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Section A — Purpose of the Fund and the FSS

Introduction

This is the Funding Strategy Statement (FSS) for the Wandsworth Pension Fund (the Fund), part of the Local
Government Pension Scheme (LGPS). It has been prepared by Wandsworth Council (we/us/our) in our capacity
as Administering Authority of the Fund. We have prepared this statement:

e inaccordance with Regulation 58 of the LGPS Regulations 2013 as amended (the Regulations);

e with regard to the guidance (Guidance for Preparing and maintaining a Funding Strategy Statement (FSS))
jointly produced by the Scheme Advisory Board (SAB), the Chartered Institute of Public Finance and
Accountancy (CIPFA) and Ministry of Housing, Communities and Local Government (MHCLG); and

e having taken advice from the Fund Actuary, Barnett Waddingham.

Following the Shared Staffing Arrangement between London Borough of Richmond upon Thames and
Wandsworth Council, which commenced on 1 October 2016, all assets and liabilities of the Richmond Pension
Fund transferred to the Wandsworth Pension Fund under Statutory Instrument 2016/1241. References to
“Council” or “the Council” should be read as meaning London Borough of Richmond upon Thames and
Wandsworth Council as appropriate.

The Fund is overseen by the Joint Pensions Committee, which is a committee of Wandsworth Council, and includes
representatives from both Wandsworth and Richmond Councils since all assets and liabilities of the Richmond
Pension Fund transferred to the Wandsworth Pension Fund. This statement should be read in conjunction with
our Investment Strategy Statement (ISS) [here].

Employers and other relevant parties — such as the Department for Education in their role as guarantor for further
education colleges and academy trusts participating in the LGPS — have been consulted during the development
of this FSS.

This FSS was approved by the Joint Pensions Committee on 10 March 2026 on the recommendation of the
Director of Financial Services and other Fund Officers and following consultation with our employers. We have
included an explanation of the key terminology used in this document in Annex E: Glossary.

Any queries relating to this FSS should be directed to PSSEmployers@richmondandwandsworth.gov.uk.

Aims and objectives of the FSS

The aims and objectives of this FSS are to:

e Enable our Fund Actuary to undertake appropriate funding calculations for the Fund, whether as part of a
triennial actuarial valuation exercise or otherwise, which also meet the requirements of the LGPS
Regulations and guidance and their professional obligations;

e Establish a clear and transparent fund-specific strategy that will identify how our employers’ pension
liabilities are best met going forward;

e Support the desirability of maintaining as nearly constant a primary contribution rate as possible, as defined
in Regulation 62(6) of the Regulations;

e Ensure that the regulatory requirements to set employer contributions to ensure the solvency and long-
term cost efficiency of the Fund are met in the context of fiduciary duty;

e Explain how we seek to balance the interests of different employers; and

e Explain how we deal with conflicts of interest and reference other policies/strategies.
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They have been set in the context of fiduciary duty and requirement to pay pension benefits according to the
LGPS and wider regulations.

Our aims in relation to long-term funding are to:

e Achieve solvency by managing employers’ liabilities effectively and ensuring that sufficient resources are
available to meet all benefit payments as they arise;

e Achieve long-term cost efficiency by ensuring that employer contribution rates are not set at a level that
gives rise to additional costs;

e Set levels of employer contributions that target a 100% funding level over an appropriate time period and
using appropriate actuarial assumptions, while taking into account the different characteristics of
participating employers;

e Build up the required assets in such a way that employer contribution rates are kept as stable as possible,
with consideration of the long-term cost efficiency objective set out earlier;

e Enable primary contribution rates to be kept as nearly constant as possible and (subject to not taking
undue risks) at reasonable cost to our employers;

e Seek returns on investment within reasonable risk parameters; and

e Adopt appropriate measures and approaches to reduce the risk, as far as possible, to the Fund, other
employers and ultimately the taxpayer from an employer defaulting on its obligations to the Fund.

There is a potential conflict of interest in that the FSS is prepared by the Administering Authority which is itself
an employer in the Fund.

The Local Pension Board of the Fund has a Conflict of Interest Policy, available [here].

This Policy is supplemented by the Council’s agreed Code of Conduct for elected members and accompanying
guidance sets out how any conflicts of interests involving elected members acting as trustees can be addressed.
This is available here.

The Code includes provisions dealing with an elected member’s general obligations to treat others with respect
and not to bully, intimidate or do anything that compromises the impartiality of those who work for or on behalf
of the Council.

The Code also contains rules about declaring and registering via a public register “disclosable pecuniary interests
(DPI)" and other relevant personal interests and the action a member must take when they have such an interest
in Council business, for instance, in the case of a DPI, withdrawing from the room or chamber when a matter is
discussed and decided in committee, unless dispensation has been obtained from the Council's Monitoring
Officer.

Council or Better Service Partnership employees, including those associated with the operation of the Fund or
the Pensions Shared Service, also need to adhere to a similar Code of Conduct here.

By following the Fund’'s Conflict of Interest Policy, the Council’'s Codes of Conduct for elected members and
Council employees and associated policies, and by undertaking a consultation which is extended to all employers,
we will ensure that the contents of the FSS are not unduly influenced by any one employer.

Version 1 Wandsworth Pension Fund | Funding Strategy Statement | 31 March 2026
PUBLIC 4 of 53


https://democracy.wandsworth.gov.uk/documents/s107890/Paper%20No%2023-363%20-%20Appendix%20B%20-%20Conflict%20of%20Interest%20Policy.pdf
https://www.wandsworth.gov.uk/media/1731/members_code_of_conduct.pdf
https://www.wandsworth.gov.uk/media/foi/WBC-FOI-00714%20(1).pdf

Official

Monitoring and review of the FSS

The FSS will be monitored every three years and it will be reviewed before the completion of the next actuarial
valuation of the Fund unless circumstances suggest an earlier review would be desirable or required.

Examples of when we may wish to review the FSS include:

Material changes to the LGPS benefit structure or regulations;

Significant changes to our investment strategy;

Significant changes to our membership profile;

Such significant 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);

A material change in the affordability of contributions and/or employer(s) financial strength which has an
impact on the future solvency of the Fund;

Recommendations from MHCLG or the Government Actuary’s Department (GAD); or

On the advice of the Fund Actuary.

In a review of the FSS, we would consider whether an update to the FSS was required (and consequently whether
an update to the ISS was also required). If we felt an update was required, we will consider communicating with
those employers specifically impacted by any changes.

The table below sets out the history of the Fund's FSS:

Version Nature of change Implemented

V1 Initial creation April 2005

V2 Reflecting the 2007 Valuation April 2008

V3 Reflecting the 2010 Valuation and a move to risk-based outcome April 2011
modelling

V4 Reflecting the 2013 Valuation and a move to economic rate discount  April 2014 subject to amendment
model

V5 Reflecting the 2016 Valuation and the transfer of assets and April 2017 subject to amendment
liabilities from the Richmond Council Pension Fund

V6 Reflecting changes proposed by the Fund's Actuary November 2017

V7 Reflecting the 2019 Valuation April 2020

V8 Reflecting the 2022 Valuation April 2023

V9 Reflecting the 2025 Valuation and the January 2025 “Guidance for 31 March 2026
Preparing and maintaining a Funding Strategy Statement (FSS)”
jointly produced by SAB, CIPFA and MHCLG
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Section B: Key funding principles

Funding target

Employer contribution rates are required by Regulations to be set by an actuarial valuation exercise and securing
the solvency and long-term cost efficiency of our Fund is a regulatory requirement. The Regulations also state it
is desirable to maintain as nearly constant a Primary rate of employers’ contribution as possible and the Fund
aims to achieve this. A key principle in determining employer contribution rates is to establish a funding target,
with employer contribution rates then set to meet that target over an agreed period.

The past service funding level (often referred to as simply the funding level) is the ratio of assets to liabilities in
respect of accrued past service.

We define the funding target as having at least sufficient assets in the Fund to meet the accrued past service
liabilities (i.e. a funding level of 100%). We may set different funding targets for different employers or groups
(pools) of employers in the Fund. The Fund Actuary can then assess how the value of the assets held by the Fund
compares to the funding target and calculate the past service funding level.

We have many different employers in our Fund and our strategy seeks to strike the right balance between
affordable, stable contributions whilst also recognising that failure of an employer to pay contributions, can lead
to financial consequences for other employers. More information on the funding target for different employers
is set out later in in this section.

Members' benefits are payable many years into the future and positive investment returns can help make the
benefits more affordable for employers. Investment returns are not guaranteed or known in advance so the
assumed future rate of investment return (also known as the discount rate) is the key assumption the Fund Actuary
makes in calculating the liabilities. In general:

e the lower the investment return over a time period, the higher the required contributions to the Fund over
that time period, and vice versa;

e the higher the assessed risk that an employer (or group of employers) may cease to exist in future and be
unable to meet their obligations to the Fund, the lower that the assumed rate of future investment return
for that employer (or group of employers) may be, whilst recognising this must be balanced with
affordability considerations; and

e the time period over which it is appropriate to consider the contributions and investment return may vary
depending on the circumstances of an employer (or group of employers).

There are broadly three categories of employer according to the Regulations:

e Schedule 2 Part 1 ("Scheduled”) bodies which must admit eligible employees to the LGPS (for example,
County and District Councils, police and fire bodies and academies);
e Schedule 2 Part 2 ("Resolution”) bodies which designate employees or posts as being eligible to join the
LGPS (for example, town and parish councils);
e Schedule 2 Part 3 (“Admission”) Bodies which
e participate by virtue of paragraph 1(d)' (generally where a service has been outsourced to a private
sector contractor) — “Transferee Admission Bodies” and
e meet the criteria in paragraphs 1(a) to (c) or 1(e) are typically referred to as Community Admission
Bodies (CABs) (for example, charities or housing associations).

" of Part 3 of Schedule? to the Regulations
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We aim to be fair and consistent across our employers, so for all employers within a category, unless justified by
a covenant assessment or agreed with the Fund Actuary, we will:

e adopt the same maximum periods to recover any deficit or surplus;

e apply the same minimum employer contribution rate;

e use the same funding basis to set the employer contributions for the actuarial valuation;

e use the same cessation basis in the event of an employer exit;

e apply the same maximum terms for any deferred debt agreement and debt spreading arrangements.

Main actuarial assumptions

To value liabilities, the Fund Actuary needs to make assumptions about the factors affecting the Fund's future
finances such as price inflation, pay increases, investment returns, rates of mortality, early retirement and
employee turnover etc. The assumptions adopted at the valuation can be considered as:

e The demographic (or statistical) assumptions which are essentially estimates of the likelihood or timing of
benefits and contributions being paid, and

e The financial assumptions which will determine the estimated value of the amount of benefits and
contributions payable.

A summary of our methodology to determine and monitor the actuarial assumptions is explained below and
overleaf. Financial assumptions are based on a particular date and consider average market yields over the six
months straddling the relevant date. The relevant date may be the date of the valuation, or the date an employer
joins or leaves the Fund.

To measure the future level of price inflation over the long-term, we use the 20 year point on the Bank of England
implied RPI inflation curve. A fixed inflation risk premium deduction of 0.3% p.a. is made to the assumption.

Pension increases, both in payment and the rate of revaluation applied to pension accounts, are linked to changes
in the level of the CPI. Inflation as measured by the CPI has historically been less than RPI due mainly to different
calculation methods. Based on analysis by the Fund Actuary, a fixed deduction of 0.4% p.a. is made to the RPI
assumption to derive the CPI assumption as at 31 March 2025. This deduction will taper down to 0.2% p.a. by
February 2030 when it is anticipated that the RPI will be aligned with the Consumer Prices Index including owner
occupiers’ housing costs (CPIH).

As some of the benefits are still linked to final pay, the Fund Actuary needs to make an assumption as to future
levels of pay increases. Historically, there has been a close link between price inflation and pay increases, with pay
increases exceeding price inflation in the longer term. The long-term pay increase assumption adopted is CPI plus
1.0% p.a. which includes allowance for promotional increases.

To determine the value of accrued liabilities and derive future contribution requirements it is necessary to
discount future payments to present day values. The derivation of the discount rate that is applied to all projected
liabilities starts with a weighted estimate of the rate of investment return that is expected to be earned from the
underlying investment strategy by considering average market yields in the six months straddling the relevant
date.

The discount rate is this rate of return with an adjustment for prudence. The adjustment for prudence has the

effect of, all else being equal, increasing the value of liabilities.
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The level of prudence incorporated within the ongoing discount rate is a fixed deduction for all employers, which
has been set using modelling carried out by the Fund Actuary. The level of “prudence” in the ongoing discount
rate has been determined based on a success probability of 71% which translates to a fixed deduction of 1.5%

p.a. for all employers.

The adjustment for prudence is higher if the discount rate is used to value liabilities where the employer is leaving
the Fund. Further detail is given in Process for determining the position on termination section.

The demographic assumptions adopted are based on Fund-specific experience and national statistics, adjusted
as appropriate to reflect the individual circumstances of the Fund and/or individual employers.

The key assumptions used in the actuarial valuation as at 31 March 2025 are summarised below:

Financial assumptions (p.a.)
CPl inflation

Salary increases

Discount rate

Demographic assumptions
Pre-retirement mortality
Post-retirement mortality — base tables

Pensioners

Dependants

Post-retirement mortality — future improvements
CMI Model

Long-term rate of improvement (p.a.)

Initial addition parameter (p.a.)

Overlay half-life parameter

Retirement assumption

Pre-retirement decrements

50:50 assumption

Ongoing funding basis
2.7%
3.7%
5.1%

100% / 110% of the assumed rates for males / females

within GAD'’s 31 March 2016 LGPS (E&W) valuation?

90% of S4APMA for males
90% of S4PFA for females
80% of SADMA for males
85% of SADFA for males

CMI_2024
1.50%
0%
1 year
Members are assumed to retire at the weighted

average of their individual benefit tranche retirement

ages
As per GAD's 31 March 2020 LGPS (E&W) valuation?,

except with no salary scale and no ill-health rates*
Based on actual rates of 50:50 membership exhibited
by Fund members

2 https://www.gov.uk/government/publications/actuarial-valuation-of-the-local-government-pension-scheme-england-and-

wales-2016

3 https://www.gov.uk/government/publications/2020-valuation-local-government-pension-scheme-england-wales
4 Certain employers, primarily Wandsworth academies, finance ill-health retirements using a loading to their contribution
rates. These loadings assume ill-health retirement experience in line with 50% of either the GAD’s 2020 or 2016 E&W
valuation, as per the pre-retirement decrements, with 75% / 15% / 10% of retirements assumed to be in Tier 1/ Tier 2 / Tier

3 respectively
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Members are assumed to commute pension to receive
Commutation 50% of the maximum available tax-free cash on
retirement

Family statistics
% with qualifying dependant 75% (M) / 65% (F)
Age difference Males older by 3 years
Further information on the assumptions used is explained in the Fund'’s valuation report [here].

The actuarial method for open employers is the projected unit method and for closed employers is the attained
age method. These are explained further in the section Primary rate of employers’ contribution.

For the purpose of considering funding levels and setting contributions, the asset value used is the market value
of the assets at the valuation date, adjusted to reflect average market conditions during the six months straddling
the valuation date.

This is referred to as the smoothed asset value and is calculated as a consistent approach to the valuation of the
liabilities. For the 2025 valuation this led to assets being taken into account for funding purposes at 101.7% of
the market value.

The asset value used for funding purposes also allows for a 10% asset shock reserve to allow for adverse short
term financial experience in the period to the next valuation.

The Fund's assets are effectively unitised and notionally allocated to employers at an individual level by allowing
for actual Fund returns achieved on the assets and cashflows paid into and out of the Fund in respect of each
employer (e.g. contributions received and benefits paid) before the smoothing adjustment is applied.

The Fund operates several funding pools where employers share risks. This may impact the calculation of an
employer’s assets and is explained further in the section Pooling of individual employers.

In essence, for funding pools, such as the Wandsworth Council pool, the London Borough of Richmond upon
Thames pool and the Wandsworth Academy pool, the assets and liabilities of the relevant employers are pooled
together and calculated as if the funding pool were a single employer.

Links to the Investment Strategy Statement (ISS)

Our current ISS, dated June 2023, is available here. A new version of the ISS is currently being prepared at the
date this document has been signed.

The funding strategy and the investment strategy are strongly connected. The funding strategy relies on
contributions to maintain financial stability, and the investment strategy aims to generate returns that support
long-term sustainability.

The main link between the FSS and the ISS relates to the discount rate that underlies the funding strategy as set
out in the FSS, and the expected rate of investment return anticipated to be achieved by the long-term strategy
as set out in the ISS.
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As explained in the previous section, the ongoing discount rate that is adopted in the actuarial valuation is derived
by considering the expected return from the long-term investment strategy. This ensures consistency between
the funding strategy and investment strategy.

After employer and employee contributions, investment returns are the third key pillar of LGPS funding. We must
be able to pay benefits when they are due. The payments of benefits are met from a combination of contributions
(through the funding strategy) and asset return and income (through the investment strategy).

Should investment performance or income fall below projected levels, it may be required to increase employer
contributions to compensate to meet the cost of the benefits. Hence the required investment returns to meet the
discount rate assumption set out in the FSS are considered in setting the strategic asset allocation.

A summary of the asset classes and allocation that will feature in the upcoming updated version of the ISS is
shown below:

Global equities 50 40 to 60
Property 6 4to8
Infrastructure 7.5 25t0 125
Private equity 2.5 1.5t04
Multi-Asset Credit 10 5to 15
Private debt 8 41012
Corporate bonds 10 5to 15
Index-linked gilts 5 25t0 7.5
Cash and cash equivalents 1 05to3

The primary objectives of the Fund according to the current ISS is “to provide pension and lump sum benefits for
members on their retirement and/or benefits on death, before or after retirement, for their dependants, on a defined
benefits basis.”

The majority of the Fund's investments are currently held in equities or other growth assets. As the Fund is still
attracting new members and can afford to take a long view, this degree of equity weighting is considered
acceptable.

It is also considered generally desirable in view of the higher return that may reasonably be expected in the long
term from investments carrying higher risk. This expectation is supported by historical analysis showing that
equities have out-performed bonds over most, but by no means all, periods.

However, when determining asset allocation, consideration is given to cashflow requirements to maximise the
use of dividend and income payments to meet the shortfall between new contributions and current pension
liabilities.

This investment policy allows the Fund Actuary to estimate an investment return in respect of each main category
of assets, before using a prudence adjustment to derive a discount rate for the Fund, in keeping with the
Administering Authority’s desired level of prudence. The amount of the discount rate assumption will be decided
for each valuation, having regard to market expectations at the time but with a significant allowance for prudence.

The Fund'’s heavy equity and growth asset weighting means accepting potentially volatile valuation results.

As the Councils are the major participating employer required to publish an annual balance sheet, and as this
balance sheet is published for stewardship purposes and not to give assurance to lenders, the volatility in the
pension reserve shown in the annual balance sheet is not a concern.

Volatility in triennial valuation results, however, tends to work against “the desirability of maintaining as nearly
constant employer primary contribution rates as possible”.
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The Fund Actuary adopts methods in order to mitigate this risk and these are discussed in this statement (such
as adjusting the market value of the Fund’s assets at the valuation date to reflect average market conditions
during the six months straddling the valuation date and, correspondingly, considering average market yields in
the six months straddling the relevant date to set financial assumptions that are used to place a value on the
Fund's liabilities).

How employer contributions are calculated

The total contribution rates an employer must pay is the primary contribution rate plus the secondary contribution
rate. The primary and secondary contribution rates are discussed in the sections below and overleaf.

The earlier section Funding target summarises how the primary and secondary contribution rates are set including
the bases used under different circumstances of the valuation, or joining or leaving the fund.

The contribution rates that an employer must pay as calculated as part of the actuarial valuations will be
communicated to the employers in Autumn or Winter of the valuation year (e.g. Autumn/Winter 2025 for the 31
March 2025 actuarial valuation) through an initial results report or schedule calculated by the Fund Actuary and
communicated direct or via the Fund.

The contribution rates that an employer must pay when they join the Fund will be calculated by the Fund Actuary
and communicated via the Fund upon joining, unless a pass-through risk-sharing agreement has been agreed
for the employer’s participation, in which case the rate will be agreed between the new employer and the letting
authority, with the Fund being informed of the agreed rate.

The Fund does operate a current default pass-through contribution rate of 16.6%, which is subject to review at
every triennial valuation.

Contributions must be paid monthly unless we agree to a special arrangement following discussion with the Fund
Actuary. Where contributions are based on a percentage of pay, the amounts paid by employers will fluctuate in
line with payroll each month.

For all employers, the primary and secondary contributions they are required to pay along with the frequency of
payment will be certified by the Fund Actuary in the Rates and Adjustment Certificate. The latest certificate can
be found [here].

We will consider requests by employers to pay any positive secondary contributions up front. We must agree
before employers make any up-front payments, as we need to advise the Fund Actuary so it can be reflected in
the Rates and Adjustment Certificate.

No discount will be offered in exchange for early payment of either primary or secondary contributions.

Primary rate of employers’ contribution

The funding level considers past service, but the Fund Actuary must also calculate the cost of benefits which will
be earned in the future by active members. The primary rate of an employer’s contribution, as defined in
Regulation 62(5), is the level of contributions required, expressed as a percentage of the pay of active members,
which, together with employee contributions, is expected to cover the cost of benefits accruing in future.

The calculation of the primary rate ignores any past service surplus or deficit but allows for any employer-specific
circumstances such as whether an employer is open or closed and includes the employer’'s share of administration
costs and, for employers participating in the Wandsworth Academy pool, a loading to allow for assumed levels
of ill-health retirements. More details on how employers finance the additional liabilities arising from ill-health
retirements are set out in the section Payment of additional contributions.
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The primary rate for the whole fund is the theoretical primary rate of all employers in the fund assessed on the
ongoing basis using the assumptions summarised on pages 8 and 9 of this document.

Our approach to setting the primary rate depends on specific employer circumstances, including the strength of
the employer covenant and guarantor arrangements which determine the employer categorisation (as set out in
the earlier Funding target section).

If an employer has any risk-sharing arrangements, then the primary rate will depend on the arrangement in place,
and if the employer is part of a pooling arrangement, then the primary rate may be set to be the same as other
employers in the pool.

It may also depend on whether an employer is an “open” employer, one which allows new employees access to
the Fund, or a “closed” employer, one which no longer permits new employees access to the Fund.

For open employers, in general, the actuarial funding method that is adopted is known as the Projected Unit
Method. The key feature of this method is that, in assessing the future service cost, the primary rate represents
the cost of one year’s benefit accrual only.

For closed employers, in general, the actuarial funding method adopted is known as the Attained Age Method.
The key difference between this method and the Projected Unit Method is that the Attained Age Method assesses
the average cost of the benefits that will accrue over a specific period, such as the length of a Rates and
Adjustment Certificate, the length of a contract or the remaining expected working lifetime of active members.

The Administration Strategy of the Fund’'s administrators, Better Service Partnership, requires employers to tell us
if they have stopped admitting new employees to the Fund so we can monitor the open or closed status of each
employer.

Secondary rate of the employers’ contribution

Whilst one of our funding objectives is to build up sufficient assets to meet the cost of benefits as they accrue,
we know that at any particular point in time, the value of the assets is unlikely to be equal to the value of accrued
liabilities, depending on how the actual experience of the Fund compares to the actuarial assumptions.

This means there will be a past service surplus or deficit which can lead to an adjustment to employers’
contributions. This contribution adjustment is referred to as the secondary rate, as defined in Regulation 62(7).

The secondary rate is a positive or negative adjustment to the primary rate to arrive at the total contribution rate
each employer is required to pay. Secondary contributions can be certified as a percentage of payroll or as
monetary amounts (which can be fixed or nominal amounts).

There is a potential conflict of interest whereby a single employer i.e. the Administering Authority of the Fund, is
leading the process of setting the adjustments to the primary rate. The Fund manages this conflict of interest by
consulting with all employers on the contents of the FSS, which sets out how secondary contribution rates are set
for all categories of employer.

Payment of additional contributions

Employers will usually be expected to make additional contributions into the Fund under the following
circumstances:

¢ Where an employee under Regulation 30(7) becomes entitled to an immediate unreduced pension as a
result of redundancy or business efficiency, we will request the Employer make a strain payment to cover
the anticipated cost of the additional pension entitlement;

e Where an employee or former employee is permitted to retire on grounds of ill health leading to pension
enhancement and/or early payment of pension benefits, we will request the Employer make a strain
payment to cover the anticipated cost of the additional pension entitlement, with the exception of
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Employers participating in the Wandsworth Academy pool, where the primary rate includes an allowance
for assumed levels of ill-health retirements;

e Where an employee or former employee dies resulting in a death grant benefit becoming payable, we will
request the Employer make a payment to the Fund to cover the incurred expense;

e Where an employee makes Additional Voluntary Contributions (AVC), at the employer's discretion, they
may make an additional payment to the Fund under a cost sharing arrangement with the member.

The employer is required to inform the Fund if any of these situations occur, in line with our Administration
Strategy.

Actuarial valuation

As required by Regulation 62 (1) of the LGPS Regulations 2013, an actuarial valuation of all LGPS funds is carried
out every three years. The main purpose of the valuation is to determine the level of employers’ contributions
that should be paid to ensure that the existing assets and future contributions will be sufficient to meet all future
benefit payments from the Fund.

The most recent actuarial valuation of the Fund was undertaken as at 31 March 2025. The results of the 31 March
2025 valuation can be found in the Fund’s valuation report, [here], which includes:

e An actuarial valuation of the assets and liabilities of the Fund;

e The funding level of the Fund as at the valuation date;

e The primary rate for the whole Fund, which is the weighted average (by payroll) of the individual employers’
(or groups of employers’) primary rates;

e The financial and demographic actuarial assumptions used to value the pension liabilities, including details
of the sensitivity of the results to changes in the assumptions used;

e The valuation report must demonstrate how the demographic assumptions have been set with reference to
the actual events affecting Fund members since the previous valuation;

e A Rates and Adjustments certificate outlining the minimum contributions payable by employers in the
Fund, specifying both the primary rate and secondary rate of the employer’s contribution for each of the
three years beginning on 1st April following the year in which the valuation date occurs; and

e Summarised information of the actuarial valuation in the form of a “"dashboard” which is agreed between
the actuarial firms and GAD.

The valuation documentation must be provided to the Administering Authority before the first anniversary of the
valuation date. For reference, the results of the 31 March 2022 valuation can be found here.

Review of employer contributions between valuations

The Fund'’s Contribution review policy can be accessed in Annex A: Contribution review policy.

Fund approach to managing surpluses and deficits

As set out in

Section A — Purpose of the Fund and the FSS, our aim is to ensure employers’ contributions are set to meet the
Regulatory requirements of achieving solvency and long-term cost efficiency but also for the primary rate (and
also total) to be as stable as possible over the long term.

We aim to keep primary (and also total) contribution rates stable by:

e asking the Fund Actuary to adopt a discount rate derived from the weighted-average expected investment
return on the Fund's assets;
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e reviewing the level of prudence, i.e. the gap between the discount rate and the weighted-average expected
investment return of the Fund'’s assets, at each valuation; and

e operating a number of funding pools that increase the stability of contribution rates compared to
calculating individual contribution rates for each employer, particularly for small employers.

Where there is a deficit, the secondary contribution rate is generally calculated to pay off the deficit over a

maximum period of:

e 6 years for any deficit at the 2025 valuation if the employer/pool was in deficit at the 2022 valuation; or

e 12 years if a deficit arises at the 2025 valuation or any future valuation, if the employer/pool was in surplus
at the previous valuation.

Where there is a surplus, the secondary contribution may include an adjustment to run off the surplus in excess
of the 115% funding level over a minimum period of 20 years or, where relevant, the expected future working
lifetime or remaining contract length.

The period adopted for individual employers or groups of employers may also depend on:

e The significance of the surplus or deficit relative to the liabilities of that employer or group of employers;

e The employer covenant of the employer/group (including any security in place) and any limited period of
participation in the Fund;

e The remaining contract length of an employer in the Fund (if applicable); and

e The implications in terms of stability of future levels of employers’ contribution.

To maintain a degree of stability, we reserve the right to phase in contribution reductions for employers in surplus
arising from moving to new primary rates or new total contribution rates over the subsequent intervaluation
period. A summary of our approach to employers in the Fund as at the 31 March 2025 valuation is set out in the
tables overleaf.

The approach adopted may differ to reflect the situation specific to the employer, e.g. if justified by a covenant
assessment.

In addition, contribution allowances to finance funding strains arising from assumed levels of future Tier 1 and
Tier 2 ill-health retirements would be paid in addition to any contributions determined under the following
approaches.
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Type of employer

Maximum recovery period of deficit,
if employer/pool was in deficit at
the previous valuation

Maximum recovery period of deficit
if a deficit arises in future, if
employer/pool was in surplus at the
previous valuation

Scheduled and
designated/resolution bodies

Higher education bodies

Academies and colleges
covered by the DfE guarantee

Transferee admission bodies

Other

Targeting the same end date -
typically 6 years as at 31 March 2025

Targeting the same end date -
typically 6 years as at 31 March 2025

Targeting the same end date -
typically 6 years as at 31 March 2025

Lower of remaining contract length,
expected future working lifetime
and 6 years as at 31 March 2025

Lower of expected future working
lifetime and 6 years as at 31 March
2025

12 years

12 years

12 years

Lower of remaining contract length,
expected future working lifetime
and 12 years

Lower of expected future working
lifetime and 12 years

Type of employer

100% to 115% funding
level — no surplus release

Greater than 115% funding level — min. surplus
spread period for excess over 115%

Scheduled and
designated/resolution bodies

Higher education bodies

Academies and colleges
covered by the DfE guarantee

Transferee admission bodies

Other

Move to new primary rate
from 1 April 2026

Move to new primary rate
from 1 April 2026

Move to new primary rate
from 1 April 2026

Minimum surplus spread period of 20 years
and move to new total rate from 1 April 2026

Minimum surplus spread period of 20 years
and move to new total rate from 1 April 2026

Minimum surplus spread period of 20 years
and move to new total rate from 1 April 2026

Minimum surplus spread period of the lower

Move to new primary rate
from 1 April 2026

Move to new primary rate
from 1 April 2026

of remaining contract length, expected future
working lifetime and 20 years and move to
new total rate from 1 April 2026

Minimum surplus spread period of 20 years
and move to new total rate from 1 April 2026

All employer contributions that arise from following the above approaches will be subject to a minimum level of
12.5% per annum, corresponding to the maximum level of employee contributions currently payable into the

Fund.
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Managing risk

Whilst our funding strategy aims to satisfy the funding objectives of ensuring sufficient assets to meet liabilities
and stable levels of employer contributions, there are risks that may impact on the ability of the strategy to meet
our funding objectives.

The major risks to the funding strategy are financial, although there are other external factors including
demographic risks, regulatory risks and governance risks.

We maintain a risk register, updated at every Pension Board meeting, where recent developments are reported.
The Pension Board meetings and papers are found here.

More detail of the various funding-specific risks can be found in Annex D: Managing Risks, although we provide
further details on employer covenant risk below and overleaf.

Employer covenant

The Pensions Regulator defines employer covenant as “the extent to which an employer has a legal obligation
and financial ability to support a scheme now and in the future”>.

There is no prescribed way for an LGPS fund to assess and allow for employer covenant within their funding
approach. In considering employer covenant as part of our funding strategy, we will look to profile and better
understand our participating employers, particularly by sector or size.

In reviewing the employer covenant, we look to:

e assess each employer's obligation and ability to support their ongoing LGPS commitments, in the context
of any guarantees or security in place,

e reappraise the “riskiness” of employers, given their updated funding position,

o further integrate covenant insights into funding and investment strategy,

e ensure contributions are set appropriately; and

e putin place pragmatic procedures to monitor employers going forward.

The Fund'’s approach to allowing for employer covenant is set out below and overleaf.

In certain circumstances, an employer is obliged to notify the Fund about any changes as set out in our
Administration Strategy. These include:

e aninsolvency event
e amerger or acquisition with another employer
e asignificant change in D&B score

The employer should contact the Fund by emailing PSSEmployers@richmondandwandsworth.gov.uk.

The Fund takes a pragmatic approach to allowing for employer covenant.

First, a high proportion of Fund members are current or former employees of the three main employers (namely
London Borough of Richmond upon Thames, Wandsworth Council and Better Service Partnership) or are
employees of employers who provide Council-funded functions. Due to the local-tax raising powers of the
Councils, the Fund considers the covenant of the Councils and Better Service Partnership to be strong.

5 https://www.thepensionsregulator.gov.uk/en/document-library/scheme-management-detailed-qguidance/funding-and-
investment-detailed-guidance/assessing-covenant-detailed-guidance/introduction
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Second, with the exception of the entry of new or converted academies, the Administering Authority has for many
years tended to resist the admission to the Fund of other employers, in view of the risk that their liabilities would
ultimately fall on the Council (academies are viewed as separate employers as they have financial independence
from the Councils).

Third, where the Fund does take forward the participation of new admitted bodies, the default approaches are to
propose that the admitted body participates via a pass-through arrangement (where the majority of the liabilities
revert to the letting authority on cessation of the admitted body’s participation) and/or the admitted body obtains
a bond or a Council guarantee (see next section for a description) so that all contribution obligations are covered
in the event of that employer facing financial difficulties. These actions reduce the risk to the Fund from the new
admitted body.

Fourth, the Fund reserves the right to take further actions to measure, monitor and mitigate covenant risk to the
Fund, including but not limited to:

regular monitoring of financial positions of employers to identify employers who pose a risk to the Fund,

seeking further information from employers as necessary (including, but not limited to, annual

reports/accounts, audit opinions and any relevant financial supporting documentation) with assistance from
the Fund Actuary or other advisers;

e obtaining independent employer covenant assessments from specialist covenant advisers;

e considering any guarantee that could be obtained;

e reviewing any existing bond amounts, or consider putting bonds in place if not there already;

e obtaining security through a first charge on the employer's assets;

e reviewing the funding approach to be taken for the employer at the actuarial valuation, particularly the level
of prudence adopted in setting the discount rate used to calculate the contribution rate, the length of the
deficit recovery/surplus amortisation period and/or the funding target;

e establishing contingency plans that would be triggered on certain events, such as certain funding levels

being reached, the LGPS being replaced as the pensions vehicle for new employees, the LGPS's ranking on

insolvency being reduced, and/or certain corporate transactions or decisions.

These actions may be more likely to be considered by the Fund where an employer does not have local tax-raising
powers but also does not have an explicit Government guarantee (such as the LGPS guarantee offered by the DfE
to academies and further education bodies).

For example, for one such employer who ceased participation in the Fund in 2016, the exit payment was not paid
as a single lump sum but was allowed to be spread into the future via a Deficit Management Plan and Guarantee
Deed. The Fund has also allowed the employer to continue participating in the Fund on a closed basis since its
last active member left the Fund. In exchange for this flexibility, the Fund has obtained a charge held on property
owned by the ceasing employer, to mitigate the risk to the Fund from the full exit payment not being paid
immediately. The risk to the Fund and the value of the property are monitored by the Administering Authority
at each triennial actuarial valuation.

Guarantors

A guarantor of an employer in the LGPS is a party, other than the Scheme employer, who provides a formal
promise to meet any pension obligations not met by the Scheme employer. There are different types of guarantee
that can be provided:

e A "subsuming guarantor” will assume future responsibility for the pension liabilities and assets following the
exit of the Scheme employer. The exiting employer is generally still expected to meet any exit payment due.
This is the situation for private contractors where the letting authority acts as the “subsuming guarantor”.
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e An "external guarantor,” such as the DfE, provides a guarantee to pay the exit payment to the Fund in the
scenario that the exiting employer cannot . This is typically a one-off payment and the external guarantor
does not assume future responsibility for the pension liabilities and assets of the exiting employer.

e A "physical guarantee”, often referred to as security, may provide the Fund the opportunity to call on the
asset backing the guarantee, in the event that the exiting employer cannot make the exit payment.

e A "guarantor of last resort” will be responsible for pension liabilities if the Scheme employer fails to meet its
pension obligations to the Fund. The guarantor is liable to cover any exit payment and to assume
responsibility for pension obligations when all other avenues have been exhausted.

We will consult with guarantors on any proposed changes that significantly increase the risk of costs provided
under the original guarantee.

Guarantors will be treated consistently to other Scheme employers for funding purposes as follows:

e For new employers joining the Fund, the new employer should notify us of any guarantor in place and in
the case of admitted bodies, the existence and type of guarantor will typically be specified in the admission
agreement;

e The guarantee for LGPS liabilities provided by the DfE for further education bodies and academy trusts is
taken into account in setting the contribution rates for those employers covered by the guarantee (which
we understand includes any admitted bodies participating under a pass-through arrangement for whom
the letting authority is a further education body or academy trust);

e Where the letting authority is not a Council or does not benefit from the guarantee for LGPS liabilities
provided by the DfE, the assessment of the covenant of any guarantors will be included in any covenant
monitoring exercises undertaken by the Fund;

e Guarantors are subject to the same notifiable events process as employers. Notifiable events are set out in
the Contribution Review policy found in Annex A: Contribution review policy; and

e For exiting employers, we will carry out a cessation valuation of the employer’s liabilities and the existence
of a guarantor will affect the actuarial valuation basis used to determine the final cessation valuation. More
detail can be found in section Process for determining the position on termination.

Admission bodies

New admission bodies in the Fund are commonly a result of a transfer of employees from an existing employer
in the Fund to another body (for example as part of a transfer of services from a Council or academy to an external
provider under Schedule 2 Part 3 of the Regulations).

Typically these transfers will be for a limited period (the contract length), over which the new admission body
employer is required to pay contributions into the Fund in respect of the transferred members.

Further details on how to join the Fund are provided in section Joining the Fund and employer contribution rate
setting and monitoring.

Under the Regulations, the Administering Authority must assess the risk a proposed new admission body poses
to the Fund should the admission body become insolvent or go out of business.

For any proposed new admission bodies who are not joining the Fund using a pass-through arrangement, the
new admission body may be required to put in place a bond in accordance with Schedule 2 Part 3 of the
Regulations, if required by the letting authority and Administering Authority.
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If, for any reason, it is not desirable for a new admission body to enter into a bond, the new admission body may
provide an alternative form of security which is satisfactory to the Administering Authority.

This security may cover some or all of the:

e strain costs of any early retirements if employees are made redundant when a contract ends prematurely
e allowance for the risk of assets performing less well than expected

o allowance for the risk of liabilities being greater than expected

e allowance for the possible non-payment of employer and member contributions

e admission body's existing deficit.

The Fund will agree with the employer the security required upon admission to the Fund.

Subject to agreement with the Administering Authority where required, new admission bodies and the relevant
letting authority may make a commercial agreement to deal with the pensions risk differently. For example, it
may be agreed that all or part of the pensions risk remains with the letting authority. This can be known as a
pass-through arrangement.

Although pensions risk may be shared, it is common for the new admission body to remain responsible for
pensions costs that arise from, for example, redundancy and early retirement decisions.

We may consider risk-sharing arrangements as long as the approach is clearly documented in the admission
agreement, the transfer agreement or any other side agreement, including but not limited to:

e elements of pension risk that the new admission body remains responsible for, such as, for example,
pensions costs that arise from redundancy and early retirement decisions; and

e treatment of the admission body on exit, including whether an exit payment or exit credit would be
payable.

Allinformation regarding risk sharing arrangements should be shared with the Fund. The arrangement also should
not lead to any undue risk to the other employers in the Fund.

Legal and actuarial advice in relation to risk sharing arrangements should be sought where required.

For any new admission bodies as a result of an outsourcing by an academy trust or a further education body, we
understand that where pass-through provisions are in place, the liabilities remain covered by the DfE guarantee.

Further details of how any risk-sharing or pass-through arrangements would be taken into account in any
cessation valuation of the employer’s liabilities on exit can be found in section Process for determining the
position on termination.

Links to administration strategy

The membership data provided by employers is used by the Fund to calculate the contributions due from the
employers, on joining the Fund, exiting the Fund or between actuarial valuations.

Membership data is required for the actuarial valuations and also when the employer joins or exits the Fund. The
quality of the data could have an effect on the contributions that an employer is required to pay or on any exit
payment or exit credit. The Fund’'s administration strategy can be found here, Administration Strategy.
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Section C: Employer events

Joining the Fund and employer contribution rate setting and monitoring

When a new employer joins the Fund, the Fund Actuary is required to set the contribution rates payable by the
new employer and allocate a share of Fund assets to the new employer as appropriate (unless the new employer
joins under a pass-through arrangement). The most common types of new employers joining the Fund are
admission bodies and new academies. These are considered in more detail below and overleaf.

When a new employer wants to join the Fund, this should be approved by the Senior LGPS Officer. The new
employer will automatically join the appropriate employer category or funding pool as set out in Section B, unless
representations are made by the employer to the Fund.

A new employer must provide membership data where the data is as at the date of joining the Fund. The data
should be of good quality, as it is used by the Fund Actuary to calculate the funding level and employer
contribution rates on joining.

New admission bodies in the Fund are commonly a result of a transfer of employees from an existing employer
in the Fund to another body (for example as part of a transfer of services from a council or academy to an external
provider under Schedule 2 Part 3 of the Regulations). Typically these transfers will be for a limited period (the
contract length), over which the new admission body employer is required to pay contributions into the Fund in
respect of the transferred members.

There are two main ways for the Fund to approach a new admission body joining the Fund.
1) Full risk transfer
2) Pass-through arrangement

As set out earlier in this document, where the Fund does take forward the participation of new admitted bodies,
the default approach will be for admission bodies to join the Fund under a pass-through arrangement. Under a
pass-through arrangement, the letting authority typically retains the majority of the pensions risk. The admission
body is responsible for paying the agreed contribution rate and also additional costs as set out in each admission
agreement e.g. redundancy and early retirement costs. When an academy trust outsources a service to a new
admission body, the default approach taken by the Fund is also for these new admission bodies to join the Fund
under a pass-through arrangement.

The Administering Authority may consider requests for a full risk transfer from new admission bodies. Under a
full risk transfer, the admission body becomes responsible for all the pensions risk associated with the benefits
accrued by transferring members and the benefits to be accrued over the contract length.

In cases where a full risk transfer is used, it may be appropriate that the new admission body is allocated a share
of Fund assets equal to the value of the benefits transferred i.e. the new admission body starts off on a fully-
funded basis. This will be calculated on the relevant funding basis and the opening position may be different
when calculated on an alternative basis (e.g. on an accounting basis).

However, there may be special arrangements made as part of the contract such that the new admission body
does not start off on a fully-funded basis. In these cases, the initial assets allocated to the new admission body
will reflect the level of risk transferred and may therefore not reflect the full value of the benefits attributable to
the transferring members.

As set out earlier in this document, the Administering Authority will only allow a full risk transfer where the
admitted body obtains a bond or a Council guarantee, so that all contribution obligations are covered in the
event of that employer facing financial difficulties.
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Contribution rate
The contribution rate for new admitted bodies may be set on an open or a closed basis.

Where the funding at the start of the contract is on a fully-funded basis then the contribution rate will represent
the primary rate only. This will typically be for the new admitted body only, although there may be cases where a
contractor has multiple contracts with the same letting authority within the Fund, in which case the primary rate
may be assessed across some or all of the contracts.

Where there is a deficit allocated to the new admission body, then the contribution rate will also incorporate a
secondary rate with the aim of recovering the deficit over an appropriate recovery period.

For new employers participating under a pass-through arrangement, the Fund's default approach will be for a
pass-through contribution rate of 16.6%, which would be subject to review at every triennial valuation, unless a
different pass-through contribution rate has been agreed between the letting authority and the new admitted
body.

Depending on the details of any risk-sharing arrangement, then additional adjustments may be made to
determine the contribution rate payable by the new admission body. The approach in these cases will be bespoke
to the individual arrangement and agreed between the new employer and the letting authority.

Pass-through arrangements

Pass-through arrangements are allowed for at the actuarial valuation by allocating any assets/liabilities covered
by the risk-sharing arrangement to the relevant responsible employer.

When a school converts to academy status, the new academy (or the sponsoring multi-academy trust) becomes
a Scheme employer in its own right.

Funding at start

On conversion to academy status, any new academy that was previously a Wandsworth Council school will
become part of the Wandsworth Academies funding pool and will be allocated assets based on the funding level
of the pool at the conversion date. More detail on funding pools can be found below and overleaf.

Any new academies not becoming part of the Wandsworth Academies funding pool will be allocated assets based
on the "active cover’ of the relevant local authority at the conversion date. The active cover approach is based on
the funding level of the local authority’s active liabilities, after fully funding the local authority's deferred and
pensioner liabilities, subject to a maximum cap on the allocated assets of 100% of the active liabilities. This
approach reflects the fact that deferred and pensioner members of the local authority school will not transfer to
the new academy.

Contribution rate

The contribution rate payable when a new academy joins the Fund will be in line with the contribution rate
certified for the Wandsworth Academies funding pool at the 2025 valuation if that new academy was previously
a Wandsworth Council school.

If the new academy was not previously a Wandsworth Council school, then the contribution rate payable will
represent the primary rate calculated for the new academy, as well as any secondary rate calculated as being
required should the ‘active cover’ assets allocated to the new academy represent less than 100% of the active
liabilities.
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Where an academy joins an existing multi-academy trust in the Fund, the contribution rate payable will be in line
with the contribution rate certified for the multi-academy trust, which will be reviewed at the next actuarial

valuation.

Each individual employer should be responsible for the costs of providing pensions for its own employees who
participate in the Fund. Accordingly, contribution rates are set for individual employers to reflect their own
particular circumstances.

However, certain groups of individual employers are pooled for the purposes of determining contribution rates
to recognise common characteristics or where the number of Scheme members is small.

The main purpose of pooling is to produce more stable employer contribution levels, although recognising that
ultimately there will be some level of cross-subsidy of pension cost amongst pooled employers.

The funding pools adopted for the Fund are summarised in the table below (N.B. individual pass-through or risk-
sharing arrangements agreed between letting authorities and admitted bodies are not captured within this table):

Pool Type of pooling Funding positions Contribution rate
st and future All employers in the pool will All emplo;l/ers m{;he. pool will p.az tEe
service pooling for have the same funding level, same t.ota con]:crl utl(;)n’ratgs, W'; c;[ €
the CouF:miI an%l with the exception of exce.p.tlon. ° h a rr]mtte h ° |e§
. : admitted bodies participating Participating  throug pass-throug
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. . through pass-through i )
Wandsworth  with the exception ts wh through contribution rates reviewed at
Council of admitted bodies o orgc et WRETE any each actuarial valuation, unless a fixed
articioatin notional surplus or deficit h h v " h
fhrou ph ags— arising will be allocated to Eass-t rougd hcontrllutlon.bra.te as
through P the pool at each actuarial ?Ifn ?Igreeh. The .poolcontzl Ut'o(;] :ft.e
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Borough of  with the exception through contribution rates reviewed at
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Richmond of admitted bodies each actuarial valuation, unless a fixed

upon Thames
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Academies
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participating
through pass-
through
arrangements

Past and future
service pooling

notional surplus or deficit
arising will be allocated to
the pool at each actuarial
valuation, given the pass-
through arrangements

All employers in the pool will
have the same funding level

pass-through contribution rate has
been agreed. The pool contribution rate
will reflect the notional surplus or deficit
arising for these admitted bodies.

All  academies, free schools or
independent fee-paying schools in the
pool pay the same total contribution
rate, including an allowance to finance
funding strains arising from assumed
levels of future Tier 1 and Tier 2 ill-
health retirements
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Treatment of employers in a pool (excluding pass-through arrangements)

When an employer joins a pool, it will be allocated a notional amount of assets so that the employer has the same
funding level as the other employers in the pool at the date of joining. Any transferring assets in excess of this
will get shared between the other employers in the pool.

When an employer leaves a pool, it will be allocated a notional amount of assets so that the employer has the
same funding level as the other employers in the pool at the date of leaving.

Forming/disbanding a funding pool

Where the Fund identifies a group of employers with similar characteristics and potential merits for pooling, it is
possible to form a pool for these employers. In this scenario, employers will be consulted with before this change
is made. The Administering Authority will also seek advice from the Fund Actuary to consider the appropriateness
and practicalities of forming the funding pool.

Conversely, the Fund may consider it no longer appropriate to pool a group of employers. This could be due to
divergence of previously similar characteristics or an employer becoming a dominant party in the pool. Where
this scenario arises, the Administering Authority will also seek advice from the Fund Actuary.

Funding pools will be monitored by the Administering Authority on a regular basis, at least at each actuarial
valuation, in order to ensure the pooling arrangement remains appropriate.

The Fund reserves the right to define the criteria for employers to be a part of a pool or not. There may be a
scenario where an employer may request to be excluded from a pool, but this is only likely to be granted in
exceptional circumstances following Administering Authority discussion with the Fund Actuary.

Preparing for exit and events which may trigger termination

A cessation valuation may be required for many reasons, including:

e The last active member ceasing participation in the Fund;

e The contract / admission agreement expiring;

e Insolvency or wind up of the admission body;

e Termination of a deferred debt agreement (DDA); or

e A breach of the contract e.g. failure to pay contributions within the required period

If an employer wants to leave the Fund, they should notify the Fund by emailing
PSSEmployers@richmondandwandsworth.gov.uk.

An employer should provide membership data to the Fund at the date of exit. The Fund needs the membership
data before it can calculate the exit position. An employer can provide data at an earlier date to obtain an
indicative exit position. If the exit takes place at a different date, or if there are any changes to the membership
from the data supplied, then the exit position should be recalculated. The membership data should be of good
quality as it affects the exit position and the amount an employer needs to pay or receive when exiting the Fund.

When a Scheme employer exits the Fund, they become an exiting employer and, as required under the
Regulations, the Fund Actuary will be asked to carry out an actuarial valuation in order to determine the liabilities
in respect of the benefits held by the exiting employer’s current and former employees. The Fund Actuary is also
required to determine the exit payment due from the exiting employer or the exit credit payable to the exiting
employer. The exit position will be determined using membership data relating to the date of exit.

The Fund needs to protect the security of the remaining employers when assessing the position of the exiting
employer. In assessing the value of the liabilities attributable to the exiting employer, the Fund Actuary may adopt
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differing actuarial assumptions depending on the employer and the specific details surrounding the employer’s
termination.

Different valuation approaches are taken depending on the details surrounding the exit of the employer. This
generally comes down to the following two questions:

¢ What is happening to the active members?
For example, at the end of many outsourced contracts, the members may continue in employment with a
new contractor. Alternatively, members may be made redundant or transferred to a defined contribution
scheme with the same employer.

e Is there an employer in the Fund willing to underwrite the future pension liabilities?
For example, there may be a guarantor that is compelled to be, or volunteers to be, responsible for any
future deficits, or the exiting employer may be entering into a deferred debt agreement (DDA) with the
Fund.

The Fund classifies a termination into the following scenarios:

Ongoing cessation  Any remaining active employees are transferred to another employer in the Fund and
the deferred and pensioner liabilities are also picked up by another employer in the Fund
(which is usually the same employer as the destination for the active members, but may
not be). The funding position under this scenario is essentially the current ongoing
funding position.

Full cessation No employer in the Fund will be responsible for the Employer’s residual liabilities after
the Employer’s exit from the Fund. Therefore, an approach using a relative high level of
prudence is required in order to reduce the risk that the assets held in respect of the
Employer’s liabilities are not sufficient to pay for the members’ benefits. Any members
eligible for unreduced early retirement benefits on redundancy are assumed to become
entitled to these.

For any employer exiting on the ongoing cessation scenario, their valuation will be carried out under the same
method and assumptions as the ongoing funding basis. i.e. the funding basis as set out in section Main actuarial
assumptions.

For any employer exiting under a full cessation scenario, a more prudent discount rate is adopted than for the
ongoing basis, in order to take into account potential uncertainties and risk e.g. due to adverse market changes,
additional liabilities arising from regulatory or legislative change and political/economic uncertainties. All other
assumptions are as for the ongoing funding basis.

The appropriate level of prudence on the full cessation basis will be reviewed at each triennial actuarial valuation,
typically involving using a stochastic analysis to assess the probability of success of certain levels of prudence and
to select a prudence adjustment to the weighted-average best-estimate Fund returns corresponding to the Fund's
desired level of prudence. The selected success probability and prudence adjustment will remain fixed over any
inter-valuation periods.

The Fund’s current approach is to target a 87% success probability that an exiting employer’s assets plus the
calculated exit payment/exit credit will be sufficient to meet the residual liabilities. This currently corresponds to
a 3.5% prudence adjustment when deriving discount rates from weighted-average best-estimate Fund returns.
The success probability and prudence adjustment will be reviewed at least every valuation and potentially more
frequently if there has been a significant change in investment strategy or market conditions.
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Any deficit in the Fund in respect of the exiting employer will be due to the Fund as a single lump sum payment,
unless we agree with the other parties involved that an alternative approach is permissible. Alternative approaches
are set out in the Fund'’s policy for entering into, monitoring and terminating a DDA or DSA, as set out in Annex
B: Deferred debt agreement and debt spreading arrangement policies.

In circumstances of late payment, the administering authority will require payment of the appropriate interest
amount and expenses, in addition to the termination deficit identified, as calculated by the Fund Actuary. In the
event that an exiting employer cannot afford to pay an exit payment, this may be recovered from the DfE in
relation to academies, or the indemnity/bond in relation to admission bodies, or by realising any charge on an
employer’s assets if relevant.

Any surplus in the Fund in respect of the exiting employer may be treated differently to an exit payment, subject
to the agreement between the relevant parties and any legal documentation. The LGPS (Amendment) Regulations
2018 allow administering authorities to make an exit credit payment to exiting employers. The Fund’s exit credit
policy is here Annex C: Exit Credit Policy.

The decision made by the Administering Authority is final. However, if the employer wishes to appeal the decision
then they should follow the process set out in Annex C: Exit Credit Policy.

Deferred debt agreements or debt spreading arrangements

Where a valuation reveals a deficit and an exit payment is due on termination, the expectation is that the employer
settles this debt immediately through a single cash payment. However, should it not be possible for the employer
to settle this amount, providing the employer puts forward sufficient supporting evidence to the Administering
Authority, the Administering Authority may agree a deferred debt agreement (DDA) with the employer under
Regulation 64(7A) or a debt spreading arrangement (DSA) under Regulation 64B.

The Fund's policy for entering into, monitoring and terminating a DDA or DSA is set out in the DSA and DDA
policy in Annex B: Deferred debt agreement and debt spreading arrangement policies.

Suspension notices

When the last active member leaves an employer in the Fund, normally under Regulation 64A this would result
in a termination event for the employer and an exit valuation produced by the Fund Actuary. However, Regulation
64(2A) allows the suspending of their liability to pay an exit payment.

We will grant a suspension notice if we reasonably believe the employer is likely to have one or more active
members contributing into the Fund within three years of the original cessation date.

If we issue a suspension notice to a Scheme employer, and after a three-year period no further active members
are enrolled, then a cessation valuation should be undertaken by the Fund Actuary, at the date the last active
member left the Fund.

Partial terminations

A partial termination is where an employer exits the Fund in relation to deferred and pensioner members (i.e.
they relinquish all future responsibility for the pension liabilities and assets relating to deferred and pensioner
members from an agreed date) but seeks to remain a participating employer for active members.

We will not permit any employer in the Fund to complete a partial termination from the Fund, apart from under
exceptional circumstances.

Bulk transfers (to or from the Fund)

Bulk transfers of employees into or out of the Fund can take place from other LGPS Funds or non-LGPS Funds.
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A bulk transfer involves a group of employees changing to a new employer in a different Fund or moving along
with their existing employer to a new Fund. It is usually triggered by a contract being transferred, a service being
restructured, or a merger or acquisition involving an LGPS employer.

If ten or more members move from one LGPS Fund to another LGPS Fund they are covered by Regulation 103 of
the Local Government Pension Scheme Regulations 2013.

A bulk transfer may be required by an issued Direction Order. This is generally in relation to an employer merger,
where all the assets and liabilities attributable to the transferring employer in its original Fund are transferred to
the receiving Fund.

The employer is responsible for making the Fund aware of any such bulk transfer as per the Administration
Strategy.

The Fund Actuary for each Fund involved in the bulk transfer is responsible for negotiating the terms for the bulk
transfer — specifically the terms by which the value of assets to be paid from the ceding Fund to the receiving
Fund is calculated.

The agreement will be specific to the situation surrounding each bulk transfer but in general, we will look to
receive the bulk transfer on no less than a fully-funded transfer (i.e. the assets paid from the ceding Fund are
sufficient to cover the value of the liabilities on the agreed basis). The terms must be acceptable to the Funds
involved in the bulk transfer and if the Funds and their Fund Actuaries cannot reach an agreement then a third
actuary is required to step in to determine a reasonable solution.

Membership data will be required in respect of members transferring and this will be agreed by the Funds
involved.

The Fund Actuaries will agree a calculation of the transfer amount and it is each ceding Fund’s responsibility to
facilitate payment of the transfer amount to the receiving Fund.
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Annex A: Contribution review policy

Introduction

This is the contribution review policy for the Wandsworth Pension Fund (the Fund), part of the Local Government
Pension Scheme (LGPS). It has been prepared by Wandsworth Council in our capacity as Administering Authority
of the Fund.

This document sets out the Fund'’s policy on amending the contribution rates payable by an employer (or group
of employers) between formal funding valuations.

Under Regulation 62 of the LGPS Regulations 2013 (the Regulations) we are required to obtain a formal actuarial
valuation of the Fund and a rates and adjustments certificate setting out the contribution rates payable by each
Scheme employer for a three-year period beginning 1 April in the year following that in which the valuation date
falls.

It is anticipated for most Scheme employers that the contribution rates certified at the formal actuarial valuation
will remain payable for the period of the rates and adjustments certificate. However, there may be circumstances
where a review of the contribution rates payable by an employer (or a group of employers) under Regulation 64A
is deemed appropriate. This policy document sets out our approach to considering the appropriateness of a
review and the process in which a review will be conducted.

This policy has been prepared following advice from the Fund Actuary and following consultation with the Fund's
Scheme employers. In drafting this policy document, we have taken into consideration the statutory guidance on
drafting a contribution review policy that was issued by the Ministry of Housing, Communities and Local
Government®, and the Scheme Advisory Board's guide to employer flexibilities’.

Throughout this document, any reference to the review of a Scheme employer’s contribution rates will also mean
the single review of the contribution rates for a group of Scheme employers (for example, if the employers are
pooled for funding purposes, or if a group of companies has multiple participating admitted body employers in
the Fund as a result of multiple separately-awarded contracts).

Note that where a Scheme employer seems likely to exit the Fund before the next actuarial valuation, then we
can exercise our powers under Regulation 64(4) to carry out a review of contributions with a view to adjusting
the contributions for the Scheme employer to exit on a fully-funded basis. These cases do not fall under this
contribution review policy.

The contribution review process
As part of the review process, within this policy we include detail on:

e Examples of events that may trigger a contribution review under Regulation 64(A)(1)(b).
e The general process for assessing and conducting a review.
e Timescales including a timeline to provide a rough guide of our general expectation.

Following completion of the review process, we may continue to monitor the Scheme employer’s position in order
to ensure the revised contribution rate remains appropriate (where a review was completed) or to ensure the
Scheme employer's situation does not change such that a review previously deemed not appropriate becomes
appropriate.

6 https://www.gov.uk/government/consultations/local-government-pension-scheme-changes-to-the-local-valuation-cycle-
and-management-of-employer-risk/outcome/guidance-on-preparing-and-maintaining-policies-on-review-of-employer-
contributions-employer-exit-payments-and-deferred-debt-agreements

7 https://Igpsboard.org/key-documents/guidance-and-statements/guide-to-employer-flexibilities/
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As part of its participation in the Fund, any Scheme employer is expected to support any reasonable information
requests made by us in order to allow effective monitoring.

Timelines

Once a review of contribution rates has been agreed, unless the impact of amending the contribution rates is
deemed immaterial by the Fund Actuary, then the results of the review will be applied with effect from the agreed
review date.

Where we initiate a review (i.e. under conditions (i) and (ii) of Regulation 64(A)(1)(b)), the first stage is to engage
with the Scheme employer and provide written evidence for requiring the review.

The Scheme employer will be given 28 days from the later of the date of receipt of the evidence provided and
the date of receipt of the results of the formal contribution review to respond to our proposal. Should no
challenge be accepted within this period, then we will treat the proposal as accepted and the revised contribution
rates will come into effect from the proposed review date.

Should the Scheme employer challenge our proposal, then we will continue to engage with the Scheme employer
in order to reach an agreeable decision. If no decision has been agreed within three months of the initial proposal,
then we may proceed with the revised contribution rates. Further details of the appeals process for the Scheme
employer is set out in the Appeals process section.

Although we will make the ultimate decision for a review, we are committed to engaging with any Scheme
employer following the initial proposal to ensure that any change is agreeable to all relevant parties.

Where the review is initiated by the Scheme employer, the process begins once the Scheme employer has
provided all the relevant documents required as set out in the Triggering a contribution review section.

We will aim to provide a response to the Scheme employer within 28 days from the date of receipt. This will
depend on the quality of the documents provided and any need for us to request further information from the
Scheme employer. We will provide a written response setting out the issues considered in reviewing the request
from the Scheme employer, together with the outcome and confirming the next steps in the process.

Responsibility of costs

Where we have initiated the review of contributions, any costs incurred as part of the review in relation to the
gathering of evidence to present to the Scheme employer and the actuarial costs to commission the contribution
review will be met by the Fund.

This is with the exception of any costs incurred as a result of extra information requested by the Scheme employer
that is not ordinarily anticipated to be incurred by the Administering Authority as part of the review. These
exception costs would be recharged to the Scheme employer.

Any costs incurred as a result of a review initiated by the Scheme employer will be the responsibility of the Scheme
employer, regardless of the outcome of the review proceeding or not. This may include specialist adviser costs
involved in assessing whether or not the request for review should be accepted and the costs in relation to
carrying out the review.

Triggering a contribution review

As set out in Regulation 64(A)(1)(b), a review of an employer's contribution rate between formal actuarial
valuations may only take place if one of the following conditions are met:
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(i) it appears likely to the Administering Authority that the amount of the liabilities arising or likely to arise has
changed significantly since the last valuation;

(i) it appears likely to the Administering Authority that there has been a significant change in the ability of the
Scheme employer or employers to meet the obligations of employers in the Scheme; or

(iii) a Scheme employer or employers have requested a review of Scheme employer contributions and have
undertaken to meet the costs of that review.

Conditions (i) and (ii) are triggered by the Administering Authority and (iii) by the Scheme employer. The key
considerations under each of the conditions are detailed below and overleaf.

It should be noted that conditions (i) to (iii) above are as set out in the Regulations and do not allow for a review
of contributions where the trigger is a change in actuarial assumptions or asset values.

Examples of changes which may trigger a review under this condition include, but are not limited to:

e Restructuring of a council due to a move to unitary status;

e Restructuring of a Multi Academy Trust;

e Asignificant outsourcing or transfer of employees;

e Any other restructuring or event which could materially affect the Scheme employer's membership;

e Changes to whether a Scheme employer is open or closed to new members, or a decision that will restrict
the Scheme employer’s active membership in the Fund in future;

e Significant changes to the membership of an employer due to, for example, redundancies, significant salary
awards, ill health retirements or a large number of withdrawals; or

e Establishment of a wholly-owned company by a scheduled body, which does not participate in the LGPS.

As part of its participation in the Fund, Scheme employers are required to inform us of any notifiable events as
set out in the Fund's Administration Strategy, service agreements and/or admission agreements. Through this
notification process, we may identify events that merit a review of contributions.

In addition, we may initiate a review of contributions if we become aware of any events that we deem could
potentially change the liabilities of the Scheme employer. This also applies to any employers for whom a review
of contributions has already taken place, as a further change in liabilities may merit another review.

Examples of changes which may trigger a review under this condition include, but are not limited to:

e Change in employer legal status or constitution;

e Provision of, or removal of, security, bond, guarantee or other form of indemnity by a Scheme employer;

e A change in a Scheme employer's immediate financial strength;

e A change in a Scheme employer's longer-term financial outlook;

e Confirmation of wrongful trading;

e Conviction of senior personnel;

e Decision to cease business;

e Breach of banking covenant;

e Concerns felt by the Administering Authority due to behaviour by a Scheme employer — for example, a
persistent failure to pay contributions (at all, or on time), or to reasonably engage with the Administering
Authority over a significant period of time.
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As mentioned in the Employer Covenant section of this FSS, the Fund reserves the right to take further actions to
measure, monitor and mitigate covenant risk. The Fund may select employers for additional monitoring if they
have concerns that any of the above changes have taken place within the employer.

A request can be made by a Scheme employer for a review of contribution rates outside of the formal actuarial
process. This should be triggered by one of the following two conditions:

e There has been a significant change in the liabilities arising or likely to arise; and/or
e There has been a significant change in the ability of the Scheme employer to meet its obligations to the
Fund.

If a request is made for any other reason, then it will be considered by the Administering Authority on a case-by-
case basis.

Scheme employers should note that, as set out in the "Method used for reviewing contribution rates” section
later in this document, the Fund'’s general approach will be that, unless an update is deemed more appropriate
by the Fund Actuary, the financial and demographic assumptions used for a contribution review requested by a
Scheme employer will be those used at the most recent actuarial valuation. The “Method used for reviewing
contribution rates” section contains further details of the Fund’s general approach.

Requests by a Scheme employer are limited to one review per calendar year.

With the exception of any cases where the Scheme employer is expected to cease before the next rates and
adjustments certificate comes into effect, we will not accept a request for a review of contributions with an
effective date within the 12 months preceding the next rates and adjustments certificate. It is expected in these
cases that any requests can be factored into the formal review and any benefits of carrying out a review in the 12
months prior to the commencement of a new rates and adjustments certificate are outweighed by the costs and
resource required.

Information required from the Scheme employer

In order to submit a request for a review of contribution rates outside of the formal actuarial valuation process, a
Scheme employer must provide the following to the Fund:

e Where a review is sought due to a potential change in the Scheme employer’s liabilities:
o Membership data or details of membership changes, to evidence that the liabilities have materially
changed, or are likely to change;
e Where a review is sought due to a potential change in the ability of the Scheme employer to meet its
obligations:
o The most recent annual report and accounts for the Scheme employer;
o The most recent management accounts;
o Financial forecasts for a minimum of three years; and
o The change in security or guarantee to be provided in respect of the Scheme employer's liabilities.

We may require further evidence to support the request and this will be requested on a case by case basis.

For example, where the review has been promoted, encouraged or supported by a third party independent of the
Scheme employer, we may ask to see copy of any materials provided by that third party to the Scheme employer
to promote, encourage or support the contribution review (where the third party’'s consent is required to provide
such materials, we would expect that the Scheme employer request such consent).
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Assessing the appropriateness of a review
We will take following general considerations into account in all scenarios:

e the expected term for which the Scheme employer will continue to participate in the Fund;

e the time remaining to the next formal funding valuation;

e the cost of the review relative to the anticipated change in contribution rates and the benefit to the Scheme
employer, the Fund and/or the other Scheme employers; and

e the anticipated impact on the Fund and the other Fund employers, including the relative size of the change
in liabilities and contributions and any change in the risk borne by other Fund employers.

Where the review has been requested by the Scheme employer, we will also consider the information and
evidence put forward by the Scheme employer. This may be with advice from the Fund Actuary where required.

We will include an assessment of whether there is a reasonable likelihood that a review would result in a change
in the Scheme employer’s contribution rates.

We will also consider whether it is necessary to consult with any other Scheme employer or third party e.g. where
a guarantee may have been provided by another Scheme employer or an external guarantor, such as the DfE.

We will make the final decision of whether a review of contribution rates will be carried out after discussion with
Fund Actuary. It is acknowledged that each Scheme employer’s situation may differ and therefore each decision
will be made on a case by case basis. Should a Scheme employer disagree with the decision, then details of the
Appeals process is set out later in this Annex.

This will be subject to the following considerations in addition to the general considerations set out earlier in this
section:

e the size of the Scheme employer’s liabilities relative to the Fund and the extent to which they have
changed;

e the size of the event in terms of membership and liabilities relative to the Scheme employer and/or the
Fund; and

e the Administering Authority’s assessment of the ability of the Scheme employer to meet its obligations.

This will be subject to the following considerations in addition to the general considerations set out above:

e The results of any employer risk analysis provided by the Fund Actuary, independent covenant assessment
provided by a specialist covenant assessor, or any other specialist advice relating to the proposed reason
for the review; or

e The perceived change in the value of the indemnity to the Administering Authority, relative to the size of
the Scheme employer’s liabilities

It is acknowledged that each Scheme employer's situation may differ and therefore each decision will be made
on a case by case basis.

Further considerations to those set out above may be relevant and will be taken into account as required.
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Method used for reviewing contribution rates

If a review of contribution rates is agreed, or if an indicative review is required to help inform the review process,
we will take advice from the Fund Actuary on the calculation of the Scheme employer's revised contribution rates.

This will take into account the events leading to the anticipated liability change and any impact of the changes in
the Scheme employer’s ability to meet its obligations to the Fund.

The table overleaf sets out the general approach that will be used when carrying out this review.

Aspect

General approach

Member data

Approach to setting
assumptions

Market conditions
underlying financial
assumptions

Conditions underlying

demographic
assumptions

Funding target

Surplus/deficit
recovery period

Where the cause for a review is due to a change in a Scheme employer’s liabilities,
the Administering Authority and Scheme employer should work together to provide
updated membership data for use in calculations. There may be instances where
updated membership data is not required if it is deemed proportionate to use the
most recent actuarial valuation data without adjustment or with approximate
adjustments.

Where the cause for a review is due to a change in a Scheme employer's ability to
meet its obligations to the Fund, updated membership data may not need to be used
unless any significant membership movements since the previous valuation are
known.

This will be in line with that adopted for the most recent actuarial valuation, as set
out in the Fund's relevant Funding Strategy Statement (FSS).

Unless an update is deemed more appropriate by the Fund Actuary, the market
conditions will be those used at the most recent triennial actuarial valuation.

Unless an update is deemed more appropriate by the Fund Actuary, the demographic
assumptions will be those used at the most recent triennial actuarial valuation.

The funding target adopted for a Scheme employer will be set in line with the Fund’s
FSS, which may be different from the approach adopted at the most recent actuarial
valuation if justified due to a change in the Scheme employer’s circumstances.

The surplus/deficit recovery period adopted for a Scheme employer will be set in line
with the Fund's FSS, which may be different from the approach adopted at the most
recent actuarial valuation if justified due to a change in the Scheme employer’s
circumstances.

The Fund Actuary will be consulted throughout the review process and will be responsible for providing a revised
rates and adjustments certificate. Any deviations from the general approach set out in the table above will be
agreed by us and the Fund Actuary.

Appeals process

Employers may wish to appeal the decision of the Administering Authority relating to a contribution review.
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If so, then they should contact the Administering Authority within three months of the Administering Authority
issuing notification of its decision, by emailing PSSEmployers@richmondandwandsworth.gov.uk and providing:

(i) Information on the specific contribution review case and the Administering Authority’s decision that is being
appealed;

(ii) Details of the applicant and, where the appeal has been promoted, encouraged or supported by a third party
independent of the Scheme employer, details of this third party and their relationship with the Scheme
employer;

(iii) Evidence of a deviation from the published policy or process by the Administering Authority; and/or

(iv) Any further information (or interpretation of information provided) that could influence the outcome, noting
new evidence will be considered at the discretion of the Administering Authority.

The Administering Authority will ensure that those Fund officers and/or third parties involved in conducting the
appeal will be considered sufficiently independent from those directly involved in the original decision.

The Administering Authority will give written notice of the results of the appeal before the expiry of two months
from the date on which the appeal application is received. The written notice will contain a statement on whether
the original decision is upheld and details of the grounds on which the appeal decision relies, including but not
limited to reference to any legislation on which the Administering Authority relied.

An appeal will be stayed if, before the appeal is determined, the appeal applicant withdraws their appeal. An
appeal may also be stayed if, before the appeal is determined, updates are made to guidance or legislation
relating to contribution reviews (and/or contribution review decision appeals processes) or any other relevant
guidance or legislation.

Any changes to this appeals process will follow advice from the Fund Actuary and follow consultation with the
Fund's employers.
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Annex B: Deferred debt agreement and debt spreading
arrangement policies

Introduction

This is the policy on deferred debt agreements (DDAs) and debt spreading arrangements (DSAs) for the
Wandsworth Pension Fund (the Fund), part of the Local Government Pension Scheme (LGPS). It has been prepared
by Wandsworth Council in our capacity as Administering Authority of the Fund.

When a Scheme employer becomes an exiting employer under Regulation 64, the Fund Actuary is required to
carry out a valuation to determine the exit payment due from the exiting employer to the Fund, or the excess of
assets in the Fund relating to that employer.

Where an exit payment is due, the expectation is that the employer settles this debt immediately through a single
cash payment. However, if the employer provides evidence that this is not possible, there are two alternatives
available: Regulation 64(7A) enables the Administering Authority to enter into a DDA with the employer while
Regulation 64B enables the Administering Authority to enter into a DSA.

Under a DDA, the exiting employer becomes a deferred employer in the Fund (i.e. they remain as a Scheme
employer but with no active members) and remains responsible for paying any existing or future secondary rate
of contributions to fund their deficit. The secondary rate of contributions will be reviewed at each actuarial
valuation until the termination of the agreement.

Under a DSA, the cessation debt is crystallised and spread, with interest, over a period deemed reasonable by the
Administering Authority having regard to the views of the Fund Actuary.

Whilst a DSA involves crystallising the cessation debt and the employer's only obligation is to settle this set
amount, in a DDA the employer remains in the Fund as a Scheme employer and, unless agreed otherwise with
the Administering Authority, is exposed to the same risks as active employers in the Fund (e.g. investment, interest
rate, inflation, longevity and regulatory risks) meaning that the deficit will change over time.

This policy document sets out the Administering Authority's policy for entering into, monitoring and terminating
a DDA or DSA.

These policies have been prepared by the Administering Authority following advice from the Fund Actuary and
following consultation with the Fund’s Scheme employers. In drafting this policy document, the Administering
Authority has taken into consideration the statutory guidance on preparing and maintaining policies on employer
exit payments and deferred debt agreements which was issued on 2 March 2021 by the Ministry of Housing,
Communities and Local Government®, and the Scheme Advisory Board's guide to employer flexibilities dated 5
March 2021°.

Approach for exiting employers

In the event that an employer becomes an exiting employer and an exit payment is identified, the Fund should
seek to receive a payment from the exiting employer equal to the exit payment in full.

The Administering Authority makes the exiting employer aware an exit payment is due by providing a revised
rates and adjustments certificate in the form of a cessation valuation report produced by the Fund Actuary. Details
of the Fund's cessation policy can be found in the Fund's Funding Strategy Statement (FSS).

8 https://www.gov.uk/government/consultations/local-government-pension-scheme-changes-to-the-local-valuation-cycle-
and-management-of-employer-risk/outcome/guidance-on-preparing-and-maintaining-policies-on-review-of-employer-
contributions-employer-exit-payments-and-deferred-debt-agreements

3 https://Igpsboard.org/key-documents/guidance-and-statements/guide-to-employer-flexibilities/
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The default position is that the employer is required to make an exit payment in full. However, if required, the
exiting employer can inform the Administering Authority, along with evidence, that they are unable to do so and
may request to enter either a DDA or DSA. If the Administering Authority is satisfied with the evidence provided,
the DDA or DSA process may proceed.

Requests should be submitted to the Fund by emailing PSSEmployers@richmondandwandsworth.gov.uk within
21 days of receiving confirmation of the exit payment required, or otherwise the exit payment should be paid to
the Fund in full.

Where possible, the Administering Authority encourages employers who are approaching exit to engage with the
Administering Authority in advance in order to understand the options that may be available. An indicative
cessation report can be produced to form the basis of discussions.

Choosing a DDA or DSA

Consideration needs to be given as to which approach is the most appropriate in each case. A DDA may be
appropriate if:

e The employer temporarily has no active members but expects it may return to active employer status in
future. However, please note that if the plan is for active members to join within three years, then a
suspension notice may be more appropriate;

e The employer wants to minimise costs by potentially benefitting from the upside of the pensions risks it
would remain exposed to and therefore does not want to crystallise its debt by becoming an exiting
employer. In this case the Administering Authority may be willing to defer crystallisation of the cessation
debt for an appropriately significant period of time, subject to the strength of the employer's covenant or
security provided;

e Initial affordability of the full exit payment is low but there is a prospect of increased affordability in the
future, or the payment can only be afforded over a long period and therefore a DDA enables the position to
be updated over time in light of changing funding positions; and/or

e The employer has a weak covenant but is not faced with imminent insolvency and must rely on future
investment returns to fully or partially fund the exit payment. The Administering Authority may agree that
doing so over an appropriate long period is better for the Fund than risking immediate insolvency of the
employer.

On the other hand, it may be more appropriate to enter a DSA if:

e the employer does not intend to employ any more active members and therefore is not expected to resume
active employer status;

e the employer wishes to crystallise its debt to the Fund and therefore not be subject to any of the pensions
risks that could cause the amounts payable to the Fund increasing (or decreasing) in future;

e the employer has ample resources to make the payment within the near future but not immediately; and/or

e the employer is deemed to have a very weak covenant and so the Administering Authority will want to try
to recoup as much of the exit payment as possible before the employer becomes insolvent.

The Administering Authority has the right to refuse a DSA or DDA request if they believe it is not in the best
interests of the Fund or the other participating employers, for example if entering a DSA or DDA increases the
risk of a deficit falling to the other employers.

In considering each request for a DDA or DSA from an exiting employer, the Administering Authority will take
actuarial, covenant, legal and other advice as necessary. Proposed DDAs/DSAs will always be discussed with the
employer, whether the DDA or DSA was at the exiting employer’s request or not.

Version 1 Wandsworth Pension Fund | Funding Strategy Statement | 31 March 2026
PUBLIC 350f 53


mailto:PSSEmployers@richmondandwandsworth.gov.uk

Official

Employers who may be party to either a DSA or a DDA are encouraged to discuss any potential impact on their
accounting treatment with their auditors.

On receiving a request, the Administering Authority will make the employer aware that any costs associated with
setting up the DDA or DSA will be the responsibility of the Scheme employer, regardless of whether the
Administering Authority agrees to enter into the agreement or not.

This will include the cost of actuarial advice, legal advice, administrative costs and any additional advice required
in relation to a covenant assessment or any other specialist adviser costs. If costs deviate from those initially
anticipated the Administering Authority will keep the exiting employer up to date with any increases. The
Administering Authority will provide information on how and when payments should be made.

Whether a DDA or DSA is agreed or not is ultimately the decision of the Administering Authority. In the event of
any dispute from the employer, please refer to the Fund's internal dispute resolution procedures document.

Deferred Debt Agreements (DDAs)

Entering into a DDA

Under a DDA, the exiting employer becomes a deferred employer in the Fund (i.e. they remain as a Scheme
employer but with no active members) and remains responsible for paying any existing or future secondary rate
of contributions to fund their deficit.

When making a request to enter a DDA, the employer should demonstrate that they are unable to settle their
exit payment immediately and provide any relevant information to support their request e.g. in relation to their
covenant/ability to continue to make payments to the Fund on a continuing basis. Examples of information the
employer may provide as evidence include the exiting employer's:

e most recent annual report and accounts;
o |atest management accounts;

e financial forecasts; and

e details of position of other creditors.

This is not an exhaustive list and the Administering Authority may request further evidence. In particular, the
Administering Authority may commission an independent covenant assessment if insufficient evidence is
provided and/or if this was thought necessary to fully consider the request.

The Administering Authority will make a decision on whether to enter into a DDA within 21 days of receiving a
request but this may vary to reflect specific circumstances, for example if the Administering Authority chooses to
request a covenant assessment then the process may take longer.

To reach a decision the Administering Authority will consider:

o the size of the exiting employer’s residual liabilities relative to the size of the Fund;

e the size of the exit payment relative to the costs associated with entering into a DDA,

e whether a debt spreading agreement or suspension notice would be more appropriate (see specific
circumstances below and overleaf);
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e any information provided by the exiting employer to support their covenant strength, including any
information on a guarantor or other form of security that the employer may be able to put forward to
support their covenant;

e the results of any employer risk analysis carried out by the Fund Actuary or independent covenant review
carried out by a covenant specialist;

e the exiting employer’s accounts;

e the potential impact on the other employers in the Fund; and/or

e the opinion of the Fund Actuary.

The Administering Authority is not obliged to accept an exiting employer’s request for a DDA. For example, in the
following circumstances the Administering Authority may consider a DDA not to be appropriate:

e the exiting employer could reasonably be expected to settle their exit payment in a single amount;

e itis known or likely that another active member will come into employment in the three years following the
cessation date (in these cases a suspension notice would be considered more appropriate than a DDA); or

e the Administering Authority is concerned that where a DDA is entered, that the employer could not afford
the impact of any negative experience which would result in an increase in the required secondary rate of
contributions and an increase in the employer’s overall deficit (in these cases a debt spreading agreement
would be considered more appropriate as the payments are fixed throughout the term of the agreement).

Once all information has been considered the Administering Authority will consult with the exiting employer as
required under the Regulations.

If the Administering Authority does not wish to enter into a DDA they will explain to the exiting employer their
reasoning and any alternatives (e.g. a debt spreading agreement, suspension notice or indeed require the exit
payment in full).

If the Administering Authority accepts the request to enter into a DDA, they will notify their legal advisers and
Fund Actuary. If the Administering Authority has concerns about the level of risk arising due to the DDA, the
Administering Authority may only accept the request subject to a one-off cash injection being made by the exiting
employer or security being provided as an additional guarantee.

Once agreed that a DDA is permitted, the terms of the DDA will be agreed between the Administering Authority
and the exiting employer and will be set out in a formal legal agreement.

The Administering Authority and the exiting employer (with the assistance of the Fund Actuary) will negotiate an
appropriate duration of the agreement, which will consider the exiting employer’s affordability and anticipated
strength of covenant over the agreement period. If the exiting employer has sufficient reserves, the Administering
Authority may require an immediate cash payment so that the DDA can start from an acceptably stronger funding
position.

The Fund Actuary will calculate secondary contributions on an appropriate basis as agreed with the Administering
Authority and following consultation with the exiting employer, taking into account any cash payments made up
front.

The secondary contributions will be reviewed at each actuarial valuation and certified as part of the Fund's Rates
and Adjustments Certificate until the termination of the agreement. Therefore payments throughout the
agreement are not known in advance and may increase or decrease at each valuation to reflect changes in the
employer’s funding position.
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The timeline from consultation with the exiting employer to entering into a DDA to the signing of the agreement
will vary. Where possible all parties will aim to have the agreement signed within three months, although there
may be circumstances where timings may vary.

Once finalised, the employer will become a deferred employer in the Fund and will have an obligation to pay their
secondary contributions as certified by the Fund Actuary. The responsibilities of the deferred employer will be set
out in the legal agreement and these will include the requirements to:

e comply with all the requirements on Scheme employers under the Regulations except the requirement to
pay a primary rate of contributions but including any additional applicable costs, such as strain costs as a
result of ill health retirements (this is particularly the case for employers in the Wandsworth Academy pool,
who would exit the pool and would therefore stop paying an additional percentage of payroll in order to
finance expected levels of Tier 1 and Tier 2 ill-health retirements);

e adopt the relevant practices and procedures relating to the operation of the Scheme and the Fund as set
out in any employer's guide produced by the Administering Authority;

e comply with all applicable requirements of data protection law relating to the Scheme and with the
provisions of any data-sharing protocol produced by the Administering Authority and provided to the
deferred employer;

e promptly provide all such information that the Administering Authority may reasonably request in order to
administer and manage the agreement; and

e give notice to the Administering Authority, of any actual or proposed change in its status, including take-
over, change of control, reconstruction, amalgamation, insolvency, winding up, liquidation or receivership
or a material change to its business or constitution.

The deferred employer should consult with their auditors about any impacts the DDA is expected to have on their
accounting requirements.

Monitoring a DDA

A deferred debt agreement is subject to the ongoing approval of the Administering Authority. The Administering
Authority reserves the right to terminate the agreement should they become concerned about a significant
weakening in the deferred employer's covenant or a significant change in funding position. Conversely, if there
was an improvement in the employer’s circumstance then the Administering Authority and employer may agree
to amend the terms of the agreement.

The Administering Authority will monitor a DDA in the following ways:

Outside of the triennial actuarial valuation, the Administering Authority may request that the Fund Actuary
provide an update of the deferred employer’'s funding position in order to review the progress of the DDA. The
costs of any review will fall to the deferred employer as part of the terms for putting in place a DDA.

If the funding position changes by more than 10% (in absolute terms) from the previous review then the
Administering Authority may engage with the deferred employer to discuss a possible review of the DDA.

Once an employer enters into a DDA, the Administering Authority will review the employer’'s covenant at each
triennial actuarial valuation and may review the covenant between valuations. Details of these reviews will be
agreed for each DDA on an individual basis. If a deferred employer's covenant deteriorates, the Administering
Authority may issue a notice to review and possibly terminate the agreements.
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In addition, if a deferred employer requests an extension to the duration of the DDA the Administering Authority
will consider commissioning an independent covenant review, amongst other factors, in assessing the proposal.

As a condition of entering into a DDA, the deferred employer is required to engage with the Administering
Authority to assist with monitoring the level of covenant, for example by providing information requested by the
Administering Authority in a timely manner.

The agreement will set out whether payments are made on a monthly or annual basis, and the Administering
Authority will monitor if contributions are paid on time.

Successive late or missing payments would contribute towards a notice being issued to the deferred employer to
review and possibly terminate the agreement.

If a particular funding basis has been used by the Fund Actuary on the understanding that there is a particular
security in place (e.g. a charge on assets owned by the Scheme employer, or the presence of another employer
in the Fund willing to underwrite the residual deferred and pensioner liabilities when the employer formally exits)
then the Administering Authority will check there has been no change to the security at each triennial actuarial
valuation and may review this between valuations. The Fund Actuary may be asked to change the funding basis
used to set the deferred employer’s contributions depending on the strength of the security in place.

The deferred employer has a responsibility to make the Administering Authority aware of any changes in their
ability to make payments or of a change in circumstance (e.g. a change to any guarantee in place). Information
should be shared with the Administering Authority at any time throughout the agreement to enable the
Administering Authority to consider whether a review of the agreement should be carried out.

Terminating a DDA

As set out in Regulation 64(7E), the DDA terminates on the first of the following events:

e the deferred employer enrols new active members;

e the duration of the agreement elapses;

e the take-over, amalgamation, insolvency, winding up or liquidation of the deferred employer;

e the Administering Authority serves a notice on the deferred employer that it is reasonably satisfied that the
employer’s ability to meet the contributions payable under the DDA has weakened materially (or is likely to
in the next 12 months); or

e areview of the funding position of the deferred employer is carried out at an updated calculation date and
the Fund Actuary assesses that the deferred employer has paid sufficient secondary contributions to cover
what would be due if the deferred employer terminated at the updated calculation date; in other words the
review reveals no deficit remains on the relevant calculation basis.

The deferred employer can also choose to terminate the DDA at any point. Notice should be given to the
Administering Authority at the earliest opportunity.

Termination clauses will be included in the formal DDA legal agreement.

Once a termination of the DDA has been triggered, the deferred employer becomes an exiting employer under
Regulation 64(1). The Administering Authority will obtain from the Fund Actuary an exit valuation calculated at
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the date the DDA terminates, and a revised rates and adjustments certificate setting out the exit payment due
from the exiting employer or the excess of assets in the Fund relating to the exiting employer (which would then
be subject to the Fund's exit credit policy). All fees associated with the termination are to be paid by the exiting
employer.

Once the exit payment and any associated fees have been made in full, the exiting employer has no further
obligation to the Fund.

If the termination has been triggered because the deferred employer has enrolled new active members then the
deferred employer becomes an active employer in the Fund and an immediate exit payment may not be required;
this may instead be incorporated in the revised rates and adjustments certificate that will be provided in respect
of the active employer. The employer remains responsible for all previously accrued liabilities and the revised
contributions required from the active employer will be calculated in line with the Fund’s FSS.

If the termination has been triggered because a review of the funding position of the deferred employer reveals
that the secondary contributions paid to date by the deferred employer are sufficient to cover what would be due
if the deferred employer terminated at the updated calculation date, then the deferred employer becomes an
exiting employer and no further payments are required. The exiting employer has no further obligation to the
Fund.

Where there is a surplus, an exit credit may be payable as determined by the Administering Authority and in line
with the Fund’s exit credit policy, found in Annex C: Exit Credit Policy.

Debt Spreading Arrangements (DSAs)

Entering a DSA

Under a DSA, the cessation debt is crystallised and spread, with interest, over a period deemed reasonable by the
Administering Authority having regard to the views of the Fund Actuary and following discussion with the exiting
employer. The payments are fixed and are not reviewed at each actuarial valuation.

When making a request to enter a DSA, the exiting employer should demonstrate that they are unable to settle
their exit payment immediately and provide any relevant information to support their request e.g. in relation to
their covenant/ability to continue to make payments to the Fund. Examples of information the exiting employer
may provide as evidence include the employer's:

e most recent annual report and accounts;
e |atest management accounts;

e financial forecasts; and/or

e details of position of other creditors.

This is not an exhaustive list and the Administering Authority may request further evidence. In particular, the
Administering Authority may commission an independent covenant assessment if insufficient evidence is
provided and/or if this was thought necessary to fully consider the request.

The Administering Authority will make a decision on whether to enter into a DSA within 21 days of receiving a
request but this may vary to reflect specific circumstances. For example, if the Administering Authority chooses
to request an independent covenant assessment, then the process may take longer.

To reach a decision the Administering Authority will consider:

e the size of the exit payment relative to the exiting employer's business cashflow;
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o the size of the exit payment relative to the costs associated with entering into a DSA;

e whether a deferred debt agreement or suspension notice would be more appropriate;

e any information provided by the employer to support their covenant strength;

e the results of any employer risk analysis carried out by the Fund Actuary or independent covenant review
carried out by a covenant specialist;

e the merit of any guarantees from another source and whether this is deemed sufficient to cover the
outstanding payments should the exiting employer fail;

e the exiting employer's accounts;

e any legal advice as appropriate;

e the potential impact on the other employers in the Fund; and/or

e the opinion of the Fund Actuary.

The Administering Authority is not obliged to accept an exiting employer's request for a DSA. For example, in the
following circumstances the Administering Authority may consider a DSA not to be appropriate:

e the exiting employer could reasonably be expected to settle their exit payment in a single amount;

e there is doubt that the exiting employer can operate as a going concern during the spreading period; or

e the exiting employer cannot afford the speeded payments over the maximum spreading period or is
requesting a spreading period longer than the maximum (see below and overleaf).

The structure of the DSA is at the discretion of the Administering Authority having taken advice from the Fund
Actuary and consulted with the exiting employer. The structure should protect all other employers in the Fund
whilst being achievable for the exiting employer. The structure of the DSA will take into consideration:

e the period that the payments will be spread. The Fund's default period will be three years but longer
periods may be considered, provided that they are no more than 6 years. For longer periods it may be more
appropriate to consider a DDA but the Administering Authority reserves the right to set whatever spreading
period they deem appropriate, provided they are satisfied with the exiting employer’s ability to meet the
payments over that period. The length of the spreading period will be set as to be as short as possible
whilst remaining affordable for the exiting employer;

e the interest rate applicable to the spread payments. In general, this will be set with reference to the
discount rate in the exiting employer’s cessation valuation report;

e the regularity of the payments and when they fall due;

e other costs payable; and/or

e the responsibilities of the exiting employer during the spreading period (for example, to make payments on
time and to notify the Administering Authority of a change in circumstances that could affect their ability to
make payments).

Once all information has been considered, the Administering Authority will consult with the exiting employer as
required under the Regulations.

If the Administering Authority does not wish to accept the exiting employer’s request to enter into a DSA, they
will explain their reasoning and any alternatives (e.g. a DDA, suspension notice or indeed require the exit payment
in full).

If the Administering Authority accepts the request to enter into a DSA, they will notify their legal advisers and
Fund Actuary. If the Administering Authority has concerns about the level of risk arising due to the DSA, the
Administering Authority may only accept the request subject to a one-off cash injection being made by the exiting
employer or security being provided as an additional guarantee.
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The Administering Authority and the exiting employer, with the assistance of the Fund Actuary, will then negotiate
the structure of the schedule of payments, taking into consideration the exiting employer’s affordability and an
appropriate period of the spreading.

The schedule of payments will be set out in a revised rates and adjustments certificate prepared by the Fund
Actuary. There may be circumstances where timings may vary, however, in general the certificate will be prepared
and provided to the exiting employer within one month of agreeing the structure of the schedule of payments
with the exiting employer.

Monitoring a DSA

Over the term that the cessation debt payment is spread, the Administering Authority will monitor the ability and
willingness of the exiting employer to pay the schedule of contributions in the revised rates and adjustments
certificate.

While it is expected the schedule of payments would be fixed for the spreading period, the Administering
Authority may alter the structure of the schedule at any time if there is a change in the exiting employer’s
circumstances or indeed, if the exiting employer wanted to pay the remaining balance. This will be agreed on a
case by case basis and set out in a side agreement as required.

The Administering Authority will be in regular contact with the exiting employer until their obligations to the Fund
are removed when all payments set out in the schedule of payments are made.

Examples of factors which will be monitored are set out below and overleaf. Should any of these raise any concerns
with the Administering Authority, then the DSA may be reviewed and/or terminated.

The Administering Authority will keep in regular contact, at least annually, with the exiting employer to ensure
that the payments can be met and may also monitor the ability of the exiting employer to make their set payments
by monitoring publicly available information such as credit ratings and/or company accounts.

As a condition of entering into a DSA, the exiting employer is required to engage with the Administering Authority
to assist with monitoring the level of covenant, for example by providing information requested by the
Administering Authority in a timely manner.

The DSA will set out whether payments are made on a monthly or annual basis and how long for, and the
Administering Authority will monitor if contributions are paid on time.

Successive late or missing payments would contribute towards further interest charges or the spreading
agreement may be reviewed and/or terminated.

If a particular schedule of payments has been agreed between the Administering Authority and the exiting
employer on the understanding that there is a particular security in place (e.g. another employer in the Fund or
an external guarantor willing to pay the remaining balance, or a fixed charge on assets that covers the remaining
balance) then the Administering Authority will regularly check there has been no change to the security.

The frequency of these reviews may reduce as the level of outstanding debt reduces. The Administering Authority,
with advice from the Fund Actuary and/or independent covenant assessors, may change the schedule of
payments depending on the strength of the security in place. The exiting employer would be consulted prior to
any changes.
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The exiting employer has a responsibility to make the Administering Authority aware of any changes in their
ability to make payments or of a change in circumstance that affects their ability to make payments.

Information should be shared with the Administering Authority at any time throughout the agreement to enable
the Administering Authority to consider whether a review of the agreement should be carried out.

Terminating a DSA

On paying all the payments set out in the revised rates and adjustments certificate, the exiting employer will no
longer have any obligations to the Fund.

In the event that the Administering Authority believes that the exiting employer may not be able to make any of
their remaining payments, the Administering Authority reserves the right to review and/or terminate the DSA to
ensure it is appropriate for the Fund and does not adversely impact the other participating employers.

The exiting employer may also request to terminate the DSA early, in which case an immediate payment of the
outstanding amounts set out in the contribution schedule and any associated fees should be paid.

In the event of a DSA being amended or terminated the Administering Authority will communicate this to the
exiting employer along with reasons for the decision.

Before the decision is made the Administering Authority will consult with the exiting employer about their change
in circumstances and also take advice from the Fund Actuary.

If the DSA has to be terminated prematurely, the Administering Authority will seek to obtain from the exiting
employer as much of the outstanding exit payments as possible or look at alternative arrangements such as a
DDA. All fees associated with the termination are to be paid by the exiting employer.

Once the exit payment and any associated fees have been paid in full, the exiting employer has no further
obligation to the Fund.
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Annex C: Exit Credit Policy

Cessation valuations that identify a potential exit credit will be reviewed on a case by case basis before any
payment is made and only where there is no passthrough arrangements in place.

Considerations will be based on any previous agreements made and discussions between the administering
authority, the exiting employer and the guarantor (if relevant).

If a pass through arrangement is in place (as set out above) then no deficit payment or exit credit is applicable
and the letting authority absorbs all assets and liabilities.
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Annex D: Managing Risks

The main financial risk is that the investment strategy fails to deliver the discount rate, or assumed rate of
investment return (in real terms) that underlies the funding strategy.

This could be due to a number of factors, including market returns being less than expected and/or the fund
managers who are employed to implement the chosen investment strategy failing to achieve their performance
targets.

The valuation results are most sensitive to the real discount rate (i.e. the difference between the discount rate
assumption and the price inflation assumption). Broadly speaking an increase/decrease of 0.5% p.a. in the real
discount rate will decrease/increase the valuation of the liabilities by 8% to 10%, and decrease/increase the
required employer contribution by around 2.5% to 3.5% of payroll p.a.

The Joint Pensions Committee regularly monitors the investment returns achieved and receives advice from the
independent advisers and officers on investment strategy.

The Committee may also seek advice from the Fund Actuary on investment matters that are related to, or could
influence, the actuarial valuation and the funding strategy.

The Fund Actuary makes an allowance for future improvements in life expectancy when calculating the liabilities.
The main demographic risk is that the assumptions underestimate future longevity, noting that the Fund Actuary
has advised that an increase of one year to life expectancy of all members in the Fund will increase the liabilities
by approximately 3% to 4%.

Information on pensioner deaths in the Fund is reviewed by the Fund Actuary at each actuarial valuation and the
assumptions for how long members will live in retirement in future are also adjusted. In order to assist in setting
these adjustments, we will typically commission a bespoke longevity analysis by Barnett Waddingham's specialist
longevity team prior to each triennial actuarial valuation, in order to assess the mortality experience of the Fund
and help set an appropriate mortality assumption for funding purposes.

The liabilities of the Fund can also increase by more than planned as a result of the additional financial costs of
early retirements, including ill-health retirements. We monitor the incidence of early retirements and procedures
are in place that require individual employers to pay additional amounts into the Fund to meet any additional
costs arising from early retirements.

The Fund has implemented an ill-health self-insurance arrangement for those academies in the Wandsworth
Academies pool, whereby a portion of all employers’ contributions into the Fund are allocated to a segregated
ill-health section of the Fund. When an ill-health retirement occurs, a funding strain (i.e. the difference between
the value of the benefits payable to the ill-health member and the value that was assumed as part of the actuarial
valuation) is generated in the employer’s section of the Fund. As part of the self-insurance arrangement, assets
equal to the funding strain are transferred from the segregated ill-health assets section of the Fund to the
employer’s section of the Fund to cover the funding strain.

No other employers are currently participating in an ill-health self-insurance arrangement. Some employers in
the Fund may have external insurance that covers ill-health retirement risks instead. All other employers would
be required to pay additional amounts into the Fund to meet any additional costs arising from ill-health early
retirements.
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There are a large number of interlinked systemic long-term financial risks related to climate change which could
potentially have a material impact on the assets and/or the liabilities of the Fund.

The most obvious of these climate change risks will be the financial risks to the value of the Fund's assets, the
potential increased volatility of markets and potential changes in life expectancy.

It is possible that some of these factors will impact the assets and liabilities of the Fund in the same direction,
although not necessarily by the same amount. Our policy in this area is included in our Investment Strategy
Statement found [here] and also in our responsible investment policy that can be found in our 2023/24 accounts
here.

When considering funding issues related to climate change, we have regard to the key principles document for
preparing climate scenario analysis, agreed by the actuarial firms who act as fund actuary for the LGPS funds and
approved by GAD, MHCLG and SAB. The relevant information will then be provided to GAD by our Fund Actuary
for the purpose of their reporting under Section 13 of the Public Service Pensions Act.

As part of the 2025 valuation, we have commissioned scenario analysis to assess the resilience of the funding
strategy against climate change risk over the agreed period. The quantitative analysis will involve at least two
alternate scenarios to test if the funding strategy is sufficiently robust and any potential contribution impacts. We
will also undertake a qualitative analysis to identify any potential actions the Fund is taking to improve resilience
to climate change. The Fund Actuary will produce a report on the climate analysis and will also summarise the
analysis/commentary in the final 2025 valuation report.

The climate risk analysis is integrated into our funding strategy by the Administering Authority having regard to
the climate analysis when setting the prudence level to include in the discount rate assumptions.

We will assess the implications of climate risk on funding strategy at least as part of each triennial actuarial
valuation.

The maturity of a fund (or of an employer) is an assessment of the balance between active (contributing) members
and pensioner members as well as how close on average the non-pensioner members are to retirement. The
more mature the fund or employer, the greater proportion of its membership that is near or in retirement. For a
mature fund or employer, the time available to generate investment returns is shorter and therefore the level of
maturity needs to be considered as part of setting funding and investment strategies.

We consider the cashflow profile of the Fund alongside the level of maturity: as the Fund matures, the amount of
pensions in payment increases compared to contributions being paid in for active members. This increases the
risk of the Fund having to sell assets in order to meets its benefit payments.

We have two main avenues for monitoring or managing maturity risk:

e  First, the Fund Actuary can provide us with cashflow projections as part of the triennial actuarial valuation,
to help to inform our investment strategy and to better understand our cashflow position.

e Second, we may ask individual employers about decisions that could affect the maturity profile (e.g. plans
to close to new employees or redundancy exercises). This is most likely to happen during a triennial
actuarial valuation, or when responding to a contribution review request, or when we are considering
commissioning either an employer risk analysis or an independent employer covenant review. This
information may be used to inform the process in setting the contribution rates.
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The benefits provided by the LGPS and employee contribution levels are set out in Regulations determined by
central government. The tax status of the invested assets is also determined by the government.

The funding strategy is therefore exposed to the risks of changes in the Regulations governing the LGPS and
changes to the tax regime which may affect the cost to individual employers participating in the LGPS as well as
members, whose behaviour may change if tax relief on pension contributions is reduced/removed.

To mitigate this risk, we participate in any consultation process of any proposed changes in Regulations and seek
advice from the Fund Actuary on the financial implications of any proposed changes.

There are a number of general risks to the Fund and the LGPS, including:

e As a statutory scheme the benefits provided by the LGPS or the structure of the scheme could be changed
by the government.
e Changes to the State Pension Age changing the benefits.

At the time of preparing this FSS, specific regulatory risks of particular relevance to our funding strategy are in
relation to the McCloud/Sargeant judgments and recent consultations as discussed in the sections below and
overleaf.

Following the McCloud and Sargeant cases the transitional protections implemented when the new career
average schemes were introduced to public service pension schemes, were found to constitute unlawful age
discrimination. In the case of the LGPS, a new underpin was introduced for qualifying members, covering benefits
relating to the period from 1 April 2014 to 31 March 2022. The McCloud remedy became law on 1 October 2023.

As part of the 2025 valuation, the Fund will determine an allowance for the McCloud underpin for eligible
members as determined by the LGPS McCloud remedy regulations. An estimate for the McCloud ruling was
included in the 2022 valuation for active members, but not for deferred or pensioner members. There is a risk
that McCloud data provided for the 2025 valuation will not be good quality or be incomplete. However, the Fund
Actuary is able to make informed estimates if sufficient data is not provided.

On 13 October 2025 the Government issued its Access and Protections consultation which includes proposals to
implement New Fair Deal in the LGPS. As expected, the proposals will change how pensions are protected for
outsourced workers. It is proposed that admission agreements will not be needed in future, through introduction
of the concept of the letting authority being the "deemed employer” for LGPS members employed by contractors
and that the option for service providers to offer a broadly comparable scheme instead of continued LGPS
membership for transferred employees will be removed other than in "exceptional circumstances”. The
consultation closed on 22 December 2025 and, as the new arrangements were not in place during the 2025
valuation process, we may need to revisit this FSS to ensure our approach to any new arrangements is appropriate.

On 29 May 2025, the Government issued its response to the Fit for Future consultation. One requirement will be
to move all listed assets to “under the management of the pool” by 31 March 2026. There is a risk that moving
assets will result in a different (lower) net investment return to that underlying the discount rates used within the
triennial actuarial valuation.

This risk is mitigated by our prudent approach to setting the discount rate, and use of various mechanisms to
deliver greater stability in employer contributions if the funding position in 2028 is lower than expected due to
higher investment costs and/or lower investment returns.
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On 15 May 2025, the Government published a wide-ranging consultation. Key proposals include backdated
equalisation of eligibility for survivor pensions and making some unpaid leave automatically pensionable at
employers' costs.

Technical amendments are also proposed including changes to the McCloud remedy. There is a risk that
outcomes from this consultation increase the cost benefits due under the LGPS which could worsen the Fund's
funding position.

It is likely that backpayments will need to be made to individual members and therefore individual employers
may be affected differently. Implementing the changes will also increase administration costs and put further
pressure on resource.

Many different employers participate in the Fund. Accordingly, we recognise that a number of employer-specific
events could impact on the funding strategy including:

e Structural changes in an individual employer's membership;
e Anindividual employer deciding to close the Scheme to new employees; and
e An employer ceasing to exist without having fully funded their pension liabilities.

The introduction of the Department for Education LGPS guarantee for further education bodies and academy
trusts has helped reduce the overall level of employer risk.

To further mitigate this risk, we take a pragmatic approach to monitoring employer risk, as set out in the Employer
Covenant section of this FSS.

In addition, we keep in close touch with all individual employers participating in the Fund to ensure that, as
Administering Authority, we have the most up to date information available on individual employer situations.
We also keep individual employers briefed on funding and related issues.

Economic risks due to global events, such as the current conflict in Ukraine and in the Middle East, or pandemics,
could lead to instability in the economy and lead to high inflation, which could cause unaffordable contribution
increases for employers.

High unemployment could lead to reduced contributions to the Fund and a change in the maturity of the
membership profile meaning that contribution rates were no longer appropriate.

An actuarial valuation is carried out every three years using updated membership data, and updated assumptions
based on market conditions at the time of the valuation.

Using updated membership data for valuation ensures the maturity of employers is priced into the employer
contributions and updated market conditions takes account of the collective views of investors in the financial
markets of the expectation of future inflation due to global events.

There is a risk that the member data provided to us is inaccurate and leads to employer contribution rates that
are greater or lower than required to cover the liabilities being accrued and a longer or shorter period than
intended to reach a target funding level. In particular, there is a risk that the administration software does not
provide complete McCloud data for the 2025 valuation.
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To mitigate this risk, our Fund Actuary carries out a detailed analysis of the data provided for the valuation and
we agree an appropriate course of action where gaps or (potential) errors are identified, which includes measures
to reduce the risk of underestimating the liabilities.

The Fund Actuary has also advised that the effect of the absence of complete McCloud data should not have a
material effect on the funding position at whole fund or employer level.

The Pension Regulator’s (TPR’s) General Code of Practice (the Code) merged ten of its existing codes of practice
into one (including the public service pension code) and came into force on 28 March 2024. The Code covers
TPR's expectations on governance and best practice.

The Code itself does not create new legal obligations but is framed around legal obligations that LGPS Funds
must comply with. In not having a separate code for the public sector, there is a risk that Funds might not comply
with all aspects of the Code intended to apply to the LGPS.

However, Funds should already be complying with the majority of the Code which is framed around existing legal
requirements. Schemes are not expected to comply with the Code from the date it came into force.

Orphan liabilities do not have a specific employer responsible for their liabilities in the Fund. New orphaned
liabilities can arise from existing employers in the Fund ceasing their participation, where the residual liabilities
are not subsumed by another employer in the Fund.

There is a risk that orphan liabilities cause a significant increase in the costs for the remaining employers in the
Fund. To mitigate this risk, when an employer ceases to participate in the Fund and the liabilities become
orphaned, a cessation valuation is likely to be carried out on a more prudent basis than the ongoing funding
basis and the ceasing employer is liable to pay an exit payment if in deficit.

When considering deficit payments or exit payments, there is a risk that the initial affordability is low but there is
the prospect of increased affordability in future.

In extreme cases the payments due to the Fund may cause the immediate insolvency of an employer.

The Fund makes use of the employer flexibilities which came into force on 23 September 2020 as set out in its
DSA and DDA policy, to work with employers exiting the Fund.
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Annex E: Glossary

This Glossary has been copied from Annex D of the FSS guidance but supplemented with some additional terms
as used in this FSS.

A statement of the contributions payable by each scheme employer. A statement of the contributions payable by
the employer. Following the actuarial valuation exercise, the effective date is 12 months after the completion of
the valuation.

An investigation by an actuary, appointed by an Administering Authority into the costs of the scheme and the
ability of the fund managed by that authority to meet its liabilities. This assesses the funding level and
recommended employer contribution rates based on estimating the cost of pensions both in payment and those
yet to be paid and comparing this to the value of the assets held in the fund. Valuations take place every three
years (triennial).

A body listed in Part 1 of Schedule 3 of the regulations who maintains a fund within the LGPS and a body with a
statutory duty to manage and administer the LGPS and maintain a pension fund (the Fund). Usually, but not
restricted to being, a local authority.

A written agreement which provides for a body to participate in the LGPS as a scheme employer.

Forecasts of future experience which impact the costs of the scheme. For example, pay growth, longevity of
pensioners, inflation, and investment returns.

The Pensions Regulator's General Code of Practice.

For GAD to carry out its function under Section 13 of the Public Service Pensions Act 2013, GAD will request data
to be provided by the local administering authorities/local fund actuaries, and it is assumed that this data will be
provided promptly and accurately.

The ability to spread an exit payment over a period of time.

An agreement for an employer to continue to participate in the LGPS without any contributing scheme members.
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A prudent estimate of the rate of investment return that is expected to be earned from the Fund's long-term
investment strategy.

The extent to which an employer has a legal obligation and financial ability to support a scheme now and in the
future.

The funding level is the value of assets compared with the liabilities.

Where the Fund identifies a group of employers with similar characteristics, it is possible to form a pool for these
employers. Employers within a pool will typically pay the same contribution rates and share risks.

The effective date of the triennial fund valuation.

Government Actuary’s Department

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 will mean, for instance, that the fund can consider the employer’s covenant
to be as strong as its guarantor's.

An adjustment to RPI inflation to reflect the view that investors are willing to pay a premium for inflation-linked
products in return for protection against unexpected inflation.

The board established to assist the Administering Authority as the Scheme Manager for each fund.

Ministry of Housing, Communities and Local Government

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

Events which the employer should make the Administering Authority aware of.
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The cost of pensions already built up or in payment.

A committee or sub-committee to which an Administering Authority has delegated its pension function.

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

The primary rate for each employer is that employer’s future service contribution rate, which is the contribution
rate required to meet the cost of the future accrual of benefits, expressed as a percentage of pensionable pay,
ignoring any past service surplus or deficit but allowing for any employer-specific circumstances, such as:

e the membership profile of that employer;

e the funding strategy adopted for that employer (including any risk-sharing arrangements operated by the
Administering Authority);

e the actuarial method chosen;

e and/or the employer’s covenant.

The primary rate for the whole Fund is the weighted average (by payroll) of the individual employers’ primary
rates.

Scheme Advisory Board

The secondary rate is an adjustment to the primary rate to arrive at the rate each employer is required to pay. It
may be expressed as a percentage adjustment to the primary rate, and/or a cash adjustment in each of the three
years beginning with 1 April in the year following that in which the valuation date falls. The secondary rate is
specified in the rates and adjustments certificate.

For any employer, the rate they are required to pay is the sum of the primary and secondary rates. The actuary
should also disclose the secondary rates for the whole scheme in each of the three years beginning with 1 April
in the year following that in which the valuation date falls.

These should be calculated as a weighted average based on the whole scheme payroll in respect of percentage
rates and as a total amount in respect of cash adjustments.

The purpose of this is to facilitate a single net rate of contributions expected to be received over each of the three
years that can be readily compared with other rates and reconciled with actual receipts.

A person or body responsible for managing or administering a pension scheme established under section 1 of
the 2013 Act. In the case of the LGPS, each fund has a Scheme Manager which is the Administering Authority.
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The notes to the Public Service Pensions Act 2013 state that solvency means that the rate of employer
contributions should be set at “such level as to ensure that the scheme’s liabilities can be met as they arise”. It is
not regarded that this means that the pension fund should be 100% funded at all times. Rather, and for the
purposes of Section 13 of the Public Service.

Pensions Act 2013, the rate of employer contributions shall be deemed to have been set at an appropriate level
to ensure solvency if:

e the rate of employer contributions is set to target a funding level for the whole fund (assets divided by
liabilities) of 100% over an appropriate time period and using appropriate actuarial assumptions; and either

e employers collectively have the financial capacity to increase employer contributions, and/or the fund is
able to realise 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 should there be, or if there is expected in future to be, no or a limited
number of fund employers, or a material reduction in the capacity of fund employers to increase
contributions as might be needed.

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

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 long-term cost efficiency 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

o 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 Administering Authority’s view of
the expected future return being targeted by a fund'’s investment strategy, taking into account changes in
maturity/strategy as appropriate.
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