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Foreword  
 
Introduction 
The Financial Statements included in this document present the Pension Fund’s financial position for the 
year ended 31 March 2020. These have been prepared in accordance with the Code of Practice on Local 
Authority Accounting in the United Kingdom 2019/20 (the Code), supported by International Financial 
Reporting Standards. 
 
The purpose of these Accounts is to provide clear information about the Pension Fund’s financial position 
and this Foreword is intended to give a guide to the most significant matters reported in the Accounts. 
 
The Pension Fund’s Financial Position 
The net value of the Pension Fund’s assets as at 31 March 2020 was £825.5 Million, a decrease of £72.2 
Million during the year. Details of these movements in the net value of the Fund’s assets are provided in 
the Fund Account and can be summarised as follows: - 
 
Opening Value at 1 April 2019      £897.7 Million 
Add Contributions (Scheme Members and Employers)        £30.8 Million 
Less Benefits Paid, Transfers Out and Other Expenses        (£36.5 Million) 
Less Loss on Investments (£66.5 Million) 
Closing Value at 31 March 2020       £825.5 Million 

 
The net loss of £66.5 Million on investments includes £71.8 Million for decreases in market values, with 
the remaining £5.3 Million in respect of net investment income.    The main reason for the loss on 
investments during the year was due to the rapid decline in global markets in the last quarter of the 
financial year due to the COVID 19 pandemic.  It is anticipated that the Fund will start to recover these 
losses as the markets start to recover, although this may take some time, depending on the market 
conditions.   
 
The Fund is subject to a detailed actuarial valuation process on a triennial basis. The most recent 
valuation (as at 31 March 2017) indicated that the Fund was in deficit with the value of assets equating to 
92% of projected future liabilities. Employer contributions have been set to seek to address this deficit in 
the medium to longer term. This approach will be subject to further review based on future triennial 
valuations.   
 
Acknowledgement  
I would like to thank elected Members and colleagues for their assistance and support throughout the 
year in maintaining and promoting a sound financial management and control framework. I would also 
like to thank those staff whose efforts have contributed to the preparation of the Annual Report & 
Accounts. 
 
 
 
 
 
Paul Garrett 
Head of Finance & Procurement 
22 September 2020 
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Management Commentary 
 
Overview Of The Fund 
Under the terms of the Local Government Pension Scheme, Dumfries & Galloway Council is designated 
as a Scheme Manager (Administering Authority) and is required to operate and maintain a pension fund - 
the Dumfries & Galloway Council Pension Fund (“the Fund”).  
 
The Fund is used to pay pension, lump sum benefits and other entitlements to scheme members and 
their dependants. Contributions to the Fund are made by active (i.e. employee) members and by 
participating employers. The Fund also receives income from the assets it holds, which include equities, 
property and bonds.  
 
Membership  
The membership profile of Dumfries and Galloway Council Pension Fund is as follows; -  
 

 
• active – a person who is employed with the Council or an Admitted or Scheduled Body to the 

Fund and is contributing to the LGPS, 
• pensioner – a person who has retired and in receipt of a pension, includes dependants, 
• deferred – a pension that has been left ‘frozen’ and is payable at normal retirement date. 

 
Membership numbers are most commonly affected by persons joining or leaving the scheme as part of 
normal staff turnover. From time to time, however, there can be more significant membership movements 
resulting from factors such as economic circumstances or changes in scheme rules. 
 
In general, there has been a steady increase of membership since 2003. Our members value the pension 
scheme and the high intake and the introduction of Automatic Enrolment demonstrates that. The graph 
shows an emerging trend where the number of pensioner and deferred members is increasing at a faster 
rate than active members. Such a trend, if maintained, will have implications on the Fund’s cash flows, 
investment strategy and contribution rates. 
 
Employers within the scheme  
As well as Dumfries & Galloway Council, participating active employers are: 
 

• Dumfries and Galloway College,  
• Scottish Police Services Authority, 
• Scottish Police Authority, 
• Scottish Fire & Rescue Service, 
• Visit Scotland,  
• The Crichton Trust,  
• Dumfries and Galloway Housing Partnership 

• Community Integrated Care,  
• Amey plc, 
• Lovell plc, 
• Scottish Agricultural College (Barony). 
• Greystone Rovers 
• Sodexo (Fire and Rescue Cleaning Staff) 
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Scheme membership is made up of active members, deferred members and pensioner members. To be 
eligible for fund membership, you must be an employee of a participating employer and not eligible to join 
one of the other public sector pension schemes.  
 
An actuarial valuation of the Fund is held every three years as an independent financial health check and 
determines how much money has to be paid into the Fund to keep it in a position to pay benefits both 
now and in the future. The last valuation as at 31 March 2017 showed that the Fund was 92% funded, 
meaning that it had 92% of monies needed to pay all the future benefits of scheme members. It is 
important to note that the time horizon of the Fund is long term. Consistent with this, there is a Funding 
Strategy Statement which allows employers with strong financial covenants to recover a deficit position 
over 15 years. Moreover, there is a stability mechanism used to help employers budget for their 
contributions by limiting increases or decreases to future contribution rates.  
 
Administration of Pensions is undertaken in-house by the Pensions Section.  
 
Investment Management of the Fund is undertaken by external fund managers and overseen by the 
Council’s Treasury and Capital Team.  
 
Investment Management 
The Fund’s assets are invested in accordance with The Local Government Pension Scheme 
(Management and Investment of Funds) Regulations 2010. The regulations cover the appointment of 
fund managers and the use and investment of fund money. The Fund is required to take proper advice 
about its investments.  
 
The Statement of Investment Principles and the Fund’s Funding Strategy Statement give more 
information on the Fund’s investment framework. 
 
Following the results of the 2017 triennial valuation, an investment strategy review was undertaken in 
conjunction with Hymans Robertson LLP, investment advisors to the Fund.  The strategy review was 
presented to Pensions Sub Committee on 24 May 2018 and Members agreed the change in investment 
strategy with a modest switch from equity investments into alternative return-seeking assets, to improve 
the risk/return profile of the Fund.  The table below indicated the asset allocations against the target 
allocations agreed by Members of the Pension Sub Committee on 27 September 2018.  An interim 
allocation was put in place until such times as the switch to Income Assets could be completed.  
 
 31 March 2019 

Allocation 
31 March 2020 

Allocation 
Interim Target 

Allocation 
Proposed 

Target 
Allocation  

Growth       
 UK equities 21.1%  16.4%  16%  16%  
 Global equities 38.5%  35.9%  36%  36%  
 Diversified Growth Fund 15.6% 75.2% 17.2% 69.5% 18% 70% 10% 62% 

Income       
 Property 9.7%  10.6%  12%  12%  
 Diversified Income Fund 0% 9.7% 0.3% 10.9% 0% 12% 8% 20% 

Protection      
 Index linked gilts 3.4%  5.5%  5%  5%  
 Corporate bonds 9.7%  12.0%  10%  10%  
 Emerging market debt 2.0% 15.1% 2.1% 19.6% 3% 18% 3% 18% 

  100%  100%  100%  100% 
 
Work has been continuing throughout the year to implement the revised strategy.  The Fund has a 
commitment of £70 Million to BlackRock’s Strategic Alternative Income Fund (SAIF).  As at 31 March 
2020 only £2.46 Million of this commitment had been called.  It is anticipated that this fund will be drawn 
down over the next 2 years and will increase our income generating assets.  As at 31 March 2020 the 
fund had five managers appointed, and they have been delegated the responsibility to invest the Fund’s 
assets in accordance with agreed mandates. The managers are: 
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Manager Mandate  Benchmark 
    
Legal & General UK Equities Passive FTSE All Share 
Legal & General Global Equities Passive MSCI World Index 
Legal & General Bonds  Passive Bespoke 
Legal & General Emerging Market Debt Passive JPM Govt Bond Index – 

Global Diversified Index 
Legal & General  RAFI Passive FTSE RAFI 
Lothbury Property Active MSCI All Balance Funds 
Columbia Threadneedle Property Active MSCI All Balance Funds 
BlackRock  Property Active MSCI All Balance Funds 
BlackRock Alternative Income Active Gilts 
Baillie Gifford Absolute Return Active Absolute Return 
    

 
 
Performance 
The fund has faced challenging times in recent years with unprecedented events and market conditions. 
The political uncertainty around Brexit has made markets particularly volatile during 2019/20.  In addition, 
Covid 19 had a significant impact on global financial markets in the latter part of the year.  During the first 
3 quarters of the financial year the fund was delivering steady positive returns, however, this was all 
reversed due to the market implications of COVID 19.  
Key points on performance during the year are: 

• investment returns were -10.2% during 2019/20, slightly below the benchmark of -7.1%, 
• annualised investment returns are slightly behind benchmark over the three year period, being -

1.1% against a benchmark of 0.4%, 
• over the five year period annualised investment returns are slightly below benchmark being 2.9% 

against a benchmark of 4.0%, 
• passive manager Legal & General was in line with benchmark for its UK equity, Global equity and 

bond mandates for the last twelve months.  
• Of the three property managers, Columbia Threadneedle and Lothbury were in line with 

benchmark during the year, however, Blackrock were slightly behind benchmark.   
• Baillie Gifford had been recovering well from last years underperformance, however the last 

quarter of the year placed the fund back behind benchmark. 
 
Recent investment returns, along with slightly negative net cash flows from the Fund resulting from 
contributions received less benefits paid have resulted in the total Fund value decreasing from £897.7 
Million at 31 March 2019 to £825.6 Million at 31 March 2020. The Fund has seen an increase in value of 
£314 Million since March 2011.  Annual values are shown in the following graph. 
 

 

0
100
200
300
400
500
600
700
800
900

1000

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

£ 
M

ill
io

n

As at 31 March

Total Fund Value



Dumfries & Galloway Council Pension Fund Audited Annual Report & Accounts 2019/20 
 
 

5 
 PUBLIC 

PUBLIC 

 
 
 
The movement in Fund value last year was well below both price and wage inflation, two of the main 
areas to which the liabilities of the Pension Fund are linked.  This was primarily due to the impact of 
Covid 19 and the impact on investment returns in the last quarter of the year.  However annualised 
increases over the three, five, and ten-year periods were all ahead of inflation. The figures are shown in 
the following table and graph. 

 
Annualised Increases Over 1 Year 3 Years 5 Years 10 Years 
 % % % % 
     
Net Fund Value -7.82 4.94 5.47 5.19 
Consumer Price Index (CPI) 1.50 1.46 1.84 2.22 
National Average Earnings 3.44 2.70 2.12 1.91 
     
     

 
 
Trends and Influences 
 
As membership of the Fund rises the active/deferred/pensioner ratio continues to show a reduction in the 
percentage of active members within the fund. This has led to a position in recent years where cash 
receipts from contributions have had to be supplemented with investment income to meet benefit 
liabilities. This situation is expected to continue, and is an issue being addressed as part of the 
implementation of the new investment strategy whereby we are making a modest switch from growth 
seeking assets to income seeking assets as a move towards improving the cash flow position of the 
Fund.  
 
Following the 2008 financial crisis, the European Commission instigated a review of its  
Markets in Financial Instruments Directive (MiFID). MiFID II came into effect from 3 January 2018 and the 
FCA policy reduced the classification of LGPS from “professional” to “retail” (which significantly reduced 
the investment opportunities for Funds) unless they pass the qualitative and quantitative tests required to 
achieve professional status.    
 
The size of the Fund meant that we met the Quantitative test to achieve professional status  . In 
recognition of typical LGPS governance arrangements, in order to satisfy the requirements of the 
Qualitative test the policy statement states that “Firms may take a collective view of the expertise, 
experience and knowledge of committee members, taking into account any assistance from authority 
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officers and external advisers where it contributes to the expertise, experience and knowledge of those 
making the decisions”. The Fund was able to demonstrate that it had an appropriate training package to 
ensure that the Sub Committee Members have the knowledge and understanding required to meet their 
obligations and was therefore able to opt up to professional status successfully.  Priority will continue to 
be given to an ongoing training package so ensuring that members of both the Pensions Sub Committee 
and Pensions Board have the necessary knowledge and skills required to carry out their duties on behalf 
of the Fund going forward.  
 
Whilst the return on investments was negative as at 31 March 2020 the first 3 quarters of the year were 
showing positive returns, however the impact of COVID 19 in quarter 4 meant that the previous gains 
were reversed.  It is anticipated that the fund will start to recover as the COVID 19 restrictions are lifted.  
However, it is anticipated volatility and uncertainty will continue for the foreseeable future. As before, the 
impact of both the ongoing Brexit negotiations, and the effect of the US administration and current trade 
negotiations are seen as key influences over the upcoming period as well as how swiftly the global 
economy recovers from COVID 19.    
 
 
Pensions Administration Review 
 
This section provides an update on arrangements made during 2019/20 for the administration of the 
Dumfries and Galloway Council Pension Fund. 
 
Staffing  
Administration of the Fund is in-house and undertaken by the Pensions Section with the Organisational 
Development, Human Resources and Assets function of the Council.  
 
The section consists of 5 employees although the full-time equivalent is 4.8.   
 
The Section comprises of the following: 
 

Role No. Average Years of Council 
Service 

Team Leader Pensions 1 29 years 
Senior Pensions Assistant (Systems) 1 18 years 
Pensions Assistant (Benefits) 3 2 years 

 
Strategic Objectives 

• To deliver a professional, high quality service through having highly skilled, motivated and 
empowered staff, 

• To be fully accountable to all stakeholders for the governance of the Fund and for Scheme 
administration. 

 
Values 

• Supporting Customer First, 
• Continuous improvement, 
• Value for money, 
• Performance Management. 

 
Service Objectives 
The Pensions Section objectives are encompassed within the overall HR objectives as contained within 
the Corporate Services Business Plan. The specific service objectives are: 

• to provide a fully integrated pensions service from during recruitment to retirement, 
• to provide a fully integrated pensions service to all other pension business, 
• to provide high quality of service throughout, 
• to provide access to a wide range of services to all members, 
• develop/maintain administration systems, provide management information, ensure financial 

advice service, deliver personal support to employees, pensioners and dependants and relatives. 
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Systems 
The Council uses the Aquila Heywood’s pension administration system Altair. This system is used in all 
11 Administering Authorities in Scotland. 
 
The system records a record for everyone who has a pension liability from the Fund and records 
retirements, deaths, transfers, refunds etc. in the Local Government Pension Scheme.  
 
The Council’s HR/Payroll system, known as iTrent pays pensioner benefits and this is managed by the 
Council’s Finance and Procurement function. However, the Pensions Team has direct access to iTrent 
and can make amendments to payroll pensioner records. 
 
The Altair system is supported by Aquila Heywood on both software and hardware sides.  Back up and 
secure data storage is managed by Aquila Heywood. 
 
Risk Management 
The administration service considers the risks associated with the service and is regularly audited to 
ensure that appropriate risk mitigation is considered for each control. The types of risks which have been 
identified are; 

• key person risk - where smaller administering authorities are sensitive to the knowledge and 
experience held by a small number of individuals, 

• data risks – the system contains sensitive and personal data but appropriate securities are in 
place to keep the data secure and recover where necessary, 

• hardware risks – where hardware fails then appropriate support is provided on a 24/7 basis to 
ensure the smooth running of the operation, 

• financial management risks – monetary amounts are processed on a daily basis and appropriate 
controls are in place to authorise payments. 

 
Activity Review 2019/20  
General  
The Section successfully completed all of its statutory functions, e.g. the payment of pensions and lump 
sum benefits and the issuing of annual statements, in the required timescale.  
 
Performance Review 
High quality administration continues to be a key focus for the service to ensure compliance with the 
regulations and to provide members and their families/representatives with an excellent customer 
service.  Our customer approach means that the team respond quickly to customer enquiries while 
maintaining a high-quality service.   
 
Communications and Customer Engagement 
The Local Government Pension Scheme (Scotland) Regulations 2018 require each pension fund 
administering authority to prepare, publish and review its communication policy.  
 
The Pensions Section prepares and maintains the communication policy for the Dumfries and Galloway 
Council Pension Fund. The key objectives of the communication policy are  

• To improve understanding of the Scheme.  
• To promote the benefits of scheme membership as an important part of the employment 

package.  
• Keep members, employers and other stakeholders up to date with regulation changes.  
• To allow members to make informed decisions.  

 
Details of the LGPS, including enrolment, contributions, benefits and updates on legislation can be found 
on the Council’s website at http://www.dumgal.gov.uk/pensions. 
 
In addition, the Pensions Section continues to focus on Customer Engagement, in line with the Pension 
Regulator’s (TPR) recommendations that pension scheme managers need to enhance communications 
with members and to provide better and more timely access to information and expertise. This is 
designed to increase members’ understanding of pension scheme benefits to aid retirement planning. 
 
 
 

http://www.dumgal.gov.uk/pensions
http://www.dumgal.gov.uk/pensions
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Communications and customer engagement provision in 2019/20: 
• Annual pension forecasts for active and deferred members,  
• Pension forecast information workshops and drop in sessions 
• Cost of living increase information and newsletter for pensioner members, 
• Pre-retirement and Planning for Your Future workshops 
• LGPS 2018 Scheme Guide 
• National LGPS (Scotland) 2018 website 
• Local LGPS website 
• Local employer engagement sessions 
• Customer satisfaction survey 
• Home visits in cases of bereavement and ill health 
• Pop up Pensions 

 
Early Retirement/Voluntary Redundancy (ERVS) 
The Council continued to operate an ERVS scheme and the Pensions Section provides administrative 
support for this process and for early retirement schemes for the Fund’s Admitted and Scheduled 
external employers. The current Council policy to apply compensatory added years in cases of early 
retirement on grounds of redundancy and business and efficiency remains in place.  The Scottish 
Government’s review of compensation schemes offered in local government is still to be published.  
 
Data Quality 
In 2015 the Pensions Regulator (TPR) assumed responsibility for setting standards for good 
administration, data quality and governance of public sector pension schemes including the Local 
Government Pension Scheme (LGPS). TPR requires schemes to improve the standard of record keeping 
by ensuring data is complete, accurate and up to date (“testing data”). In doing so the service will identify, 
evaluate, monitor and manage risk and ensure the effective administration and valuation of the scheme. 
 
Analysis of common data, for example name, address and National Insurance number shows DGC data 
is 97.5% accurate 1.1% of inaccuracies occurred due to incomplete or unknown member addresses. A 
data improvement plan has been implemented to address any inaccuracies and trace missing member 
addresses. 
 
In depth analysis of scheme specific (conditional) data shows DGC data is 88.4% accurate. Records that 
failed the testing were almost entirely as a result of incorrectly recorded historical data which does not 
directly affect benefits made to members. All records which failed testing are being investigated as part of 
a Data Improvement Plan.    
 
Guaranteed Minimum Pension Review 
In 2016, the Government announced that Public Sector Pension Schemes needed to review pension data 
which linked LGPS benefits to contracted-out employment and the State Pension. This is known as the 
Guaranteed Minimum Pension (GMP) data reconciliation review. The purpose of this review is to ensure 
that records held by the scheme and by Her Majesty’s Revenue and Customs (HMRC) are correct. 
Where the data is incorrect then this could result in an overpayment or underpayment in pension. Where 
there has been an underpayment then Scottish Ministers have advised that payments must be adjusted 
by Authorities and arrears paid. The treatment of overpayments has yet to be finalised by Scottish 
Ministers. 97.4% of data has been reconciled and no further action is required. Of the remaining 2.6%, 
1.9% require further update by HMRC and 0.7% are potential overpayments currently under 
investigation.      
 
Performance 
In 2015 the Pensions Regulator (TPR) assumed responsibility for setting standards for good 
administration, data quality and governance of public sector pension schemes including the Local 
Government Pension Scheme (LGPS). TPR requires schemes to improve the standard of record keeping 
by ensuring data is complete, accurate and up to date (“testing data”). In doing so we will identify, 
evaluate, monitor and manage risk and ensure the effective administration and valuation of the scheme. 
 
Performance standards are set out in the Administration Strategy and these are reported annually to 
Members. Key Performance Indicators for 2018/19 were reported to Members in May 2019 and the 6 
monthly 2019/20 performance update was reported at committee to Members in December 2019 and 
include the following: 
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  Target 2018/19 2019/20 
Key statutory deadlines met (including payment deadlines) 100% 100% 100% 

Annual member Admin Cost Under 
£25.00 

    
£24.11 £25.62 

Staff/Member ratio n/a 1:2,695 1:3,398 
Number of complaints   1 1 
Annual pension forecasts issued by 31st August 100% 100% 100% 
Payment of lump sum on death (15 days of info received)  90% 90% 90%  
Payment of retirement pension (10 days of info received) 90% 87% 89%  
Early leaver payment of refund (30 days) 90% 43%* 44%  

 
Focus is given to the statutory requirement to issue all pension statements by 31st August. As a result, 
non-statutory deadlines are given a lower priority resulting in the timescale for payment increasing. 
However, providing high quality customer service remains a priority. Increased customer engagement 
(workshops, roadshows, drop in sessions and family visits) together with clear communications, ensures 
our customers’ expectations are met resulting in positive feedback and a low level of complaints. 
* The Early leaver refund metric of 44% is non-statutory and the target 30 days is an internal KPI. The 
reason that the service is significantly below target relates to team resources and higher priority work 
relating to ERVS and Annual Pension Forecasts. This is now being addressed. 
 
Fund Actuary  
Hymans Robertson LLP is the Council’s Pension Fund Actuary. 
 
The Next 12 Months – 2020/21 
 
Guaranteed Minimum Pension Review 
Significant work was completed during 2018/19 as detailed above.  Over the next year work will continue 
to resolve the remaining reconciliation issues in relation to the Guaranteed Minimum Pension Review to 
ensure the Fund and HMRC records match.  – At final stages of review.  
 
Customer Engagement 
Although membership continues to increase with fewer members opting out there are still opportunities to 
promote the scheme and proactively engage with non-members to encourage participation in the 
scheme. The service will continue to continue to target non-members during 2020/21. 
 
National Procurement Framework for Systems 
We are hoping to join the National Procurement Network for Systems to maximise efficiency and costs 
from the electronic systems that are used to support our business. 
 
Covid-19 
We have adapted our process and procedures to ensure we remain fully functional and continue to deliver 
great service to our members and employers with minimal disruption, whilst the team are working remotely 
from home as per Scottish Government (SG) guidance. We have robust processes in place to ensure that 
pensions will still get paid and our normal service is not too affected.  We will continue to ensure we develop 
and maintain service standards.  As SG advice develops, we are formulating a communications strategy 
to inform members, staff, employers, and colleagues of any ongoing changes for e.g. office re-opening 
and service levels. 
 
Pre-retirement and Planning for Your Future workshops 
Due to Covid 19 Pre-retirement and Planning for Your Future workshops were cancelled. We are 
currently working with the course providers Affinity on a 2-hour free retirement online course.  The 
opportunity to attend will be rolled out to all staff very soon.  Staff will be able to access the course via 
Microsoft Teams or Go to Webinar. The course has already been publicised on the Council’s Covid19 
Staff Communications You Tube channel.  
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Staff Development 
The Pensions team have recently reviewed the job role of the 3 x Pension Assistants (two posts were 
Benefits focused and one was Systems focused). Our aim was to merge the jobs into a generic post 
whereby the Assistants expand their knowledge, understanding, and all carry out the same role. The 
refreshed generic Pensions Assistant post also enables the team to support wider OD&HR projects and 
priorities. 
  
We have recently invested in TEC an online training tool for our Pensions system Altair.  We have 
vacancies that we are currently recruiting to and will be using TEC to train our staff step by step on 
specific calculations in Altair.  We hope by improving our staff training, and development internally within 
the department that this will improve our processes and procedures, to help improve our key statutory 
deadlines, and in turn our customer service/satisfaction. 
 
I-Connect 
We are currently rolling out I-Connect to our employers. I-Connect is a system that provides a strategic 
solution for electronic data transmissions between fund employers and the fund, enabling significant cost 
savings and improved service levels to the employers and members alike.  We hope to have all our 
employers enrolled and providing information via I-Connect in the next 12 months. 
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Governance Statement 

Annual Governance Statement  
Dumfries & Galloway Council acts as Administering Authority and delegates all pension scheme 
investment business to its Pensions Sub Committee which meets quarterly.  
 
The Sub Committee comprises eleven Elected Members. As at 31 March 2020 these were: 

• Councillor Archie Dryburgh (Chair) 
• Councillor John Campbell (Vice Chair) 
• Councillor John Charteris 
• Councillor Malcolm Johnstone 
• Councillor Henry McClelland 
• Councillor Jim McColm 
• Councillor Matthew Ronnie 
• Councillor Willie Scobie 
• Councillor Stephen Thompson 
• Councillor Adam Wilson 
• Vacancy 

 
The Sub Committee’s key responsibilities are: 

• establishing and reviewing investment strategy,  
• ensuring the suitability and adequate diversification of investments, 
• setting strategic asset allocation benchmarks and individual manager’s benchmarks and targets,  
• reviewing on a regular basis the investment managers’ performance,  
• the selection and appointment of investment managers and custodians, as required, 
• all issues relating to the administration and payment of benefits. 

 
Membership of the Board consists of four employer representatives and four Trade Union 
representatives. As at 31 March 2020 these were:  

• Councillor David McKie (Dumfries and Galloway Council) (Chair) 
• Jan Andrews (UNISON) 
• Councillor Richard Brodie (Dumfries and Galloway Council) 
• Councillor Douglas Fairbairn (Dumfries and Galloway Council) 
• Colin Graham (UNITE) 
• Karen Hunter (Dumfries and Galloway College)  
• Philip McGroggan (UNISON) 
• David Stainthorpe (UNISON)  

 
The Board is required to rotate the position of Chair between employer and Trade Union representatives 
on an annual basis.  
 
The responsibility of the Pension Board is to assist the scheme manager in securing compliance with the 
Regulations and the requirements imposed in relation to the Scheme by the Pensions Regulator. The 
Pensions Sub Committee continues to have responsibility for all pension matters. 
 
Due to the restrictions put in place due to Covid 19 and the resultant changes to the Management 
Structure of the Council, Full Council on 20 March 2020 agreed to add to the Scheme of Administration 
and Delegation to Committees at Section 6.6 to provide for the establishment of an Ad Hoc COVID-19 
Sub Committee of Full Council and to suspend the Delegations to Committees and Sub Committees as 
set out in Section 5.1-5.7 and Section 6 in the Scheme of Administration and Delegation to Committees 
until further notice, with a review by the Sub Committee on a monthly basis.   Therefore all urgent 
business of the Pension Fund would in the interim be considered by this new Sub Committee.  
 
The last meeting of the Pension’s Sub Committee and Board was held on 20 February 2020 with the next 
meeting due to take place on 18 June 2020.  There has been no urgent business requiring consideration 
by the Ad Hoc COVID-19 Sub Committee.  The 18 June 2020  Pension Committee and Board meeting 
was cancelled but information will be circulated to all Members of the Board and Committee with an 
update on investment performance as well as other ongoing LGPS matters.  The unaudited version of 
these Annual Accounts was considered by Full Council on 25 June 2020.  The next meeting of the 
Pension Sub Committee and Board will be on the 22 September 2020. 
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The management of the Pension Fund is governed by a suite of appropriate management arrangements, 
such as: 

• appropriate strategic investment policies (such as the Funding Strategy Statement and Statement 
of Investment Principles); 

• performance management arrangements, especially for Fund investments  
• systems of internal control to safeguard assets and ensure best value; 
• engagement with stakeholders and clear policy on representative roles and responsibilities; 
• Governance Statement; 

 
The Council as Administering Authority of the Pension Fund has a responsibility for ensuring the 
continuing effectiveness of its governance framework and systems of internal control. The review of 
effectiveness is informed by assurances from  

• the work of professional accountancy staff within the council,  
• effective performance reporting arrangements and management information; 
• specific internal audit reviews; 
• the annual report and accounts; and 
• external audit observations, comments and recommendations for improvement. 

 
In addition, Internal Audit as part of their annual review make assessment on the adequacy and 
effectiveness of the Council’s Internal Controls, which are also relevant to the Pension Fund.  The overall 
annual internal audit opinion concludes that “reasonable assurance can be placed upon the adequacy 
and effectiveness of the Council’s internal control systems for the year to 31 March 2020.” 

 
These arrangements provide an acceptable level of assurance that the Pension Fund is managed and 
administered appropriately and in line with legislative requirements.  An annual training plan is produced 
and monitored throughout the year. Training of Members and Officers will be key in ensuring the 
continued adequacy of these governance arrangements. The Fund was able to demonstrate that its’ 
governance arrangements were appropriate during the successful opt up to professional status under 
MiFID II requirements. 

 
Statement on the System of Internal Financial Control 
The Statement on the System of Internal Financial Control outlines how an effective system of 
internal financial control is maintained and operated in connection with the resources concerned.  
The statement is reproduced on page 16. 
 
Statement of Investment Principles  
In accordance with Pension Regulations, the Fund has published a Statement of Investment Principles 
governing its decisions about Fund investments. This statement has been updated to clarify 
arrangements for the management of surplus cash, following the decision by the Pension Sub Committee 
on 20 February 2020.  The statement is reproduced on page 18. 
 
Funding Strategy Statement  
As required by the Pension Regulations, the Council’s approach to funding its scheme liabilities is set out 
in the Funding Strategy Statement. The statement is reproduced on page 27. 
 
Governance Compliance Statement 
Compliance with statutory guidance relating to governance arrangements for the Fund is kept under 
review.  A copy of the current compliance statement relative to the Guidance has been produced and is 
included on page 13.  
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Governance Compliance Statement 
 
The Regulations that govern the management of LGPS Funds in Scotland require that a Governance 
Compliance Statement is published. The Dumfries & Galloway Council Pension Fund has published a 
Governance Policy (copy available on the Dumfries & Galloway Council’s website). Provided below is the 
Governance Compliance Statement that sets out the extent to which governance arrangements comply 
with best practice. 
 

Principle Full 
Compliance 

Comments 

Structure The management of the 
administration of benefits and 
strategic management of Fund 
assets clearly rests with the 
main committee established by 
the appointing Council. 
 

Yes Dumfries & Galloway Council as 
scheme manager (administering 
authority) has delegated all 
pension scheme matters to the 
Pensions Sub Committee. 
 
The Pensions Sub Committee 
currently consists of eleven 
elected members from Dumfries & 
Galloway Council with full voting 
rights. 
 

 That representatives of 
participating LGPS employers, 
admitted bodies and scheme 
members (including pensioner 
and deferred members) are 
members of either the main or 
secondary committee 
established to underpin the work 
of the main committee. 
 

Yes The introduction of the Pensions 
Board (the Board) has formalised 
the involvement of the employers 
and trade unions representing the 
membership. 
 
The Pension Board has been 
created to assist the scheme 
manager and consists of four 
employer representatives and four 
Trade Union representatives.  
 

 That where a secondary 
committee of panel has been 
established, the structure 
ensures effective 
communication across both 
levels. 
 

N/A No secondary panel established. 

 That where a secondary 
committee or panel has been 
established, at least one seat of 
the main committee is allocated 
for a member from the 
secondary committee or panel. 
 

N/A No secondary panel established. 

Representation a) That all key stakeholders are 
afforded the opportunity to be 
represented within the main or 
secondary committee structure. 
These include: 
• Employing authorities 
(including non-scheme 
employers, e.g. admitted 
bodies); 
• Scheme members (including 
deferred and pensioner scheme 
members); 
 • Where appropriate, 

Yes Members of the Pensions Sub 
Committee are selected from the 
elected members of Dumfries & 
Galloway Council.  
 
Employing authorities are 
represented by four 
representatives on the Pension 
Board. 
 
Scheme members are 
represented by four Trade Union 
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independent professional 
observers, and 
• Expert advisers (on an ad-hoc 
basis). 
 

representatives on the Pension 
Board. 
 
Investment advisers provide 
advice to the Committee as 
required. Finance and Pensions 
Officers also attend in an advisory 
capacity. 
 

 b) That where lay members sit 
on a main or secondary 
committee, they are treated 
equally in terms of access to 
papers and meetings, training 
and are given full opportunity to 
contribute to the decision 
making process, with or without 
voting rights. 
 

Yes All Sub Committee members, and 
Pension Board members, receive 
the same access to all papers and 
training, and participate fully in the 
decision making process. 

Selection and 
Role of Lay 
Members 

a) That committee or panel 
members are made fully aware 
of the status, role and function 
that they are required to perform 
on either a main or secondary 
committee. 
 

Yes Following the May 2017 elections, 
a formal training programme was 
developed and is updated 
annually.  Additionally, if any 
training requirements are 
established during the year this 
will arranged and added to the 
plan. Ongoing training will 
continue to be provided.  
 

 b) That at the start of any 
meeting, committee members 
are invited to declare any 
financial or pecuniary interest 
related to specific matters on the 
agenda. 
 

Yes The declaration of Member’s 
interests is a standard item on the 
agenda of the Sub Committee. 
 

Voting The policy of individual 
administering authorities on 
voting rights is clear and 
transparent, including the 
justification for not extending 
voting rights to each body or 
group represented on main 
LGPS committees. 
 

Yes Members of Dumfries & Galloway 
Council on the Sub Committee 
have full voting rights. 
Section 14 of the Local 
Government & Housing Act 1989 
states a member of a committee 
who is not a member of that 
authority shall be treated as a 
non-voting member. However, the 
administering authority has 
discretion over this matter. This 
discretion has not been adopted. 

Training / 
Facility Time / 
Expenses 

a) That in relation to the way in 
which statutory and related 
decisions are taken by the 
administering authority, there is 
a clear policy on training, facility 
time and reimbursement of 
expenses in respect of members 
involved in the decision making 
process. 
 

Yes Members’ training is funded from 
the Pension Fund. 

 b) That where such a policy 
exists it applies equally to all 
members of committees, sub 

Yes All members are treated equally 
under the training policy. 
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committees, advisory panels or 
any other form of secondary 
forum. 
 

 c) That the administering 
authority considers the adoption 
of annual training plans for 
committee members and 
maintains a log of all such 
training. 

Yes Current training for Sub 
Committee members and Pension 
Board members includes 
presentations from investment 
managers, investment advisers 
and scheme actuary. The 
programme of training is 
continually under review. 
 
Members receive training each 
year and this is monitored. 
 

Meetings 
frequency 

a) That an administering 
authority’s main committee or 
committees meet at least 
quarterly. 
 

Yes Joint meetings of the Pensions 
Sub Committee and Pensions 
Board are held at least four times 
a year. 

 b) That an administering 
authority’s secondary committee 
or panel meet at least twice a 
year and is synchronised with 
the dates when the main 
committees sits. 
 

N/A No secondary panel established. 

 c) That an administering 
authority who does not include 
lay members in their formal 
governance arrangements must 
provide a forum outside of those 
arrangements by which the 
interests of key stakeholders 
can be represented. 
 

N/A Pension Board membership 
consists of four representatives of 
employers and four Trade Union 
representatives for scheme 
members. As well as the Joint 
meetings with the Pensions Sub 
Committee the Board can call its 
own meetings as and when 
required. 

Access That subject to any rules in the 
council’s constitution, all 
members of main and 
secondary committees or panels 
have equal access to committee 
papers, documents and advice 
that falls to be considered at 
meetings of the main committee. 
 

Yes All members are treated equally. 
 
Committee papers and minutes 
are publicly available on Dumfries 
& Galloway Council’s website. 

Scope That administering authorities 
have taken steps to bring wider 
scheme issues within the scope 
of their governance 
arrangements. 
 

Yes The Pensions Sub Committee 
deals with all matters relating to 
both the administration and 
investments of the Pension Fund.  
 

Publicity That administering authorities 
have published details of their 
governance arrangements in 
such a way that stakeholders 
with an interest in the way in 
which scheme is governed, can 
express an interest in wanting to 
be part of those arrangements. 
 

Yes Pension Fund governance 
documents are published on the 
Dumfries & Galloway Council 
website. There is regular 
communication with employers 
and scheme members. 
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Statement on the System of Internal Financial Control 
 

1. This statement is in respect of the Statement of Accounts of Dumfries & Galloway Council Pension 
Fund. I acknowledge my responsibility for ensuring that an effective system of internal financial 
control is maintained and operated in connection with the resources concerned.  
 
2. The system of internal financial control can provide reasonable and not absolute assurance that 
assets are safeguarded, that transactions are authorised and properly recorded, and that material 
errors or irregularities are either prevented or would be detected within an acceptable period of time. 
 
3. The system of internal financial control is based on a framework of regular management information, 
financial regulations, administrative procedures (including segregation of duties), management 
supervision and a scheme of delegation and accountability. The system is maintained and developed by 
officers within the Council and Pension Fund, along with external advisers, and includes: 

• comprehensive accounting systems that record income and expenditure for both member and 
investment activities, 

• regular reviews of investment reports that measure investment returns against agreed 
benchmarks, 

• regular reviews of investment manager reports that measure performance against agreed targets. 
 

4. The Council’s internal audit section operates in accordance with Public Sector Internal Audit 
Standards which have been endorsed by CIPFA and other internal audit standard setters.  The Chief 
Internal Auditor has a professional reporting relationship with the Section 95 Officer and oversight of 
internal audit’s work (including review of reports and tracking of audit actions) is performed by the 
Council’s Audit, Risk and Scrutiny Committee. The internal audit section undertakes an annual 
programme of work based on a risk assessment process which is revised on an ongoing basis to reflect 
evolving risks and changes within the control environment. The Chief Internal Auditor has provided an 
assurance statement to the Council that includes his opinion on the adequacy and effectiveness of the 
system of internal financial control. 
 
5. My review of the effectiveness of the system of internal financial control is informed by: 

• the work of Internal Audit as described above, 
• the work of professional accountancy staff within the Pension Fund, 
• the External Auditor’s reports,  
• my direct knowledge of the Pension Fund’s financial systems, processes and reporting 

arrangements. 
 
6. Having reviewed the framework it is my opinion that reasonable assurance can be placed upon the 
adequacy and effectiveness of the Pension Fund’s internal financial control systems.  
 
7. The Pension Fund’s financial management arrangements conform with the governance 
requirements of the CIPFA Statement on the Role of the Chief Financial Officer in Local Government 
(2010). 
 
 
 
 
 
 
Paul Garrett 
Head of Finance & Procurement 
Section 95 Officer  
22 September 2020 
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Statement of Responsibilities for the Statement of Accounts 
 
The Authority’s Responsibilities 
 
Dumfries & Galloway Council, as the administering authority for Dumfries & Galloway Council Pension 
Fund, is required to: 
 
• make arrangements for the proper administration of its financial affairs and to ensure that one of its 

officers has the responsibility for the administration of those affairs (section 95 of the Local 
Government (Scotland) Act 1973).  In this authority, that officer in the year to 31 March 2020 was the 
Head of Finance and Procurement, 

• manage its affairs, to secure economic, efficient and effective use of resources and safeguard its 
assets, 

• to approve the Annual Accounts for signature. 
 
I confirm that these Annual Accounts were approved for signature by Dumfries and Galloway Council (as 
Administering Authority for Dumfries and Galloway Council Pension Fund) at its meeting on 22 
September 2020. 
 
The Chief Financial Officer Responsibilities 
 
The Head of Finance and Procurement is responsible for the preparation of the Pension Fund’s Annual 
Accounts in accordance with proper practices as required by legislation and as set out in the CIPFA/ 
LASAAC Code of Practice on Local Authority Accounting in the United Kingdom (the Accounting Code). 
 
In preparing the Annual Accounts, the Head of Finance and Procurement has: 
 
• selected suitable accounting policies and applied them consistently, 
• made judgements and estimates that were reasonable and prudent, 
• complied with legislation 
• complied with the local authority Accounting Code (in so far is compatible with legislation) 
 
The Head of Finance and Procurement has also: 
 
• kept adequate accounting records which were up to date, 
• taken reasonable steps for the prevention and detection of fraud and other irregularities. 
 
I certify that the financial statements give a ‘true and fair view’ of the financial position of the Pension 
Fund at the reporting date and of its income and expenditure for the year ended 31 March 2020. 
 
 
 
 
 
 
Paul Garrett 
Head of Finance & Procurement 
22 September 2020 
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Statement of Investment Principles 
 
Background 
The Legal Requirements 
The Local Government Pension Scheme (Management and Investment of Funds) (Scotland) Regulations 
2010 requires Pension Fund administering authorities (scheme managers) to prepare, maintain and 
publish a Statement of Investment Principles (SIP) governing their decisions on the investment of the 
Pension Fund. The statement must cover the policy on: 

• the types of investment to be held; 
• the balance between different types of investments; 
• risk, including the ways in which risks are to be measured and managed; 
• the expected return on investments; 
• the realisation of investments; 
• the extent to which social, environmental or ethical considerations are taken into account in the 

selection, retention and realisation of investments; 
• the exercise of the rights (including voting rights) attaching to investments, if it has any such 

policy; and 
• stock lending. 

 
The SIP must also cover the extent to which the authority complies with guidance given by the Scottish 
Ministers and, to the extent it does not so comply, the reasons for not complying. This guidance requires 
reference to the 6 principles of investment practice set out in the CIPFA publication “Investment Decision 
Making and Disclosure in the Local Government Pensions Scheme - A Guide to the Application of the 
Myners Principles”. 
 
The Scheme 
The Local Government Pension Scheme (LGPS) was set up under statute to provide death, retirement 
and other benefits for all eligible employees. The LGPS is a defined benefit scheme funded by employee 
and employer contributions. Up to 1 April 2015 benefits were based on an employee’s final salary, after 
this date benefits are based on career average earnings (CARE).  From 1 April 2009 employee 
contributions are applied in tiers ranging from 5.5% to 12% depending on the member’s rate of 
pensionable pay. Prior to this a flat rate of 6% of pensionable pay applied (certain manual employees 
contributed at the rate of 5%).  Employer contributions are set following an actuarial valuation review of 
the assets and liabilities of the Scheme every three years. The benefits of the Scheme are defined by 
statute. The LGPS is managed by several designated administering authorities, of which Dumfries and 
Galloway Council is one such authority. Each administering authority maintains a Pension Fund (the 
Fund) and invests monies not required immediately to meet benefits.  
 
Governance 
The Pensions Sub Committee 
The Pensions Sub Committee (the Sub Committee) is made up of elected representatives of Dumfries 
and Galloway Council who each have voting rights. It is assisted by the Pension Board which has four 
employer representatives and four Trade Union representatives. The Sub Committee reports to the Full 
Council and has full delegated authority for all Pension Fund decisions. The Sub Committee decides on 
the investment policies most suitable to meet the liabilities of the Fund and has ultimate responsibility for 
the governance of the Fund including Investment Strategy. The responsibility of the Pension Board is to 
assist the scheme manager in securing compliance with the Regulations and the requirements imposed 
in relation to the Scheme by the Pensions Regulator. The day to day management of the Fund is carried 
out by appointed external professional investment managers. 
 
Investment Principles 
The SIP sets out the principles governing decisions about the investments of the Fund. The Fund 
recognises the importance of corporate governance and responsibility in ensuring the long term financial 
performance of the organisations in which they invest. 
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Framework 
The SIP forms part of a framework that includes: 

• the Statutory Regulations; 
• the Pensions Sub Committee; 
• the Pension Board; 
• the Fund’s advisers; 
• the Funding Strategy Statement. 

 
Advice 
The Sub Committee receives and considers advice from officers of the Council and as necessary from its 
appointed external investment consultant, (including specific investment advice), the actuary to the Fund, 
and its investment managers. Following a formal review exercise of service provision Hymans Robertson 
LLP were appointed as external investment consultants in 2005. Hymans Robertson LLP were 
reappointed as actuary to the Fund in 2006. The Sub Committee monitors the level of fees that are paid 
to the advisers in order to ensure that the advice is at an appropriate level and represents value for 
money. 
 
Responsibilities  
The Pensions Sub Committee is responsible for: 

• overall investment strategy and strategic asset allocation with regard to the suitability and 
diversification of investments; 

• monitoring compliance with this Statement of Investment Principles and reviewing its contents; 
• appointing investment managers, an independent custodian, the Fund actuary, external 

independent advisers and investment consultant; 
• reviewing investment manager performance, against established benchmarks on a regular basis; 
• reviewing the managers’ expertise and the quality and sustainability of their investment process, 

their procedures, risk management, internal controls, transaction costs and key personnel;  
• reviewing policy on social environmental and ethical matters and on the exercise of rights, 

including voting rights; 
• reviewing and monitoring Fund performance through acceptance of Triennial Valuation Reports, 

Annual Reports & Accounts and Annual Administration Performance Reports. 
 

The Pension Board is responsible for assisting each scheme manager in relation to: 
• securing compliance with the Regulations and other legislation relating to the governance and 

administration of the Scheme and any statutory pension scheme that is connected to it; 
• securing compliance with requirements imposed in relation to the Scheme and any connected 

scheme by the Pensions Regulator; 
• such matters as the scheme regulations may specify. 

 
The Pensions Sub Committee is advised by Officers of Dumfries and Galloway Council, who are 
responsible for: 

• providing support for, and ensuring the implementation of, the Sub Committee decisions; 
• ensuring compliance with statutory requirements and the investment principles set out in this 

document and reporting any breaches to the Sub Committee; 
• management of surplus cash, pending transmission to the investment manager in accordance 

with the Dumfries and Galloway Council’s Treasury Management Code of Practice (excluding 
loans to any employer within the fund); 

• arranging the voting of shares in accordance with agreed policy; 
• ensuring proper resources are available for Dumfries and Galloway Council’s responsibilities to 

be met. 
 
The Investment Managers are responsible for: 

• the investment of Pension Fund assets in compliance with the legislation and the detailed 
investment management agreement; 

• tactical asset allocation around the strategic benchmark set by the Sub Committee; 
• stock selection within asset classes; 
• preparation of quarterly reporting including a review of investment performance, voting activity 

and transaction costs; 
• attending meetings of the Sub Committee as required. 
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The Actuary is responsible for: 

• undertaking a triennial valuation of the Fund’s assets and liabilities and interim valuations as 
required; 

• advising on the rate of employer contributions required to maintain appropriate funding levels; 
• providing advice on the admission of new bodies to the scheme, including external employers 

following externalisation of services.  
 
The Investment Consultant is responsible for: 

• advising on the asset and liability matching position of the Fund; 
• advising on the appropriateness of the investment strategy of the Fund and its implementation on 

an annual basis; 
• advising on the selection of investment managers, and the custodian; 
• providing investment information, investment advice and continuing education to the Sub 

Committee and the Council Officers; 
• quarterly and annual Independent monitoring of the investment managers, their activities, and 

associated costs, their performance, compliance with the mandate, adherence to their stated 
investment style and personnel and organisational matters.  

 
The Investment Consultant is authorised by and registered with the FCA for the provision of investment 
advice. 
 
Fund Objectives 
Principal Objectives 
The principal objective of the Fund is to ensure that scheme members and their dependants receive 
benefits as they become payable. 
 
Funding Objectives 
The funding objectives are set out in the Funding Strategy Statement. The main funding objectives are: 

• to ensure that sufficient funds are available to meet all pension liabilities as they fall due for 
payment (i.e. ensure the long-term solvency of the Fund); 

• to enable employer contribution rates to be kept as constant as possible and at reasonable cost 
to the Scheduled Bodies, Admitted Bodies and to the taxpayers; 

• to manage employers’ liabilities effectively; and 
• to maximise investment returns within reasonable risk parameters. 

 
Investment Policy 
Investment Objectives 
The investment objective of the Fund is to maintain an appropriate funding level and to target growth in 
the value of the assets sufficient to facilitate low and stable employer contribution rates in the long term. 
To this end, the assets of the Fund are not structured in a way that closely matches the liabilities of the 
Fund, but they are weighted towards equity type investments, which historically have provided a greater 
return over fixed interest type assets.  
 
Power to Invest 
The powers and duties of the Authority to invest Fund monies are set out in the Local Government 
Pension Scheme (Management and Investment of Funds) (Scotland) Regulations 2010. The Council is 
required to invest any monies not immediately required for the payment of benefits and pensions. The 
Council is also required to take account of the need for diversification, and to take account of advice from 
persons properly qualified by their ability and practical experience of financial matters to provide that 
advice. 
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Types of Investment 
The Sub Committee has approved the following types of investment in order to achieve investment 
objectives: 

• equities (including Managed Funds, Unit Trusts, Investment Trusts, Open Ended Investment 
Companies and Insurance Contracts); 

• bonds, including index-linked and fixed interest bonds issued by both Governments and 
Corporations; 

• property; 
• currency; 
• absolute return; 
• cash. 

 
Other asset classes may be added by the Sub Committee after consideration of suitable advice on the 
merits of the asset class.  Investments may be in UK or overseas markets and made either directly or 
through pooled funds. 
 
The Fund may also make use of contracts for differences and other derivatives, either directly or in 
pooled funds, for the purpose of efficient portfolio management or to hedge specific risks. 
 
Strategic Asset Allocation 
The strategic asset allocation is set by reference to the liability profile of the Fund. Asset liability models 
are used by external advisers to determine the allocation of assets and are intended to achieve the 
objective of maximising investment returns within reasonable risk parameters.  
The revised allocation, agreed in September 2018 is as follows: 
 

 Current Allocation Interim Allocation Proposed Target 
Allocation  

Growth     
 UK equities 26%  16%  16%  
 Global equities 36%  36%  36%  
 Diversified Growth Fund 10% 72% 18% 70% 10% 62% 

Income     
 Property 10%  12%  12%  
 Diversified Income Fund 0% 10% 0% 12% 8% 20% 

Protection    
 UK gilts 5%  0%  0%  
 Index linked gilts 5%  5%  5%  
 Corporate bonds 5%  10%  10%  
 Emerging market debt 3% 18% 3% 18% 3% 18% 

  100%  100%  100% 
 
An Interim Allocation position is required as the Income Funds (Property and Diversified Income Funds) 
take some time to set up and Capital Calls are often required over an extended period (potentially 2 years 
or more), therefore the Committee agreed an interim increase in the Diversified Growth Fund whilst these 
new funds were being selected and set up.    
 
Investment Managers 
The management structure has been constructed to balance the risks, rewards and costs of investing the 
schemes assets.  In particular, because of the size of the Fund, it is appropriate to have diversification 
between asset managers, following different approaches. The current manager structure as at 31 March 
2020 is shown in the table below.  
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Manager Mandate % of Fund Benchmark Target 
     
Baillie Gifford Absolute 

Return 
17.2% Absolute Return Outperform 

Lothbury  Property 3.8% MSCI All Balanced 
Funds 

Outperform 

Legal & General Investment Managers Passive UK 
Equities 

16.3% FTSE All Share Match 

Legal & General Investment Managers Passive Global 
Equities 

18.3% MSCI World Index 
(NDR) 

Match 

Legal & General Investment Managers Passive 
Bonds/Gilts 

19.8% Bespoke Match 

Legal & General Investment Managers Multi Factor 
Index 

17.4% FTSE RAFI Match 

BlackRock Property 3.2% MSCI All Balanced 
Funds 

+ 0.5% 

BlackRock Alternative 
Income  

0.3% Gilts +2-3% 

Columbia Threadneedle Property Property 3 7% MSCI All Balanced 
Funds 

Outperform 

     
 
At the Pensions Sub Committee on 19 February 2019 agreed to appoint Blackrock and allocate 8% of the 
fund (approx. £70 Million) to their UK Strategic Alternative Income Fund (SAIF).  As at 31 March 2020 
only £2.46 Million had been invested.  It is anticipated that the remaining commitment will be drawn down 
over the next 2 years.   
 
Fees paid to managers tend to be based on the market value of the funds under their control. None of the 
current managers have a performance related element within their fee structure. 
 
Diversification of Investments 
The Fund has diversified amongst asset classes and within asset classes.  
 
The outperformance targets normally dictate the amount of investment risk the investment managers will 
take. In setting investment manager performance targets the Sub Committee has carefully considered 
risk. Fixed interest assets are in place to provide the “matching” part of the portfolio and therefore risk 
should be low.  
 
With regard to the equity and property portfolios, these are where the additional return and growth of the 
asset values is expected to occur. All equity assets are currently held in pooled vehicles. Active 
managers have been set the target of outperforming their respective targets by specified amounts.  
 
The Fund has a specific allocation to property. This is in pooled property funds, as it is considered that 
direct exposure to property is not suitable for a Fund of our size. Although we are currently exploring 
options to slightly increase our exposure to property investments.  The pooled approach allows the Fund 
to be exposed to all the property sectors, regions and lot sizes of individual stocks that the Fund could not 
access in a direct portfolio. Property exposure itself also adds risk and return diversification benefits as 
the sector has a low correlation to equities.  
 
Performance Targets 
Performance targets are set on a rolling three-year basis in relation to the benchmark and weighted 
indices above. The investment manager’s performance against the benchmark targets are measured at 
quarterly and annual intervals by The WM Company which provides independent performance statistics 
and by the Investment Consultant who interprets those statistics and comments on the level of risk and 
activities taken by the managers to achieve the performance.  
 
Expected Return on Investments 
The Fund expects its investments to produce a return over the long term in line with the investment return 
assumed in the triennial actuarial valuation. 
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Realisation of Investments 
The majority of the Fund’s assets are in equities and bonds which can be realised within a matter of days. 
Investments in other asset classes, property in particular, may take longer to realise, perhaps a period of 
months.  
 
Stock Lending 
The Sub Committee permits the use of stock lending within the limits prescribed in regulation. Although 
the Sub Committee has no direct control over stock lending within pooled vehicles it is comfortable that 
the nature and extent of the activity are appropriate to the Fund. 
 
Custodian 
The funds custodian, State Street, terminated the contract with the fund in November 2018.  As the vast 
majority of the funds assets are held in pooled vehicles, which are dealt with by individual fund manager 
custodians, it is not deemed necessary to have a specific custodian for the fund, however this will be 
subject to review in line with the investment strategy.   
 
Reporting 
The investment manager’s investment decisions and actions are reported quarterly to the Sub 
Committee. The Sub Committee publishes this Statement of Investment Principles and the minutes of 
their meetings, which include the results of their monitoring of the advisers and the investment managers. 
 
Review 
The investment strategy is reviewed periodically with a major review taking place every three years 
following the actuarial valuation of the Fund. Following the completion of the actuarial valuation as at 31 
March 2017 a formal review of the strategic asset allocation was undertaken, and implementation is 
almost complete.  The next Investment Strategy review will take place following the actuarial valuation as 
at 31 March 2020.  The results will be known late 2020.     
 
Risk 
The Fund is exposed to a number of risks which pose a threat to it meeting its objectives. The principal 
risks, and the way in which they are managed, are: 

• financial mismatch. The risk that the Fund assets fail to grow in line with the cost of meeting its 
liabilities. The Sub Committee measures and manages financial mismatch in several ways. It has 
set a strategic asset allocation benchmark for the Fund and assesses risk relative to that 
benchmark by monitoring the Fund’s asset allocation and investment returns. It also assesses 
risk relative to liabilities by monitoring benchmark returns relative to liabilities. The Sub 
Committee keeps under review demographic assumptions which could impact on the cost of 
benefits. These assumptions are considered formally in the triennial valuation. 

• systemic risk. The risk of an interlinked and simultaneous failure of several asset classes and/or 
investment managers. The Sub Committee seeks to manage systemic risk through its diversified 
portfolio and the appointment of several investment managers. 

• liquidity risk. The risk that the Fund cannot meet its immediate liabilities because it has 
insufficient liquid assets. This is controlled by the regular estimating of cash flow to ensure that 
sufficient cash balances are available. By holding the majority of its assets in liquid assets such 
as equities and bonds any unexpected cash flow requirements can be met by the realisation of 
assets. 

• custody risk. The risk of losing rights to Fund assets when they are held in custody or being 
traded. The Sub Committee manages custody risk by the monitoring of custodian activities.    

• transition risk. The risk of incurring unexpected costs in relation to the transition of assets among 
managers. When carrying out significant transitions the Sub Committee will take professional 
advice and consider the appointment of specialist transition managers. 

 
Social, Environmental and Ethical Policy 
The Fund has considered socially responsible investment in the context of its legal and fiduciary duties 
and obligations. In view of the principal objectives described earlier in this statement, the Sub Committee 
take the view that non-financial factors should not drive the investment process at the cost of financial 
return on the Fund. The Fund does not actively disinvest in companies for ethical, social or environmental 
reasons as this may impact on Fund returns and would not accord with the principal objectives. The Sub 
Committee also believe that it does not have the relevant expertise to make frequent assessment of the 
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financial impact of companies’ activities. To that extent, it holds a policy of non-interference with the day-
to-day decision making of the investment managers. 
 
The Fund encourages the investment managers to consider the financial impact of good and poor 
socially responsible activities of companies as part of their due diligence. If their assessment of 
companies for investment indicates that a corporate governance, social, environmental or ethical factor 
could have an impact on that company’s financial performance (positively or negatively) then the Sub 
Committee believe the investment managers should take account of it.  
 
The Fund managers have their own policy on corporate governance and Socially Responsible Investment 
and the Fund has delegated responsibility to the managers to consider Socially Responsible Investment 
Issues in accordance with their policies.  
 
In general managers do not intervene in companies activities except where these are in unusual 
circumstances. The Sub Committee accepts that it is not in the economic interest of the Fund for its 
managers to intervene more generally. 
 
Voting Rights 
The Fund has delegated its voting rights to the investment managers, who are required, where practical, 
to make considered use of voting in the interests of the Fund. It is expected that the investment 
managers generally vote in support of management actively employing “Cadbury” and “Greenbury” 
principles and any modifying best practice, unless otherwise directed by the Sub Committee. 
 
The fund managers are required to report voting actions on an exceptions basis (i.e. excluding routine 
items) to the Sub Committee. 
 
Compliance 
It is a requirement of the SIP to refer to the 6 principles of investment practise set out in the CIPFA 
publication “Investment Decision Making and Disclosure in the Local Government Pensions Scheme. A 
Guide to the Application of the Myners Principles” and to state the Fund’s level of compliance with these 
principles. The Fund complies as follows: 
 
 

Principle Comment Compliant 
Principle 1 – Effective decision 
making 
Administering authorities should 
ensure that: 
• Decisions are taken by 

persons or organisations with 
the skills, knowledge, advice 
and resources necessary to 
take them effectively and 
monitor their implementation;  

 
• Those persons or 

organisations should have 
sufficient expertise to be able 
to evaluate and challenge the 
advice they receive, and 
manage conflicts of interest. 

 

 
• The Pensions Sub Committee (the Sub 

Committee) is the decision making body for the 
Dumfries & Galloway Council Pension Fund. 
 

• The Sub Committee has appointed an external 
investment consultant to provide specific 
investment advice. 
 

• Advice and support for the Sub Committee is 
provided by officers of Dumfries & Galloway 
Council. 
 

• The Sub Committee focuses on setting the 
strategy for the Fund. 

• The Sub Committee receive training during 
meetings and at specific training sessions. 
 
 

 
Yes 
 

Principle 2 – Clear Objectives 
• Overall investment objectives 

should be set out for the Fund 
that take account of the 
scheme’s liabilities, the 
potential impact on local 
council tax payers, the 

 
• The Statement of Investment Principles and 

the Funding Strategy Statement define the 
Fund’s primary funding objective. 

 
• The Funding Objectives recognise the need for 

employer contribution rates to be kept as 

 
Yes 
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strength of the covenant of the 
participating employers, and 
the attitude to risk of both the 
administering authority and the 
scheme employers, and these 
should be clearly 
communicated to advisers and 
investment managers. 

 

constant as possible and at reasonable cost to 
the employers and to the taxpayers. 

 
• The strategy and structure are monitored 

continuously and reviewed regularly using 
asset liability and risk modelling techniques. 

 
• Reviews of investment strategy focus on the 

relative split between equities, bonds and asset 
classes. 

 
The Fund has a specific benchmark with individual 
targets for each investment mandate. 
 

Principle 3 – Risk and liabilities 
• In setting and reviewing their 

investment strategy, 
administering authorities 
should take account of the 
form and structure of liabilities. 

 
• These include the implications 

for council tax payers, the 
strength of the covenant of 
participating authorities, the 
risk of their default, and 
longevity risk. 

 

 
• The Fund takes advice from its actuary 

regarding the nature of its liabilities. 
 
• Asset liability modelling is undertaken 

periodically to aid the setting of investment 
strategy, and these exercises take account of 
covenant strength and longevity risk. 

 
• Investment strategy is reviewed periodically 

and takes account of employers ability to pay. 
 
• The Section 95 Officer is responsible for 

ensuring appropriate controls are in place for 
the Fund. Controls are subject to internal and 
external audit and any material issues reported 
to the Sub Committee. 

 

 
Yes 
 

Principle 4 – Performance 
assessment 
• Arrangements should be in 

place for the formal 
measurement of the 
performance of the 
investments, investment 
managers and advisers.  

 
• Administering authorities 

should also periodically make 
a formal policy assessment of 
their own effectiveness as a 
decision-making body and 
report on this to scheme 
members. 

 
 
 
 
 
 

 
• Fund and Manager performance is measured 

by an independent performance monitoring 
company. 

 
• Fund and Manager performance reports for 

quarter, annual and longer term periods are 
considered by the Sub Committee on a regular 
basis. 

 
• External advisers are subject to periodic 

market testing. 
 
• Long term Fund performance is attributable to 

investment manager appointments made by 
the Sub Committee. The triennial actuarial 
valuation allows the Sub Committee to 
consider its funding position relative to other 
Local Government Pension Schemes. 

 

 
Yes 
 

Principle 5 – Responsible 
ownership 
Administering authorities should: 
• Adopt, or ensure their 

investment managers adopt, 
the Institutional Shareholders’ 
Committee Statement of 

 
 
• The Fund’s investment managers have 

adopted the Institutional Shareholders’ 
Committee Statement of Principles. 

 

 
 
Yes 
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Principles on the 
responsibilities of shareholders 
and agents. 

 
• Include a statement of the 

authority’s policy on 
responsible ownership in the 
Statement of Investment 
Principles. 

 
• Report periodically to 

members on the discharge of 
such responsibilities. 

 

• The Fund’s policy on responsible ownership is 
included in the Statement of Investment 
Principles. 

 
• Voting on underlying shareholdings is 

delegated to the investment managers 

Principle 6 – Transparency and 
reporting 
Administering authorities should: 
• Act in a transparent manner, 

communicating with 
stakeholders on issues relating 
to their management of 
investment, its governance 
and risks, including 
performance against stated 
objectives;  

 
• Provide regular communication 

to members in the form they 
consider most appropriate. 

 

 
• Trade Union and employers representatives on 

the Pension Board have observer status on the 
Sub Committee and participate in discussion 
on a non voting basis. 

 
• The Fund’s policy statements and other 

documentation are available on the Dumfries & 
Galloway Council website. 

 
• The Fund produces regular newsletters for 

members as well as an annual benefit 
statement. 

 
• A new regulatory requirement to prepare and 

publish a separate Fund Annual Report came 
into effect from financial year 2010/11. 

 

 
Yes 
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Funding Strategy Statement  

1 Introduction 
1.1 What is this document? 
This is the Funding Strategy Statement (FSS) of the Dumfries and Galloway Council Pension Fund (“the 
Fund”), which is administered by Dumfries and Galloway Council, (“the Administering Authority”).  
It has been prepared by the Administering Authority in collaboration with the Fund’s actuary, Hymans 
Robertson LLP, and after consultation with the Fund’s employers and investment adviser.  It is effective 
from 1 April 2018. 
 
1.2 What is the Dumfries and Galloway Council Pension Fund? 
The Fund is part of the Scottish Local Government Pension Scheme (LGPS).  The LGPS was set up by 
the UK Government to provide retirement and death benefits for local government employees, and those 
employed in similar or related bodies, across the whole country.  The Administering Authority runs the 
Dumfries and Galloway Council Pension Fund, in effect the LGPS for the Dumfries and Galloway area, to 
make sure it:  
• receives the proper amount of contributions from employees and employers, and any transfer 

payments; 
• invests the contributions appropriately, with the aim that the Fund’s assets grow over time with 

investment income and capital growth; and 
• uses the assets to pay Fund benefits to the members (as and when they retire, for the rest of their 

lives), and to their dependants (as and when members die), as defined in the various LGPS 
Regulations applicable to Scotland. Assets are also used to pay transfer values and administration 
costs. 
 

The roles and responsibilities of the key parties involved in the management of the Fund are summarised 
in Appendix B. 
 
1.3 Why does the Fund need a Funding Strategy Statement? 
Employees’ benefits are guaranteed by the LGPS Regulations and do not change with market values or 
employer contributions.  Investment returns will help pay for some of the benefits, but probably not all, 
and certainly with no guarantee.  Employees’ contributions are fixed in those Regulations also, at a level 
which covers only part of the cost of the benefits.   
 
Therefore, employers need to pay the balance of the cost of delivering the benefits to members and their 
dependants.   
 
The FSS focuses on how employer liabilities are measured, the pace at which these liabilities are funded, 
and how employers or pools of employers pay for their own liabilities.  This statement sets out how the 
Administering Authority has balanced the conflicting aims of: 
• affordability of employer contributions,  
• transparency of processes,  
• stability of employers’ contributions, and  
• prudence in the funding basis.  

 
There are also regulatory requirements for an FSS, as given in Appendix A. 
 
The FSS is a summary of the Fund’s approach to funding its liabilities, and this includes reference to the 
Fund’s other policies; it is not an exhaustive statement of policy on all issues.  The FSS forms part of a 
framework which includes: 
• the LGPS Regulations applicable in Scotland; 
• the Rates and Adjustments Certificate (confirming employer contribution rates for the next three 

years) which can be found in an appendix to the formal valuation report; 
• actuarial factors for valuing individual transfers, early retirement costs and the costs of buying 

added service; and 
• the Fund’s Statement of Investment Principles (see Section 4). 
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1.4 How does the Fund and this FSS affect me? 
This depends on who you are: 
• a member of the Fund, i.e. a current or former employee, or a dependant: the Fund needs to be sure 

it is collecting and holding enough money so that your benefits are always paid in full; 
• an employer in the Fund (or which is considering joining the Fund): you will want to know how your 

contributions are calculated from time to time, that these are fair by comparison to other employers in 
the Fund, and in what circumstances you might need to pay more.  Note that the FSS applies to all 
employers participating in the Fund; 

• an Elected Member whose council participates in the Fund: you will want to be sure that the council 
balances the need to hold prudent reserves for members’ retirement and death benefits, with the 
other competing demands for council money; 

• a Council Tax payer: you will want to know how your council seeks to strike the balance above, and 
also to minimise cross-subsidies between different generations of taxpayers. 
 

1.5 What does the FSS aim to do? 
The FSS sets out the objectives of the Fund’s funding strategy, such as:  
• to ensure the long-term solvency of the Fund, using a prudent long term view.  This will ensure that 

sufficient funds are available to meet all members’/dependants’ benefits as they fall due for payment; 
• to ensure that employer contribution rates are reasonably stable where appropriate; 
• to minimise the long-term cash contributions which employers need to pay to the Fund, by 

recognising the link between assets and liabilities and adopting an investment strategy which 
balances risk and return (NB this will also minimise the costs to be borne by Council Tax payers); 

• to reflect the different characteristics of different employers in determining contribution rates.  This 
involves the Fund having a clear and transparent funding strategy to demonstrate how each 
employer can best meet its own liabilities over future years; and 

• to use reasonable measures to reduce the risk to other employers and ultimately to the Council Tax 
payer from an employer defaulting on its pension obligations. 
 

1.6 How do I find my way around this document? 
In Section 2 there is a brief introduction to some of the main principles behind funding, i.e. deciding how 
much an employer should contribute to the Fund from time to time. 
 
In Section 3 we outline how the Fund calculates the contributions payable by different employers in 
different situations. 
 
In Section 4 we show how the funding strategy is linked with the Fund’s investment strategy. 
 
In the Appendices we cover various issues in more detail if you are interested: 
 
A. the regulatory background, including how and when the FSS is reviewed, 
B. who is responsible for what, 
C. what issues the Fund needs to monitor, and how it manages its risks, 
D. some more details about the actuarial calculations required, 
E. the assumptions which the Fund actuary currently makes about the future, 
F. a glossary explaining the technical terms occasionally used here. 

 
2 Basic Funding issues 
(More detailed and extensive descriptions are given in Appendix D). 
 
2.1 How does the actuary measure the required contribution rate? 
In essence this is a three-step process: 
• Calculate the ultimate funding target for that employer, i.e. the ideal amount of assets it should hold 

in order to be able to pay all its members’ benefits. See Appendix E for more details of what 
assumptions we make to determine that funding target; 

• Determine the time horizon over which the employer should aim to achieve that funding target. See 
the table in 3.3 and Note (c) for more details; 

• Calculate the employer contribution rate such that it has at least a given probability of achieving 
that funding target over that time horizon, allowing for different likelihoods of various possible 
economic outcomes over that time horizon. See 2.3 below, and the table in 3.3 Note (e) for more 
details. 
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2.2 What is each employer’s contribution rate? 
This is described in more detail in Appendix D. Employer contributions are normally made up of two 
elements: 
a) the estimated cost of benefits being built up each year, after deducting the members’ own 

contributions and including administration expenses. This is referred to as the “Primary rate”, and 
is expressed as a percentage of members’ pensionable pay; plus 

b) an adjustment for the difference between the Primary rate above, and the actual contribution the 
employer needs to pay, referred to as the “Secondary rate”.  In broad terms, payment of the 
Secondary rate will aim to return the employer to full funding over an appropriate period (the “time 
horizon”). The Secondary rate may be expressed as a percentage of pay and/or a monetary 
amount in each year.  
 

The rates for all employers are shown in the Fund’s Rates and Adjustments Certificate, which forms part 
of the formal Actuarial Valuation Report.  Employers’ contributions are expressed as minima, with 
employers able to pay contributions at a higher rate.  Account of any higher rate will be taken by the Fund 
actuary at subsequent valuations, i.e. will be reflected as a credit when next calculating the employer’s 
contributions. 
 
2.3 What different types of employer participate in the Fund? 
Historically the LGPS was intended for local authority employees only.  However over the years, with the 
diversification and changes to delivery of local services, many more types and numbers of employers 
now participate.   
 
In essence, participation in the LGPS is open to public sector employers providing some form of service 
to the local community. Whilst the majority of members will be local authority employees (and ex-
employees), the majority of participating employers are those providing services in place of (or alongside) 
local authority services: colleges, contractors, housing associations, charities, etc. 
 
The LGPS Regulations define various types of employer as follows: 
Scheduled bodies - councils, and other specified employers such as further education establishments.  
These must provide access to the LGPS in respect of their employees who are not eligible to join another 
public sector scheme (such as the Teachers Scheme).  These employers are so-called because they are 
specified in a schedule to the LGPS Regulations.   
   
Other employers are able to participate in the Fund via an admission agreement, and are referred to as 
‘admission bodies’.  These employers are generally those with a “community of interest” with another 
scheme employer – community admission bodies (“CAB”) or those providing a service on behalf of a 
scheme employer – transferee admission bodies (“TAB”).  CABs will include housing associations and 
charities, TABs will generally be contractors.  The Fund is able to set its criteria for participation by these 
employers and can refuse entry if the requirements as set out in the Fund’s admissions policy are not 
met. (NB The terminology CAB and TAB has been dropped from recent LGPS Regulations, which 
instead combine both under the single term ‘admission bodies’; however, we have retained the old 
terminology here as we consider it to be helpful in setting funding strategies for these different 
employers). 
 
2.4 How does the measured contribution rate vary for different employers? 
All three steps above are considered when setting contributions (more details are given in Section 3 and 
Appendix D). 
1. The funding target is based on a set of assumptions about the future, (e.g. investment returns, 

inflation, pensioners’ life expectancies). However, if an employer is approaching the end of its 
participation in the Fund then its funding target may be set on a more prudent basis, so that its 
liabilities are less likely to be spread among other employers after its cessation; 

2. The time horizon required is, in broad terms, the period over which any deficit is to be recovered. 
A shorter period will lead to higher contributions, and vice versa (all other things being equal). 
Employers may be given a lower time horizon if they have a less permanent anticipated 
membership, or do not have tax-raising powers to increase contributions if investment returns 
under-perform; and 

3. The probability of achieving the funding target over that time horizon will be dependent on the 
Fund’s view of the strength of employer covenant and its funding profile. Where an employer is 
considered to be weaker, or potentially ceasing from the Fund, then the required probability will be 
set higher, which in turn will increase the required contributions (and vice versa) 
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For some employers it may be agreed to pool contributions, see 3.4.  
Any costs of non ill-health early retirements must be paid by the employer, see 3.6. 
Costs of ill-health early retirements are covered in 3.7 and 3.8. 
 
2.5 How is a deficit (or surplus) calculated? 
An employer’s “funding level” is defined as the ratio of: 
• the market value of the employer’s share of assets (see Appendix D, section D5, for further details of 

how this is calculated), to  
• the value placed by the actuary on the benefits built up to date for the employer’s employees and ex-

employees (the “liabilities”).  The Fund actuary agrees with the Administering Authority the 
assumptions to be used in calculating this value. 
 

If this is less than 100% then it means the employer has a shortfall, which is the employer’s deficit; if it is 
more than 100% then the employer is said to be in surplus.  The amount of deficit or shortfall is the 
difference between the asset value and the liabilities value. 
 
It is important to note that the deficit/surplus and funding level are only measurements at a particular 
point in time, on a particular set of assumptions about the future. Whilst we recognise that various parties 
will take an interest in these measures, for most employers the key issue is how likely it is that their 
contributions will be sufficient to pay for their members’ benefits (when added to their existing asset share 
and anticipated investment returns).  
 
In short, deficits and funding levels are short term measures, whereas contribution-setting is a longer 
term issue. 
 
2.6 How does the Fund recognise that contribution levels can affect council and employer 

service provision, and council tax? 
The Administering Authority and the Fund actuary are acutely aware that, all other things being equal, a 
higher contribution required to be paid to the Fund will mean less cash available for the employer to 
spend on the provision of services.  For instance: 
 
• Higher pension fund contributions may result in reduced council spending, which in turn could 

affect the resources available for council services, and/or greater pressure on council tax levels; 
• Contributions which colleges and universities pay to the Fund will therefore not be available to pay 

for providing education; and 
• Other employers will provide various services to the local community, perhaps through housing, 

charitable work, or contracting council services. If they are required to pay more in pension 
contributions to the LGPS then this may affect their ability to provide the local services at a 
reasonable cost. 
 

Whilst all this is true, it should also be borne in mind that: 
• The Fund provides invaluable financial security to local families, whether to those who formerly 

worked in the service of the local community who have now retired, or to their families after their 
death; 

• The Fund must have the assets available to meet these retirement and death benefits, which in 
turn means that the various employers must each pay their own way.  Lower contributions today 
will mean higher contributions tomorrow: deferring payments does not alter the employer’s ultimate 
obligation to the Fund in respect of its current and former employees; 

• Each employer will generally only pay for its own employees and ex-employees (and their 
dependants), not for those of other employers in the Fund; 

• The Fund strives to maintain reasonably stable employer contribution rates where appropriate and 
possible. However, a recent shift in regulatory focus means that solvency within each generation is 
considered by the Government to be a higher priority than stability of contribution rates; 

• The Fund wishes to avoid the situation where an employer falls so far behind in managing its 
funding shortfall that its deficit becomes unmanageable in practice: such a situation may lead to 
employer insolvency and the resulting deficit falling on the other Fund employers. In that situation, 
those employers’ services would in turn suffer as a result; and 

• Council contributions to the Fund should be at a suitable level, to protect the interests of different 
generations of council tax payers. For instance, underpayment of contributions for some years will 
need to be balanced by overpayment in other years; the council will wish to minimise the extent to 
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which council tax payers in one period are in effect benefitting at the expense of those paying in a 
different period.  
 

Overall, therefore, there is clearly a balance to be struck between the Fund’s need for maintaining 
prudent funding levels, and the employers’ need to allocate their resources appropriately.  The Fund 
achieves this through various techniques which affect contribution increases to various degrees (see 3.1).  
In deciding which of these techniques to apply to any given employer, the Administering Authority takes a 
view on the financial standing of the employer, i.e. its ability to meet its funding commitments over the 
relevant time horizon. 
 
The Administering Authority will consider a risk assessment of that employer using a knowledge base 
which is regularly monitored and kept up-to-date.  This database will include such information as the type 
of employer, its membership profile and funding position, any guarantors or security provision, material 
changes anticipated, etc.   
 
For instance, where the Administering Authority has reasonable confidence that an employer will be able 
to meet its funding commitments, then the Fund will permit options such as stabilisation (see 3.3 Note 
(b)), a longer time horizon relative to other employers, and/or a lower probability of achieving their funding 
target. Such options will temporarily produce lower contribution levels than would otherwise have applied.  
This is permitted in the expectation that the employer will still be able to meet its obligations for many 
years to come. 
 
On the other hand, where there is doubt that an employer will be able to meet its funding commitments or 
withstand a significant change in its commitments, then a higher funding target, and/or a shorter deficit 
recovery period relative to other employers, and/or a higher probability of achieving the target may be 
required. 
 
The Fund actively seeks employer input, including to its funding arrangements, through various means: 
see Appendix A.   
 
3 Calculating contributions for individual Employers 
3.1 General comments 
A key challenge for the Administering Authority is to balance the need for stable, affordable employer 
contributions with the requirement to take a prudent, longer-term view of funding and ensure the solvency 
of the Fund.  With this in mind, the Fund’s three-step process identifies the key issues: 
1. What is a suitably (but not overly) prudent funding target?  
2. How long should the employer be permitted to reach that target? This should be realistic but not so 

long that the funding target is in danger of never actually being achieved. 
3. What probability is required to reach that funding target? This will always be less than 100% as we 

cannot be certain of future market movements. Higher probability “bars” can be used for employers 
where the Fund wishes to reduce the risk that the employer ceases leaving a deficit to be picked 
up by other employers.  
 

These and associated issues are covered in this Section. 
 
The Administering Authority recognises that there may occasionally be particular circumstances affecting 
individual employers that are not easily managed within the rules and policies set out in the Funding 
Strategy Statement.  Therefore the Administering Authority may, at its sole discretion, direct the actuary 
to adopt alternative funding approaches on a case by case basis for specific employers. 
 
3.2 The effect of paying lower contributions  
In limited circumstances the Administering Authority may permit employers to pay contributions at a lower 
level than is assessed for the employer using the three step process above.  At their absolute discretion 
the Administering Authority may:  
• extend the time horizon for targeting full funding; 
• adjust the required probability of meeting the funding target; 
• permit an employer to participate in the Fund’s stabilisation mechanisms;  
• permit extended phasing in of contribution rises or reductions; 
• pool contributions amongst employers with similar characteristics; and/or 
• accept some form of security or guarantee in lieu of a higher contribution rate than would otherwise 

be the case. 
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Employers which are permitted to use one or more of the above methods will often be paying, for a time, 
contributions less than required to meet their funding target, over the appropriate time horizon with the 
required likelihood of success.  Such employers should appreciate that: 
• their true long term liability (i.e. the actual eventual cost of benefits payable to their employees and 

ex-employees) is not affected by the pace of paying contributions;  
• lower contributions in the short term will be assumed to incur a greater loss of investment returns on 

the deficit.  Thus, deferring a certain amount of contribution may lead to higher contributions in the 
long-term; and 

• it may take longer to reach their funding target, all other things being equal.   
 

Overleaf (3.3) is a summary of how the main funding policies differ for different types of employer, 
followed by more detailed notes where necessary. 
 
Section 3.4 onwards deals with various other funding issues which apply to all employers. 
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3.3 The different approaches used for different employers 
Type of employer Scheduled Bodies Community Admission Bodies  Transferee Admission Bodies 
Sub-type Council 

Pool 
Colleges  Police, Fire Open to new 

entrants 
Closed to new 

entrants 
(all) 

Funding Target 
Basis used 

Ongoing, assumes long-term Fund participation  
(see Appendix E) 

Ongoing, but may move to “gilts basis” - 
see Note (a) 

Ongoing, assumes fixed contract term in 
the Fund (see Appendix E) 

Primary rate 
approach 

 (see Appendix D – D.2) 
 

Stabilised 
contribution rate? 

Yes - see 
Note (b) 

No  
Note (b) 

No  
Note (b) 

No No No 

Maximum time 
horizon – Note (c) 

15 years 15 years 15 years 15 years Shorter of 15 years 
and future working 

lifetime 

Outstanding contract term 

Secondary rate – 
Note (d) 

Monetary 
amount 

Monetary 
amount 

Monetary 
amount 

Monetary 
amount 

Monetary amount Monetary amount 

Treatment of surplus Covered by 
stabilisation 
arrangement 

Contributions 
kept at Primary 

rate 

Contributions 
kept at Primary 

rate 

Preferred approach: contributions kept 
at Primary rate. However, reductions 

may be permitted by the Admin. 
Authority 

Reduce contributions by spreading the 
surplus over the remaining contract term 

Probability of 
achieving target – 
Note (e) 

66% 70% 66% 70% 75% 66% 

Phasing of 
contribution 
changes 

Covered by 
stabilisation 
arrangement 

3 years 3 years 3 years  3 years  Up to 3 years at the discretion of the 
Fund depending on remaining contract 

period 
Review of rates – 
Note (f) 

Administering Authority reserves the right to review contribution rates and amounts, and the 
level of security provided, at regular intervals between valuations 

Particularly reviewed in last 3 years of 
contract 

New employer n/a n/a n/a Note (g) Notes (g) & (h) 
Cessation of 
participation: 
cessation debt 
payable 

Cessation is assumed not to be generally possible, 
as Scheduled Bodies are legally obliged to 

participate in the LGPS.  In the rare event of 
cessation occurring (machinery of Government 

changes for example), the cessation debt principles 
applied would be as per Note (i). 

Can be ceased subject to terms of 
admission agreement.  Cessation debt 

will be calculated on a basis appropriate 
to the circumstances of cessation – see 

Note (i). 

Participation is assumed to expire at the 
end of the contract.  Cessation debt (if 

any) calculated on ongoing basis. 
Awarding Authority will be liable for future 

deficits and contributions arising. 
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Note (a) (Basis for CABs closed to new entrants) 
 
In the circumstances where: 
• the employer is an Admission Body but not a Transferee Admission Body, and 
• the employer has no guarantor, and 
• the admission agreement is likely to terminate, or the employer is likely to lose its last active 

member, within a timeframe considered appropriate by the Administering Authority to prompt a 
change in funding,  

the Administering Authority may set a higher funding target (e.g. using a discount rate set equal to gilt 
yields) by the time the agreement terminates or the last active member leaves, in order to protect 
other employers in the Fund.  This policy will increase regular contributions and reduce, but not 
entirely eliminate, the possibility of a final deficit payment being required from the employer when a 
cessation valuation is carried out.   
 
The Administering Authority also reserves the right to adopt the above approach in respect of those 
Admission Bodies with no guarantor, where the strength of covenant is considered to be weak but 
there is no immediate expectation that the admission agreement will cease. 
 
Note (b) (Stabilisation) 
 
Stabilisation is a mechanism where employer contribution rate variations from year to year are kept 
within a pre-determined range, thus allowing those employers’ rates to be relatively stable. In the 
interests of stability and affordability of employer contributions, the Administering Authority, on the 
advice of the Fund Actuary, believes that stabilising contributions can still be viewed as a prudent 
longer-term approach.  However, employers whose contribution rates have been “stabilised” (and 
may therefore be paying less than their theoretical contribution rate) should be aware of the risks of 
this approach and should consider making additional payments to the Fund if possible. 
 
This stabilisation mechanism allows short term investment market volatility to be managed so as not 
to cause volatility in employer contribution rates, on the basis that a long term view can be taken on 
net cash inflow, investment returns and strength of employer covenant. 
 
The current stabilisation mechanism applies if: 
• the employer satisfies the eligibility criteria set by the Administering Authority (see below) and; 
• there are no material events which cause the employer to become ineligible, e.g. significant 

reductions in active membership (due to outsourcing or redundancies), or changes in the nature 
of the employer (perhaps due to Government restructuring), or changes in the security of the 
employer. 
 

On the basis of extensive asset liability modelling carried out for the 2017 valuation exercise (see 
Section 4), there will be no increase in contributions for the Dumfries and Galloway Council Pool over 
the three years from 1 April 2018. After this time, the stabilisation parameters in the table below will 
take effect. 
 

Type of employer Council Pool 
Max contribution 
increase per year 

+0.5% of pay 

Max contribution 
decrease per year 

-1.0% of pay 

 
The stabilisation criteria and limits will be reviewed at the 31 March 2020 valuation, to take effect from 
1 April 2021.  However the Administering Authority reserves the right to review the stabilisation criteria 
and limits at any time before then, on the basis of membership and/or employer changes as described 
above. 
 
Note (c) (Maximum time horizon) 
 
The maximum time horizon starts at the commencement of the revised contribution rate (1 April 2018 
for the 2017 valuation).  The Administering Authority would normally expect the same period to be 
used at successive triennial valuations, but would reserve the right to propose alternative time 
horizons, for example where an employer closed to new entrants over the inter-valuation period. 
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Note (d) (Secondary rate) 
 
For employers where stabilisation is not being applied, the Secondary contribution rate for each 
employer covering the three year period until the next valuation is likely to be expressed in monetary 
terms, rather than as a percentage of payroll. The Administering Authority reserves the right to amend 
these rates between valuations, for instance where: 
• the employer is relatively mature, i.e. has a large Secondary contribution rate (e.g. above 15% of 

payroll), or 
• there has been a significant reduction in payroll due to outsourcing or redundancy exercises, or 
• the employer has closed to new entrants. 

 
Note (e) (Probability of achieving funding target) 
 
Each employer has its funding target calculated, and a relevant time horizon over which to reach that 
target. Contributions are set such that, combined with the employer’s current asset share and 
anticipated market movements over the time horizon, the funding target is achieved with a given 
minimum probability. A higher required probability bar will give rise to higher required contributions, 
and vice versa. 
 
The way in which contributions are set using these three steps, and relevant economic projections, is 
described in further detail in Appendix D. 
 
Different probabilities are set for different employers depending on their nature and circumstances: in 
broad terms, a higher probability will apply due to one or more of the following: 
• the Fund believes the employer poses a greater funding risk than other employers;  
• the employer does not have tax-raising powers; 
• the employer does not have a guarantor or other sufficient security backing its funding position; 

and/or 
• the employer is likely to cease participation in the Fund in the short or medium term. 

 
Note (f) (Regular Reviews) 
 
Such reviews may be triggered by significant events including but not limited to: significant reductions 
in payroll, altered employer circumstances, Government restructuring affecting the employer’s 
business, or failure to pay contributions or arrange appropriate security as required by the 
Administering Authority. 
 
The result of a review may be to require increased contributions (by strengthening the actuarial 
assumptions adopted which will increase the funding target and/or moving to monetary levels of 
deficit recovery contributions), and/or an increased level of security or guarantee.   
 
Note (g) (New Admission Bodies) 
 
All new Admission Bodies will be required to provide some form of security, such as a guarantee from 
the letting employer, an indemnity or a bond, as set out in the LGPS Regulations.  The security is 
required to cover some or all of the following: 
• the strain cost of any redundancy early retirements resulting from the premature termination of the 

contract; 
• allowance for the risk of asset underperformance; 
• allowance for the risk of a fall in gilt yields; 
• allowance for the possible non-payment of employer and member contributions to the Fund; 

and/or 
• the current deficit. 

 
Transferee Admission Bodies: For all TABs, the security must be to the satisfaction of the 
Administering Authority as well as the letting employer, and will be reassessed on an annual basis. 
See also Note (h) below. 
 
Community Admission Bodies: The Administering Authority will only consider requests from CABs (or 
other similar bodies) to join the Fund if they are sponsored by a Scheduled Body with tax raising 
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powers, or the Scottish or UK Government, guaranteeing their liabilities and also providing a form of 
security as above.  
 
The above approaches reduce the risk, to other employers in the Fund, of potentially having to pick 
up any shortfall in respect of Admission Bodies ceasing with an unpaid deficit. 
 
Note (h) (New Transferee Admission Bodies) 
 
A new TAB usually joins the Fund as a result of the letting/outsourcing of some services from an 
existing employer (normally a Scheduled Body such as a council) to another organisation (a 
“contractor”).  This involves the TUPE transfer of some staff from the letting employer to the 
contractor.  Consequently, for the duration of the contract, the contractor is a new participating 
employer in the Fund so that the transferring employees maintain their eligibility for LGPS 
membership.  At the end of the contract the employees revert to the letting employer or to a 
replacement contractor. 
 
Ordinarily, the TAB would be set up in the Fund as a new employer with responsibility for all the 
accrued benefits of the transferring employees; in this case, the contractor would usually be assigned 
an initial asset allocation equal to the past service liability value of the employees’ Fund benefits.  The 
quid pro quo is that the contractor is then expected to ensure that its share of the Fund is also fully 
funded at the end of the contract: see Note (i). 
 
Employers which “outsource” have flexibility in the way that they can deal with the pension risk 
potentially taken on by the contractor.  In particular there are three different routes that such 
employers may wish to adopt.  Clearly as the risk ultimately resides with the employer letting the 
contract, it is for them to agree the appropriate route with the contractor: 
i) Pooling 

Under this option, the contractor is pooled with the letting employer.  In this case, the 
contractor pays the same rate as the letting employer, which may be under a stabilisation 
approach. 

ii) Letting employer retains pre-contract risks 
Under this option the letting employer would retain responsibility for assets and liabilities in 
respect of service accrued prior to the contract commencement date.  The contractor would 
be responsible for the future liabilities that accrue in respect of transferred staff.  The 
contractor’s contribution rate could vary from one valuation to the next. It would be liable for 
any deficit at the end of the contract term in respect of assets and liabilities attributable to 
service accrued during the contract term. 

iii) Fixed contribution rate agreed 
Under this option the contractor pays a fixed contribution rate and does not pay any cessation 
deficit. This is also referred to as a “pass-through” arrangement. 
 

The Administering Authority is willing to administer any of the above options as long as the approach 
is documented in the Admission Agreement as well as the transfer agreement.  The Admission 
Agreement should ensure that some element of risk transfers to the contractor where it relates to its 
own decisions and it is unfair to burden the letting employer with that risk.  For example the contractor 
should typically be responsible for pension costs that arise from: 
• above average pay increases, including the effect in respect of service prior to contract 

commencement even if the letting employer takes on responsibility for the latter under (ii) above; 
and   

• redundancy and early retirement decisions. 
 

Note (i) (Admission Bodies Ceasing) 
 
Notwithstanding the provisions of the Admission Agreement, the Administering Authority may 
consider any of the following as triggers for the cessation of an admission agreement with any type of 
body: 
• Last active member ceasing participation in the Fund (NB recent LGPS Regulation changes mean 

that the Administering Authority has the discretion to defer taking action for up to three years, so 
that if the employer acquires one or more active Fund members during that period then cessation 
is not triggered. The current Fund policy is that this is left as a discretion and may or may not be 
applied in any given case); 
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• The insolvency, winding up or liquidation of the Admission Body; 
• Any breach by the Admission Body of any of its obligations under the Agreement that they have 

failed to remedy to the satisfaction of the Fund; 
• A failure by the Admission Body to pay any sums due to the Fund within the period required by 

the Fund; or 
• The failure by the Admission Body to renew or adjust the level of the bond or indemnity, or to 

confirm an appropriate alternative guarantor, as required by the Fund. 
 

On cessation, the Administering Authority will instruct the Fund actuary to carry out a cessation 
valuation to determine whether there is any deficit or surplus. Where there is a deficit, payment of this 
amount in full would normally be sought from the Admission Body; where there is a surplus it should 
be noted that current legislation does not automatically permit a refund payment to the Admission 
Body this is dependent on the admission agreement. 
 
For non-Transferee Admission Bodies whose participation is voluntarily ended either by themselves 
or the Fund, or where a cessation event has been triggered, the Administering Authority must look to 
protect the interests of other ongoing employers.  The actuary will therefore adopt an approach which, 
to the extent reasonably practicable, protects the other employers from the likelihood of any material 
loss emerging in future: 

(a) Where a guarantor does not exist then, in order to protect other employers in the Fund, the 
cessation liabilities and final deficit will normally be calculated using a “gilts cessation basis”, 
which is more prudent than the ongoing basis.  This has no allowance for potential future 
investment outperformance above gilt yields, and has added allowance for future 
improvements in life expectancy. This could give rise to significant cessation debts being 
required;   

(b) Where there is a guarantor for future deficits and contributions, the details of the guarantee 
will be considered prior to the cessation valuation being carried out.   In some cases the 
guarantor is simply guarantor of last resort and therefore the cessation valuation will be 
carried out consistently with the approach taken had there been no guarantor in place.  
Alternatively, where the guarantor is not simply guarantor of last resort, the cessation may be 
calculated using the ongoing basis as described in Appendix E; or 

(c) Again, depending on the nature of the guarantee, it may be possible to simply pool the former 
Admission Body’s liabilities and assets with the guarantor, without needing to crystallise any 
deficit. This approach may be adopted where the employer cannot pay the contributions due, 
and this is within the terms of the guarantee. 
 

Under (a) and (b), any shortfall would usually be levied on the departing Admission Body as a single 
lump sum payment.  If this is not possible, then the Fund would spread the payment subject to there 
being some security in place for the employer such as a bond indemnity or guarantee. 
 
In the event that the Fund is not able to recover the required payment in full, then the unpaid amounts 
fall to be shared amongst all of the other employers in the Fund.  This may require an immediate 
revision to the Rates and Adjustments Certificate affecting other employers in the Fund, or instead be 
reflected in the contribution rates set at the next formal valuation following the cessation date. 
 
As an alternative, where the ceasing Admission Body is continuing in business, the Fund at its 
absolute discretion reserves the right to enter into an agreement with the ceasing Admission Body.   
 
Under this agreement the Fund would accept an appropriate alternative security to be held against 
any deficit, and would carry out the cessation valuation on an ongoing basis: deficit recovery 
payments would be derived from this cessation debt.  This approach would be monitored as part of 
each triennial valuation: the Fund reserves the right to revert to a “gilts cessation basis” and seek 
immediate payment of any funding shortfall identified.  The Administering Authority may need to seek 
legal advice in such cases. 
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3.4 Pooled contributions 
From time to time the Administering Authority may set up pools for employers with similar 
characteristics.  This will always be in line with its broader funding strategy. 
 
Community Admission Bodies that are deemed by the Administering Authority to have closed to new 
entrants are not usually permitted to participate in a pool.  Transferee Admission Bodies are usually 
also ineligible for pooling. 
 
Smaller admitted bodies may be pooled with the letting employer, provided all parties (particularly the 
letting employer) agree. 
 
Employers who are permitted to enter (or remain in) a pool at the 2020 valuation will not normally be 
advised of their individual contribution rate unless agreed by the Administering Authority. 
 
Schools generally are also pooled with their funding Council.  However there may be exceptions for 
specialist or independent schools.  
 
Those employers which have been pooled are identified in the Rates and Adjustments Certificate. 
 
3.5  Additional flexibility in return for added security 
The Administering Authority may permit greater flexibility to the employer’s contributions if the 
employer provides added security to the satisfaction of the Administering Authority.   
 
Such flexibility includes a reduced rate of contribution, an extended time horizon, or permission to join 
a pool with another body (e.g. the Local Authority).  
 
Such security may include, but is not limited to, a suitable bond, a legally-binding guarantee from an 
appropriate third party, or security over an employer asset of sufficient value. 
 
The degree of flexibility given may take into account factors such as: 
• the extent of the employer’s deficit; 
• the amount and quality of the security offered; 
• the employer’s financial security and business plan; and  
• whether the admission agreement is likely to be open or closed to new entrants. 

 
3.6 Non ill health early retirement costs 
It is assumed that members’ benefits are payable from the earliest age that the employee could retire 
without incurring a reduction to their benefit (and without requiring their employer’s consent to retire).  
(NB the relevant age may be different for different periods of service, following the benefit changes 
from April 2009 and April 2015).  Employers are required to pay additional contributions (‘strain’) 
wherever an employee retires before attaining this age.  The actuary’s funding basis makes no 
allowance for premature retirement except on grounds of ill-health.      
 
With the agreement of the Administering Authority the payment can be spread as follows: 
Major Employing bodies      - up to 5 years 
Community Admission Bodies     - up to 3 years 
Transferee Admission Bodies      - payable immediately. 
 
3.7 Ill health early retirement costs 
In the event of a member’s early retirement on the grounds of ill-health, a funding strain will usually 
arise, which can be very large. Such strains are currently met by each employer, although individual 
employers may elect to take external insurance (see 3.8 below). 
 
3.8 External Ill health insurance 
If an employer provides satisfactory evidence to the Administering Authority of a current external 
insurance policy covering ill health early retirement strains, then: 
- the employer’s contribution to the Fund each year is reduced by the amount of that year’s 

insurance premium, so that the total contribution is unchanged, and 
- there is no need for monitoring of allowances. 
The employer must keep the Administering Authority notified of any changes in the insurance policy’s 
coverage or premium terms, or if the policy is terminated. 
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3.9 Employers with no remaining active members 
In general an employer ceasing in the Fund, due to the departure of the last active member, will pay a 
cessation debt on an appropriate basis (see 3.3, Note (i)) and consequently have no further obligation 
to the Fund. Thereafter it is expected that one of two situations will eventually arise: 
a) The employer’s asset share runs out before all its ex-employees’ benefits have been paid. In 

this situation the other Fund employers will be required to contribute to pay all remaining 
benefits: this will be done by the Fund actuary apportioning the remaining liabilities on a pro-
rata basis at successive formal valuations; 

b) The last ex-employee or dependant dies before the employer’s asset share has been fully 
utilised.  In this situation the remaining assets would be apportioned pro-rata by the Fund’s 
actuary to the other Fund employers.  
 

In exceptional circumstances the Fund may permit an employer with no remaining active members to 
continue contributing to the Fund. This would require the provision of a suitable security or guarantee, 
as well as a written ongoing commitment to fund the remainder of the employer’s obligations over an 
appropriate period. The Fund would reserve the right to invoke the cessation requirements in the 
future, however.  The Administering Authority may need to seek legal advice in such cases. 
 
3.10 Policies on bulk transfers 
Each case will be treated on its own merits, but in general: 
• Where the entire membership of the employer (i.e. active, deferred and pensioner members) 

transfers out, the Fund will not pay a bulk transfer greater than the asset share of the transferring 
employer;  

• The Fund will not grant added benefits to members bringing in entitlements from another Fund 
unless the asset transfer is sufficient to meet the added liabilities; and 

• The Fund may permit shortfalls to arise on bulk transfers if the Fund employer has suitable 
strength of covenant and commits to meeting that shortfall in an appropriate period.  This may 
require the employer’s Fund contributions to increase between valuations.   
 

4 Funding strategy and links to investment strategy 
 
4.1 What is the Fund’s investment strategy? 
The Fund has built up assets over the years, and continues to receive contribution and other income.  
All of this must be invested in a suitable manner, which is the investment strategy. 
 
Investment strategy is set by the administering authority, after consultation with the employers and 
after taking investment advice.  The precise mix, manager make up and target returns are set out in 
the Statement of Investment Principles, which is available to members and employers. 
 
The investment strategy is set for the long-term, but is reviewed from time to time.  Normally a full 
review is carried out as part of each actuarial valuation, and is kept under review annually between 
actuarial valuations to ensure that it remains appropriate to the Fund’s liability profile.   
 
The same investment strategy is currently followed for all employers. 
 
4.2 What is the link between funding strategy and investment strategy? 
The Fund must be able to meet all benefit payments as and when they fall due.  These payments will 
be met by contributions (resulting from the funding strategy) or asset returns and income (resulting 
from the investment strategy).  To the extent that investment returns or income fall short, then higher 
cash contributions are required from employers, and vice versa 
 
Therefore, the funding and investment strategies are inextricably linked.   
 
4.3 How does the funding strategy reflect the Fund’s investment strategy? 
In the opinion of the Fund actuary, the current funding policy is consistent with the current investment 
strategy of the Fund.  The asset outperformance assumption contained in the discount rate (see 
Appendix E3) is within a range that would be considered acceptable for funding purposes; it is also 
considered to be consistent with the requirement to take a “prudent longer-term view” of the funding of 
liabilities as required by the Government (see Appendix A1). 
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However, in the short term – such as the three yearly assessments at formal valuations – there is the 
scope for considerable volatility and there is a material chance that in the short-term and even 
medium term, asset returns will fall short of this target.  The stability measures described in Section 3 
will damp down, but not remove, the effect on employers’ contributions.   
 
The Fund does not hold a contingency reserve to protect it against the volatility of equity investments.   
 
4.4 How does this differ for a large stable employer? 
The Actuary has developed four key measures which capture the essence of the Fund’s strategies, 
both funding and investment: 
• Prudence - the Fund should have a reasonable expectation of being fully funded in the long 

term; 
• Affordability – how much can employers afford; 
• Stewardship – the assumptions used should be sustainable in the long term, without having to 

resort to overly optimistic assumptions about the future to maintain an apparently healthy 
funding position; and 

• Stability – employers should not see significant moves in their contribution rates from one year 
to the next, to help provide a more stable budgeting environment. 
 

The key problem is that the key objectives often conflict.  For example, minimising the long term cost 
of the scheme (i.e. keeping employer rates affordable) is best achieved by investing in higher 
returning assets e.g. equities.  However, equities are also very volatile (i.e. go up and down fairly 
frequently in fairly large moves), which conflicts with the objective to have stable contribution rates. 
 
Therefore, a balance needs to be maintained between risk and reward, which has been considered by 
the use of Asset Liability Modelling: this is a set of calculation techniques applied by the Fund’s 
actuary to model the range of potential future solvency levels and contribution rates. 
 
Whilst the current stabilisation mechanism is to remain in place until 2021, it should be noted that this 
will need to be reviewed following the 2020 valuation. 
 
4.5 Does the Fund monitor its overall funding position? 
The Administering Authority monitors the relative funding position, i.e. changes in the relationship 
between asset values and the liabilities value.  It reports this to the regular Pensions Committee 
meetings, and also to employers through newsletters and Employers Forums. 
 
5 Statutory reporting and comparison to other LGPS Funds 
 
5.1 Purpose 
Under Section 13(4)(c) of the Public Service Pensions Act 2013 (“Section 13”), the Government 
Actuary’s Department must, following each triennial actuarial valuation, report to the Scottish Public 
Pensions Agency (SPPA) acting on behalf of Scottish Ministers, on each of the LGPS Funds in 
Scotland. This report will cover whether, for each Fund, the rate of employer contributions are set at 
an appropriate level to ensure both the solvency and the long term cost efficiency of the Fund.   
This additional SPPA oversight may have an impact on the strategy for setting contribution rates at 
future valuations. 
 
5.2 Solvency 
For the purposes of Section 13, the rate of employer contributions shall be deemed to have been set 
at an appropriate level to ensure solvency if: 
(a) the rate of employer contributions is set to target a funding level for the Fund of 100%, over an 

appropriate time period and using appropriate actuarial assumptions (where appropriateness is 
considered in both absolute and relative terms in comparison with other funds); and either  

(b) 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 

(c) there is an appropriate plan in place should there be, or if there is expected in future to be, a 
material reduction in the capacity of fund employers to increase contributions as might be 
needed.   
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5.3 Long Term Cost Efficiency 
The rate of employer contributions shall be deemed to have been set at an appropriate level to ensure 
long term cost efficiency if: 
i. the rate of employer contributions is sufficient to make provision for the cost of current benefit 

accrual, 
ii. with an appropriate adjustment to that rate for any surplus or deficit in the Fund. 

 
In assessing whether the above condition is met, SPPA may have regard to various absolute and 
relative considerations.  A relative consideration is primarily concerned with comparing LGPS pension 
funds with other LGPS pension funds.  An absolute consideration is primarily concerned with 
comparing Funds with a given objective benchmark. 
 
Relative considerations include: 
1. the implied deficit recovery period; and 
2. the investment return required to achieve full funding after 20 years.  
 
Absolute considerations include: 
1. the extent to which the contributions payable are sufficient to cover the cost of current benefit 

accrual and the interest cost on any deficit; 
2. how the required investment return under “relative considerations” above compares to the 

estimated future return being targeted by the Fund’s current investment strategy; and 
3. the extent to which any new deficit recovery plan can be directly reconciled with, and can be 

demonstrated to be a continuation of, any previous deficit recovery plan, after allowing for 
actual Fund experience.  
 

SPPA may assess and compare these and other metrics on a suitable standardised market-related 
basis, for example where the local funds’ actuarial bases do not make comparisons straightforward.  
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Appendix A – Regulatory framework 
A1 Why does the Fund need an FSS? 
The purpose of the FSS is:  
• “to establish a clear and transparent fund-specific strategy which will identify how employers’ 

pension liabilities are best met going forward; 
• to support the regulatory framework to maintain as nearly constant employer contribution rates as 

possible; and    
• to take a prudent longer-term view of funding those liabilities.” 

 
These objectives are desirable individually, but may be mutually conflicting. 
 
The requirement to maintain and publish an FSS is contained in LGPS Regulations which are 
updated from time to time.  In publishing the FSS the Administering Authority has to have regard to 
any guidance published by Chartered Institute of Public Finance and Accountancy (CIPFA) (most 
recently in 2016) and to its Statement of Investment Principles. 
 
This is the framework within which the Fund’s actuary carries out triennial valuations to set employers’ 
contributions and provides recommendations to the Administering Authority when other funding 
decisions are required, such as when employers join or leave the Fund.  The FSS applies to all 
employers participating in the Fund. 
 
A2 Does the Administering Authority consult anyone on the FSS? 
Yes.  This is required by LGPS Regulations.  It is covered in more detail by the most recent CIPFA 
guidance, which states that the FSS must first be subject to “consultation with such persons as the 
authority considers appropriate”, and should include “a meaningful dialogue at officer and elected 
member level with council tax raising authorities and with corresponding representatives of other 
participating employers”. 
 
In practice, for the Fund, the consultation process for this FSS was as follows: 
a) A draft version of the FSS was issued to all participating employers on 21 February 2018 for 

comment; 
b) Comments were requested within 26 days; 
c) Following the end of the consultation period the FSS was updated where required and then 

approved on 24 May 2018 
 

A3 How is the FSS published? 
The FSS is made available through the following routes: 
• Published on the website www.dumgal.gov.uk 
• A copy sent by [post/e-mail] to each participating employer in the Fund; 
• Copies made available on request. 

 
A4 How often is the FSS reviewed? 
The FSS is reviewed in detail at least every three years as part of the triennial valuation.  This version 
is expected to remain unaltered until it is consulted upon as part of the formal process for the next 
valuation in 2020.  
 
It is possible that (usually slight) amendments may be needed within the three year period.  These 
would be needed to reflect any regulatory changes, or alterations to the way the Fund operates (e.g. 
to accommodate a new class of employer). Any such amendments would be consulted upon as 
appropriate:  
• trivial amendments would be simply notified at the next round of employer communications,  
• amendments affecting only one class of employer would be consulted with those employers,  
• other more significant amendments would be subject to full consultation. 

 
In any event, changes to the FSS would need agreement by the Pensions Sub Committee and would 
be included in the relevant Committee Meeting minutes. 
 
A5 How does the FSS fit into other Fund documents? 
The FSS is a summary of the Fund’s approach to funding liabilities.  It is not an exhaustive statement 
of policy on all issues, for example there are a number of separate statements published by the Fund 
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including the Statement of Investment Principles, Administration Strategy and Communications 
Strategy.  In addition, the Fund publishes an Annual Report and Accounts with up to date information 
on the Fund.   
 
These documents can be found on the web at www.dumgal.gov.uk 

Appendix B – Responsibilities of key parties 
The efficient and effective operation of the Fund needs various parties to each play their part. 
 
B1 The Administering Authority should:- 
• operate the Fund as per the LGPS Regulations; 
• effectively manage any potential conflicts of interest arising from its dual role as Administering 

Authority and a Fund employer; 
• collect employer and employee contributions, and investment income and other amounts due to 

the Fund; 
• ensure that cash is available to meet benefit payments as and when they fall due; 
• pay from the Fund the relevant benefits and entitlements that are due; 
• invest surplus monies (i.e. contributions and other income which are not immediately needed to 

pay benefits) in accordance with the Fund’s Statement of Investment Principles (SIP) and 
LGPS Regulations; 

• communicate appropriately with employers so that they fully understand their obligations to the 
Fund; 

• take appropriate measures to safeguard the Fund against the consequences of employer 
default; 

• manage the valuation process in consultation with the Fund’s actuary; 
• provide data and information as required by the Government Actuary’s Department to carry out 

their statutory obligations (see Section 5); 
• prepare and maintain a FSS and a SIP, after consultation;  
• notify the Fund’s actuary of material changes which could affect funding (this is covered in a 

separate agreement with the actuary); and  
• monitor all aspects of the fund’s performance and funding and amend the FSS and SIP as 

necessary and appropriate. 
 

B2 The Individual Employer should:- 
• deduct contributions from employees’ pay correctly; 
• pay all contributions, including their own as determined by the actuary, promptly by the due 

date; 
• have a policy and exercise discretions within the regulatory framework; 
• make additional contributions in accordance with agreed arrangements in respect of, for 

example, augmentation of scheme benefits, early retirement strain; and  
• notify the Administering Authority promptly of all changes to its circumstances, prospects or 

membership, which could affect future funding. 
 

B3 The Fund Actuary should:- 
• prepare valuations, including the setting of employers’ contribution rates.  This will involve 

agreeing assumptions with the Administering Authority, having regard to the FSS and LGPS 
Regulations, and targeting each employer’s solvency appropriately;  

• provide data and information as required by the Government Actuary’s Department to carry out 
their statutory obligations (see Section 5); 

• provide advice relating to new employers in the Fund, including the level and type of bonds or 
other forms of security (and the monitoring of these); 

• prepare advice and calculations in connection with bulk transfers and individual benefit-related 
matters; 

• assist the Administering Authority in considering possible changes to employer contributions 
between formal valuations, where circumstances suggest this may be necessary; 

• advise on the termination of employers’ participation in the Fund; and 
• fully reflect actuarial professional guidance and requirements in the advice given to the 

Administering Authority. 
 

file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Section5
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Section5
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Section5
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Section5


Dumfries & Galloway Council Pension Fund Audited Annual Report & Accounts 2019/20 
  

44 
 

PUBLIC 

PUBLIC 

B4 Other parties:- 
• investment advisers (either internal or external) should ensure the Fund’s SIP remains 

appropriate, and consistent with this FSS; 
• investment managers, custodians and bankers should all play their part in the effective 

investment (and dis-investment) of Fund assets, in line with the SIP; 
• auditors should comply with their auditing standards, ensure Fund compliance with all 

requirements, monitor and advise on fraud detection, and sign off annual reports and financial 
statements as required; 

• governance advisers may be appointed to advise the Administering Authority on efficient 
processes and working methods in managing the Fund; 

• legal advisers (either internal or external) should ensure the Fund’s operation and management 
remains fully compliant with all regulations and broader local government requirements, 
including the Administering Authority’s own procedures; and 

• the SPPA/Scottish Ministers (assisted by the Government Actuary’s Department) and the 
Scottish LGPS Scheme Advisory Board, should work with LGPS Funds to meet Section 13 
requirements. 
 

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 
the valuation of liabilities over the long-
term. 

Only anticipate long-term returns 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 monitoring 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; reviewed 
at least every three years.  

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.   
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Risk Summary of Control Mechanisms 
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/scheduled 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.  

Orphaned employers give rise to added 
costs for the Fund 

The Fund seeks a cessation debt (or security/guarantor) to 
minimise the risk of this happening in the future. 
If it occurs, the Actuary calculates the added cost spread pro-
rata among all employers – (see 3.9). 

 
C3 Demographic 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 
(see Note (b) to 3.3). 
 
For other employers, review of contributions is permitted in 
general between valuations (see Note (f) to 3.3) and may require 
a move in deficit contributions from a percentage of payroll to 
fixed monetary amounts. 

 
C4 Regulatory risks 

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 were built into the 2017 
valuation.  Any changes to member contribution rates or benefit 
levels will be carefully communicated with members to minimise 
possible opt-outs or adverse actions.   

Time, cost and/or reputational risks 
associated with any SPPA/Scottish 
Ministers intervention triggered by the 
Section 13 analysis (see Section 5).  

Take advice from Fund Actuary on proposed valuation approach 
relative to anticipated Section 13 analysis. 

file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#EmployersWithNoRemainingActiveMembers3_9
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#EmployersWithNoRemainingActiveMembers3_9
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Noteb
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Noteb
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#TheDifferentApproachesUsedForDiffEmps3_3
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#TheDifferentApproachesUsedForDiffEmps3_3
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Notef
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Notef
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#TheDifferentApproachesUsedForDiffEmps3_3
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#TheDifferentApproachesUsedForDiffEmps3_3
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Section5
file://dg-dfs-fs14/data/Financial%20Services/Treasury/Gemma%20Lowery/DOCUMENTS/Pensions/Funding%20Strategy%20Statement%20a.docx#Section5


Dumfries & Galloway Council Pension Fund Audited Annual Report & Accounts 2019/20 
  

46 
 

PUBLIC 

PUBLIC 

Changes by Government to particular 
employer participation in LGPS Funds, 
leading to impacts on funding and/or 
investment strategies. 

The Administering Authority considers all consultation papers 
issued by the Government and comments where appropriate.  
 
Take advice from Fund Actuary on impact of changes on the 
Fund and amend strategy as appropriate.  

 
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 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, wherever possible (see Notes (g) and (i) to 3.3). 
 
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 
(see Note (f) to 3.3). 
 
Reviewing contributions well ahead of cessation if thought 
appropriate (see Note (a) to 3.3).  
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Appendix D – The Calculation of Employer contributions 
In Section 2 there was a broad description of the way in which contribution rates are calculated.  This 
Appendix considers these calculations in much more detail. 
 
All three steps above are considered when setting contributions (more details are given in Section 3 
and Appendix D): 
1. The funding target is based on a set of assumptions about the future, e.g. investment returns, 

inflation, pensioners’ life expectancies. However, if an employer is approaching the end of its 
participation in the Fund then its funding target may be set on a more prudent basis, so that its 
liabilities are less likely to be spread among other employers after its cessation of participation; 

2. The time horizon required is, in broad terms, the period over which any deficit is to be 
recovered. A shorter period will lead to higher contributions, and vice versa (all other things 
being equal). Employers may be given a lower time horizon if they have a less permanent 
anticipated membership, or do not have tax-raising powers to increase contributions if 
investment returns under-perform; and 

3. The required probability of achieving the funding target over that time horizon will be 
dependent on the Fund’s view of the strength of employer covenant and its funding profile. 
Where an employer is considered to be weaker, or potentially ceasing from the Fund, then the 
required probability will be set higher, which in turn will increase the required contributions (and 
vice versa). 
 

The calculations involve actuarial assumptions about future experience, and these are described in 
detail in Appendix E. 
 
D1 What is the difference between calculations across the whole Fund and calculations 

for an individual employer? 
 
Employer contributions are normally made up of two elements: 
a) the estimated cost of ongoing benefits being accrued,  referred to as the “Primary contribution 

rate” (see D2 below); plus 
b) an adjustment for the difference between the Primary rate above, and the actual contribution 

the employer needs to pay, referred to as the “Secondary contribution rate” (see D3 below).  
 

The contribution rate for each employer is measured as above, appropriate for each employer’s 
funding position and membership. The whole Fund position, including that used in reporting to SPPA 
(see section 5), is calculated in effect as the sum of all the individual employer rates. SPPA currently 
only regulates at whole Fund level, without monitoring individual employer positions. 
 
D2 How is the Primary contribution rate calculated?  
The Primary element of the employer contribution rate is calculated with the aim that these 
contributions will meet benefit payments in respect of members’ future service in the Fund.  This is 
based upon the cost (in excess of members’ contributions) of the benefits which employee members 
earn from their service each year.   
 
The Primary rate is calculated separately for all the employers, although employers within a pool will 
pay the Primary rate applicable to the pool as a whole.  The Primary rate is calculated such that it is 
projected to: 
1. meet the required funding target for all future years’ accrual of benefits*, excluding any accrued 

assets, 
2. within the determined time horizon (see note 3.3 Note (c) for further details), and 
3. with a sufficiently high probability, as set by the Fund’s strategy for the category of employer 

(see 3.3 Note (e) for further details). 
* The projection is for the current active membership where the employer no longer admits new 
entrants, or additionally allows for new entrants where this is appropriate. 
 
The projections are carried out using an economic modeller developed by the Fund’s actuary Hymans 
Robertson: this allows for a wide range of outcomes as regards key factors such as asset returns 
(based on the Fund’s investment strategy), inflation, and bond yields. The measured contributions are 
calculated such that the proportion of outcomes meeting the employer’s funding target (by the end of 
the time horizon) is equal to the required probability.  
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The approach includes expenses of administration to the extent that they are borne by the Fund, and 
includes allowances for benefits payable on death in service and on ill health retirement. 
 
D3 How is the Secondary contribution rate calculated? 
The combined Primary and Secondary rates aim to achieve the employer’s funding target, within the 
appropriate time horizon, with the relevant degree of probability. 
 
For the funding target, the Fund actuary agrees the assumptions to be used with the Administering 
Authority – see Appendix E.  These assumptions are used to calculate the present value of all benefit 
payments expected in the future, relating to that employer’s current and former employees, based on 
pensionable service to the valuation date only (i.e. ignoring further benefits to be built up in the 
future). 
 
The Fund operates the same target funding level for all employers of 100% of its accrued liabilities 
valued on the ongoing basis, unless otherwise determined (see Section 3).  
 
The Secondary rate is calculated as the balance over and above the Primary rate, such that the total 
is projected to: 
• meet the required funding target relating to combined past and future service benefit accrual, 

including accrued asset share (see D5 below); 
• within the determined time horizon (see 3.3 Note (c) for further details); and 
• with a sufficiently high probability, as set by the Fund’s strategy for the category of employer 

(see 3.3 Note (e) for further details). 
 

The projections are carried out using an economic modeller developed by the Fund Actuary Hymans 
Robertson: this allows for a wide range of outcomes as regards key factors such as asset returns 
(based on the Fund’s investment strategy), inflation, and bond yields. The measured contributions are 
calculated such that the proportion of outcomes with at least 100% solvency (by the end of the time 
horizon) is equal to the required probability.  
 
D4 What affects a given employer’s valuation results? 
The results of these calculations for a given individual employer will be affected by: 
1. past contributions relative to the cost of accruals of benefits;   
2. different liability profiles of employers (e.g. mix of members by age, gender, service vs. salary); 
3. the effect of any differences in the funding target, i.e. the valuation basis used to value the 

employer’s liabilities;  
4. any different time horizons;   
5. the difference between actual and assumed rises in pensionable pay; 
6. the difference between actual and assumed increases to pensions in payment and deferred 

pensions; 
7. the difference between actual and assumed retirements on grounds of ill-health from active 

status;  
8. the difference between actual and assumed amounts of pension ceasing on death; 
9. the additional costs of any non ill-health retirements relative to any extra payments made; 

and/or 
10. differences in the required probability of achieving the funding target. 

 
D5 How is each employer’s asset share calculated? 
The Administering Authority does not account for each employer’s assets separately.  Instead, the 
Fund’s actuary is required to apportion the assets of the whole Fund between the employers, at each 
triennial valuation.  
 
This apportionment uses the income and expenditure figures provided for certain cash flows for each 
employer. This process adjusts for transfers of liabilities between employers participating in the Fund, 
but does make a number of simplifying assumptions.  The split is calculated using an actuarial 
technique known as “analysis of surplus”.  
 
Actual investment returns achieved on the Fund between each valuation are applied proportionately 
across all employers, to the extent that employers in effect share the same investment strategy. 
Transfers of liabilities between employers within the Fund occur automatically within this process, with 
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a sum broadly equivalent to the reserve required on the ongoing basis being exchanged between the 
two employers.    
 
The Fund actuary does not allow for certain relatively minor events, including but not limited to: 
• the actual timing of regular employer contributions within any financial year;  
• the actual timing of transfers in or out of the Fund; and 
• the actual timing of changes in the benefit payments made due to retirements and deaths. 
These effects are swept up within a miscellaneous item in the analysis of surplus, which is split 
between employers in proportion to their liabilities. 
 
The methodology adopted means that there will inevitably be some difference between the asset 
shares calculated for individual employers and those that would have resulted had they participated in 
their own ring-fenced section of the Fund.   
 
The asset apportionment is capable of verification but not to audit standard.  The Administering 
Authority recognises the limitations in the process, but it considers that the Fund actuary’s approach 
addresses the risks of employer cross-subsidisation to an acceptable degree. 
 
Appendix E – Actuarial assumptions 
E1 What are the actuarial assumptions? 
These are expectations of future experience used to place a value on future benefit payments (“the 
liabilities”). Assumptions are made about the amount of benefit payable to members (the financial 
assumptions) and the likelihood or timing of payments (the demographic assumptions).  For example, 
financial assumptions include investment returns, salary growth and pension increases; demographic 
assumptions include life expectancy, probabilities of ill-health early retirement, and proportions of 
member deaths giving rise to dependants’ benefits. 
   
Changes in assumptions will affect the measured funding target.  However, different assumptions will 
not of course affect the actual benefits payable by the Fund in future. 
 
The combination of all assumptions is described as the “basis”.  A more optimistic basis might involve 
higher assumed investment returns (discount rate), or lower assumed salary growth, pension 
increases or life expectancy; a more optimistic basis will give lower funding targets and lower 
employer costs. A more prudent basis will give higher funding targets and higher employer costs. 
 
E2 What basis is used by the Fund? 
The Fund’s standard funding basis is described as the “ongoing basis”, which applies to most 
employers in most circumstances.  This is described in more detail below.  It anticipates employers 
remaining in the Fund in the long term. 
 
However, in certain circumstances, typically where the employer is not expected to remain in the 
Fund long term or poses an elevated risk to the Fund, a more prudent basis applies: see Note (a) to 
3.3. 
 
E3 What assumptions are made in the ongoing basis? 
a) Investment return / discount rate 
The key financial assumption is the anticipated return on the Fund’s investments.  This “discount rate” 
assumption makes allowance for an anticipated out-performance of Fund returns relative to long term 
yields on UK Government bonds (“gilts”).  There is, however, no guarantee that Fund returns will out-
perform gilts.  The risk is greater when measured over short periods such as the three years between 
formal actuarial valuations, when the actual returns and assumed returns can deviate sharply.   
 
Given the very long-term nature of the liabilities, a long term view of prospective asset returns is 
taken.  The long term in this context would be 20 to 30 years or more.   
 
For the purpose of the triennial funding valuation at 31 March 2017 and setting contribution rates 
effective from 1 April 2018, the Fund actuary has assumed that future investment returns earned by 
the Fund over the long term will be 1.8% per annum greater than gilt yields at the time of the valuation 
(this is higher than that used at the 2014 valuation, which therefore gives a lower funding target, all 
other things being equal).  In the opinion of the Fund actuary, based on the current investment 
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strategy of the Fund, this asset out-performance assumption is within a range that would be 
considered acceptable for the purposes of the funding valuation. 
 
b) Salary growth 
Pay for many public sector employees is currently subject to restriction.  Although this “pay freeze” 
does not officially apply to local government and associated employers, it has been suggested that 
they are likely to show similar restraint in respect of pay awards.  Based on long term historical 
analysis of the membership in LGPS funds, and continued austerity measures, the salary increase 
assumption at the 2017 valuation has been set to be a blended rate combined of: 
1. 2% p.a. until 31 March 2020, followed by 
2. the retail prices index (RPI) p.a. thereafter.   

 
This gives a single “blended” assumption of RPI less 0.2%. This is a change from the previous 
valuation, which assumed a flat assumption of RPI plus 1.0% per annum. The change has led to a 
reduction in the funding target (all other things being equal). 
 
c) Pension increases 
Since 2011 the consumer prices index (CPI), rather than RPI, has been the basis for increases to 
public sector pensions in deferment and in payment.  Note that the basis of such increases is set by 
the Government, and is not under the control of the Fund or any employers. 
 
As at the previous valuation, we derive our assumption for RPI from market data as the difference 
between the yield on long-dated fixed interest and index-linked government bonds.  This is then 
reduced to arrive at the CPI assumption, to allow for the “formula effect” of the difference between 
RPI and CPI.  At this valuation, we have used a reduction of 1.0% per annum.  This is a larger 
reduction than at 2014 (which was 0.8%), which will serve to reduce the funding target (all other 
things being equal). (Note that the reduction is applied in a geometric, not arithmetic, basis). 
 
d) Life expectancy 
The demographic assumptions are intended to be best estimates of future experience in the Fund 
based on past experience of LGPS funds which participate in Club Vita, the longevity analytics 
service used by the Fund, and endorsed by the actuary.   
 
The longevity assumptions that have been adopted at this valuation are a bespoke set of 
“VitaCurves”, produced by the Club Vita’s detailed analysis, which are specifically tailored to fit the 
membership profile of the Fund.  These curves are based on the data provided by the Fund for the 
purposes of this valuation.  
 
It is acknowledged that future life expectancy and, in particular, the allowance for future improvements 
in life expectancy, is uncertain.  There is a consensus amongst actuaries, demographers and medical 
experts that life expectancy is likely to improve in the future.  Allowance has been made in the 
ongoing valuation basis for future improvements in line with the 2016 version of the Continuous 
Mortality Investigation model published by the Actuarial Profession.  This is a similar allowance for 
future improvements than was made in 2014. 
 
The combined effect of the above changes from the 2014 valuation approach, is to reduce life 
expectancy, which reduces the funding target all other things being equal.  The approach taken is 
considered reasonable in light of the long term nature of the Fund and the assumed level of security 
underpinning members’ benefits.   
  
e) General 
The same financial assumptions are adopted for most employers, in deriving the funding target 
underpinning the Primary and Secondary rates: as described in (3.3), these calculated figures are 
translated in different ways into employer contributions, depending on the employer’s circumstances. 
 
The demographic assumptions, in particular the life expectancy assumption, in effect vary by type of 
member and so reflect the different membership profiles of employers. 
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Appendix F – Glossary 
Actuarial 
assumptions/basis 

The combined set of assumptions made by the actuary, regarding the future, to 
calculate the value of the funding target.  The main assumptions will relate to the 
discount rate, salary growth, pension increases and longevity.  More prudent 
assumptions will give a higher target value, whereas more optimistic assumptions 
will give a lower value.   

Administering 
Authority 

The council with statutory responsibility for running the Fund, in effect the Fund’s 
“trustees”.  

Admission Bodies Employers where there is an Admission Agreement setting out the employer’s 
obligations. These can be Community Admission Bodies or Transferee Admission 
Bodies. For more details (see 2.3).  

Covenant The assessed financial strength of the employer. A strong covenant indicates a 
greater ability (and willingness) to pay for pension obligations in the long run. A 
weaker covenant means that it appears that the employer may have difficulties 
meeting its pension obligations in full over the longer term.  

Discount rate The annual rate at which future assumed cashflows (in and out of the Fund) are 
discounted to the present day.  This is necessary to provide a funding target which 
is consistent with the present day value of the assets. A lower discount rate gives a 
higher target value, and vice versa.  It is used in the calculation of the Primary and 
Secondary rates.   

Employer An individual participating body in the Fund, which employs (or used to employ) 
members of the Fund.  Normally the assets and funding target values for each 
employer are individually tracked, together with its Primary rate at each valuation.   

Funding target The actuarially calculated present value of all pension entitlements of all members 
of the Fund, built up to date.  This is compared with the present market value of 
Fund assets to derive the deficit.  It is calculated on a chosen set of actuarial 
assumptions.  

Gilt A UK Government bond, i.e. a promise by the Government to pay interest and 
capital as per the terms of that particular gilt, in return for an initial payment of 
capital by the purchaser. Gilts can be “fixed interest”, where the interest payments 
are level throughout the gilt’s term, or “index-linked” where the interest payments 
vary each year in line with a specified index (usually RPI). Gilts can be bought as 
assets by the Fund, but their main use in funding is as an objective measure of 
solvency.  

Guarantee / 
guarantor 

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.  

Letting employer An employer which outsources or transfers a part of its services and workforce to 
another employer (usually a contractor). The contractor will pay towards the LGPS 
benefits accrued by the transferring members, but ultimately the obligation to pay 
for these benefits will revert to the letting employer. A letting employer will usually 
be a local authority.  

LGPS The Local Government Pension Scheme, a public sector pension arrangement put 
in place via Government Regulations, for workers in local government.  These 
Regulations also dictate eligibility (particularly for Scheduled Bodies), members’ 
contribution rates, benefit calculations and certain governance requirements.  The 
LGPS is divided into 100 Funds which map the UK.  Each LGPS Fund is 
autonomous to the extent not dictated by Regulations, e.g. regarding investment 
strategy, employer contributions and choice of advisers.  

Maturity A general term to describe a Fund (or an employer’s position within a Fund) where 
the members are closer to retirement (or more of them already retired) and the 
investment time horizon is shorter.  This has implications for investment strategy 
and, consequently, funding strategy.   

Members The individuals who have built up (and may still be building up) entitlement in the 
Fund.  They are divided into actives (current employee members), deferreds (ex-
employees who have not yet retired) and pensioners (ex-employees who have now 
retired, and dependants of deceased ex-employees).   
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Primary 
contribution rate 

The employer contribution rate required to pay for ongoing accrual of active 
members’ benefits (including an allowance for administrative expenses). See 
Appendix D for further details.  

Profile The profile of an employer’s membership or liability reflects various measurements 
of that employer’s members, i.e. current and former employees. This includes: the 
proportions which are active, deferred or pensioner; the average ages of each 
category; the varying salary or pension levels; the lengths of service of active 
members vs their salary levels, etc. A membership (or liability) profile might be 
measured for its maturity also.  

Rates and 
Adjustments 
Certificate 

A formal document required by the LGPS Regulations, which must be updated at 
least every three years at the conclusion of the formal valuation. This is completed 
by the actuary and confirms the contributions to be paid by each employer (or pool 
of employers) in the Fund for the three year period until the next valuation is 
completed.  

Scheduled Bodies  Types of employer explicitly defined in the LGPS Regulations, whose employers 
must be offered membership of their local LGPS Fund.  These include Councils, 
colleges, some universities, police and fire authorities etc, other than employees 
who have entitlement to a different public sector pension scheme (e.g. teachers, 
police and fire officers).   

Secondary 
contribution rate 

The difference between the employer’s actual and Primary contribution rates. In 
broad terms, this relates to the shortfall of its asset share to its funding target. See 
Appendix D for further details.  

Stabilisation Any method used to smooth out changes in employer contributions from one year to 
the next.  This is very broadly required by the LGPS Regulations, but in practice is 
particularly employed for large stable employers in the Fund.  Different methods 
may involve: probability-based modelling of future market movements; longer deficit 
recovery periods; higher discount rates; or some combination of these.   

Valuation An actuarial investigation to calculate the liabilities, and usually individual employer 
Primary and Secondary contribution rates.  This is normally carried out in full every 
three years (last done as at 31 March 2017), but can be approximately updated at 
other times.  The assets value is based on market values at the valuation date, and 
the liabilities value and contribution rates are based on long term bond market 
yields at that date also. 
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Independent Auditors’ Report 
Independent auditor’s report to the members of the Dumfries and Galloway Council as 
administering authority for Dumfries and Galloway Council Pension Fund and the 
Accounts Commission  

Report on the audit of the financial statements  

Opinion on financial statements  

We certify that we have audited the financial statements in the annual report of Dumfries and 
Galloway Council Pension Fund (the Fund) for the year ended 31 March 2020 under Part VII of 
the Local Government (Scotland) Act 1973. The financial statements comprise the Fund 
Account, the Net Assets Statement and notes to the financial statements, including a summary 
of significant accounting policies. The financial reporting framework that has been applied in their 
preparation is applicable law and International Financial Reporting Standards (IFRSs) as 
adopted by the European Union, and as interpreted and adapted by the Code of Practice on 
Local Authority Accounting in the United Kingdom 2019/20 (the 2019/20 Code).  

In our opinion the accompanying financial statements:  

• give a true and fair view in accordance with applicable law and the 2019/20 Code of the 
financial transactions of the Fund during the year ended 31 March 2020 and of the amount 
and disposition at that date of its assets and liabilities; 

• have been properly prepared in accordance with IFRSs as adopted by the European Union, 
as interpreted and adapted by the 2019/20 Code; and  

• have been prepared in accordance with the requirements of the Local Government (Scotland) 
Act 1973, The Local Authority Accounts (Scotland) Regulations 2014, and the Local 
Government in Scotland Act 2003.   

Basis for opinion  

We conducted our audit in accordance with applicable law and International Standards on 
Auditing (UK) (ISAs (UK)) as required by the Code of Audit Practice approved by the Accounts 
Commission for Scotland. Our responsibilities under those standards are further described in the 
auditor’s responsibilities for the audit of the financial statements section of our report. We were 
appointed by the Accounts Commission on 31 May 2016. The period of total uninterrupted 
appointment is four years. We are independent of the Fund in accordance with the ethical 
requirements that are relevant to our audit of the financial statements in the UK including the 
Financial Reporting Council’s Ethical Standard, and we have fulfilled our other ethical 
responsibilities in accordance with these requirements. Non-audit services prohibited by the 
Ethical Standard were not provided to the council. We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a basis for our opinion.  

Emphasis of matter – effects of Covid 19 on the valuation of pooled property fund 
investments 

We draw attention to Note 5 to the financial statements, which describes the assumptions made 
about future and other major sources of estimation uncertainty in relation to pooled property fund 
investment valuations. Our opinion is not modified in respect of this matter. 

Conclusions relating to going concern basis of accounting  

We have nothing to report in respect of the following matters in relation to which the ISAs (UK) 
require us  to report to you where:  

• the use of the going concern basis of accounting in the preparation of the financial statements 
is not appropriate; or  

• the Head of Finance and Procurement has not disclosed in the financial statements any 
identified material uncertainties that may cast significant doubt about the Fund’s ability to 
continue to adopt the going concern basis of accounting for a period of at least twelve months 
from the date when the financial statements are authorised for issue. 
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Risks of material misstatement  

We report in a separate Annual Audit Report, available from the Audit Scotland website, the 
most significant assessed risks of material misstatement that we identified and our conclusions 
thereon.  

Responsibilities of the Head of Finance and Procurement and Dumfries and Galloway 
Council for the financial statements  

As explained more fully in the Statement of Responsibilities, the Head of Finance and 
Procurement is responsible for the preparation of financial statements that give a true and fair 
view in accordance with the financial reporting framework, and for such internal control as the 
Head of Finance and Procurement determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. In preparing 
the financial statements, the Head of Finance and Procurement is responsible for assessing the 
Fund’s ability to continue as a going concern, disclosing, as applicable, matters related to going 
concern and using the going concern basis of accounting unless deemed inappropriate.  
Dumfries and Galloway Council is responsible for overseeing the financial reporting process.  

Auditor’s responsibilities for the audit of the financial statements  

Our objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but 
is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a 
material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in the aggregate, they could reasonably be expected to 
influence the economic decisions of users taken on the basis of these financial statements. A 
further description of the auditor’s responsibilities for the audit of the financial statements is 
located on the Financial Reporting Council's website www.frc.org.uk/auditorsresponsibilities. This 
description forms part of our auditor’s report. 

Other information in the annual report  

The Head of Finance and Procurement is responsible for the other information in the annual 
report. The other information comprises the information other than the financial statements and 
our auditor’s report thereon. Our opinion on the financial statements does not cover the other 
information and we do not express any form of assurance conclusion thereon except on matters 
prescribed by the Accounts Commission to the extent explicitly stated later in this report. In 
connection with our audit of the financial statements, our responsibility is to read all the other 
information in the annual report and, in doing so, consider whether the other information is 
materially inconsistent with the financial statements or our knowledge obtained in the audit or 
otherwise appears to be materially misstated. If we identify such material inconsistencies or 
apparent material misstatements, we are required to determine whether there is a material 
misstatement in the financial statements or a material misstatement of the other information. If, 
based on the work we have performed, we conclude that there is a material misstatement of this 
other information, we are required to report that fact. We have nothing to report in this regard.  

Report on other requirements  

Opinions on matters prescribed by the Accounts Commission  

In our opinion, based on the work undertaken in the course of the audit:  

• the information given in the Management Commentary for the financial year for which the 
financial statements are prepared is consistent with the financial statements and that report 
has been prepared in accordance with statutory guidance issued under the Local Government 
in Scotland Act 2003;   

• the information given in the Annual Governance Statement for the financial year for which the 
financial statements are prepared is consistent with the financial statements and that report 
has been prepared in accordance with the Delivering Good Governance in Local 
Government: Framework (2016); and  

• the information given in the Governance Compliance Statement for the financial year for 
which the financial statements are prepared is consistent with the financial statements and 
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that report has been prepared in accordance with The Local Government Pension Scheme 
(Scotland) Regulations 2018. 

Matters on which we are required to report by exception  

We are required by the Accounts Commission to report to you if, in our opinion: 

• adequate accounting records have not been kept; or  

• the financial statements are not in agreement with the accounting records; or 

• we have not received all the information and explanations we require for our audit.  

We have nothing to report in respect of these matters.  

Conclusions on wider scope responsibilities  

In addition to our responsibilities for the annual accounts, our conclusions on the wider scope 
responsibilities specified in the Code of Audit Practice, including those in respect of Best Value, 
are set out in our Annual Audit Report.  

Use of our report  

This report is made solely to the parties to whom it is addressed in accordance with Part VII of 
the Local Government (Scotland) Act 1973 and for no other purpose. In accordance with 
paragraph 120 of the Code of Audit Practice, we do not undertake to have responsibilities to 
members or officers, in their individual capacities, or to third parties. 

 

 

 

 

Joanne Brown, for and on behalf of Grant Thornton UK LLP  

110 Queen Street 

Glasgow 

G1 3BX 

Date: 22 September 2020 
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Fund Account  
 

2018/19  2019/20 Note 
£000  £000  

 Dealings with members, employers and others 
directly involved in the scheme 

  

(30,096) Contributions  (30,365) 7 
(1,731) Transfers in from other pension funds (423) 8 

(31,827)  (30,788)  
    

32,458 Benefits 32,235 9 
3,930 Payments to and on account of leavers 1,650 10 

36,388  33,885  
 

4,561 
Net (additions) / withdrawals from dealing with 
Members 

 
3,097 

 

    
2,914 Management expenses 2,600 11 

    
 

7,475 
Net (additions) / withdrawals including fund 
management expenses 

 
5,697 

 

    
 Return on investments   

(6,053) Investment income (5,339) 12 
 

(42,804) 
(Profit) and losses on disposal of investments and 
changes in the market value of investments 

 
71,860 

 
14(a) 

(48,857) Net return on investments 66,521  
    
 

(41,382) 
Net (increase)/ decrease in the net assets available 
for benefits during the year 

 
72,218 

 

(856,357) Opening net assets of the scheme (897,739)  
(897,739) Closing net assets of the scheme (825,521)  

 
Net Assets Statement for the year ended 31 March 2020 
 

2018/19  2019/20 Note 
£000  £000  

897,374 Investment assets 821,229 14 
0 Cash deposits 0 14 

897,374 Total investment assets 821,229  
    

0 Investment liabilities 0 14 
897,374 Total net investments 821,229  

    
1,754 Current assets 5,559 20 

(1,389) Current liabilities (1,267) 21 
 

897,739 
Net assets of the fund available to fund benefits at 
the period end 

 
825,521 

 

 
The fund’s financial statements do not take account of liabilities to pay pensions and other benefits 
after the period end. The actuarial position of the promised retirement benefits is disclosed at Note 19. 
 
The Audited accounts were issued on 22 September 2020. 
 
 
 
 
Paul Garrett 
Head of Finance & Procurement 
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Notes to the Accounts 
 
1. Description of the Fund 
The Dumfries & Galloway Council Pension Fund (the Fund) is part of the Local Government Pension 
Scheme (LGPS) and is administered by Dumfries & Galloway Council.  
 
The following description of the Pension Fund is a summary. 
 
a) General 
The LGPS scheme is governed by the Public Service Pensions Act 2013. The fund is administered by 
the Council in accordance with the following secondary legislation:  

• The Local Government Pension Scheme (Scotland) Regulations 2018 (as amended)  
• The Local Government Pension Scheme (Transitional Provisions and Savings) (Scotland) 

Regulations 2014  
• The Local Government Pension Scheme (Management and Investment of Funds) 

(Scotland) Regulations 2010  
• The Local Government Pension Scheme (Governance)(Scotland) Regulations 2015  

 
It is a contributory defined benefit pension scheme administered by Dumfries & Galloway Council to 
provide pensions and other benefits for pensionable employees of Dumfries & Galloway Council and 
a range of other scheduled and admitted bodies within the Dumfries & Galloway area. Teachers are 
not included as they have a separate national pension scheme. 
 
b) Membership 
Membership of the LGPS is voluntary and employees are free to choose whether to join the scheme, 
remain in the scheme or make their own personal arrangements outside the scheme. 
 
Organisations participating in the Fund include:  
 

• Scheduled Bodies – which are local authorities and similar bodies whose staff are 
automatically entitled to be members of the Fund. There are currently 5 in the Fund: 

 
• Dumfries and Galloway College, 
• Visit Scotland, 
• Scottish Police Service Authority, 
• Scottish Police Authority, 
• Scottish Fire & Rescue Service. 

 
• Admitted Bodies – which are other organisations that participate in the Fund under an 

admission agreement between the Fund and the relevant organisation. There are 
currently 8 in the Fund: 

 
• The Crichton Trust,  
• Dumfries and Galloway Housing Partnership,  
• Community Integrated Care,  
• Amey plc, 
• Lovell plc, 
• Scottish Rural University and Colleges (Barony College). 
• Greystone Rovers 
• Sodexo 
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Membership Details as at 31 March 2020 
 

31 March 2019  31 March 2020 
  Number of employers with active members   

     
  Number of active members in scheme:              

5,746  Dumfries and Galloway Council 5,769  
571  Other employers 580  

 6,317 Total  6,349 
     
  Number of pensioners / dependants:   

3,294  Dumfries and Galloway Council 3,500  
1,592  Other employers 1,565  

 4,886 Total  5,065 
     

  Number of deferred pensioners:   
4,105  Dumfries and Galloway Council 4,455  

702  Other employers 746  
 4,807 Total  5,201 
 16,010 Scheme total  16,615 

 
 

 Number of 
Contributors 

Number of 
Pensioners 

Number of 
Deferred 

Pensioners 
    
Dumfries and Galloway Council 5,769 3,500 4,455 
Dumfries and Galloway College 251 106 212 
Visit Scotland 5 19 7 
Scottish Police Service Authority 36 7 6 
Scottish Police Authority 112 54 55 
Scottish Fire & Rescue Service 13 13 12 
The Crichton Trust 43 16 64 
Dumfries and Galloway Housing Partnership 49 67 28 
Community Integrated Care 3 91 27 
Renewi plc 0 11 6 
Amey plc 26 7 11 
Lovell plc 18 10 5 
Scottish Rural University and Colleges (Barony) 19 34 66 
Greystone 2 0 0 
Sodexo 3 1 1 
Former Dumfries & Galloway Arts Association 0 4 8 
Former Solway Heritage 0 6 15 
Former Annandale & Eskdale Sports & Leisure Trust 0 3 12 
Former Connaught plc 0 10 32 
Former Dumfries & Galloway Regional Council 0 805 125 
Former Annandale & Eskdale District Council 0 76 11 
Former Nithsdale District Council 0 119 21 
Former Stewartry District Council 0 35 9 
Former Wigtown District Council 0 64 8 
Crichton Foundation 0 0 3 
Former Solway River Purification Board 0 2 1 
Former Dumfries Town Centre Management 0 5 1 
 6,349 5,065 5,201 
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c) Funding 
Benefits are funded by contributions and investment earnings. Contributions are made by active 
members of the Pension Fund in accordance with the LGPS (Scotland) Regulations 2018 and 
range from 5.5% to 12% of pensionable pay for the financial year ending 31 March 2020.  
 
Employee contributions are matched by employers' contributions which are set based on triennial 
actuarial funding valuations. The actuarial valuation as at 31 March 2017 set these employers’ 
contribution rates which range from 18.0% to 26.3% of pensionable pay in 2019/20. Additional 
monetary payments towards deficit recovery were also set. 
 
The next valuation will take place as at 31 March 2020. Employers’ contribution set in the March 
2020 valuation will come into effect from 1 April 2021. 
 
d) Benefits 
Prior to 1 April 2015, pension benefits under the LGPS were based on final pensionable pay and 
length of pensionable service as summarised below: 
 
  

Service before 1 April 
2009 

Service after 31 
March 2009 until 31 

March 2015 

From 1 April 2015 

 
Pension 

 
Each year worked is worth 
1/80th x final pensionable 
salary. 

 
Each year worked is worth 
1/60th x final pensionable 
salary. 

 
Career average scheme, 
whereby members accrue 
benefits based on their 
pensionable pay in that year 
at an accrual rate of 1/49th. 
Accrued pension is uprated 
annually in line with the 
Consumer Price Index. 
 

 
Lump 
Sum 

 
Automatic lump sum of 3 x 
salary.  
 
In addition, part of the 
annual pension can be 
exchanged for a one-off tax-
free cash payment. A lump 
sum of £12 is paid for each 
£1 of pension given up. 

 
No automatic lump sum. 
 
Part of the annual pension 
can be exchanged for a 
one-off tax-free cash 
payment. A lump sum of 
£12 is paid for each £1 of 
pension given up. 

 
No automatic lump sum. 
 
Part of the annual pension 
can be exchanged for a one-
off tax-free cash payment. A 
lump sum of £12 is paid for 
each £1 of pension given up. 

 
There are a range of other benefits provided under the scheme including early retirement, 
disability pensions and death benefits. 
 

 
 
2. Basis of Preparation 
The Statement of Accounts summarise the Pension Fund’s transactions for the 2019/20 financial 
year and its position at the year end of 31 March 2020. The Pension Fund is required to prepare 
an Annual Report by the Local Government Pension Scheme (Administration) (Scotland) 
Regulations 2008. The accounts have been prepared in accordance with the Code of Practice on 
Local Authority Accounting in the United Kingdom 2019/20 (the Code) which is based upon 
International Financial Reporting Standards (IFRS), as amended for the UK public sector. In 
addition, consideration has been given to the Local Government Pension Scheme Fund Accounts 
2019/20 - example accounts and disclosure checklist published by the Chartered Institute of 
Public Finance Accountants (CIPFA). 
 
The financial statements also present the net assets available to pay pension benefits. These do 
not take account of obligations to pay pensions and benefits which fall due after the end of the 
financial year. 
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3. Summary of Significant Accounting Policies 
a) Accruals of Income & Expenditure 
In accordance with the Code, the Statement of Accounts has been compiled on an accruals basis. 
Accruals are made for all material debtors and creditors within the Accounts. An exception to the 
accrual principle is in relation to pension transfer values received and or paid out, where these are 
accounted for on a cash basis as required by the Statement of Recommended Practice on Pension 
Fund Accounts. 
 
b) Contributions  
Normal contributions, both from the members and from the employers, are accounted for on an 
accrual basis at the percentage rate recommended by the Pension Fund actuary in the payroll period 
to which they relate. 
 
Employer deficit funding contributions are accounted for on the due dates on which they are payable 
under the schedule of contributions set by the scheme actuary or on receipt if earlier than the due 
date. 
 
Employers' augmentation contributions and pension strain costs are accounted for in the period in 
which the liability arises. Any amounts due in the year but unpaid will be classed as current financial 
assets. Amounts not due until future years are classed as long-term financial assets. 
 
c) Transfers to and from other schemes 
Transfer values represent the amounts received and paid during the year for members who have 
either joined or left the fund during the financial year and are calculated in accordance with the LGPS 
Regulations. Individual transfers in/out are accounted for when the member liability is accepted or 
discharged. 
 
Transfers in from members wishing to use the proceeds of their additional voluntary contributions to 
purchase scheme benefits are accounted for on a receipts basis and are included in Transfers In 
 
d) Investment Income 
 

i) Interest income 
Interest is recognised in the Fund Account as it accrues, using the effective interest rate of the 
financial instrument as at the date of acquisition or origination. 
 
ii) Dividend income 
Dividend income is recognised on the date the shares are quoted ex-dividend. Any income 
not received by the end of the reporting period is disclosed in the net assets statement as a 
current financial asset. 
 
iii) Distributions from pooled funds 
Distributions from pooled funds are recognised at the date of issue. 
 
iv) Movement in the net market value of investments 
Changes in the net market value of investments are recognised as income and comprise all 
realised and unrealised profits/losses during the year. 

 
e) Benefits 
Pensions and lump-sum benefits payable include all amounts known to be due as at the end of 
the financial year. Any amounts due but unpaid are disclosed in the Net Assets Statement as 
current liabilities. 
 
f) Taxation 
The Fund is a registered public service scheme under section 1(1) of Schedule 36 of the Finance Act 
2004 and as such is exempt from UK income tax on interest received and from capital gains tax on 
the proceeds of investments sold. Income from overseas investments suffers withholding tax in the 
country of origin, unless exemption is permitted. Irrecoverable tax is accounted for as a Fund expense 
as it arises. 
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g) Management Expenses 
Administration Expenses 
All administration expenses are accounted for on an accruals basis. Central Support Costs from 
Dumfries & Galloway Council have been recharged to the Fund on the basis of time spent by staff on 
the service. 
 
Investment Management Expenses 
All investment management expenses are accounted for on an accruals basis. Fees of the external 
investment managers and custodian are agreed in the respective mandates governing their 
appointments. Broadly, these are based on the market value of the investments under their 
management and therefore increase or reduce as the value of these investments change. 
 
The cost of obtaining investment advice from external consultants is included in investment 
management charges. 
 
Oversight and Governance Costs 
All oversight and governance costs are accounted for on an accruals basis. 
 
h) Financial Assets 
Financial assets are included in the Net Assets Statement on a fair value basis as at the reporting 
date. A financial asset is recognised in the Net Asset Statement on the date the Fund becomes party 
to the contractual acquisition of the asset. From this date any gains or losses arising from changes in 
the fair value of the asset are recognised by the Fund. 
 
The values of investments shown in the net assets statement are determined as follows: 

• Market-quoted investments – the value of an investment for which there is a readily available 
market price is determined by the bid price on the final day of the accounting period. 

• Fixed interest securities – are recorded at net market value based on their current yields. 
• Unquoted investments – directly held investments include investments in limited partnerships, 

shares in unlisted companies, trusts and bonds. Other unquoted securities typically include 
pooled investments in property, infrastructure, debt securities and private equity. The 
valuation of these pools or directly held securities is undertaken by the investment manager 
or responsible entity and advised as a unit or security price. The valuation standards followed 
in these valuations adhere to industry guidelines or to standards set by the constituent 
documents of the pool or the management agreement. 

• Pooled investment vehicles - these are valued at closing bid price if both bid and offer prices 
are published; or if single priced, at closing single price. In the case of pooled investment 
vehicles that are accumulation funds, change in market value also includes income which is 
reinvested in the Pension Fund, net of applicable withholding tax. 

 
i) Foreign Currency Transactions 
Dividends, interest and purchases and sales of investments in foreign currencies have been 
accounted for at the market rates at the date of transaction. End-of-year market exchange rates are 
used to value cash balances held in foreign currency bank accounts, market values of overseas 
investments and purchase and sales outstanding at the end of the reporting period. 
 
j) Derivatives 
The Fund may use derivative financial instruments to manage its exposure to specific risks arising 
from its investment activities, although it did not hold any as at 31 March 2020. The Fund does not 
hold derivatives for speculative purposes. 
 
Derivative contract assets are fair valued at bid prices and liabilities are fair valued at offer prices. 
Changes in the fair value of derivative contracts are included in change in market value. The value of 
future contracts is determined using exchange prices at the reporting date. Amounts that are due from 
or owed to the broker are the amounts outstanding in respect of the initial margin and variation 
margin.  
 
The value of exchange traded options is determined using the exchange price for closing out the 
option at the reporting date. The value of the over the counter contract options is based on quotations 
from an independent broker. Where this is not available, the value is provided by the investment 
manager using generally accepted option-pricing models with independent market data. 
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The future value of forward currency contracts is based on market forward exchange rates at the 
year- end date and determined as the gain or loss that would arise if the outstanding contract were 
matched at the year-end with an equal and opposite contract. 
 
k) Cash and Cash Equivalents 
Cash comprises cash in hand and demand deposits and includes amounts held by the fund’s external 
managers. 
 
Cash equivalents are short-term, highly liquid investments that are readily convertible to known 
amounts of cash and that are subject to minimal risk of changes in value. 
 
l) Financial Liabilities 
The Fund recognises financial liabilities at fair value as at the reporting date. A financial liability is 
recognised in the net asset statement on the date the Fund becomes party to the liability. From this 
date any gains or losses arising from changes in the fair value of the liability are recognised by the 
Fund. 
 
m) Actuarial Present Value of Promised Retirement Benefits 
The actuarial present value of promised retirement benefits is assessed on a triennial basis by the 
Fund actuary in accordance with the requirements of IAS19 and relevant actuarial standards. As 
permitted under the Code the Fund has opted to disclose the actuarial present value of promised 
retirement benefits by way of note to the net asset statement (Note 19). 
 
n) Additional Voluntary Contributions 
Dumfries & Galloway Council Pension Fund provides an additional voluntary contributions (AVC) 
scheme for its members, the assets of which are invested separately from those of the Pension Fund. 
The Pension Fund has appointed Standard Life and Aegon as its AVC providers. AVCs are paid to 
the AVC provider by employers and are specifically for providing additional benefits for individual 
contributors. Each AVC contributor receives an annual statement showing the amount held in their 
account and the movements in the year. 
 
AVCs are not included in the accounts in accordance with section 4(2)(b) of the Local 
Government Pension Scheme (Management and Investment of Funds) Regulations 2010 
(SSI 2010/233) but are disclosed as a note only (Note 22). 
 
o) Changes in Accounting Policies and Prior Period Adjustments 
Changes in accounting policies are only made when required by proper accounting practice or the 
change provides more reliable or relevant information about the effects of transactions, other events 
and conditions on the Pension Fund’s financial position or financial performance. Where a change is 
made it is applied retrospectively (unless otherwise stated) by adjusting opening balances and 
comparative amounts for the prior periods as if the new policy had always been applied. 
 
Material errors discovered in prior period figures are corrected retrospectively by amending opening 
balances and comparative amounts for the prior period. 
 

 
 
4. Critical Judgements in Applying Accounting Policies 
Pension Fund Liability 
The pension fund liability is calculated every three years by the appointed actuary (currently Hymans 
Robertson), with annual updates in the intervening years. The methodology used is in line with the 
accepted guidelines and in accordance with IAS 19. Assumptions underpinning the valuations are 
agreed with the actuary and are summarised in Note 18. This estimate is subject to significant 
variances based on changes to the underlying assumptions. 
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5. Assumptions Made About the Future and Other Major Sources of Estimation Uncertainty 
The preparation of financial statements requires management to make judgements, estimates and 
assumptions that affect the amounts reported for assets and liabilities at the balance sheet date and 
the amounts reported for the revenues and expenses during the year. Estimates and assumptions are 
made taking into account historical experience, current trends and other relevant factors. However, 
the nature of estimation means that the actual outcomes could differ from the assumptions and 
estimates. 
 
The items in the net assets statement at 31 March 2020 for which there is a significant risk 
of material adjustment in the forthcoming financial year are as follows: 
 

Item Uncertainties Effect if actual results differ from 
assumptions 

 
Actuarial 
Present Value 
of Promised 
Retirement 
Benefits 

 
Estimation of the net liability to pay pensions 
in the future depends on a number of 
complex judgements relating to the discount 
rate used, the rate at which salaries are 
projected to increase, changes in retirement 
ages, mortality rates and expected returns 
on pension fund assets. Hymans Robertson 
is engaged to provide the Fund with expert 
advice about the assumptions to be applied. 

 
The effects on the net pension 
liability of changes in individual 
assumptions can be measured: 
 
 - A 0.5% increase in the discount 
rate assumption would result in a 
decrease in the pension liability of 
£78m;  
 
 - A 0.3% increase in the Retail 
Price Index assumption for inflation 
impacting on both salaries and 
benefits would increase the value of 
the liabilities by £40m, and  
 
 - A 0.25% increase in the longevity 
long term rate of improvement 
would increase the deficit by £9m. 
Source: 2017 Valuation. 

Pooled 
Property Funds 
(note 14) 

Valuation techniques are used to determine 
the carrying amount of pooled property 
funds. Where possible these techniques are 
based on observable data, but where this is 
not possible management uses the best 
available data. Changes in the valuation 
assumptions used, together with significant 
changes in rental growth, vacancy levels or 
the discount rate could affect the fair value of 
property. 
Valuers have highlighted significant 
uncertainly regarding property fund 
valuations due to the Covid 19 pandemic.  
Trading on some funds was suspended due 
to the uncertainty of valuation, as such less 
weight can be attached to the previous 
market based evidence.    This has resulted 
in the valuation of pooled property funds 
being reported on the basis of material 
valuation uncertainty.        

The total pooled property 
investments in the financial 
statements are £86.7m (11% of 
fund) based on the valuations from 
the Fund Managers. There is a risk 
that this investment may be under 
or overstated in the accounts.  

 
 
6. Events After the Reporting Date     
Events after the Net Asset Statement date are those events which occur between the end of the 
reporting period and the date when the Statement of Accounts is authorised for issue. The Statement 
of Accounts is adjusted for events which provide evidence of conditions that existed at the end of the 
reporting period. The Statement of Accounts is not adjusted for events which are indicative of 
conditions which arose after the end of the reporting period. However, where such events would have 
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a material effect, a disclosure is made in the Notes to the Accounts of the nature of the event and the 
estimated financial effect. 
 
Events taking place after the date of authorisation for issue are not reflected in the Statement of 
Accounts. 
 
The audited Statement of Accounts were issued by the Head of Finance and Procurement on 22 
September 2020. Events taking place after this date are not reflected in the financial statements or 
notes. There have been no material events since the date of the Net Assets Statement which have 
required the figures in the financial statements and notes to be adjusted. 

 
7. Contributions Receivable 
 

By category 
 

2018/19  2019/20 
£000  £000 

6,095 Employees’ contributions 6,283 
 Employers’ contributions  

21,902 Employers normal contributions 22,460 
85 Employers deficit recovery contributions 17 

2,014 Employers augmentation contributions 1,605 
24,001  24,082 
30,096 Total 30,365 

 
By authority 

 
2018/19  2019/20 

£000  £000 
26,617 Dumfries and Galloway Council 26,848 
2,087 Scheduled Bodies 2,252 
1,392 Admitted Bodies 1,265 

30,096 Total 30,365 
 
The employers augmentation contributions relate to Strain on the Fund payments made by employers 
to cover costs of early retirements. 

 
 
8. Transfers In From Other Pension Funds 
The total transfers received during the year are as follows: 
 

2018/19  2019/20 
£000  £000 

1,731 Individual transfers 423 
 

 
 
9. Benefits Payable 
 

By Category 
 

2018/19  2019/20 
£000  £000 

25,189 Pensions 26,532 
6,858 Commutation and lump sum retirement benefits 4,902 

411 Lump sum death benefits 801 
32,458 Total 32,235 
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By authority 

 
2018/19  2019/20 

£000  £000 
27,761 Dumfries and Galloway Council 28,188 
2,988 Scheduled Bodies 2,334 
1,709 Admitted Bodies 1,713 

32,458 Total 32,235 
 

 
 
10. Payments To And On Account of Leavers 
 

2018/19  2019/20 
£000  £000 

59 Refunds to members leaving service 52 
70 Payment for members joining state scheme 2 

3,801 Individual transfers 1,596 
3,930 Total 1,650 

 
At the year-end there are potential liabilities in respect of employees from Visit Scotland transferring 
to Lothian Pension Fund.  Work is currently on-going with the actuaries to finalise a transfer value.  
(There were no potential liabilities in 2018/19 in respect of individuals transferring out of the Fund 
upon whom the Fund is awaiting final decisions.) 
 

 
 
11. Management Expenses 
 

2018/19  2019/20 
£000  £000 

 Administrative costs  
257 • Central administration charge 290 
120 • System costs 148 
75 • Other expenses 19 

452  457 
 Investment management expenses  

45 • External management fees - invoiced 156 
2,264 • External management fees – deducted from 

capital 
1,847 

1 • Custody fees 0 
2,310  2,003 

 Oversight and governance costs  
49 • Central administration charge 55 

3 • Actuarial fees 14 
53 • Investment consultancy fees 28 
14 • Performance measurement 13 
25 • External Audit fees 26 

8 • Other expenses 4 
152  140 

2,914 Total 2,600 
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12. Investment Income 
 

2018/19  2019/20 
£000  £000 

4,090 Pooled property investments 4,267 
1,972 Pooled investments – unit trusts and other managed funds 1,024 

(9) Interest on cash deposits 48 
0 Other (including cost of foreign exchange) 0 

6,053 Total 5,339 
 

 
 
13. External Auditors Remuneration 
In 2019/20 the agreed audit fee for the year was £25,610. There were no other fees during 2019/20 
paid to Grant Thornton, the Pension Fund’s auditor. 
 

 
14. Investments 
 

2018/19  2019/20 
£000  £000 

 Investment assets  
669,519 Pooled investments  592,514 
87,252 Pooled property investments 86,721 

139,416 Diversified growth 141,047 
0 Cash deposits 0 

1,187 Investment income due 947 
0 Amounts receivable for sales 0 

897,374 Total investment assets 821,229 
 Investment liabilities  

0 Amounts payable for purchases 0 
0 Total investment liabilities 0 

897,374 Net investment assets 821,229 
 
14(a). Reconciliation of Movements in Investments 
 

 Market 
value at 1 
April 2019 

Purchases 
during the 

year 

Sales 
during 

the year 

Change in 
market value 

during the 
year 

Market  
value at 

31 March 
2020 

 £000 £000 £000 £000 £000 
Pooled investments 669,519 354,565 (377,140) (54,430) 592,514 
Pooled property investments 87,252 3,337 0 (3,868) 86,721 
Diversified growth 139,416 15,193 0 (13,562) 141,047 
 896,187 373,095 (377,140) (71,860) 820,282 
Other investment balances:      
Cash deposits 0    0 
Amounts receivable for sale of 
investments 

 
0 

   
0 

Investment income due 1,187    947 
Amounts payable for purchase 
of investments 

 
0 

   
0 

Net investment assets 897,374    821,229 
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 Market 
value at 1 
April 2018 

Purchases 
during the 

year 

Sales 
during 

the year 

Change in 
market value 

during the 
year 

Market  
value at 

31 March 
2019 

 £000 £000 £000 £000 £000 
Pooled investments 694,380 38,700 (102,699) 39,138 669,519 
Pooled property investments 82,789 3,178 0 1,285 87,252 
Diversified growth 76,961 60,074 0 2,381 139,416 
 854,130 101,952 (102,699) 42,804 896,187 
Other investment balances:      
Cash deposits 185    0 
Amounts receivable for sale of 
investments 

 
0 

   
0 

Investment income due 1,658    1,187 
Amounts payable for purchase 
of investments 

 
0 

   
0 

Net investment assets 855,973    897,374 
 
 
14(b). Analysis Of Investments 
 

2018/19  2019/20 
£000  £000 

 Pooled funds – additional analysis  
 UK  

117,611 Fixed income unit trusts 146,749 
189,194 Unit trusts 134,492 

 Overseas  
17,315 Fixed income 16,991 

345,399 Unit trusts 294,282 
669,519  592,514 

   
87,252 Pooled property investments 86,721 

139,416 Diversified growth 141,047 
226,668  227,768 

0 Cash deposits 0 
1,187 Investment income due 947 

0 Amounts receivable for sales 0 
897,374 Total investment assets 821,229 

   
 Investment liabilities  

0 Amounts payable for purchases 0 
0 Total investment liabilities 0 

897,374 Net investment assets 821,229 
 
 
14(c). Investments Analysed By Fund Manager  
 

Market Value 
31 March 2019 

 Market Value 
 31 March 2020 

£000 %  £000 % 
 507,629  56.6 Legal & General Investment Management 590,052 71.8% 
 162,208  18.1 Franklin Templeton Institutional 0 0.0% 
 139,456  15.5 Baillie Gifford 141,100 17.2% 

416  0.0 RREEF 409 0.0% 
31,207  3.5 Lothbury Investment Management 30,992 3.8% 
30,649  3.4 Columbia Threadneedle Asset Management 30,624 3.7% 
 25,809  2.9 BlackRock Investment Management (UK) 28,052 3.5% 

897,374   821,229  
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The Fund holds the following investments in pooled funds which are in excess of 5% of the total value 
of the net assets of the Fund. 
 

Market Value 
31 March 2019 

Security Market Value 
 31 March 2020 

£000 %  £000 % 
189,194 21.1 Legal & General - UK Equity Index 134,492 16.3% 
183,508 20.4 Legal & General - All World Equity Index 150,823 18.3% 
87,111 9.7 Legal & General - UK Corporate Bond Index 87,729 12.0% 

0 0 Legal & General - RAFI 143,457 17.4% 
161,891 18.0 Franklin Templeton - Templeton Growth Fund – I(acc) 0 0.0% 
139,416 15.5 Baillie Gifford – Diversified Growth Fund 141,047 17.2% 

 
 

 
15.Fair Value 
15(a). Basis of Valuation 
The basis of the valuation of each class of investment asset is set out below. There has been no 
change in the valuation techniques used during the year. All assets have been valued using fair value 
techniques which represent the highest and best price available at the reporting date. 
 

Description of 
asset 

Valuation 
hierarchy 

Basis of valuation Observable and 
unobservable 
inputs 

Key sensitivities 
affecting the 
valuations provided 

Market quoted 
investments 
 

Level 1 
 

Published bid 
market price ruling 
on the final day of 
the accounting 
period 
 

Not required 
 

Not required 
 

Quoted bonds 
 

Level 1 
 

Fixed interest 
securities are 
valued at a market 
value based on 
current yields 
 

Not required 
 

Not required 
 

Pooled 
investments – 
overseas unit 
trusts and 
property funds 
 

Level 2 
 

Closing bid price 
where bid and offer 
prices are 
published. Closing 
single price where 
single price 
published. 
 

Net Asset Value 
(NAV) based 
pricing set on a 
forward pricing 
basis 
 

Not required 
 

Pooled 
investments – 
closed 
property funds 

Level 3 Valued at year end 
in accordance with 
the RICS Valuation 
Standards 
 

Existing lease 
terms and rentals. 
Independent 
market research  

Significant changes in 
the rental growth, 
vacancy levels, 
general changes in 
the market conditions 
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Sensitivity of assets valued at level 3 
 
Having considered historical data and current market trends, and consulted with investment 
managers, the fund has determined that the valuation methods described above are likely to be 
accurate within the following ranges, and has set out below the consequent potential impact on the 
closing value of investments held at 31 March 2020. 
 

 Assessed valuation 
range (+/-) 

Value at 
31 March 2020 

Value on 
increase 

Value on 
decrease 

 % £000 £000 £000 
Closed property funds 5% 409 429 389 

 
15(b). Valuation Of Financial Instruments Carried at Fair Value 
The valuation of financial instruments has been classified into three levels, according to the quality 
and reliability of information used to determine fair values. 
 
Level 1 
Financial instruments at Level 1 are those where the fair values are derived from unadjusted quoted 
prices in active markets for identical assets or liabilities. Products classed as level 1 comprise quoted 
equities, quoted fixed securities, quoted index linked securities and unit trusts. 
 
Listed investments are shown at bid prices. The bid value of the investment is based on the bid 
market quotation of the relevant stock exchange. 
 
Level 2 
Financial instruments at Level 2 are those where quoted market prices are not available; for example, 
where an instrument is traded in a market that is not considered to be active, or where valuation 
techniques are used to determine fair value and where these techniques use inputs that are based 
significantly on observable market data. 
 
Level 3 
Financial instruments at Level 3 are those where at least one input that could have a significant effect 
on the instrument’s valuation is not based on observable market data. Such instruments would 
include unquoted equity investments and hedge fund of funds, which are valued using various 
valuation techniques that require significant judgement in determining appropriate assumptions. 
Assurances over the valuation are gained from the independent audit of the value. 
 
The following table provides an analysis of the financial assets and liabilities of the pension fund 
grouped into Levels 1 to 3, based on the level at which the fair value is observable. 
 

 Quoted 
Market 
Price 

Using 
Observable 

Inputs 

With 
Significant 

Unobservable 
Inputs 

 

Values at 31 March 2020 Level 1 Level 2 Level 3 Total 
 £000 £000 £000 £000 
Financial assets at fair value through 
profit and loss 

    

Pooled Fixed income 146,749   146,749 
 Unit trusts 134,492   134,492 
 Overseas fixed income  16,991  16,991 
 Overseas unit trusts  294,282  294,282 
 Property  86,312 409 86,721 
 Diversified Growth  141,047  141,047 
Total financial assets 281,241 538,632 409 820,282 
      
Financial liabilities at fair value through 
profit and loss 0 0 0 0 
Net investment assets 281,241 538,632 409 820,282 
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 Quoted 
Market 
Price 

Using 
Observable 

Inputs 

With 
Significant 

Unobservable 
Inputs 

 

Values at 31 March 2019 Level 1 Level 2 Level 3 Total 
 £000 £000 £000 £000 
Financial assets at fair value through 
profit and loss 

    
 

Pooled Fixed income 117,611   117,611 
 Unit trusts 189,194   189,194 
 Overseas fixed income  17,315  17,315 
 Overseas unit trusts  345,399  345,399 
 Property  86,836 416 87,252 
 Diversified Growth  139,416  139,416 
Total financial assets 306,805 588,966 416 896,187 
      
Financial liabilities at fair value through 
profit and loss 

 
0 

 
0 

 
0 

 
0 

Net investment assets 306,805 588,966 416 896,187 
 
15(c). Reconciliation Of Fair Value Measurements Within Level 3 
 

 Market 
value at 1 
April 2019 

Purchases 
during the 
year 

Sales 
during 
the year 

Change in 
market value 
during the 
year 

Market  
value at 
31 March 
2020 

 £000 £000 £000 £000 £000 
Pooled Property 416 0 0 (7) 409 

 
 

 
16. Financial Instruments 
16(a). Classification Of Financial Instruments 
Accounting policies describe how different asset classes of financial instruments are measured, and 
how income and expenses, including fair value gains and losses, are recognised. The following table 
analysis the carrying amounts of financial assets and liabilities (excluding cash) by category and Net 
Asset Statement heading. No financial assets were reclassified during the accounting period. 
 
Fair 
Value 
through 
Profit 
and Loss 

Loans and 
receivables 

Financial 
liabilities 
at 
amortised 
cost 

 Fair 
Value 
through 
Profit 
and Loss 

Loans and 
receivables 

Financial 
liabilities at 
amortised 
cost 

31 March 2019  31 March 2020 
£000 £000 £000  £000 £000 £000 

   Financial assets    
669,519   Pooled investments 592,514   

 
87,252 

  Pooled property 
investments 86,721 

  

139,416   Diversified growth fund 141,047   
 659  Cash  5,341  
 

1,187 
  Other investment 

balances 947 
  

 1,095  Debtors  218  
897,374 1,754 0  821,229 5,559 0 

   Financial liabilities    
   

0 
Other investment 
balances 

  0 

  (1,389) Creditors   (1,267) 
0 0 (1,389)  0 0 (1,267) 

897,374 1,754 (1,389)  821,229 5,559 (1,267) 
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16(b). Net Gains and Losses On Financial Instruments 
 

2018/19  2019/20 
£000  £000 

 Financial assets  
42,804 Fair value through profit and loss (71,860) 

0 Loans and receivables 0 
 Financial liabilities  

0 Fair value through profit and loss 0 
0 Loans and receivables 0 

42,804 Total (71,860) 
                     

 
 
17. Nature and Extent of Risks Arising From Financial Instruments Risk and Risk Management 
 
The Fund’s primary long-term risk is that the Fund’s assets will fall short of its liabilities (i.e. promised 
benefits payable to members). Therefore the aim of investment risk management is to minimise the 
risk of an overall reduction in the value of the Fund and to maximise the opportunity for gains across 
the whole Fund portfolio. The Fund achieves this through asset diversification to reduce exposure to 
market risk (price risk, currency risk and interest rate risk) and credit risk to an acceptable level. In 
addition, the Fund manages its liquidity risk to ensure there is sufficient liquidity to meet the Fund’s 
forecast cash flows. The Council manages these investment risks as part of its overall pension fund 
risk management programme. 
 
Responsibility for managing the Fund’s risk rests with the Pension Fund Sub Committee. Risk 
management policies are established to identify and analyse the risks faced by the Council’s pension 
operations. Policies are reviewed to reflect changes in activity and in market conditions.  
 
(a) Market Risk 
Market risk is the risk of loss from fluctuations in equity and commodity prices, interest and foreign 
exchange rates and credit spreads. The Fund is exposed to market risk from its investment activities, 
particularly through its equity holdings. The level of risk exposure depends on market conditions, 
expectations of future price and yield movements and the asset mix.  
 
The objective of the Fund’s risk management strategy is to identify, manage and control market risk 
exposure within acceptable parameters, whilst optimising the return on risk.  
 
In general, excessive volatility in market risk is managed through the diversification of the portfolio in 
terms of geographical and industry sectors and individual securities. To mitigate market risk, the 
Council and its Investment Consultants undertake appropriate monitoring of market conditions and 
benchmark analysis. 
 
The fund manages these risks in two ways: 

• the exposure of the fund to market risk is monitored through a factor risk analysis, to 
ensure that risk remains within tolerable levels; 

• specific risk exposure is limited by applying risk-weighted maximum exposures to 
individual investments. 

 
Equity futures contracts and exchange traded option contracts on individual securities may also be 
used to manage market risk on equity investments although none were held at 31 March 2020. It is 
also possible for over-the-counter equity derivative contracts to be used in exceptional 
circumstances to manage specific aspects of market risk. Again none were held at 31 March 2020. 
 
Other Price Risk 
Other price risk represents the risk that the value of a financial instrument will fluctuate as a result of 
changes in market prices (other than those arising from interest rate risk or foreign exchange risk), 
whether those changes are caused by factors specific to the individual instrument or its issuer or 
factors affecting all such instruments in the market. 
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The Fund is exposed to share price risk, arising from investments held by the Fund for which the 
future price is uncertain. All securities investments present a risk of loss of capital. Except for shares 
sold short, the maximum risk resulting from financial instruments is determined by the fair value of 
the financial instruments. Possible losses from shares sold short are unlimited. 
 
The Fund’s investment managers mitigate this price risk through diversification and the selection of 
securities and other financial instruments is monitored by the Council to ensure it is within limits 
specified in the Fund investment strategy. 
 
Other Price Risk – Sensitivity Analysis 
Following analysis of historical data and expected investment return movement during the financial 
year, in consultation with the Fund’s investment manages and advisors, the Council has determined 
that the following movements are reasonably possible for the 2019/20 reporting period. 
 

Asset Type Potential Market Movements (+/-) 
 2018/19 2019/20 
 % % 
UK fixed income unit trusts 7.6 8.83 
Overseas fixed income unit trusts 11.6 12.49 
UK pooled funds 14.0 12.46 
Overseas pooled funds 9.8 11.50 
Pooled property investments 5.0 5.00 
Diversified growth 10.0 10.00 
Cash 0.0 0.0 

 
The potential price changes disclosed above are broadly consistent with a one standard deviation 
movement in the value of the assets. Had the market price of the Fund investments 
increased/decreased in line with the above, the change in the net assets available to pay benefits in 
the market price could have been as follows: (the prior year comparator is shown below). 
 

 Value as at    
31 March 2020 

Potential 
Market 

Movement 

Value on 
Increase 

Value on 
Decrease 

 £000 £000 £000 £000 
Cash and cash equivalents 5,341  5,341 5,341 
Investment portfolio assets:     
UK fixed income unit trusts 146,749 12,958 159,707 133,791 
Overseas fixed income unit trusts 16,991 2,122 19,113 14,869 
UK pooled funds 134,492 16,758 151,250 117,734 
Overseas pooled funds 294,282 33,842 328,124 260,440 
Pooled property investments 86,721 4,336 91,057 82,385 
Diversified growth 141,047 14,105 155,152 126,942 
Investment Income due 947 0 947 947 
Total 826,570 84,121 910,691 742,449 

 
 Value as at    

31 March 2019 
Potential 
Market 

Movement 

Value on 
Increase 

Value on 
Decrease 

 £000 £000 £000 £000 
Cash and cash equivalents 659 0 659 659 
Investment portfolio assets:     
UK fixed income unit trusts 117,611 8,974 126,585 108,637 
Overseas fixed income unit trusts 17,315 2,009 19,324 15,306 
UK pooled funds 189,194 26,487 215,681 162,707 
Overseas pooled funds 345,399 33,884 379,283 311,515 
Pooled property investments 87,252 4,363 91,615 82,889 
Diversified growth 139,416 13,942 153,358 125,474 
Investment Income due 1,187 0 1,187 1,187 
Amounts receivable for sales 0 0 0 0 
Amounts payable for purchases 0 0 0 0 
Total 898,033 89,659 987,692 808,374 
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Interest Rate Risk 
The Fund invests in financial assets for the primary purpose of obtaining a return on investments. 
These investments are subject to interest rate risks, which represent the risk that the fair value or 
future cash flows of a financial instrument will fluctuate because of changes in market interest rates. 
The Fund’s interest rate risk is routinely monitored by the Council and its Investment Consultants, 
including monitoring the exposure to interest rates and assessment of actual interest rates against 
the relevant benchmarks. 
The Fund’s direct exposure to interest rate movements is set out below. These disclosures present 
interest rate risk based on the underlying financial assets at fair value: 
 
Interest Rate Risk – Sensitivity Analysis 
The Council recognises that interest rates can vary and can affect both income to the Fund and the 
value of the net assets available to pay benefits. A 1% movement in interest rates is consistent with 
the level of sensitivity applied as part of the Fund’s risk management strategy. 
 
The analysis that follows assumes that all other variables, in particular exchange rates, remain 
constant, and shows the effect in the year on the net assets available to pay benefits of a +/- 1% 
change in interest rates:  
 

Assets Exposed To 
Interest Rate Risk 

Value as at    
31 March 

2020 

Potential 
Movement On 1% 

Change In Interest 
Rates 

Value on 
Increase 

Value on 
Decrease 

             £000                        £000          £000         £000 
Cash balances 5,341 0 5,341 5,341 
Fixed income securities 146,749 1,467 148,216 145,282 
Total 152,090 1,467 153,557 150,623 

 
Assets Exposed To 
Interest Rate Risk 

Value as at    
31 March 

2019 

Potential 
Movement On 1% 
Change In Interest 

Rates 

Value on 
Increase 

Value on 
Decrease 

 £000 £000 £000 £000 
Cash and cash equivalents     
Cash balances 659 0 659 659 
Fixed income securities 117,611 1,176 118,787 116,435 
Total 118,270 1,176 119,446 117,094 

 
A 1% increase in interest rates will not affect the interest received on fixed interest assets but will 
reduce their fair value, and vice versa. Changes in interest rates do not impact on the value of cash 
and cash equivalent balances but they will affect the interest received on those balances. A 1% 
increase in interest rates will increase the interest income received on those balances by £53,410. 
 
Changes to both the fair value of assets and the income received from investments impact on the net 
assets available to pay benefits. 
 
Currency Risk 
Currency risk represents the risk that the fair value of future cash flows of a financial instrument will 
fluctuate because of changes in foreign exchange rates. The Fund is exposed to currency risk on 
financial instruments that are denominated in any currency other than the functional currency of the 
Fund (£UK). The fund holds monetary assets denominated in currencies other than £UK. 
 
The fund’s currency rate risk is routinely monitored by the Council and its investment advisors in 
accordance with the funds risk management strategy, including monitoring the range of exposure to 
currency fluctuations. 
 
Currency Risk – Sensitivity Analysis 
Following analysis of historical data in consultation with the Fund’s investment managers, the 
Council considers the likely volatility associated with foreign exchange rate movements to be 10.9% 
for bonds and equities, as measured by one standard deviation (10.9% in 2018/19). This analysis 
assumes that all other variables, in particular interest rates, remain constant. 
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A 10.9% strengthening/weakening of the pound against the various currencies in which the Fund 
holds bond and equity investments would increase/decrease the value of net assets as follows: 
 
 

 Value as at    
31 March 2020 

Potential 
Market 

Movement 

Value on 
Increase 

Value on 
Decrease 

 £000 £000 £000 £000 
Overseas fixed income unit trusts 16,991 1,852 18,843 15,139 
Overseas unit trusts 294,282 32,077 326,359 262,205 
Total change in assets available 
to pay benefits 311,273 33,929 345,202 277,344 

 
 Value as at    

31 March 2019 
Potential 
Market 

Movement 

Value on 
Increase 

Value on 
Decrease 

 £000 £000 £000 £000 
Overseas quoted securities 0 0 0 0 
Overseas fixed income unit trusts 17,315 1,887 19,202 15,428 
Overseas unit trusts 345,399 37,648 383,047 307,751 
Total change in assets available 
to pay benefits 

 
362,714 

 
39,535 

 
402,249 

 
323,179 

 
b) Credit Risk 
Credit risk represents the risk that the counterparty to a transaction or a financial instrument will fail 
to discharge an obligation and cause the Fund to incur a financial loss. The market values of 
investments generally reflect an assessment of credit in their pricing and consequently the risk of 
loss is implicitly provided for in the carrying value of the Fund’s financial assets and liabilities. 
 
In essence the Fund’s entire investment portfolio is exposed to some form of credit risk. However the 
selection of high quality counterparties, brokers and financial institutions minimises credit risk that 
may occur through the failure to settle a transaction in a timely manner. 
 
Deposits are not made with banks and financial institutions unless they are rated independently and 
meet the Council’s criteria. Although none of the investment managers of the Pension Fund have a 
mandate to specifically manage cash the fixed interest manager will occasionally place funds on 
deposit. The Fund’s surplus cash from scheme member’s contributions is managed by the Council’s 
treasury management section. 
 
The Fund believes it has managed its exposure to credit risk, and the Fund has had no experience of 
default or uncollectable deposits over the past five financial years. The Fund’s cash holding under its 
treasury management arrangements at 31 March 2020, including current account cash, was    
£5.341 Million (31 March 2019: £0.659 Million).  
 

Balances as at 
31 March 2019 

Summary Rating Balances as at 
31 March 2020 

£000   £000 
 Bank current accounts   

659 Bank of Scotland A+ 5,341 
659 Total  5,341 

 
 
c) Liquidity Risk 
Liquidity risk represents the risk that the Fund will not be able to meet its financial obligations as they 
fall due. The Council therefore takes steps to ensure that the Pension Fund has adequate cash 
resources to meet its commitments. This will particularly be the case for cash to meet the pensioner 
payroll costs, and cash to meet investments. 
 
The Council has immediate access to its Pension Fund cash holdings. 
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The Fund defines liquid assets as assets that can be converted to cash within three months. Illiquid 
assets are those assets which will take longer than three months to convert in to cash. As at 31 
March 2020, the Fund’s only illiquid assets under this definition are some of the Pooled Property 
Investments and the SAIF fund, with a value of £2.869 Million, or 0.35% of the total fund assets. (31 
March 2019, £0.416Million, or 0.05% of the total fund assets). 
 
All financial liabilities at 31 March 2020 are due within one year. 
 
 
d) Refinancing risk 
The key risk is that the Council will be bound to replenish a significant proportion of its Pension Fund 
financial instruments at a time of unfavourable interest rates. The Council does not have any 
financial instruments that have a refinancing risk as part of its investment strategies. 
 

 
 
18. Funding Arrangements 
In line with the Local Government Pension Scheme Regulations 2018, the Pension Fund’s actuary 
undertakes a funding valuation every three years for the purpose of setting employer contribution 
rates for the forthcoming triennial period. The last finalised valuation took place as at 31 March 2017.  
 
The funding policy is set out in the Dumfries and Galloway Council Funding Strategy Statement 
(FSS), effective from 1 April 2018 (see page 27).  
 
The key elements of the funding policy are:  

• to ensure the long-term solvency of the Fund, using a prudent long term view.  This will 
ensure that sufficient funds are available to meet all members’/dependants’ benefits as 
they fall due for payment; 

• to ensure that employer contribution rates are reasonably stable where appropriate; 
• to minimise the long-term cash contributions which employers need to pay to the Fund, 

by recognising the link between assets and liabilities and adopting an investment 
strategy which balances risk and return (NB this will also minimise the costs to be borne 
by Council Tax payers); 

• to reflect the different characteristics of different employers in determining contribution 
rates.  This involves the Fund having a clear and transparent funding strategy to 
demonstrate how each employer can best meet its own liabilities over future years; and 

• to use reasonable measures to reduce the risk to other employers and ultimately to the 
Council Tax payer from an employer defaulting on its pension obligations. 

 
Results from the 31 March 2017 valuation showed that the Pension Fund’s assets were valued at 
£837 Million (2014 valuation: £635 Million). This was sufficient to meet 92% (88% at 31 March 2014 
valuation) of the £913 Million liabilities (i.e. the present value of promised retirement benefits) accrued 
up to that date (2014 valuation: £719 Million). The resulting deficit at the 2017 valuation was £76 
Million (2014 valuation: £84 Million). 
 
The long-term employers’ contribution rate was estimated on an individual employer basis with the 
exception of Visit Scotland  and The Crichton Trust who were pooled together with Dumfries and 
Galloway Council. Individual employer deficit payments where required were set with the aim of 
bringing their funding level back up to 100% over a fifteen year period. This period was reduced for 
some closed employers where the period was limited to the average working lifetime of employees or 
the outstanding contract term where applicable. In order to achieve some stability in contributions a 
stabilisation rule is in operation and the actuary agreed to a limited contribution rate increases or 
decreases for the next three year period. From the 31 March 2014 valuation the deficit adjustment 
percentage payment was replaced by a monetary payment in order to reduce the risk of falling payroll 
numbers. Employers’ contribution rates for 2017/18 and for the three years to March 2021 resulting 
from the 2017 valuation are as shown in the following table: 
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  Employer contribution rates 

Employer Year to 
March 2018 

Year to 
March 2019 

Year to 
March 2020 

Year to 
March 2021 

     
Dumfries & Galloway Council Pool 19.5% + 

£1,776k 
21.3% + 
£164k 

21.3% + 
£169k 

21.3% + 
£175k 

     
Dumfries & Galloway College 22.4% -  

£25k 
21.2% 21.2% 21.2% 

     
Scottish Police Service 19.5% +  

£13k 
21.7% 21.7% 21.7% 

     
Scottish Police Authority 18.6% +  

£238k 
21.7% 21.7% 21.7% 

     
Scottish Fire & Rescue 18.7% +  

£87k 
22.7% +  

£17k 
22.7% +  

£17k 
22.7% +  

£18k 
     
Dumfries & Galloway Housing 
Partnership 

22.8% 24.5% 24.5% 24.5% 

     
Community Integrated Care 25.6% +  

£83k 
38.9% 38.9% 38.9% 

     
Shanks plc (ceased scheme 
membership 10/11/2018) 

26.3% +   
£8k 

31.7% + 
£15k 

31.7% +  
£15k 

n/a 

     
Amey plc 18.0 % 30.1 % 30.1 % 30.1 % 
     
Lovell plc 21.4% 21.4% 21.4% 21.4% 
     
Scottish Agricultural College 
(Barony College) 

22.3% +  
£32k 

27.9% 27.9% 27.9% 

 
The method of calculating the employers’ contribution rate is known as the “projected unit method”. 
This method aims to calculate the amount of money to be invested which, together with income and 
growth in accumulating assets, would be sufficient to make the required payments throughout the 
lifetime of existing members, pensioners and their dependants. If there continues to be a steady flow 
of new entrants to the Fund, and the assumptions made in the valuation are borne out, this method 
results in a stable, long term contribution rate over time. 
 
For employers who have closed the scheme to new employees the “attained age” method of 
valuation is used. This method takes into account the fact that they are no longer admitting new 
entrants when calculating the long term contribution rate, the adjustment for past service remaining 
the same. 
 
Financial assumptions. 
The principal assumptions used in the 2017 valuation were as follows: 
 

 
 
Financial Assumptions 

31 March 2017 
% per annum % per annum 

Nominal Real 
Discount rate 3.5 1.1 
Pay increases 3.2 0.8 
Price inflation / pension increases 2.4 0.0 

 
Demographic assumptions. 
The key demographic assumption was the allowance made for longevity. The baseline longevity 
assumptions adopted at this valuation were based on the fund’s VitaCurves. These base tables are 
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then projected using the CMI 2016 Model, allowing for a long term rate of improvement of 1.25% pa. 
Assumed life expectancy from age 65 is as follows:  
 

Mortality assumption at age 65 Males Females 
Retiring today 21.8 years 24.3 years 
Retiring in 20 years 23.0 years 26.2 years 

 
Commutation assumptions 
It is assumed that future retirees will take 50% of the maximum additional tax-free lump sum up to 
HMRC limits for pre April 2009 service and 75% of the maximum for post April 2009 service. 
 
50:50 option 
It is assumed that 1% of active members (evenly distributed across the age, service and salary range) 
will take up the 50:50 option in the LGPS 2015 scheme. 
 

 
 
19. Actuarial Present Value of Promised Retirement Benefits 
In addition to the triennial funding valuation, the Pension Fund’s actuary also undertakes a valuation 
of the Pension Fund liabilities, on an IAS19 basis, every year using the same base data as the 
funding valuation rolled forward to the current financial year, taking account of changes in 
membership numbers and updating assumptions to the current year. This valuation is not carried out 
on the same basis as that used for setting Fund employer contribution rates and the Fund Account 
does not take account of liabilities to pay pensions and other benefits in the future. 
 
In order to assess the value of the benefits on this basis, the actuary has updated the actuarial 
assumptions (set out below) from those used for funding purposes (see Note 18). The actuary has 
also used ill health and death benefits in line with IAS19. 
 

31 March 2019  31 March 2020 
£m  £m 

(1,246) Present value of promised retirement benefits (1,107) 
898 Fair value of scheme assets (bid value) 826 

(348) Net liability (281) 
 
As noted above, the liabilities above are calculated on an IAS19 basis and therefore will differ from 
the results of the 2017 triennial funding valuation (see note 18) because IAS19 stipulates a discount 
rate rather than a rate which reflects market rates. 
 
Assumptions used 
 

 2018/19 2019/20 
% % 

Inflation / pension increase rate assumption 2.5 1.9 
Salary increase rate 3.3 2.6 
Discount rate 2.4 2.3 

 
 

 
20. Current Assets 
 

31 March 2019  31 March 2020 
£000  £000 

 Debtors  
37 • Contributions due – employees 31 

136 • Contributions due – employers 132 
922 • Sundry debtors 55 

1,095  218 
659 Cash balances 5,341 

1,754  5,559 
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Analysis of debtors 
 

31 March 2019  31 March 2020 
£000  £000 

885 Other local authorities 0 
173 Public corporations and trading funds 163 
37 Other entities and individuals 55 

1,095  218 
 

 
 
21. Current Liabilities 
 

31 March 2019  31 March 2020 
£000  £000 

412 Sundry creditors 1,104 
977 Benefits payable 163 

1,389  1,267 
 
Analysis of creditors 
 

31 March 2019  31 March 2020 
£000  £000 

0 Central government bodies 757 
0 Other local authorities 0 

1,389 Other entities and individuals 510 
1,389  1,267 

 
 

 
22. Additional Voluntary Contributions 
 

Market Value  Market Value 
31 March 2019  31 March 2020 

£000  £000 
572 Standard Life 510 
58 Aegon (Scottish Equitable) 56 

630  566 
 
AVC contributions of £42K were paid directly to Standard Life during the year (2018/19, £10K) 
and £0.0k paid directly to Aegon during the year (2018/19, £0.4k).  
 

 
23. Agency Services 
The Dumfries and Galloway Council Pension Fund pays discretionary awards to the former 
employees of Dumfries and Galloway Council as well as other employers within the scheme. The 
amounts paid are not included within the Fund Account but are provided as a service and fully 
reclaimed from the employer bodies. Sums paid are as follows: 
 

2018/19  2019/20 
£000  £000 

2,460 Dumfries and Galloway Council 2,576 
116 Other employers 116 

2,576  2,692 
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24. Related Party Transactions 
Dumfries and Galloway Council 
The Dumfries and Galloway Council Pension Fund is administered by Dumfries and Galloway 
Council. Consequently there is a strong relationship between the Council and the Pension Fund.  
 
The Pension Fund was charged £344k (£306k in 2018/19) by Dumfries and Galloway Council for 
expenses incurred in administering the Pension Fund. The Council is also the largest single 
employer of members of the pension fund and contributed £21.302 Million to the fund in 2019/20 
(2018/19 £21.231 Million).  The Pension Fund also leant the Council £3 Million from 28 June 2019 to 
1 July 2019 for cash flow purposes.  This was repaid in full with interest of 0.65%.  Following 
consideration at Pension Sub Committee on 20 February 2020 the committee agreed that 
transactions of this nature should not be permitted going forward and the Statement of Investment 
Principles has been updated accordingly.   
 
Governance 
All 10 members of the Pension Sub Committee were active members of the Pension Fund as at 31 
March 2020. 
 

 
 
25. Key Management Personnel  
The key management personnel of the fund is the Dumfries and Galloway Council Head of Finance 
and Procurement. No direct costs are payable by the fund, instead an element of the remuneration 
and pension benefit identified in the Senior Employee tables within the accounts of Dumfries and 
Galloway Council is recharged to the fund. 
 

2018/19  2019/20 
£000  £000 
5.0 Recharge in respect of key management personnel 5.0 

 
 

 
26. Contingent Assets 
3 of the admitted body employers in the Pension Fund hold an insurance bond to guard against 
the possibility of being unable to meet their pension obligations. These bonds are drawn in favour 
of the Pension Fund and payment will only be triggered in the event of employer default. 
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Dumfries and Galloway Council Pension Fund (“the Fund”) 
Actuarial Statement for 2019/20 
 
This statement has been prepared in accordance with Regulation 55(1)(d) of the Local Government 
Pension Scheme (Scotland) Regulations 2018.  It has been prepared at the request of the 
Administering Authority of the Fund for the purpose of complying with the aforementioned regulation.  
 
Description of Funding Policy 
The funding policy is set out in the Administering Authority’s Funding Strategy (FSS), reviewed as part 
of the 2017 valuation.  In summary, the key funding principles are as follows: 
• to ensure the long-term solvency of the Fund, using a prudent long term view.  This will ensure that 

sufficient funds are available to meet all members’/dependants’ benefits as they fall due for 
payment; 

• to ensure that employer contribution rates are reasonably stable where appropriate; 
• to minimise the long-term cash contributions which employers need to pay to the Fund, by 

recognising the link between assets and liabilities and adopting an investment strategy which 
balances risk and return; 

• to reflect the different characteristics of different employers in determining contribution rates.  This 
involves the Fund having a clear and transparent funding strategy to demonstrate how each 
employer can best meet its own liabilities over future years; and 

• to use reasonable measures to reduce the risk to other employers and ultimately to the Council 
Tax payer from an employer defaulting on its pension obligations. 

 
The FSS sets out how the Administering Authority seeks to balance the conflicting aims of securing 
the solvency of the Fund and keeping employer contributions stable.  For employers whose covenant 
was considered by the Administering Authority to be sufficiently strong, contributions have been 
stabilised to return their portion of the Fund to full funding over 15 years if the valuation assumptions 
are borne out.  Asset-liability modelling has been carried out which demonstrates that if these 
contribution rates are paid and future contribution changes are constrained as set out in the FSS, 
there is around a 66% chance that the Fund will return to full funding over 15 years. 
 
Funding Position as at the last formal funding valuation 
The most recent actuarial valuation carried out under Regulation 60 of the Local Government Pension 
Scheme (Scotland) Regulations 2014 was as at 31 March 2017. This valuation revealed that the 
Fund’s assets, which at 31 March 2017 were valued at £837 million, were sufficient to meet 92% of 
the liabilities (i.e. the present value of promised retirement benefits) accrued up to that date. The 
resulting deficit at the 2017 valuation was £76 million. 
 
Each employer had contribution requirements set at the valuation, with the aim of achieving full 
funding within a time horizon and probability measure as per the FSS. Individual employers’ 
contributions for the period 1 April 2018 to 31 March 2021 were set in accordance with the Fund’s 
funding policy as set out in its FSS.   
 
Principal Actuarial Assumptions and Method used to value the liabilities 
Full details of the methods and assumptions used are described in the 2017 valuation report. 
 
Method 
The liabilities were assessed using an accrued benefits method which takes into account pensionable 
membership up to the valuation date, and makes an allowance for expected future salary growth and 
inflation to retirement or expected earlier date of leaving pensionable membership. 
 
Assumptions 
A market-related approach was taken to valuing the liabilities, for consistency with the valuation of the 
Fund assets at their market value.  
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The key financial assumptions adopted for the 2017 valuation were as follows: 

Financial assumptions 
31 March 2017 

(% p.a.) 
Discount rate 3.5% 
Salary increase assumption 3.2% 
Benefit increase assumption (CPI) 2.4% 

 
The key demographic assumption was the allowance made for longevity. The life expectancy 
assumption was based on the Fund's Vita Curves alongside future improvements based on the CMI 
2016 model with an allowance for smoothing of recent mortality experience and a long term rate of 
improvement of 1.25% p.a.  Based on these assumptions, the average future life expectancies at age 
65 are as follows: 
  

 Males Females 
Current Pensioners  21.8 years  24.3 years 
Future Pensioners*  23.0 years  26.2 years 

*Currently aged 45 
 
Copies of the 2017 valuation report and Funding Strategy Statement are available on request from 
the Administering Authority to the Fund.  
 
Experience over the period since 31 March 2017 
Markets were disrupted by COVID 19 which resulted in difficult market conditions towards the end of 
the 2019/20 financial year.  As a result, the funding level of the Fun as at 31 March 2020 has reduced 
versus that reported at the previous formal valuation.   
 
 
 
Richard Warden FFA  
For and on behalf of Hymans Robertson LLP 
 
5 June 2020 
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