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LGPS accounting 
Welcome to our first 2020 LGPS accounting bulletin 
for universities. Isio is a new consultancy firm born 
from KPMG’s market leading pensions function.  
Our DNA means we have a deep understanding of 
pension scheme accounting, both from an actuarial 
and accountancy perspective.  We have a particular 
expertise supporting organisations with LGPS 
obligations.  We hope you find this paper helpful and 
we’d be more than happy to share a virtual coffee with 
you to talk through the detail.

Governance 
Auditor focus on FRS102 pension disclosures is likely to be as 
high as ever - driven by its significance to most universities, 
the inherent risks of operating defined benefit obligations, and 
increased attention from the FRC. Good planning will be key.

Outcome 
Markets are volatile but early indications, based on our sample 
Post 92 university are that the balance sheet deficit might expect 
to increase by c.35% (based on market conditions at 31 May 
2020).  The position will vary from university to university.

Process 
There is not a “one size fits all” approach to setting actuarial 
assumptions for FRS102 purposes.  The observable range 
between the different actuaries creates materially different 
outcomes for most universities. 

Key points



Since the FRC published its audit quality review into defined benefit 
pensions in July 2018 there has been an increase in audit scrutiny around 
defined pension disclosures.  University management teams should plan 
for auditors to ask more questions and probe harder on management 
decisions – after all that is their job!   

For many universities pension obligations comprise a significant share 
of balance sheet obligation.  There is also an increasing divergence 
between the liability presented in balance sheets and cash put aside to 
fund obligations – this points to greater reliance being placed on LGPS 
asset returns to fund obligations.  It would represent good governance to 
consider the long-term risks associated with this funding approach.

Other areas we expect to get raised within the audit process include the 
robustness of calculating employers assets share, confidence around data 
records, treatment of McCloud, process for setting CPI assumptions (see 
“inflation” section overleaf).  Getting a grip on these issues early will be key 
to a smooth audit process.

Governance

How Isio can help

Isio can support universities in the following areas:

• Provide detailed projections for 31 July 2020 year ends 
and 2020 / 21 fiscal periods

• Test standard assumptions to see what flex may be 
available and how this impacts outcomes

• Provide management teams with the knowledge to liaise 
and challenge both LGPS actuaries and auditors with 
confidence

• Comment on the wider implications for LGPS pension 
risk within the organisation to include within audit 
committee reports

https://www.frc.org.uk/getattachment/4fbf1bb2-930b-4032-a5be-b93aa84f06f0/Audit-of-defined-benefit-pension-obligations_v4.pdf
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Significant asset falls for most LGPS funds combined with falling discount 
rates are likely to have increased balance sheet exposure and increased I&E 
costs for most universities – for example, our sample LGPS scheme shows 
a c.35% increase in balance sheet deficit at 31 May 2020 - note that the 
position is volatile and will depend on specific situations.

The chart below shows how the balance sheet position has evolved over 
the year for a typical university.  The last 10-months have been dominated 
by geo-political events which have understandably impacted markets and 
created big swings in LGPS FRS102 positions.

Changes to inflation measures

Inflation has previously been relatively benign – it was easy to estimate 
from market data and central banks had plenty of leverage to control it.  
Following recent announcements by the UK Statistics Authority and the 
Treasury, this paradigm may be changing.  Inflation is a headwind that 
could fan the flames for CPI-linked benefits like those in the LGPS.

Of specific concern for this years FRS102 process is how CPI is measured 
as the future relationship between CPI and RPI now has a political 
dimension overlaying a statistical one – this, amongst other things, makes 
estimating CPI more challenging than before.  

CPI is a key assumption for determining LGPS obligations and 
management teams should be confident that their assumption for CPI          
is appropriate.

Note: Isio estimate of an illustrative LGPS pension scheme. Update to market conditions at 31 May 2020. 
Based on 80%/20% growth / matching asset allocation. CPI assumption reduced from RPI less 1.0% to 
RPI less 0.6% during year.
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Range of net discount rates at 31 July 2019

Process
The responsibility for setting FRS102 assumptions rests with universities, 
but only a small proportion (less than 5%) adopt assumptions different to 
those first suggested by the LGPS actuaries.  The standard approaches 
from the main LGPS Actuaries can give significantly different liability 
valuations, whilst all remaining acceptable – for example, for our sample 
LGPS scheme the deficit outcome could differ by c.£25m between 
actuarial approaches.

Further suitable assumptions could be available outside of these standard 
approaches.  Your overall approach to pensions accounting assumptions 
should be driven by your wider accounting policies rather than the house 
view of the LGPS actuary.
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There is not a “one size fits 
all” approach to setting 
actuarial assumptions for 
FRS102 purposes.

Note: 31 July 2019 market conditions. Isio and other actuaries’ standard assumptions 
appropriate for a scheme with 20 year duration. Market range indicative based on previous 
ranges (not based on sample data), 



Contact

If you are interested in establishing 
a small retainer arrangement to 
support with the process then 
please contact: 

The information contained herein is of a general nature and is not intended 
to address the circumstances of any particular individual or entity. Although 
we endeavour to provide accurate and timely information, there can be no 
guarantee that such information is accurate as of the date it is received 
or that it will continue to be accurate in the future. No one should act on 
such information without appropriate professional advice after a thorough 
examination of the particular situation. June 2020
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