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Bulletin 4
Assumptions at 2020
and update
In our fourth bulletin, we reflect on the
assumptions observed at 31 July 2020 and
what to expect ahead of 31 July 2021.
Our previous bulletins can
be found here

2020 assumptions and 2021 update

Bulletin 1

There are a range of acceptable approaches to setting
assumptions and audit firms will normally consider that range
within their review process.  

Bulletin 2
Bulletin 3

The four firms providing actuarial services to LGPS funds use
different approaches to setting actuarial assumptions. This
means different universities with similar underlying obligations
could be reporting very different relative deficits.
For a university with around £250m of LGPS assets, we
estimate that the range of acceptable outcomes for liability
values could be as much as £60m to £100m depending on audit
committee views.

Experience since 31 July 2020			
At halfway through your financial year, we see that FRS
LGPS balance
sheet position
deficits have remained
broadly unchanged
since 31 July
2020. The chart below tracks the position for a typical Post
92 University.  
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Post 92 university

£m

450

400
350

150

300
250

100

200
150

Liabilities - range

y2
02
1
nu
ar

31

31

O

31

Liabilities - range

© Isio Group Limited/Isio Services Limited 2021. All rights reserved

Ja

Ju
ly

ct
ob
er

20
20

20
20

il 2
02
0
Ap
r
30

31

Ja

nu
ar

y2
02
0

100

Liabilities

Liabilities

Assets

Assets

Document Classification: Confidential

Source: Isio analysis
© Isio Group Limited/Isio Services Limited 2021. All rights reserved

                    

Document classification: Public  | 2

Range of assumptions seen at 31 July 2020
Higher liability Lower liability

The approach for setting
accounting assumptions is
under the control of each
individual University

Discount rate		

1.4% p.a.

  1.6% p.a.		

RPI inflation		

2.3% p.a.

  2.0% p.a.

   23.9 years

   23.2 years

Life expectancy		
(male turning 65 in
20 years)

Emerging issues for 2021 accounting
GMP equalisation #2
On 20 November 2020, the high court issued its second ruling
on GMP equalisation, dealing with the need to equalise past
transfer values. For most UK schemes the impact of this ruling
will be far smaller than the initial GMP equalisation ruling.
Historic transfer value volumes from LGPS have typically been
lower than most UK schemes; for many University schemes this
ruling would not result in a material impact on its own.
As most Universities report under FRS 102 rather than IAS19
or FRS 101 there is no need to remeasure the Income &
Expenditure statement on pensions if a special event occurs,
but you should confirm this point with your auditor.
Changes to RPI and CPI indexation
Proposed changes to the future of RPI and CPI have made the
outlook for UK inflation more ambiguous than in previous years.
These added complexities are making it more challenging to
set assumptions. This is a particularly important assumption for
LGPS as many liabilities are CPI linked.
On 25 November the Chancellor provided his response to the
consultation on the Retail Prices Index reform, confirming no
changes until 2030 and no compensation for holders of indexlinked gilts. The Chancellors announcement did not result in a
significant impact on market implied inflation, suggesting the
outcome was largely in line with market expectations.
Overall, we expect the approach to setting inflation
assumptions before 2030 is largely the same as pre-reform.
After 2030 there is potential to include an inflation risk premium
and a small difference between RPI & CPI with justification for
the approach.

Inflation Risk Premium 0.00% – 0.30% p.a.    0.00% – 0.30% p.a.
Difference between
RPI & CPI

0.80% to 1.10% p.a.     0.00% – 0.20% p.a.

If you’d like to discuss your year-end accounting process
and assumptions, please get in touch with the Isio Higher
Education team.
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David Spreckley
Director					
+44 (0)7775 514 170
david.spreckley@isio.com

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.
Isio Services Limited is authorised and regulated by the
Financial Conduct Authority FRN 922376

