation, the Fund will make an appropriate allowance for the McCloud remedy, based
on individual member data provided. An estimated allowance will also be included to reflect the potential

addltlonal liabilities arlsmg from the Goodwin caseFer—the—pu%peses—ef—tkm—l@-Zé—aeﬂ*&HaJ—vaJ-uaaen—an

Employer data quality risk

Actuarial calculations such as triennial actuarial valuations, employer contribution rates, and exit valuations,
rely on accurate data being supplied.

Where data quality is low, there is a risk that these calculations are not as-accurate, which could lead to
employer contributions and/or exit payments being set too high or too low.

The Fund actuary carries out data validation to assess the quality of the data in advance of each triennial
actuarial valuation. Where required, the Fund actuary and the Administering Authority will agree an approach
for data that is not ef-the-highest-gualityfully accurate or complete. For example, this may take the form of
estimating missing data items from other available items of data.

Governance risk
This covers the risk of unexpected changes in the structureatl of-ehangesin Fund membership, such as an-{fer
example-the— employer closing ure-ef-an—-empleyerto new entrants or the-large_groups of staff leaving or

retiring-seate—withdrawal-orretirementof groups—of staff); and the related-risk efthat the Administering
Authority may not beirg made aware of thesesueh changes in a timely manner.

To manage the risk, tFhe policy is to reguire-maintain regular communication between the Administering
Authority and employers.—aae- It also includeste-ensure regular reviews of key areas likesueh-iterms—as bond
arrangements, the financial health of standing-ef-ren-taxraising-employers who don’t raise taxes and funding
levels.

Orphaned liability risk

This risk arises from the—risk—ef—employers leaving the Fund and leaving orphaned liabilities. In
additienaddition, there is also a risk that deficits might arise in respect of already orphaned liabilities.

Funding targets are set to match the target-the assumed exit position, helping to reduce the risk of a deficits
when an employer leaves the Fundarising-en-exit.

The Administering Authority aims to protect other employers in the Fund from having to cover any deficit

linked to orphan liabilities. To do this, it will seek sufficient funding from the exiting employer to allow those
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Government fixed interest and index linked bonds.

Employer covenant risk

These risks arise-come from the-ever-changesing in the mix of employers_in the Fund, includingfrem-_short-
term and-ceasingor exiting -employers, and the petential-possibility that some may not be able to meet their
financial responsibilities. This could lead to paymentfera-_shortfalls-in-paymentsand/ or orphaned liabilities

Jo manage these risks, this FSS outlines how funding risks are handled for different types of employers and

other stakeholders.The Funéd-has-aFundin

The Administering Authority regularly monitors employer contributions and expects employers to inform the<
Fund of any changes in their financial or operational circumstances. If certain conditions under Regulation 64A
are_met, and in line with the Administering Authority ’s Admissions and Terminations Funding Policy,
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contribution rates may be reviewed between formal triennial valuations.

The Administering Authority will keep up to date information on each employer, including how they-«
participate in the Fund and their legal status (e.g., charities, companies limited by guarantee, group/subsidiary
arrangements) and will use this information to inform the FSS. The Administering Authority monitors
employer covenant as set out earlier in the FSS.
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Cyber Security risk

Cyber-attacks pose a risk to the data and systems managed by the Administering Authority and its key external
partners, such as the Fund actuary and software providers. These attacks could affect funding directly through
asset loss, or indirectly by making it harder to calculate liabilities if data is compromised or lost.

The Fund’s systems operate within the organisational arrangements of North Yorkshire Council as the
Administering Authority. It works closely with the council’s information and cyber security team to ensure
strong safeguards are in place to reduce the risk of cyber attacks. Cyber security is also addressed through
service contracts with relevant third-party providers, and the Administering Authority engages with key
external partners to confirm they have appropriate protections in place.
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Appendix 2: Roles and responsibilities

The efficient and effective management of the Fund can only be achieved if all parties are aware of and
exercise their statutory duties and responsibilities conscientiously and diligently.

The primary parties to the FSS are the Administering Authority, the Fund actuary and the employers.
The Administering Authority (the Fund) is required to:

e operate a pension fund

e collect employer and employee contributions, investment income and other amounts due to the pension
fund as stipulated in the LGPS Regulations

e have an escalation policy in situations where employers fail to meet their obligations

e pay from the pension fund the relevant entitlements as stipulated in the LGPS Regulations
e invest surplus monies in accordance with the relevant regulations

e ensure that cash is available to meet liabilities as and when they fall due

e ensure benefits paid to members are accurate and undertake timely and appropriate action to rectify any
inaccurate benefit payments

e take measures as set out in the regulations to safeguard the Fund against the consequences of employer
default

e manage the actuarial valuation process in consultation with the Fund’s Actuary

e prepare and maintain an FSS and associated funding policies and ISS, after proper consultation with
interested parties

e monitor all aspects of the Fund’s performance and funding, and amend the FSS/ISS accordingly

e establish a policy around exit payments and payment of exit credits/debits in relation to employer exits,
and around revising employer contributions between actuarial valuations, in accordance with the Fund’s
Admissions and Terminations Funding Policy

o effectively manage any potential conflicts of interest arising from its dual role as both Fund administrator
and scheme employer

e enable the Local Pension Board to review the actuarial valuation and FSS review process as set out in their
terms of reference

e support and monitor a Local Pension Board (LPB) as required by the Public Service Pensions Act 2013, the
Regulations and the Pensions Regulator’s relevant Code of Practice

The individual employer is required to:

e ensure_eligible- staff whe-are-eligible-are contractually enrolled and deduct contributions from employees’
pay correctly after determining the appropriate employee contribution rate (in accordance with the
Regulations);

e provide the Fund with accurate data and understand that the quality of the data provided to the Fund will
directly impact on the assessment of their liabilities and their contributions. In particular, any deficiencies
in their data may result in the employer paying higher contributions than otherwise would be the case if
their data was of high quality

e pay all ongoing contributions, including employer contributions determined by the Fund actuary and set
out in the Rates and Adjustments Certificate, promptly by the due date

e develop a policy on certain discretions and exercise those discretions as permitted within the regulatory
framework

e make additional contributions in accordance with agreed arrangements in respect of, for example,
augmentation of scheme benefits and early retirement strain

e notify the Administering Authority promptly of all changes to active membership that affect future funding
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pay any exit payments on ceasing participation in the Fund in a timely manner

notify the Administering Authority of any material change in financial circumstances for the employer

The Fund actuary should:

prepare actuarial valuations including the setting of employers’ contribution rates at a level to ensure
Fund solvency and long-term cost efficiency based on the assumptions agreed with the Administering
Authority and having regard to the FSS and the LGPS Regulations

provide advice so the Fund can agree the necessary assumptions for the actuarial valuation

prepare advice and calculations in connection with bulk transfers and the funding aspects of individual
benefit-related matters such as pension strain costs, ill health retirement costs, compensatory added years
costs, etc

provide advice and exit valuations to the Ffund so that it can make decisions on the exit of employers from
the Ffund and assist the Admmlstermg Authority in relation to any decision by the Administering Authority
spread an exit payment under

Regulation 64B

provide advice to the Fund on bonds or other forms of security against—to mitigate the financial
impacteffeet on the Fund of potential employer default

assist the Ffund in assessing whether employer contributions need to be revised between actuarial
valuations as permitted or required by the LGPS Regulations

ensure that the Ffund is aware of any professional guidance or other professional requirements that may
be relevant in the role of advising the Fund

identify te-theFund-and manage any potential conflicts of interest that may arise in the-deliverying the
contractual arrangements to the Fund and other clients, and report these to the Fund.

29



Appendix 3: Glossary

Actuarial Valuation

An assessment by the Fund actuary of the fFunding ltevel of the Fund and recommended employer
contributions. The assessment of the fFunding ltevel is based on calculating the pPast sService |Liabilities and
comparing this to the value of the assets held in the Fund. Actuarial valuations take place every three years
(triennial).

Administering Authority
North Yorkshire Council is the Administering Authority to the Fund.

Admission Agreement / Admission Body
An Admission Agreement is a formal contract that allows an organisation to join the Fund as a scheme
employer. An Admission Body is an employer that becomes part of the Fund through this agreement.A-written

Assumptions
Assumptions about the future need to be made by the Fund actuary in-erderteto calculate how much money
the Fund needs at the vVMaluation dBate to pay for the benefits that have been earned up to that datee

Valuation-Date. These assumptions are estimates of future experience for example, pay growth, longevity of
pensioners, inflation, and investment returns.

Code of Practice
The Pensions Regulator’s General Code of Practice.

Deficit

ServiceLiabilities—and-the-assets:A deficit occurs when the value of the Fund’s assets is less than the amount
needed to cover its pension liabilities. It represents the shortfall between what the Fund has and what it owes

for past service benefits.

Employer Covenant
The extent of the employer’s legal obligation and financial ability to support its liabilities in the Fund now and
in the future.

Fund
The North Yorkshire Pension Fund.

Fund Actuary
An actuary appointed by the Administering Authority to provide advice to the Fund, including carrying out
actuarial valuations.

Funding Level
The funding level is the value of assets divided by the value of the liabilities.

Fund Valuation Date
Fhe—effective—date—of-thetriennialfund—actuarialvaluatienThis js the official date on which the triennial
actuarial valuation of the Fund takes effect.

Guarantee / Gguarantor

A formal promise by a third party (the guarantor) that it will meet any pension obligations not met by a
specified employer. The presence of a guarantor may mean that the ffund can consider the employer’s
covenant to be as strong as its guarantor’s.

LGPS Regulations
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The statutory regulations setting out the contributions payable to, and the benefits payable from, the Local
Government Pension Scheme and how the Funds are to be administered. These include the Local Government
Pension Scheme Regulations 2013 and various transitional regulations.

Local Pension Board
The board established to assist the Aadministering Aauthority as the Scheme Manager for each fund.
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Long-term Ceost Eefficiency

The notes to the Public Service Pensions Act 2013 state that long-term cost efficiency implies that the rate
must not be set at a level that gives rise to additional costs. For example, deferring costs to the future would
be likely to result in those costs being greater overall than if they were provided for at the time.

The rate of employer contributions shall be deemed to have been set at an appropriate level to ensure long-
term cost efficiency if the rate of employer contributions is sufficient to make provision for the cost of current
benefit accrual, with an appropriate adjustment to that rate for any surplus or deficit in the Fund.

In assessing whether the above condition is met, GAD may have regard to the following considerations:

e the implied average deficit recovery period

e the investment return required to achieve full funding over different periods, e.g. the recovery period

e if there is no deficit, the extent to which contributions payable are likely to lead to a deficit arising in the
future

e the extent to which the required investment return above is less than the Aadministering Aauthority’s
view of the expected future return being targeted by a fund’s investment strategy, taking into account
changes in maturity/strategy as appropriate.

Non-statutory Gguidance
Guidance which although it confers no statutory obligation on the parties named, they should nevertheless
have regard to its contents.

Notifiable Eevents
Events which the employer should make the Aadministering Aauthority aware of.

Past sService Lliabilities
The estimated cost, or present value, of pension benefits that members have already earned up to the
valuation date, including those currently in payment. These liabilities are calculated using agreed actuarial
assumptions and typically include projected future increases to salaries or pensions, where relevant, up to
retirement or the date of leaving service. Fhis-is-the-cost-orpresentvatue-of the benefits-to-which-membersare

7 )

Pension Fund Committee
A committee or sub-committee to which an administering authority has delegated its pension function.

Pensions Administration Strategy
A statement of the duties and responsibilities of scheme employers and administering authorities to ensure
the effective management of the scheme.

Primary Rrate of the Eemployers’ Ceontribution

The primary rate fereach-employeris that-empleyersthe future service contribution rate for each employer.;
It represents the percentage of pensionable pay required to fund-which-is-the-contributionraterequired-to
meet the cost of thefuture-acerual-of benefits earned by members in respect of future service-expressed-asa
percentage-of pensionablepay, igrering-excluding any adjustments past service surplus or deficit. This rate is
based on-butalewingfer—any employer-specific circumstances, such as the-membership profile—ef-that
employer, the funding strategy adopted for that employer (including any risk-sharing arrangements
seteperated by the administering authority), the chosen actuarial method ehesen—and/er the employer’s
financial strength (covenant).

The primary rate for the whole Fund is_calculated as the payroll-weighted average {by-payret-of the individual
employers’ primary rates.

Rates and Aadjustments certificateCertificate
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A formal certificate issued by the Fund’s actuary following reguired-at-each actuarial valuation, as required -by
the LGPS Regulations. It ;—setsting out the primary and secondary contribution_ratess payable by_each
participating employers for the three-yearthree-year period starting from 1 April following the valuation date.
The certificate reflects the funding strategy and actuarial assumptions agreed for the valuation and is included
in the Fund’s valuation report.s-frem-the-1+-Apri-thatfalls-inthe-calendaryrearfollowing-the-Fund-Valuation

Date:
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Secondary Rrate of the Eemployers’ Ceontribution

The secondary rate is an adjustment_applied to the primary rate to determine the total contribution arrive—at
therate-each employer is+eguired-tomust pay. It may be expressed as a percentage adjustment to the primary
rate, and/or a cash adjustment in each of the three years starting frombeginning—with 1 April inthe-year
following that-in—which-the Fund v¥aluation dbate.-falls: The secondary rate is specified in the Rates and
Adjustments Certificate. For each employer, the total requwed contrlbutlon is the sum of the primary and

secondary rates.
rates:

The Fund Aactuary shewld-also diselese-thecalculates secondary rates for the whele-sehemeentire fund in each
of the three years starting from 1 April following the Fund valuation datebeginning-with-1+-Aprilin-theyear
following-that-in-which-the-actuarial-valuation-datefalls. These areshould-be- calculated as a payroll-weighted
average (for percentage rates) -based on the whole fund-seheme payroll, inrespectof percentagerates-and as

a—total cash amount.—in—respect—of-cash—adjustments: The—purpese—oftThis is—te—shewprovides a single

contrlbutlon—flgure for each year enabling comparison across funds and reconciliation with actual

Solvency

The notes to the Public Service Pensions Act 2013 state that solvency means that the rate of employer
contributions should be set at “such a level as to ensure that the scheme’s liabilities can be met as they arise”.
HSolvency is-netregarded-that-thismeans-that-thedoes not require the pensionfFund sheuld-to be fully166%
funded_(100%) at all times. Rather—and—fFor the purposes of Section 13 of the Public Service Pensions Act
2013, therate-ef-employer contribution ratess areshal-be- deemed to have been set at an appropriate level to
ensure solvency if:

o therateof employercontributionsissettothey are designed to target afull Fundingtevelforthe Fundof

100%-over an appropriate time period, and using appropriate actuarial assumptions; and either:

e employers collectively have the financial capacity to increase employer contributions if needed, and/or the
Fund is—able—te—realisecan access contingent assets should future circumstances require, in order to
continue to target a funding level of 100%; or

e there is an appropriate plan in place to manage situations where the number of employers should-there
beerif there-is-expected-infuture to-beno-ora-limited-numberofin the Fund employerssignificantly
reduces, or_where—a—materialreduction—in—the—capacity—ofFund employers’_ability to te—increase
contributions as-might-be-reededbecomes limited.

If the conditions above are met, then it is expected that the Fund will be able to pay scheme benefits as they
fall due.

Surplus
A surplus exists when the value of the Fund’s assets exceeds its past service liabilities.H-the-assets-are-higher

than-the-Past-Service-Liabilities,thena-surplus-exists: The surplus is the difference between the assets_held
and the the estimated cost of benefits already earned by members. PastService-Liabilities:
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