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Appendix C – Key risks and controls  
 
C1 Types of risk  
 
The Administering Authority has an active risk management programme in place. The measures that it 
has in place to control key risks are summarised below under the following headings:  
• financial;  
• demographic;  
• regulatory; and  
• governance.  
 
C2 Financial risks  
 

Risk  Summary of Control Mechanisms  

Fund assets fail to 
deliver returns in 
line with the 
anticipated returns 
underpinning 
valuation of 
liabilities over the 
long-term.  

Only anticipate long-term return on a relatively prudent basis to reduce 
risk of under-performing.  
Assets invested on the basis of specialist advice, in a suitably diversified 
manner across asset classes, geographies, managers, etc.  
Analyse progress at three yearly valuations for all employers.  
Inter-valuation roll-forward of liabilities between valuations at whole 
Fund level.  

Inappropriate long-
term investment 
strategy.  

Overall investment strategy options considered as an integral part of the 
funding strategy.  Used asset liability modelling to measure 4 key 
outcomes.  
Chosen option considered to provide the best balance.  

Fall in risk-free 
returns on 
Government bonds, 
leading to rise in 
value placed on 
liabilities.  

Stabilisation modelling at whole Fund level allows for the probability of 
this within a longer term context.  
Inter-valuation monitoring, as above.  
Some investment in bonds helps to mitigate this risk.  
 

Active investment 
manager under-
performance relative 
to benchmark.  

Quarterly investment monitoring analyses market performance and 
active managers relative to their index benchmark.  
 

Pay and price 
inflation significantly 
more than 
anticipated.  

The focus of the actuarial valuation process is on real returns on assets, 
net of price and pay increases.  
Inter-valuation monitoring, as above, gives early warning.  
Some investment in bonds also helps to mitigate this risk. 
Employers pay for their own salary awards and should be mindful of the 
geared effect on pension liabilities of any bias in pensionable pay rises 
towards longer-serving employees. 

Effect of possible 
increase in 
employer’s 
contribution rate on 
service delivery and 
admission/schedule
d bodies  

An explicit stabilisation mechanism has been agreed as part of the 
funding strategy. Other measures are also in place to limit sudden 
increases in contributions.  

 
 



C3 Demographic risks 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
C4 Regulatory risks  
 

 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

Risk  Summary of Control Mechanisms  

Pensioners living 
longer, thus 
increasing cost to 
Fund.  

Set mortality assumptions with some allowance for future increases in 
life expectancy.  
The Fund Actuary has direct access to the experience of over 50 
LGPS funds which allows early identification of changes in life 
expectancy that might in turn affect the assumptions underpinning the 
valuation.  

Maturing Fund – i.e. 
proportion of 
actively contributing 
employees declines 
relative to retired 
employees.  

Continue to monitor at each valuation, consider seeking monetary 
amounts rather than % of pay and consider alternative investment 
strategies.  

Deteriorating 
patterns of early 
retirements  

Employers are charged the extra cost of non ill-health retirements 
following each individual decision.  
Employer ill health retirement experience is monitored, and insurance 
is an option.  

Reductions in 
payroll causing 
insufficient deficit 
recovery payments 

In many cases this may not be sufficient cause for concern, and will in 
effect be caught at the next formal valuation. However, there are 
protections where there is concern, as follows 
Employers in the stabilisation mechanism may be brought out of that 
mechanism to permit appropriate contribution increases. 
 
For other employers, review of contributions is permitted in general 
between valuations and may require a move in deficit contributions 
from a percentage of payroll to fixed monetary amounts. 

Risk  
 

Summary of Control Mechanisms  

Changes to national 
pension 
requirements and/or 
HMRC rules e.g. 
changes arising 
from public sector 
pensions reform.  

The Administering Authority considers all consultation papers issued 
by the Government and comments where appropriate.  
The results of the most recent reforms have been built into the 2013 
valuation. Any changes to member contribution rates or benefit levels 
will be carefully communicated with members to minimise possible opt-
outs or adverse actions.  



C5 Governance risks 

C5 Governance risks Risk  Summary of Control Mechanisms  

Administering Authority unaware of structural 
changes in an employer’s membership (e.g. 
large fall in employee members, large number 
of retirements) or not advised of an employer 
closing to new entrants.  

The Administering Authority has a close 
relationship with employing bodies and 
communicates required standards e.g. for 
submission of data.  
The Actuary may revise the rates and 
Adjustments certificate to increase an 
employer’s contributions (under Regulation 
38) between triennial valuations  
Deficit contributions may be expressed as 
monetary amounts.  

Actuarial or investment advice is not sought, or 
is not heeded, or proves to be insufficient in 
some way  

The Administering Authority maintains close 
contact with its specialist advisers.  
Advice is delivered via formal meetings 
involving Elected Members, and recorded 
appropriately.  
Actuarial advice is subject to professional 
requirements such as peer review.  

Administering Authority failing to commission 
the Fund Actuary to carry out a termination 
valuation for a departing Admission Body.  

The Administering Authority requires 
employers with Best Value contractors to 
inform it of forthcoming changes.  
Community Admission Bodies’ memberships 
are monitored and, if active membership 
decreases, steps will be taken. 

An employer ceasing to exist with insufficient 
funding or adequacy of a bond. 

The Administering Authority believes that it 
would normally be too late to address the 
position if it was left to the time of departure.  
The risk is mitigated by:  
Seeking a funding guarantee from another 
scheme employer, or external body, where-
ever possible.  
Alerting the prospective employer to its 
obligations and encouraging it to take 
independent actuarial advice.  
Vetting prospective employers before 
admission.  
Where permitted under the regulations 
requiring a bond to protect the Fund from 
various risks. Requiring new Community 
Admission Bodies to have a guarantor.  
Reviewing bond or guarantor arrangements 
at regular intervals. 
Reviewing contributions well ahead of 
cessation if thought appropriate. 



 


