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CORONAVIRUS UPDATE 

1. Introduction

1.1 This report provides an update on the impacts to date on the Fund due to the 
response to the Coronavirus pandemic and the steps, where required, which will be 
taken to monitor and manage these impacts going forward. 

1.2 The report considers current and potential impacts in relation to; Benefits 
administration; Investment performance; Statement of Accounts and annual audit and 
Pension liabilities and employer funding. 

1.3 There is a further impact in relation to Fund cash flows and that is subject to a 
separate report at Item 9 on this Agenda. 

2. Recommendation

2.1 The Committee is asked to note the contents of the report and the ongoing monitoring 
arrangements. 

3. Benefits Administration

3.1 Following introduction of the UK lockdown on 23 March 2020, the Pensions team, 
along with many other Council staff, moved to working wholly from home. The team 
implemented a number of temporary changes to working practices, set out in more 
detail on the Briefing Note circulated to Committee members on the 27 April. An 
update was also provided to the Local Pensions Board on 5 May. 

3.2 Officers have been closely monitoring the impact on overall productivity of moving to a 
dispersed way of working. Overall the team has worked hard to maintain productivity 
and performance and key achievements include: 

 Annual Pensions increase for the 28,000 pensioner members was delivered on
time in April (with important input from the Council’s Transactional Service
Centre)

 Casework service levels have been maintained

 Significant reductions in deferred casework and retirement estimate backlogs

3.3 Sadly, the team has also been monitoring the number of new deaths of scheme 
members reported. The table below compares the numbers reported between January 
and May 2020 with the same months in 2018 and 2019.  

Table 1 – Comparison of notified scheme member deaths 

Year January February March April 

2018 81 67 77 62 

2019 75 69 71 79 

2020 70 78 79 110 
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3.4 Committee will note that the figures were relatively consistent with previous years until 
April 2020. The team are prioritising payments to beneficiaries and providing support 
and information to bereaved families and carers. 
 

3.5 The peak period for receipt of employer annual contributions and pensionable pay 
returns begins in May and employer returns were due in by 1 May. Annual returns are 
required from employers who have not yet on boarded to the Fund’s new Monthly 
Interfacing system of obtaining ‘per member’ data.   

 
3.6 There were 305 employers in the Fund as at 31 March 2020. Of these, 236 are 

required to provide an annual return. At the point of writing this report, some 138 
employers (82% of the employee membership) have provided their 2019-20 annual 
returns. This includes all four Local Authorities (who account for 67% of the 
membership) meaning data for the majority of members has been received. 

 
3.7 A number of employers have confirmed they are having difficulty providing returns due 

to lockdown and some have not yet responded at all.  The receipt of accurate and 
timely annual returns is a key dependency in the production of Annual Benefit 
Statements, which must be sent to employed members by 31 August each year. 

 
4. Investment Performance  

 
4.1 There has been significant coverage of the volatility in global investment markets from 

the impact of the Covid-19 pandemic.  
 

4.2 Investment Sub-Committee on 15 May 2020 received a full report on the performance 
of the Fund’s overall portfolio and the contribution of individual investment managers 
for the quarter ended 31 March 2020.  

 
4.3 There was an overall reduction of some 5% in the value of Fund assets in the quarter 

to March 2020 as summarised below.  
 

Table 2: Asset performance Quarter ended 31 March 2020 

Asset Class  Actual 
Return  

Benchmark  Relative  

 % % % 

Equities  -11.68 -16.60 +4.92 

Absolute Return  -9.11 +0.10 -9.21 

Property  -0.01 +1.59 -1.59 

Private Equity  +7.16 +0.14 +7.02 

Fixed Income  -1.78 +1.60  -3.39 

Total Fund  -5.20 -5.21 +0.01 

 
4.4 The Fund’s significant de-risking from equities undoubtedly had some protective effect 

in the quarter, alongside strong individual performance from some managers. 
Anecdotal comment suggests that the “average” LGPS fund may have seen overall 
falls in asset values closer to 14% in the same quarter.  
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4.5 The Fund is a long-term investor and no changes to the Investment Strategy 
presented to Committee in March 2020 are proposed. However, to minimise market 
volatility risk, the timing of movements into and out of asset classes to reflect the new 
strategic asset allocation will be carefully managed, with advice from Mercer and 
appointed transition managers.  
 

4.6 Committee will be aware of the considerable uncertainty remaining in global 
investment markets and the likelihood of market peaks and troughs over coming 
quarters. The broader economic and inflationary impact of the significant government 
and central bank support for their local economies through lockdown will no doubt be a 
major influence on investment conditions. The position will continue to be closely 
monitored with regular reports to Investment Sub-Committee and to this Committee as 
required.  

 
4.7 As requested by Investment Sub-Committee on 15 May, Mercer has provided their 

view (see Appendix) on the impact of the virus on various asset classes and the 
resulting considerations for the Fund's investment portfolio. 

 
5. Statement of Accounts and annual audit 

 
5.1 In response to the impact of the virus, the Government has relaxed the statutory 

deadlines for the production of local government Statement of Accounts.  
 

5.2 The deadline for production of draft accounts has moved from 31 May to 31 August 
and the deadline for audited final accounts from 31 July to 30 November.  

 
5.3 Despite this relaxation, the Pensions Finance team has produced draft accounts in line 

with the original deadline and these are included at Agenda item 4. The external audit 
will run to a later timeline, which in turn will affect the production of the Fund’s final 
accounts and Annual Report as set out in Agenda item 4.  

 
5.4 This has been a significant achievement for the team and will enable resources to be 

focussed on monitoring the virus impact on employer contribution in flows and ongoing 
workload in the coming months, including launch of the Council’s new corporate ledger 
system.   

 
6. Funding Levels and Employer Issues  

 
Funding Levels and contribution rates 
 

6.1 Committee will recall that, following the triennial valuation as at 31 March 2019, the 
Fund’s assets were sufficient to cover 97% of the Fund’s pension liabilities. Individual 
employer’s results varied reflecting their own membership profile, historic funding 
position and experience over the inter valuation period. 
 

6.2 The revised employer contribution rates from the 2019 valuation became payable from 
1 April 2020 i.e. employers are only three months into their new three year contribution 
plans. The next formal review of contributions is not due until 31 Mach 2022. 
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6.3 With the fall in asset values covered earlier in this paper and an increase in the value 
of liabilities due to a falling discount rate, it is inevitable that the Fund’s and individual 
employer’s funding positions would have fallen since 31 March 2019.  
 

6.4 For employers with a long term tenure in the LGPS and a strong financial covenant 
e.g. the Local Authorities, the Fund can (and has) taken a long term (20 year) horizon 
to setting contribution rates. For such long term, open employers there is no intention 
to review the contribution plans the Committee signed off from the 2019 valuation. 
 

6.5 There are however a group of employers with shorter tenures in the LGPS where falls 
in funding levels might have more of an impact on their contributions into the Fund. 
Specifically those that that might be exiting the Fund in the very near term e.g. a 
contractor whose contract is near its termination. A fall in funding levels could increase 
the risk of a contractor facing an exit payment to fund a deficit at the point of exit. 
 

6.6 The Fund has identified the employers who fall into this category and will work with the 
actuary to review their funding levels. A communication plan may be needed to 
engage with those employers where there is a risk of an exit payment. This 
communication plan will include engagement with the respective letting authority, who 
may have agreed pension risk sharing arrangements or are guarantors of last resort if 
the contractor cannot meet their liabilities. 
 

6.7 The Fund has developed a policy to guide its response if employers request a 
deferment of contributions. The key principles of the policy are: 
 
a. Employee contributions cannot be deferred and must be paid at the required rates 

by the due date. 
b. Employer contributions may be deferred at the absolute discretion of the 

Administering Authority.  
c. The Administering Authority may agree deferment but it will not agree to suspend 

contributions for an unlimited time. 
d. Deferment may be for up to an initial period of three months, thereafter subject to 

review. 
e. Employers have a legal duty to pay the total employer contributions due in any one 

financial year.  
 

6.8 Three employers have engaged with the Fund thus far, expressing concerns about 
contribution rates and the impact on their cash flows. At the time of writing, it is 
pleasing to report that the overwhelming majority of employers continue to pay 
contributions on time. To date, the Fund has not agreed deferment of contributions 
with any employer. Officers are monitoring employer contributions flows and will report 
to Committee should there be any worsening in the position. 
 
Employer Financial Covenant 
 

6.9 There is an additional risk of potential weakening of some employers’ financial 
covenant and hence inability to meet their pension liabilities or in extremis going into 
administration. This could be due to specific issues facing an individual employer or 
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issues in a sector particularly affected by Covid-19, for example the further/higher 
education sector. 
 

6.10 It is still relatively early days and employers will no doubt be working through how 
Covid-19 affects their own business. The Fund maintains an employer database which 
logs the security that each employer has provided flagging those higher risk employers 
where there is no security or guarantor. Fortunately, these are in the minority but the 
Fund will develop a risk based communication and engagement plan specifically to 
capture and update the impact of Covid-19 on employer covenants.  
 

6.11 Where there is sectoral risk and that risk is felt across partners in the LGPS Central 
pool, officers will liaise with our LGPS Central partners to share information and 
knowledge and where necessary jointly procure specialist advice. 
 

6.12 Any material changes to the employer risk profile and risk mitigation steps will be 
reported to this Committee at a future date. 
 
Impact on life expectancy and actuarial assumptions 
 

6.13 Pension liabilities for the Fund as a whole and for individual employers will be reduced 
if the number of scheme member deaths is greater than that assumed in the valuation 
(all things being equal). 
 

6.14 At this stage, it is not possible to forecast accurately the medium term impact of a 
higher death rate in 2020/21 on future mortality or morbidity rates. Higher death rates 
may lead to higher incidences of ill health retirements and more death-in-service 
benefit ‘strains’ (which may cause issues for small employers in particular as they are 
less able to absorb adverse experience). 
 

6.15 This may be particularly problematic for employers who might be exiting the scheme in 
the near future and face a potentially high value benefit strain cost. The Fund will 
monitor such strains and as noted earlier will develop a communication and 
engagement plan for employers that might be adversely impacted by a death in 
service or an ill health retirement.   
 

6.16 As the Fund retains the Club Vita Longevity service, officers are keeping abreast with 
the latest thinking and analysis of the impact of the Covid-19 pandemic on longevity 
and morbidity rates. 
 

6.17 Although it is too early at this stage to review the Fund’s longevity assumptions, a 
holistic review of all the key drivers of changes to longevity assumptions will certainly 
have to be undertaken and the impact on liabilities and funding plans understood in 
advance of the 2022 valuation.    
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References to Mercer shall be construed to include Mercer LLC and/or its associated companies.

© 2020 Mercer LLC. All rights reserved.

This document contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was 
provided by Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without 
Mercer’s prior written permission.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They 
are not intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets 
discussed.  Past performance does not guarantee future results. Mercer’s ratings do not constitute individualised investment advice.

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer 
has not sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information 
presented and takes no responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or 
inaccuracy in the data supplied by any third party.

This document is provided for information purposes only and does not contain regulated investment advice or legal advice in respect of 
actions you should take. No decisions should be made based on this document without obtaining prior specific, professional advice relating to 
your own circumstances. 

This document does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial 
instruments or products or constitute a solicitation on behalf of any of the investment managers, their affiliates, products or strategies that 
Mercer may evaluate or recommend.

For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer representative.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest.

Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group comparisons over a chosen 
timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all strategies available to investors.

http://www.mercer.com/conflictsofinterest
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Registered in England and Wales No. 984275 
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