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1. Purpose of Report

1.1 This purpose of this report is to advise the Committee and Board of the funding 
position of the Falkirk Council Pension Fund as at 31 October 2018. 

2. Recommendation

2.1 The Committee and Board are asked to note the funding position as at 31 
October 2018. 

3. Background

3.1 The funding position is established every three years as part of the formal 
valuation process, however, in the interests of good governance, it is revisited 
several times during the valuation cycle.   

3.2 The funding position describes the extent to which the Fund’s liabilities are 
matched by its assets.  Assets are the investments held by the Fund, whilst 
liabilities are the benefits promised to members. A funding level of less than 100% 
means that assets are less than liabilities and there is a funding deficit.  Where the 
level exceeds 100%, assets are greater than liabilities and a funding surplus 
exists.   

3.3 The Fund’s strategy is to target a funding level of 100% and to repair any deficit 
position over a period of 20 years.    

3.4 Assets are calculated at their market value, whilst liabilities are assessed as the 
amount of money that the Fund needs to hold now in order to pay all the benefits 
that members have built up so far.  

3.5 The value placed on the liabilities is highly dependent on the discount rate used in 
the calculation.  To illustrate the way in which the discount rate works, if the Fund 
needs to pay out £1000 in the future, it does not need to hold £1000 now, as it 
would expect to earn a return on its capital. The discount rate is therefore the rate 
of return that the Fund could expect to earn on its investments.  



 
 
3.6 The discount rate is usually set as the return on government bonds (i.e. gilts) plus 

an outperformance assumption to reflect a Fund’s exposure to assets (i.e. equities) 
that are expected to deliver a return in excess of gilts. 

 
3.7. For the Falkirk Fund, it was agreed at the 2017 valuation that the discount rate 

should be the return on gilts plus 1.8%.   
 
3.8 The funding position as at 31 October, 2018 has been estimated by the Fund’s 

Actuary, Hymans Robertson, taking account of cash flows and investment returns 
arising since the 2017 valuation.  The Hymans report is attached as an appendix to 
this paper.     

 
3.9 Catherine McFadyen from Hymans Robertson is attending the meeting and will be 

able to provide further comment as required.   
 
 
4. Funding Update 
 
4.1 The updated funding position is set out below, together with the position at the 

2014 and 2017 valuations:   
  

 Valuation  
at  

31/03/2014 

Valuation 
at  

31/03/2017 

Estimate 
at  

31/10/2018 
Fund Assets £1,577m £2.219m £2,420m 
Fund Liabilities £1,860m £2,403m  £2,566m 
Surplus/ (Deficit) (£283m)   (£184m)  (£146m) 
Discount Rate Gilts+1.6% Gilts+1.8% Gilts+1.8% 
Funding Level 85% 92%  94% 

 
4.2 The update shows that the funding level has risen from 92% at the 2017 valuation 

to 94% at October, 2018.  The main factors contributing towards the improved 
position have been the better than expected returns on assets (compared to the 
valuation assumption) and the upward movement in gilt yields.  

 
4.3 The chart on Page 3 of the Hymans report shows that the funding level has been 

variable in the period since the 2017 valuation moving between funding levels of 
90% and even reaching 100% prior to the market downturn in October, 2018.  The 
volatility is not unexpected, however, given the proportion of the Fund’s assets 
allocated to equities.  

 
4.4 The sensitivity chart at the foot of Page 4 of the Hymans report shows that a further 

modest rise in gilt yields – which may be likely given the direction of US interest 
rates and the uncertainties around the UK’s Brexit arrangements – would move the 
Fund closer its 100% funding target.      

 
4.5 The improved funding position is one of a number of factors that have been taken 

into account in the review of investment strategy which is being considered in a 
separate paper on today’s agenda.  

 



5. Implications

Financial

5.1 There are no immediate financial implications associated with this report. However, 
the funding level is a relevant factor in both the setting of employer contribution 
rates and investment strategy. 

Resources 

5.2 No additional resources are required by virtue of this report. 

Legal 

5.3  No legal issues are raised by this report. 

Risk 

5.4 Ongoing monitoring of the funding level is part of the Fund’s overall risk framework 
and demonstrates good governance on the part of Committee and Board.   

Equalities 

5.5 No equalities issues are raised by this report. 

Sustainability/Environmental Impact 

5.6 No sustainability/environmental issues are raised by this report, 

6. Conclusion

6.1 The funding level has improved from a level of 92% at the 2017 valuation to 94% 
at the end of October, 2018.  The funding position has been taken into account in 
formulating the proposed investment strategy for the Fund.  

____________________________________________ 
Director of Corporate & Housing Services 

Author: Alastair McGirr, Pensions Manager 
01324 506333  alastair.mcgirr@falkirk.gov.uk 

Date: 27 November, 2018  

Appendix - Hymans Robertson – Funding Update as at 31 October 2018 

List of Background Papers - None 

mailto:alastair.mcgirr@falkirk.gov.uk


Falkirk Council Pension Fund
Funding and risk report as at 31 October 2018 
_____ 

Summary 

This funding update is provided to illustrate the estimated development of the funding position from 31 March 2017 to 

31 October 2018, for the Falkirk Council Pension Fund (“the Fund”).  It is addressed to Falkirk Council in its capacity 

as the Administering Authority of the Fund and has been prepared in my capacity as your actuarial adviser. 

At the last formal valuation the Fund assets were £2,219m and the liabilities were £2,403m.  This represents a deficit 

of £184m and equates to a funding level of 92%. Since the valuation the funding level has increased by c2.3% to 

94.3% as detailed in the table above. 

This report has been produced exclusively for the Administering Authority.  This report must not be copied to any third 

party without our prior written consent. 

Should you have any queries please contact the team. 

Douglas Green  FFA 
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Reliances and limitations 
This report was commissioned by and is addressed to Falkirk Council in their capacity as the Administering Authority and is provided to assist in 

monitoring certain funding and investment metrics. It should not be used for any other purpose. It should not be released or otherwise disclosed to any 

third party except as required by law or with our prior written consent, in which case it should be released in its entirety. Decisions should not be taken 

based on the information herein without written advice from your consultant. Neither I nor Hymans Robertson LLP accept any liability to any other 

party unless we have expressly accepted such liability in writing. 

The method and assumptions used to calculate the updated funding position are consistent with those disclosed in the documents associated with the 

last formal actuarial valuation, although the financial assumptions have been updated to reflect known changes in market conditions. The calculations 

contain approximations and the accuracy of this type of funding update declines with time from the valuation; differences between the position shown in 

this report and the position which a new valuation would show can be significant. It is not possible to assess its accuracy without carrying out a full 

actuarial valuation. This update complies with Technical Actuarial Standard 100. 
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