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What is a valuation?



What is an actuarial valuation?

Assess

Set

financial
health
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‘past service’
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Calculated by the Actuary: | I Surplus/Shortfall

Assets

Market value

from Fund Use Fund specific data
accounts Make assumptions about
the future
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Contributions

Employer contributions
to meet cost of new
benefits “primary rate”

+/—

Employer contributions
to eliminate surplus/
shortfall “secondary

contributions”
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Valuing the liabilities
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Sample fund, accrued liabilities only

Valuation assumptions are Fund-specific
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Setting the assumptions



Assumptions

Financial %
assumptions
Admin

Discount Inflation Salary

rate (expected increases expenses
return on assets)

Demographic @
assumptions
Longevity Retirement Options Family

(age, health) (Commutation, details
withdrawal)
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Setting the discount rate — secure long term bodies

» Expected returns based on your investment strategy

» Risk based - level of prudence - “probability of funding
success”

Sensitivity to discount rate

Discount Cost now of paying £100 in 5

4.95% £38 (10% lower) %

4.45% £42

3.95% £46 (10% higher)

Discount rate

Supported by Aon’s Capital Market Assumptions
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Setting the discount rate — different categories of employer

= Different employers have different characteristics

= Ongoing orphan funding target adopted for admission bodies with no subsumption
commitment (to be phased in)

Stronger Strength of funding target Weaker

secure scheduled

Lower risk approach for
admission bodies with no
subsumption commitment

) ) Institute ®
Proprietary & Confidential | 22 January 2020 QAS and Faculty
of Actuaries

Aon Hewitt Limited is authorised and regulated by the Financial Conduct Authority. Quality Assurance Scheme 9 Empower Results®




Setting the longevity assumption

There are two parts to the longevity assumption

Current rates of mortality
Base table “Scaling factor” applied to standard mortality tables

Future How the current mortality will change in future years

improve- CMI publishes standard improvements for the short term. An
ments assumption is also needed for the long term rate of improvement
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Longevity — base table

Longevity analysis using
Demographic Horizons ™

Scheme member data (all members)

Demographic Horizons
(2 million data points)

Raw Demographic Fund deaths
Horizons mortality (experience
assumptions data)
(tailored to Fund
population)

Weighting
(depending on
Size of dataset

of deaths

experience)

Demographic
Horizons based

mortality
assumptions for
Fund

Analysis carried out on data to 31 March 2018
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Longevity - historical national male mortality improvements

Log standardised mortality rates E&W male
(males aged 50 to 89 inclusive)

Trend 1975-2000

-300%
(1.8% per year)
Trend 1961-75
o (0.7% per year)
=
w
8 Jargon
-350% . .
Standardised mortality rate means average
mortality (as if we had the same age distribution as
the 2013 European Standard Population from age 50 Trend 2000-11
to 89)
0
Plotting log rates means that growth trends become (3-1 /o per year)
straight lines and are easier to spot
-400%
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005
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Estimated Trend
2011-2018
(0.8% per year)

2010 2015
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Assumptions

Financial %
assumptions
Admin

Discount Inflation Salary

rate (expected increases expenses
return on assets)

Demographic @
assumptions
Longevity Retirement Options Family

(age, health) (Commutation, details
withdrawal)
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Funding strategy and uncertainties
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Funding strategy

Funding strategy varies between funds, and between employers within a fund.

©
8
S
=

Funding target

Long term funding of the liabilities

Recovery/spreading period
May depend on covenant of employer, terms of participation, etc.

Security

Guarantees, bonds

Pooling
Approach to pooling, risks shared

Smoothing mechanisms
For example stepping up of contributions

Documented in Funding Strategy Statement
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Uncertainties at the 2019 valuation — benefit improvements

= Package of benefit improvements agreed.
Cost = Average cost to employers 0.9% pay.
management » Process paused due to McCloud/Sargeant

» McCloud and Sargeant (Judges / Firefighters) cases deemed
the transitional protections were age discrimination
McCloud /

» In LGPS, transitional protections are in the form of an
underpin

» Government confirmed in July 2019 that they will make
changes to all public sector schemes

= Advice from MHCLG / SAB that allowance must be made at

the 2019 valuation
. Institute ®
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Timescales
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Timeline

Valuation date
Effective date of the
valuation calculations.

Initial results
Provision of initial results

Committee Meeting

Presentation of initial results

and draft Funding Strategy
Statement.

Calculation of employer rates.
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Communication with
employers

Employer contribution rates
from April 2020 agreed.

Funding Strategy Statement
Consultation on the Funding Strategy
Statement.

Final version to be signed off before
valuation report signed.
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Section 13 report
Following valuation,
information provided to
Government Actuary’s
Department.

New contribution rates
commence

Valuation report and Rates and
Adjustments Certificate to be
signed by this date.

New employer contributions start
from 1 April 2020.
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Questions?
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Aon Hewitt Limited

Aon Hewitt Limited is authorised and regulated by the Financial Conduct Authority.
Registered in England & Wales No. 4396810

Registered office:

The Aon Centre | The Leadenhall Building | 122 Leadenhall Street | London | EC3V 4AN

To protect the confidential and proprietary information included in this material, it may not be disclosed or
provided to any third parties without the prior written consent of Aon Hewitt Limited.

Aon Hewitt Limited does not accept or assume any responsibility for any consequences arising from any person,
other than the intended recipient, using or relying on this material.

Copyright © 2020 Aon Hewitt Limited. All rights reserved.
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