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What 1s Section 13?

Under Section 13 of the Public Service Pensions Act the Ministry of
Housing, Communities and Local Government (“MHCLG”)
appointed the Government Actuary’s Department (GAD) to carry
out a review of the LGPS local funding valuations. We previously
submitted data and information regarding the 2022 valuation on the
Fund’s behalf to GAD and they used this data, along with data from
the other LGPS Funds to carry out their analysis.

GAD published their report on the 2022 valuations on 14 August
2024.

The full report can be found at:

https://www.gov.uk/government/publications/lgps-ew-review-of-the-
actuarial-valuations-of-funds-as-at-31-march-2022

What does the Section 13 report cover?

This GAD analysis is very analytical and presents various metrics in a “like-for-like”
fashion so that reasonable comparisons can be made between LGPS funds. Section 13
requires GAD to ascertain whether each local fund valuation has achieved the following
aims:

* The valuation complies with the LGPS regulations.

In assessing compliance, GAD has focussed on Regulation 62 covering mainly the
valuation report and employer contribution rate setting and has not considered other
elements of the valuation process, including the compliance of the Funding Strategy
Statement.

* The valuation has been carried out in a way which is not inconsistent with other
local fund valuations.

* The valuation has set employer rates that ensure the solvency and the long-term
cost efficiency of the fund.

For solvency GAD focuses on whether the assets held, together with employers’
contributions are sufficient to target 100% funding over an appropriate period.

For long-term cost efficiency GAD also considers issues of inter-generational fairness in
employer contribution rates, ensuring that employers pay a fair amount to cover
benefits earned during the current period of participation.
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What did GAD report for all LGPS Funds to consider?

Consistency Climate risk

GAD recognised the improved presentational consistency in the 2022 valuations, GAD recognised the significant progress made by funds and actuarial

and that the continued use of the section 13 dashboard (first introduced for the advisers in the presentation of climate risk analysis as part of the

2019 valuations) greatly aids stakeholders’ understanding. 2022 fund valuations. They recommended that work continues to refine
their Climate Change Principles Document in advance of the 2025 fund

GAD noted concern around the continued lack of evidential consistency since valuations.

the previous review at 2019. Whilst GAD appreciate that specific fund circumstances

may merit the use of different actuarial assumptions, they believe that these

differences may lead to different outcomes, for example different contribution rates. com P liance
Wherever possible, GAD believe in the importance of information being presented in

away that facilitates comparisons. The valuations were considered compliant with the relevant Regulations.

GAD made two formal recommendations in this area for the Scheme Advisory Board
to consider:

* Whether greater consistency could and should be achieved to allow easier
comparison between funds and better understanding of risks, and

« whether guidance would be helpful to support greater consistency on
emerging issues
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What did GAD report for all LGPS Funds to consider?

Flags Solvency

To assess solvency and long-term cost efficiency GAD On solvency GAD reported:
designed a number of metrics and raised flags against these
metrics against specific funds to highlight areas where risk
may be present, or further investigation is required, using a
red/amber/green/white rating approach.

* In aggregate, the funding position of the LGPS has improved since 31 March 2019; and the
scheme appears to be in a strong financial position.

+ Total assets have grown in market value from £290bn to £366bn

» Total liabilities disclosed in the 2022 local valuation reports amounted to £344bn.

|l Red = Material issue _ :
* The aggregate funding level of the LGPS on prudent local bases has improved from 98%

Amber = Potential material issue (in 2019) to 106% (at 2022) due in large part to strong asset returns over the 3-year period
to 31 March 2022.

Hg White = Advisory highlighting a general issue
* The size of funds has grown significantly over the three years to 31 March 2022 relative to

|l Green = No material issues the size of the underlying authorities. This means that funds in deficit were more likely to
trigger GAD’s asset shock measure, where there is a risk of a large changes in contribution
rates following a sustained reduction in the value of return-seeking assets. GAD raised

hite fl inst i ted f :
The Teesside Pension Fund received all green flags for both white flags against impacted funds

Solvency and Long-Term Cost Efficiency. Given the strong position, no red or amber flags were raised in the LGPS for solvency
concerns.
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What did GAD report for all LGPS Funds to consider?

Long-term Cost Efficiency

In assessing long-term cost efficiency, GAD focussed mainly on Funds’
contribution levels, deficit recovery plans and on ensuring that Funds
maintained a deficit recovery plan from one valuation to the next.

GAD raised amber flags against three funds:

* For two funds, GAD were concerned about their deficit recovery
periods. GAD estimated that current contribution rates will not be
sufficient to reach full funding on a best estimate basis within the
deficit recovery period used at the valuation.

* For one further fund, GAD were concerned that employer
contribution rates were decreasing (reducing the burden on current
taxpayers) at the same time as the deficit recovery is being extended
further into the future (increasing the burden on future taxpayers).

As in their 2019 valuation report, GAD recommended that (where
deficits exist) funds should be able to demonstrate that deficit recovery
plans are a continuation of the previous plan. Given the strong funding
positions across the LGPS, GAD further recommended that the
Scheme Advisory Board consider the approach to surpluses in
their review of the Funding Strategy Statement (FSS) guidance.

Hymans Robertson comments

On consistency recommendations:

“We have commented to GAD that it would be helpful to understand in which elements of a
valuation they believe there could be greater consistency. There are legitimate reasons
why LGPS funds may have differing views and circumstances regarding elements such as
methodology, prudence and assumptions, and a one size fits all consistent approach
would not be appropriate.

We are supportive of anything that helps awareness around emerging risks and offers
ideas about how these risks can be assessed, understood and reported on. However,
given such risks are emerging and typically uncertain, we believe that it is beneficial for the
LGPS if funds are free to proportionately explore a variety of managing, measuring and
mitigation options to avoid ‘group think’ and systemic risk.

On long-term cost efficiency recommendations:

We are supportive of the recommendation that additional guidance be provided to support
funds in balancing considerations when in surplus positions, so long as it does not
constrain individual funding strategy decisions.

We remain unconvinced that continuing the same plan (which GAD interpret to mean
recovering a deficit by a fixed end point) is appropriate for LGPS employers that are
expected to participate for the long term. It also ignores that there is no single ‘deficit
recovery’ for the fund, it is in effect the sum/average of all the employers’ own funding
strategies
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Summary Metrics for Teesside Pension Fund

10

Funding Level

The funding level calculated using the SAB “best
estimate” basis. This facilitates like for like comparison
but is not suitable for funding purposes

Required Return

The required investment return rate to achieve full
funding in 20 years’ time on the standardised best
estimate basis

Return Scope

The required investment return rate as calculated in

required return, compared with the fund’s expected best
estimate future returns assuming current asset mix is
maintained. The more positive the return scope is, the
more prudent the funding plan is.

m Teesside Pension Fund Rank out of 87 Funds

Funding Level
Required return

Return Scope
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125% 25th
3.7% 70th
1.4% 49th
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SO Ive n Cy 2022 Funding Levels Local funding basis — ranked
13 out of 86* LGPS funds
oo SAB standard basis — ranked
160% 25 out of 86* LGPS funds
140% [ J
[ J ® [ ]
120% ° ® ° o ° o ®

B ® o © ®
@
_______ - -2 ___ 2% _ -
100% o o @ ® °

80%
60%
40%
20%
0%

e(\& 3 (\Q'\ & S & 3 1 .\\0° r§\ s ‘@_Q é\ N B

& . S €

< N S ¥ RS O & QS N
« &9 &\\Q o 6@ 00@ & e@@ (\o{x'bqu)x @e SN & 8 erz, @(\é@ é\a@ 6@)\ @g@« & & F o é}é% é@ J;\d‘b% .
& < R & & X & & © R & & © S
O&"’ NS LV ORS &
& &e& O@b vz?‘e& 0?\0 <°
& S
° &\@Q \z(b@ €
Funding Level on SAB Standardised Basis . . .
g . 2022 funding level @® 2022 SAB funding level = «= 2022 LGPS average funding level

The funding level calculated using the SAB “best

estimate” basis facilitates like for like comparison but is
not suitable for funding purposes With a high funding level ranking, it is unsurprising that Teesside Pension Fund received no

flags for solvency concerns.
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Long-term cost efficiency

Comparing Contributions and Funding Level

SAB relative funding level vs Employer contribution rate This chart shows the contributions paid by each Fund
- against their relative funding level. Each dot represents a
Acn fund.
soss | - London Borough of Bamett Waddingham « Everything else being equal you would expect lower
A Waltham Forest Pension Hymans Robertson funding levels (left hand side) to correspond to higher
£ * Mercer contribution rates.
&
g % « GAD has raised amber flags against the two funds
E A indicated as it considers that the estimated that current
@ oyal County of L] . . . ..
E oo Berksh'i:re I:;ension . ® contribution rates will not be sufficient to reach full
2 - . . Jo . funding on a best estimate basis within the deficit
§ o recovery period used at the valuation.
2 ¢ ! : . . :
g 15% ¢ « This analysis is limited as it doesn’t allow for different
i investment strategies or lump sum payments made
0% outside of the regular contributions certified.
-40% -30% -20% -10% 0% 10% 20%

» Teesside Pension Fund is indicated. Despite having
one of the lowest contribution rate levels at 14.8% of
pay, no flags were raised against the Fund for
long-term cost efficiency concerns.

Funding level relative to overall average at 31 Mar 2022 (SAB basis)

12  Reproduced from GAD’s Section 13 report published 14 August 2024 4 @, D HYMANS 'tl: ROBERTSON
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Thank you

This Powerpoint presentation contains confidential information belonging to Hymans Robertson LLP (HR).
HR are the owner or the licensee of all intellectual property rights in the Powerpoint presentation. All such
rights are reserved. The material and charts included herewith are provided as background information for
illustration purposes only. This Powerpoint presentation is not a definitive analysis of the subjects covered
and should not be regarded as a substitute for specific advice in relation to the matters addressed. It is not
advice and should not be relied upon. This Powerpoint presentation should not be released or otherwise

disclosed to any third party without prior consent from HR. HR accept no liability for errors or omissions or

reliance upon any statement or opinion herein.
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