Executive
summary
The Trustee has completed a valuation of the Section as at 31 December 2020. This
report sets out the approach adopted by the Trustee, the results obtained and the
actions taken in the light of those results.
The key results are as follows.

Scheme funding assessment
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£0.4m
Estimated scheme
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In funding the Section, the Trustee’s key objective is to ensure that there will be sufficient
assets to meet all benefit payments as they fall due. With this in mind, the Trustee has set a
target reserve for the Section based on a prudent estimate of the amount needed to meet
all payments in respect of the benefits earned up to the valuation date.
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I have also completed a solvency assessment of the Section. This estimates the extent to
which the Section’s assets would be sufficient to secure members’ benefits by the purchase
of insurance policies if the Section were to be wound up at the effective date of the
valuation.
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Throughout the report:
‘Scheme’ refers to The Cheviot Pension
‘Section’ refers to With Profits Section of the Cheviot Pension
‘Trustee’ refers to the board of Cheviot Trustees Limited
‘Employers’ refers to the With Profits Employers
‘2020 valuation’ refers to the actuarial valuation as at 31 December 2020
‘2017 valuation’ refers to the actuarial valuation as at 31 December 2017

Disclaimers, confidentiality and non-disclosure
This report has been commissioned by and is addressed to the Trustee of the Scheme. The intended user of this report is the Trustee and it is for their
exclusive use. Its scope and purpose is to provide the Trustee with the final results of the Section’s funding valuation as at 31 December 2020 and to satisfy
the legislative requirements of reporting and certifying the results of the valuation, and also to set out information on the levels of bonuses on with profits
funds to award. I am providing this report under the terms of our engagement and in my capacity as Scheme Actuary.
This report may not be shared with any other party without my prior written consent, except to comply with statutory requirements. No other parties other
than the Trustee may rely on or make decisions based on this document (whether they receive it with or without consent. XPS Pensions Group plc and its
subsidiaries (“XPS Pensions Group”) and any employees of XPS Pensions Group acknowledge no liability to other parties. This advice has no wider
applicability. It is not necessarily the advice that would be given to another client or third party whose objectives or requirements may be different. This
advice is up to date as at the date of writing and will not be updated unless we confirm otherwise. We retain all copyright and intellectual property rights.
This report, and the work undertaken to produce it, is compliant with Technical Actuarial Standard (TAS) 100 and TAS 300, set by the Financial Reporting
Council. No other TASs apply.
XPS Pensions Consulting Limited, Registered No. 2459442. XPS Investment Limited, Registered No. 6242672. XPS Pensions Limited, Registered No.
3842603. XPS Administration Limited, Registered No. 9428346. XPS Pensions (RL) Limited, Registered No. 5817049. Trigon Professional Services Limited,
Registered No. 12085392. All registered at: Phoenix House, 1 Station Hill, Reading, RG1 1NB. XPS Investment Limited is authorised and regulated by the
Financial Conduct Authority for investment and general insurance business (FCA Register No. 528774).

01 Introduction

Background

This report should
be made available to
the Statutory
Employers within 7
days of receipt

The Trustee has undertaken a formal valuation of the Scheme as at 31 December 2020.
I have already provided the Trustee with all of my advice in relation to the valuation,
including the results, in a number of previous reports, letters and presentations. The
purpose of this report is to set out in one place the final results of the valuation and to
satisfy the legislative requirement for reporting and certifying the results of the valuation,
within 15 months of its effective date.
The Scheme comprises the With Profits Section, Money Purchase Section and Life Cover
Section. Liabilities in the Money Purchase Section are linked to the assets held, and so have
been excluded from all asset and liability figures illustrated in this report. The Life Cover
Section provides only insured death in service benefits and has also been excluded from
this report.
The With Profits Section (the “Section”) closed to new contributions at the end of
December 2002. The Section’s benefits were reclassified as cash balance following section
29 of the Pensions Act 2011 coming into force on 24 July 2014, and the Section became
subject to the scheme specific funding requirements. The With Profits Employers (the
“Employers”), to whom the responsibility for funding the Section falls, are defined in
Schedule 1 of the Trust Deed and Rules dated 4 April 2017.
The valuation includes:


Scheme funding valuation: An assessment of the position of the Section relative to
its statutory funding objective.



Solvency valuation: An assessment of the adequacy of the Section’s assets to meet
the benefits payable in the event of winding up.



Bonus advice: An assessment of the funding position of the Section on a range of
measures to establish whether any bonuses should be declared on the with profits
benefits.

The report is addressed to the Trustee. Legislation requires the Trustee to make this report
available to those employers who were contributing to the Section when it closed on 31
December 2002 (the “Statutory Employers”) within 7 days of receipt.
The following documents are relevant to the results in this report:
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My report “Actuarial valuation as at 31 December 2020 – regulatory background
report”, provided October 2020



My note “Actuarial valuation at 31 December 2020 – method and assumptions”,
dated 1 March 2021



My report “Preliminary results of the formal valuation as at 31 December 2020”,
dated March 2021



Jonathan Punter’s report “Scheme funding report for the actuarial valuation as at
31 December 2017”, dated June 2018.
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02 Funding objectives and
assumptions
The funding objective
The Trustee’s key funding objective is to ensure that there will be sufficient and appropriate
assets to cover the value of the liabilities on the Section’s funding assumptions1.

The methodology
used in deriving the
Method and assumptions
assumptions is
described in detail in In carrying out the valuation of the Section, a number of assumptions need to be made. For
the scheme funding valuation the method and assumptions are set out in the Trustee’s
the statement of
statement of funding principles dated 18 February 2022, which has been agreed by the
funding principles,
Trustee following consultation with the Employers. The statement of funding principles is
included in Appendix E.
dated 18 February
2022
Employers’ covenant

Strong
Covenant
The Trustee has
adopted a working
assumption that the
Employers’ covenant
is strong

The Section is supported by the covenant of the Employers. Generally speaking, the
covenant is the extent of a sponsor’s obligation and financial ability to support its pension
scheme now and in the future. The sponsor’s covenant underwrites the risks to its pension
scheme.
The Trustee concluded that the Employers’ covenant is broadly unchanged since the 2017
valuation and is considered to remain strong.
In agreeing the scheme funding valuation assumptions, the Trustee took into account the
strength of the Employers’ covenant and the Section’s investment strategy.

1
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Described as “technical provisions” in legislation
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Scheme funding results

Developments since the effective date
Since the effective date of the valuation to the date of this report, financial conditions have
been volatile with significant movements in the equity and gilt markets. These movements
may have had an impact on the valuation results shown above, either positive or negative.
The Trustee has agreed that they will not explicitly take any account of any post-valuation
experience. I have therefore, as agreed, certified the schedule of contributions as at the
effective date of the valuation, which can be found in Appendix E, which shows that no
contributions are required.

Projected funding level to the next valuation
I have projected the funding position to 31 December 2023 when the next formal valuation
of the Section is due. If the assumptions set out in the statement of funding principles are
borne out over the 3-year period to the next actuarial valuation, then the ongoing funding
position, measured against the Trustee’s funding objective, is expected to remain in surplus.

Risk and prudence
Key Risks
There are a number of risks which might ultimately affect the Trustee’s ability to pay
benefits to members. Foremost among these are the risks relating to:
> Funding risks – if experience turns out to be less favourable than was assumed for the
funding assessment, for example members living longer than assumed, inflation higher
than assumed or legislation introduces unanticipated liabilities, contributions may be
required from the Employers.
> Investment risks – where future investment returns are below those assumed or there is
an asset/liability mismatch where an increase in liabilities (e.g. from decrease in bond
yields) is not matched by an increase in asset values.
> Employer covenant – the Employers may become less able or willing to support the
Section, therefore leading to a loss of long-term security.
Risk mitigation measures
The Trustee has taken a number of actions to mitigate the risks. These include:
> Funding - the assumptions used in the funding assessment have been chosen prudently,
making it less likely that experience will turn out to be worse than assumed.
> Investment - the Trustee has adopted an investment strategy where (as a proportion of
the total Section liabilities) around 100% of the interest rate and inflation risks are hedged.
> Monitoring - regular updates are received by the Trustee to keep abreast of any changes
in the Employers’ covenant and the funding position.

XPS Pensions
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Scheme funding results

Sensitivity to assumptions
To give an idea of the extent of some of the key risks, set out below is the sensitivity of the
funding position to some of the key assumptions. These show the impact on the surplus of
changing each assumption in isolation.
Please note that these calculations are approximate and intended for illustration only.
Impact of change in assumptions on surplus
Sensitivity in isolation
Funding position at 31 December 2020
Increase discount rate by 0.1% per year
Increase inflation by 0.1% per year
Longevity: reduce initial addition by 0.25% per year
Longevity: reduce long-term improvements by 0.25%
per year

Impact
£m
+0.6
-0.1
+0.4
+0.1

Surplus/(deficit)
£m
0.4
1.0
0.3
0.8
0.5

Level of prudence in the funding results
The assumptions used in calculating the scheme funding liabilities must be chosen
prudently, usually including an appropriate margin for adverse deviation.
Prudence has been allowed for by adding explicit margins to the discount rate and
mortality assumptions.
The approximate level of prudence allowed for in the scheme funding results can be seen
by comparing against liabilities calculated on the transfer value basis, the latter of which is
calculated using assumptions that are determined to be a best estimate of the future. The
liabilities on this basis are approximately £10m lower than the scheme funding liabilities.

XPS Pensions
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04 Solvency assessment

Background
I am required to assess the winding-up or “solvency” position of the Section assuming that
it ceases at the valuation date, where all benefits would be secured by the purchase of
insurance policies. This differs from the scheme funding valuation, which assumes that the
Section operates until its last member dies.

Methodology
The only accurate way to assess the true cost of winding up would be to obtain quotations
from a number of insurance companies. I have not done this, but instead have estimated
the cost using assumptions that have been derived with reference to general pricing
information received from insurers.
Clearly, this approach will not be as accurate as obtaining actual quotations, but I am
satisfied that it is sufficient for this purpose. An actual wind-up, at a different date, could
have a significantly different funding position and would depend on investment market
conditions and the terms available from insurance companies at the date of securing
benefits or obtaining a firm quotation.
The solvency valuation is also my statutory estimate of the Section as required under
section 7 of the Occupational Pension Scheme (Scheme Funding) Regulations 2005 and I
have set the assumptions for the estimate based on the principles set out above.

XPS Pensions
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05 With profits bonuses

Bonus declaration
One of the purposes of this valuation is to provide information and recommendations to
the Trustee on the level of bonuses to grant on the with profit benefits in the Section. More
details on the various types of bonus which are considered can be found in the appendix.
The following bonus recommendations based on the results in this report were agreed by
the Trustee at its meeting on 24 March 2021.
Pensioner members


No bonus should be awarded in respect of 2020

Non-pensioner members







No annual bonus should be awarded in respect of 2020
No interim annual bonus should be awarded in respect of 2021
No base bonus on any annual bonuses since 1 January 2000 should be awarded in
respect of 2020
No final bonuses should be awarded, other than the uplift on pre-88 funds
The pre-88 uplift should be maintained at 68%2
Interest for all members over normal retirement age where this is at the Trustee’s
discretion and on delayed payment of benefits should remain in line with the Bank
of England’s prevailing base rate.

The pre-88 uplift should be monitored on a monthly basis with a formal review if the
agreed trigger moves outside the tolerance range. The interest rate on late retirement and
delayed payments should be reviewed biannually. All other bonuses should continue to be
reviewed on an annual basis and should next be reviewed following the 31 December 2021
interim valuation.

Following a subsequent rise in interest rates the Trustee has since commissioned a further
full review of the pre-88 uplift at 28 February 2021. In that review I recommended the pre88 uplift was updated to 58% in line with prevailing market conditions which the Trustee
agreed. At the time of this report the pre-88 uplift remains at 58%.
2
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06 Next steps

Next steps
The signing of this document, the statement of funding principles and the schedule of
contributions concludes the valuation formalities.

Between now and the next valuation
The next valuation is due on 31 December 2023. Between now and then I will provide the
interim statutory annual reports to the Trustee, setting out how the funding position has
evolved and the key reasons for any changes, as well as quarterly funding updates.
These reports will enable the Trustee to monitor the funding of the Section.

Signature

Date
18 February 2022

Peter Black
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Name
Peter Black
Scheme Actuary

Qualification
Fellow of the Institute
and Faculty of Actuaries

Address
Tempus Court
Guildford
GU1 4SS

Employer
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Discretionary practice
There has been no recent history of discretionary increases or discretionary benefits being
awarded under the Section. In line with this past practice, I have therefore made no
allowance in the valuation for discretionary increases or benefits being granted in future.

Scheme and legislative developments since the 2017 valuation
A number of legislative developments have occurred or have been proposed since the 2017
valuation. These developments have been brought to the Trustee’s attention where
appropriate and are covered in this report where they are relevant to the valuation.

XPS Pensions
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Assets and investment strategy

Investment strategy
The Trustee’s investment strategy consists of investing approximately 45% of the assets in
return-seeking asset classes, such as equities, and approximately 55% of assets in matching
assets such as bonds. This distribution is intended to reflect the liability profile of the
Section and the Trustee will keep the division of assets under review.
Currently, an extra 10% of the assets are defensively allocated to the Investment Fund via
the “Condor” EDOS.
As part of the matching fund, the Section has liability hedging in place. This aims to ensure
that adverse movements in the Section’s liabilities due to changes in interest rates and
inflation expectations are matched by corresponding movements in the value of the
Section’s assets.
At the time of the valuation the liability hedge was swap-based and covered 100% of all
interest rate and inflation risks. The Trustee has since commissioned a review of the
investment strategy in conjunction with this valuation and has agreed to update the liability
hedge to be gilt-based, though still covering 100% of all interest rate and inflation risks.
Accordingly, the scheme funding basis agreed by the Trustee for this valuation reflected
this change in risk-free rates from swap to gilt.
The assets held at the effective date of the valuation broadly reflected the Trustee’s
investment strategy. The Section’s investment strategy is set out in the Trustee’s statement
of investment principles dated 1 October 2020.

Investment returns
The scheme funding assumptions adopted for the 2017 actuarial valuation anticipated
returns on the Section’s assets over the inter-valuation period averaging 3.1% per year.
Over the inter-valuation period, interest rates fell and so pushed up the value of the
Section’s liabilities. The Section’s assets cover 100% of interest rate and inflation risks, and
so are expected to increase to the same extent as the liabilities. In order to match this
increase the assets would have needed to return around 4.9% per year.
The actual return on the Section’s assets during the inter-valuation period was 3.7% per
year.

XPS Pensions
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Appendix E
Documents and certificates

Actuary’s certificate of the calculation of technical provisions

Name of Scheme: With Profits Section of the Cheviot Pension

Calculation of technical provisions
I certify that, in my opinion, the calculation of the Scheme’s technical provisions as at 31
December 2020 is made in accordance with regulations under section 222 of the Pensions
Act 2004. The calculation uses a method and assumptions determined by the trustee of the
scheme and set out in the statement of funding principles dated 18 February 2022.
Peter Black
……………………………………………………………………… 18 February 2022

Peter Black
Fellow of the Institute and Faculty of Actuaries
XPS Pensions
Tempus Court
Onslow Street
Guildford
GU1 4SS
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