ITEM 12

NORTH YORKSHIRE COUNTY COUNCIL
PENSION BOARD
20 APRIL 2017

2016 TRIENNIAL VALUATION

1.0 PURPOSE OF THE REPORT

1.1 To request that the Pension Board to confirm that the 2016 Valuation process has
been carried out in accordance with Regulations.

1.2 To provide an opportunity for Pension Board Members to raise any areas of
improvement for future Valuations.

2.0 BACKGROUND

2.1 The attached report (Appendix 1) was taken to the Pension Fund Committee on 23
February 2017 to provide them with an update on the Triennial Valuation. The report
also provides the background on the events to date.

2.2 At their meeting in February, PFC Members approved the Funding Strategy Statement
(FSS), attached in Appendix 2. They also delegated responsibility for approving the
schedule of contribution requirements to the Treasurer.

3.0 RECENT EVENTS

3.1 Since the meeting of the PFC in February 2017, all negotiations with employers have
concluded and the final schedule of contribution requirements has been approved by
the Treasurer.

3.2 The Actuary has also produced a final Valuation Report, attached as Appendix 3.

4.0 RECOMMENDATION

4.1 Pension Board members confirm that the 2016 Valuation process has been carried out
in accordance with regulations.

4.2 Pension Board members raise any areas for improvement for future Valuations.

BARRY KHAN

Assistant Chief Executive (Legal and Democratic Services)

County Hall

Northallerton

Background Documents: None




Appendix 1

NORTH YORKSHIRE COUNTY COUNCIL
PENSION FUND COMMITTEE
23 FEBRUARY 2017
TRIENNIAL ACTUARIAL VALUATION 2016

Report of the Treasurer

1.0

1.1

1.2

PURPOSE OF REPORT
To update Members on the progress of the 2016 Triennial Valuation.

To approve the Funding Strategy Statement.

2.0

2.1

2.2

2.3

3.0

3.1

3.2

BACKGROUND

At the PFC meeting on 15 September 2016 Members received a presentation by
the Actuary which set out the provisional results of the Valuation at the whole of
Fund level. The assumptions used in the process and potential issues for
employers, particularly around affordability, were also discussed.

This was followed by a meeting on 11 November 2016 which was attended by
representatives of the Fund’s employing bodies. This meeting received the same
presentation by the Actuary, incorporating issues raised by Members at the PFC
meeting in September.

At the PFC meeting on 24 November 2016 Members noted the updated 2016
Valuation position and agreed the flexibility options for employers, the availability of
which would be based on the specific circumstances of each employer. A timetable
for considering the Triennial Valuation results and signing off the Valuation Report
were also discussed.

CONSULTATION PROCESS

Employers were sent details of their proposed future service rate and deficit
contribution requirements as well as a draft of the Funding Strategy Statement.
Negotiations have been taking place between officers and a number of employers
on the options for flexibility based on their particular circumstances.

By the conclusion of the consultation period a number of employers had made
specific requests to use the options for flexibility and amend their contribution
requirements, especially those that have had their results calculated on an ‘orphan
basis’ for the first time. These are being discussed and agreed with the Actuary
and will be reflected in his report (see section 5 below).




4.0

41

4.2

4.3

4.4

4.5

4.6

4.7

4.8

EMPLOYER OPTIONS AND CONTRIBUTION RATES

Flexibility available to employers on their results is allowed for the purposes of
ensuring employer affordability and reducing of deficits as quickly as possible.

There has in general been a significant increase in the cost of pension benefits
calculated by the Actuary. Set against this, there has been a significant
improvement in employer funding levels since the 2013 Valuation, at least for
employers assessed on a scheduled body basis. The net effect is that on average
employers have seen increases in contribution requirements of approximately 2%.
There are however significant variations between employers, depending on their
specific circumstances.

The most significant issue, causing significant increases in rates for some
employers, was that due to the approach taken by the new actuary which was
approved by the Committee, a new ‘orphan basis’ was used to calculate the results
for admitted employers with no subsumption agreement in place. This approach
was to reflect the potential that certain employers could leave the Fund and
crystalise a Gilts based exit calculation. These employers have seen significant
increases in their rates compared to the 2013 Valuation position. In these cases,
employers have been advised that a subsumption agreement be put in place where
possible. A subsumption agreement is where the guarantor would agree to
subsume the assets and liabilities of the employer should they leave the Fund. This
is considered a stronger guarantee to have in place than the usual guarantee to
make the exit payment when the employer exits the Fund, if required.

A number of employers have requested to phase in their rate increases, especially
those orphan employers that could not get a subsumption agreement. In most
cases this has been over a 3 year period. But in some cases, dependent on the
financial position of the employer, this period has been increased up to a maximum
of 12 years, being half of the maximum recovery period allowed for any employer.

A small number of employers were allowed to reduce their contribution payment
requirements below the future service rate due to having funding levels significantly
above 100%.

No employers were permitted to extend the deficit recovery period or to use an
improved investment return allowance. No employers enquired about having their
own bespoke investment strategy.

Large employers have been provided with the option to prepay their deficit amount
either 3 years in advanced or annually in advance. Most of these employers have
taken up the 3 year option. All employers have also been given the opportunity to
make additional lump sum deficit payments and a small number of employers are
considering this.

NYPF is still in negotiation with some employers, especially those that are in the
process of getting subsumption agreements in place (see paragraph 4.3). Members
are therefore asked to delegate responsibility for approving contribution rates to the
Treasurer.



5.0

5.1

5.2

6.0

6.1

6.2

FUNDING STRATEGY STATEMENT

The principles of the Funding Strategy Statement (FSS) have been agreed through
discussions between NYPF and the Actuary. At the presentation provided by the
Actuary on 15 September 2016, the approach to be set out in the FSS was
provided to Members. The key issues such as phasing in arrangements and deficit
payments in advance are mentioned above in section 4. The FSS has been drawn
up on this basis and Members are asked to approve this document (attached as
Appendix 1).

The main changes to the 2016 Funding Strategy Statement are as follows:

¢ Wording changes to reflect the recent changes in legislation and CIPFA
guidance, including the following:

o  The change to the legislation which now specifies the desirability of
keeping future service (“primary”) contribution rates as constant as
possible, rather than overall employer contributions; and

o References to long-term cost efficiency.

¢ An explanation has been included on the approach to be adopted for orphan
employers. This is to recognize that some employers could leave the fund at
some point and potentially crystalise an exit payment. Paragraph...

e The approach to phasing in of rate increases over a number of years where
appropriate, to smooth out the impact for budget management purposes is
described in paragraph...

¢ An explanation of the new approach to employers in surplus has been
included. Any surplus over 110% will normally be paid back to employers
over a 6 year period. If an employer has a subsumption agreement in place
this payback period extends to the recovery period of the guarantor. This
both provides a level of stability in employer contribution requirements and a
modest buffer to the employers funding position should this deteriorate.

e Wording has been added in Appendix 1 to reflect the Administering
Authority’s approach to setting the funding target for the two orphan
universities at the 2016 valuation.

TRIENNIAL VALUATION REPORT OF THE ACTUARY

The Actuary’s formal Valuation Report cannot be produced until the negotiations
with all employers are complete and the contribution schedule is approved by NYPF
(see paragraph 4.8 above).

The material to be included in the Valuation Report has been discussed with
Members previously, being based on the presentation received from the Actuary,
and there are no material changes to the key assumptions or financial
circumstances that have been previously agreed.



6.3

The draft Valuation Report is subject to internal review within Aon before being
formally certified by 31 March 2017. A draft copy will be available during March and
will be circulated to Members.

7.0

7.1

7.3

RECOMMENDATIONS

That Members approve the Funding Strategy Statement (Appendix 1) referred to
in paragraph 5.1.

That Members delegate responsibility for approving the schedule of contribution
requirements to the Treasurer as described in paragraph 4.8.

GARY FIELDING
Treasurer
County Hall
Northallerton

10 February 2017




Appendix 2

NORTH YORKSHIRE PENSION FUND (NYPF)
2016 Funding Strategy Statement (FSS)

This Statement has been prepared by North Yorkshire County Council (the Administering
Authority) to set out the funding strategy for the North Yorkshire Pension Fund (the
NYPF), in accordance with Regulation 58 of the Local Government Pension Scheme
Regulations 2013 (as amended) and the 2016 guidance issued by the Chartered Institute
of Public Finance and Accountancy (CIPFA) Pensions Panel.

1. INTRODUCTION

The Local Government Pension Scheme Regulations 2013 (as amended) (“the
Regulations”) provide the statutory framework from which the Administering Authority is
required to prepare a FSS. The key requirements for preparing the FSS can be
summarised as follows:

= After consultation with all relevant interested parties involved with the Fund, the
Administering Authority will prepare and publish their funding strategy.

» In preparing the FSS, the Administering Authority must have regard to :-
» the guidance issued by CIPFA for this purpose; and

= the Investment Strategy Statement (ISS) or the NYPF published under
Regulation 7 of the Local Government Pension Scheme (Management and
Investment of Funds) Regulations 2016 (as amended);

= The FSS must be revised and published whenever there is a material change in
either the policy on the matters set out in the FSS or the ISS.

Benefits payable under the NYPF are guaranteed by statute and thereby the pensions
promise is secure. The FSS addresses the issue of managing the need to fund those
benefits over the long term, whilst at the same time, facilitating scrutiny and accountability
through improved transparency and disclosure.

The Scheme is a defined benefit arrangement with principally final salary related benefits
for contributing members up to 1 April 2014 and Career Averaged Revalued Earnings
(“CARE”) benefits earned thereafter. There is also a “50:50 Scheme Option”, where
members can elect to accrue 50% of the full scheme benefits and pay 50% of the normal
member contribution rate.

The benefits provided by the NYPF are specified in the governing legislation (the Local
Government Pension Scheme (Transitional Provisions, Savings and Amendment)
Regulations 2014) and the Regulations referred to above. The required levels of
employee contributions are also specified in the Regulations.

Employer contributions are determined in accordance with the Regulations which require
that an actuarial valuation is completed every three years by the actuary, including a rates
and adjustments certificate. Contributions to the NYPF should be set so as to “secure its
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solvency” and to "ensure long-term cost efficiency", whilst the actuary must also have
regard to the desirability of maintaining as nearly constant a primary rate of contribution as
possible. The actuary must have regard to the FSS in carrying out the valuation.

2. PURPOSE OF THE FSS IN POLICY TERMS

Funding is the making of advance provision to meet the cost of accruing benefit promises.
Decisions taken regarding the approach to funding will therefore determine the rate or
pace at which this advance provision is made. Although the Regulations specify the
fundamental principles on which funding contributions should be assessed,
implementation of the funding strategy is the responsibility of the Administering Authority,
acting on the professional advice provided by the actuary.

The purpose of this Funding Strategy Statement is:

» to establish a clear and transparent fund-specific strategy which will identify how
employers' pension liabilities are best met going forward;

» to support the desirability of maintaining as nearly constant a primary contribution
rate as possible;

» to ensure the regulatory requirements to set contributions so as to ensure the
solvency and long-term cost-efficiency of the fund are met; and

» to take a prudent longer-term view of funding those liabilities.

The intention is for this strategy to be both cohesive and comprehensive for the NYPF as
a whole, recognising that there will be conflicting objectives which need to be balanced
and reconciled. Whilst the position of individual employers must be reflected in the
statement, it must remain a single strategy for the Administering Authority to implement
and maintain.

3. AIMS AND PURPOSE OF THE NYPF
The aims of the Fund are to:

= enable primary contribution rates to be kept as nearly constant as possible and
(subject to the Administering Authority not taking undue risks) at reasonable cost to
the taxpayers, scheduled, resolution and admitted bodies, whilst achieving and
maintaining fund solvency and long-term cost efficiency, which should be assessed
in light of the risk profile of the fund and employers, and the risk appetite of the
Administering Authority and employers alike

* manage employers’ liabilities effectively

= ensure that sufficient resources are available to meet all liabilities as they fall due,
and

= seek returns on investments within reasonable risk parameters.



The purpose of the Fund is to:

receive monies in respect of contributions, transfer values and investment income,

and pay out monies in respect of scheme benefits, transfer values, costs, charges
and expenses as defined in the Regulations and in the Local Government Pension
Scheme (Management and Investment of Funds) Regulations 2016.

RESPONSIBILITIES OF THE KEY PARTIES

The Administering Authority should:

operate a pension fund

collect employer and employee contributions, investment income and other
amounts due to the pension fund as stipulated in LGPS Regulations

pay from the pension fund the relevant entitlements as stipulated in LGPS
Regulations

invest surplus monies in accordance with the Regulations
ensure that cash is available to meet liabilities as and when they fall due
manage the valuation process in consultation with the NYPF’s actuary

prepare and maintain an FSS and a ISS, both after proper consultation with
interested parties, monitor all aspects of the NYPF’s performance and funding
and amend the FSS/ISS accordingly

effectively manage any potential conflicts of interest arising from its dual role as
both fund administrator and scheme employer

enable the local pension board to review the valuation process as set out in their
terms of reference.

The Individual Employer should:

deduct contributions from employees’ pay correctly after determining the
appropriate employee contribution rate (in accordance with the Regulations)

pay all contributions, including their own as determined by the actuary, promptly
by the due date

develop a policy on certain discretions and exercise those discretions as
permitted within the regulatory framework

make additional contributions in accordance with agreed arrangements in respect
of, for example, augmentation of scheme benefits and early retirement strain
notify the Administering Authority promptly of all changes to membership or, as
may be proposed, which affect future funding

pay any exit payments on ceasing participation in the NYPF



The Fund actuary should:

= prepare valuations including the setting of employers’ contribution rates at a level
to ensure fund solvency and long-term cost efficiency after agreeing assumptions
with the Administering Authority and having regard to the FSS and the LGPS
Regulations

= prepare advice and calculations in connection with bulk transfers and the funding
aspects of individual benefit-related matters such as pension strain costs, ill
health retirement costs, compensatory added years costs etc,

= provide advice and valuations on the exiting of employers from the NYPF

= provide advice to the Administering Authority on bonds or other forms of security
against the financial effect on the fund of employer default

» assist the Administering Authority in assessing whether employer contributions
need to be revised between valuations as permitted or required by the
Regulations

= ensure that the Administering Authority is aware of any professional guidance or
other professional requirements that may be of relevance to his or her role in
advising the NYPF

= advise on funding strategy, the preparation of the FSS, and the inter-relationship
between the FSS and the ISS.

5. SOLVENCY ISSUES AND TARGET FUNDING LEVELS

Funding Objective

To meet the requirements of the Regulations the Administering Authority’s long term
funding objective is for the Fund to achieve and then maintain sufficient assets to cover
100% of projected accrued liabilities (the "funding target”) assessed on an ongoing past
service basis including allowance for projected final pay in relation to pre-2014 benefits or
where the underpin applies. In the long term, the employer rate would ultimately revert to
the Primary Contribution Rate (also known as the Future Service Rate).

Determination of the Funding Target and Recovery Period

The principal method and assumptions to be used in the calculation of the funding target
as at 31 March 2016 are set out in Appendix 1.

Underlying these assumptions are the following two tenets:
= that the Scheme is expected to continue for the foreseeable future; and

= favourable investment performance can play a valuable role in achieving adequate
funding over the longer term.

This allows us to take a longer term view when assessing the contribution requirements
for certain employers. As part of this valuation when looking to avoid material, and
potentially unaffordable, increases in employer contribution requirements we will consider
whether we can build into the funding plan the following:-



= stepping in of contribution rate changes for employers where the orphan funding
target is being introduced (as defined later in this statement). For the 2016
valuation, the Administering Authority’s default approach is to step contribution
increases over a period of 3 years, although in certain circumstances a longer
period may be considered, after consultation with the Actuary.

= a longer deficit recovery period than the average future working lifetime, particularly
where there are a number of younger active members .

In considering this the Administering Authority, based on the advice of the Actuary, will
consider if this results in a reasonable likelihood that the funding plan will be successful.

As part of each valuation separate employer contribution rates are assessed by the
actuary for each participating employer or group of employers. These rates are assessed
taking into account the experience and circumstances of each employer, following a
principle of no cross-subsidy between the distinct employers in the Scheme.

In attributing the overall investment performance obtained on the assets of the Scheme to
each employer a pro-rata principle is adopted. This approach is effectively one of applying
a notional individual employer investment strategy identical to that adopted for the
Scheme as a whole (except where an employer adopts a bespoke investment strategy —
see below).

The Administering Authority, following consultation with the participating employers, has
adopted the following objectives for setting the individual employer contribution rates
arising from the 2016 actuarial valuation:

= A default recovery period of 18 years will apply.

» |n addition, at the discretion of the Administering authority, a maximum deficit
recovery period of 24 years will apply. Employers will have the freedom to adopt a
recovery plan on the basis of a shorter period if they so wish. A shorter period may
be applied in respect of particular employers where the Administering Authority
considers this to be warranted (see Deficit Recovery Plan below).

» |n the current circumstances, as a general rule, the Fund does not believe it
appropriate for contribution reductions to apply compared to the 2013 funding plan
where substantial deficits remain.

» For any open employers assessed to be in surplus, their individual contribution
requirements will be adjusted at the 2016 valuation as follows:

- Where the funding level is 100-110% employers will pay the future service rate
only.

- Where the funding level is over 110% the default approach for Scheduled
Bodies and Admission Bodies with no subsumption commitment from a
Scheduled Body in the Fund (as defined in Appendix 1) will be to remove any
surplus in excess of 10% over a period of 6 years.

- Where the funding level is over 110% the default approach for Admission
Bodies with a subsumption commitment from a Scheduled Body in the Fund will
be to remove any surplus in excess of 10% over the recovery period adopted by
that Scheduled Body at the 2016 valuation.



- If surpluses are sufficiently large, contribution requirements will be set to a
minimum nil total amount.
- The current level of contributions will be phased down as appropriate.

For the avoidance of doubt, for practical purposes where employers are in surplus
and contributions are to be set below the cost of future accrual this will be
implemented via a reduction in the percentage of pensionable pay rate rather than
via a negative monetary amount.

For any closed employers assessed to be in surplus, the above approach will
generally be followed but the Administering Authority will consider the specific
circumstances of the employer in setting an appropriate period to remove the surplus.

The employer contributions will be expressed and certified as two separate elements:
. a percentage of pensionable payroll in respect of the future accrual of benefit

. a schedule of lump sum amounts over 2017/20 in respect of the past service
deficit subject to the review from April 2020 based on the results of the 2019
actuarial valuation.

On the cessation of an employer’s participation in the Scheme, the actuary will be asked
to make a termination assessment. Any deficit in the Scheme in respect of the employer
will be due to the Scheme as a termination contribution, unless it is agreed by the
Administering Authority and the other parties involved that the assets and liabilities relating
to the employer will transfer within the Scheme to another participating employer.

However, the Administering Authority has ultimate discretion where the particular
circumstances of any given Employer warrant a variation from these objectives.

In determining the above objectives the Administering Authority has had regard to:
= the responses made to the consultation with employers on the FSS principles
= relevant guidance issued by the CIPFA Pensions Panel

» the need to balance a desire to attain the target as soon as possible against the
short-term cash requirements which a shorter period would impose, and

= the Administering Authority’s views on the strength of the participating
employers’ covenants in achieving the objective.

Deficit Recovery Plan

If the assets of the scheme relating to an employer are less than the funding target at the
effective date of any actuarial valuation, a recovery plan will be put in place, which
requires additional contributions from the employer to meet the shortfall.

Additional contributions will be expressed as annual monetary lump sums, subject to
review based on the results of each actuarial valuation.

In determining the actual recovery period to apply for any particular employer to employer
grouping, the Administering Authority may take into account some or all of the following
factors:

= the size of the funding shortfall;

= the business plans of the employer;



= the assessment of the financial covenant of the Employer; and the security of
future income streams

* any contingent security available to the Fund or offered by the Employer such
as guarantor or bond arrangements, charge over assets, etc.

= length of expected period of participation in the Fund.

It is acknowledged by the Administering Authority that, whilst posing a relatively low risk to
the Fund as a whole, a number of smaller employers may be faced with significant
contribution increases that could seriously affect their ability to function in the future. The
Administering Authority therefore, after specific agreement has been obtained by Fund
Officers from the North Yorkshire Pension Fund Committee, would be willing to use its
discretion to negotiate an evidence based affordable level of contributions for the
organisation for the three years 2017/2020. Any application of this option is at the ultimate
discretion of the Administering Authority and will only be considered after the provision of
the appropriate evidence and on the basis that it is not inconsistent with the requirements
to set employer contributions so as to ensure the solvency and long-term cost efficiency of
the NYPF.

The Primary Contribution Rate (Future Service Contribution Rate)

In addition to any contributions required to rectify a shortfall of assets below the funding
target, contributions will be required to meet the cost of future accrual of benefits for
members after the valuation date (the “primary rate”). The method and assumptions for
assessing these contributions are set out in Appendix 1.

6. LINK TO INVESTMENT POLICY SET OUT IN THE INVESTMENT STRATEGY
STATEMENT

The results of the 2016 valuation show the liabilities at 31 March 2016 to be 88% covered
by the current assets, with the funding deficit of 12% being covered by future deficit
contributions.

In assessing the value of the NYPF’s liabilities in the valuation, allowance has been made
for a long-term investment return assumption as set out below, taking into account the
investment strategy adopted by the NYPF, as set out in the ISS.

It is not possible to construct a portfolio of investments which produces a stream of income
exactly matching the expected liability outgo. However, it is possible to construct a
portfolio which closely matches expected future benefit payments and represents the least
risk investment position. Such a portfolio would consist of a mixture of long-term index-
linked and fixed interest gilts. Investment of the NYPF’s assets in line with the least risk
portfolio would minimise fluctuations in the NYPF’s ongoing funding level between
successive actuarial valuations.

Departure from a least risk investment strategy, in particular to include equity type
investments, gives the prospect that out-performance by the assets will, over time, reduce
the contribution requirements. The funding target might in practice therefore be achieved
by a range of combinations of funding plan, investment strategy and investment
performance.



The current benchmark investment strategy, as set out in the ISS,; is:

Asset Class (Summary) %
Equities 50-75
Bonds 15-30
Alternatives 10-20
TOTAL 100

The funding strategy adopted for the 2016 valuation is based on an assumed long-term
investment return assumption of 4.4% per annum. This is below the Administering
Authority's view of the best estimate long-term return assumption of 6.4% as at the
valuation date.

Bespoke Investment Strategy

The Investment Strategy adopted by NYPF is determined for the Fund as a whole. This
Strategy takes into account the characteristics of NYPF as a whole, and therefore those of
the constituent employers as an aggregated entity - it does not seek to distinguish
between the individual liability profiles of different employers. The Strategy adopted to
date, as reflected in the current ISS, is to invest a significant proportion of the assets in
equities. Such investments offer a higher expected return, but also carry a higher level of
risk.

NYPF is prepared to offer any employer the opportunity to adopt a Bespoke Investment
Strategy (eg 100% bonds). However, to the extent that any Bespoke Investment Strategy
will necessitate different investment return assumptions to those used by the Actuary for
NYPF overall, there may be a consequential impact on the contribution rate calculated for
that employer.

In addition, if an employer opts for a Bespoke Investment Strategy, NYPF reserves the
right to determine the most appropriate way of arranging for the investment of the relevant
share of the assets according to that Bespoke Strategy.

7. IDENTIFICATION OF RISKS AND COUNTER MEASURES

The funding of defined benefits is by its nature uncertain. Funding of the NYPF is based
on both financial and demographic assumptions. These assumptions are specified in the
Appendices and the actuarial valuation report. When actual experience is not in line with
the assumptions adopted a surplus or shortfall will emerge at the next actuarial
assessment and will require a subsequent contribution adjustment to bring the funding
back into line with the target.

The Administering Authority has been advised by the actuary that the greatest risk to the
NYPF’s funding is the investment risk inherent in the predominantly equity (or return
seeking) based strategy, so that actual asset performance between successive valuations
could diverge significantly from the overall performance assumed in the long term.



The Administering Authority keeps, and regularly reviews, a risk register to identify and
monitor the risks to the Fund and will, wherever possible, take appropriate action to limit
the impact of these both before and after they emerge.

What are the Risks?

Whilst the activity of managing the Fund exposes the Administering Authority to a wide
range of risks, those most likely to impact on the funding strategy are investment risk,
liability risk, liquidity/maturity risk, regulatory/compliance risk, employer risk and
governance risk.

Investment risk

The risk of investments not performing (income) or increasing in value (growth) as
forecast. Examples of specific risks would be:

— assets not delivering the required return (for whatever reason, including manager
underperformance)

— systemic risk with the possibility of interlinked and simultaneous financial market
volatility

— insufficient funds to meet liabilities as they fall due

— inadequate, inappropriate or incomplete investment and actuarial advice is taken and
acted upon

— counterparty failure

The specific risks associated with assets and asset classes are:

— equities — industry, country, size and stock risks

— fixed income - yield curve, credit risks, duration risks and market risks
— alternative assets — liquidity risks, property risk, alpha risk

— money market — credit risk and liquidity risk

— currency risk

— macroeconomic risks

The Fund mitigates these risks through diversification, permitting investment in a wide
variety of markets and assets, and through the use of specialist managers with differing
mandates.

Employer risk

Those risks that arise from the ever-changing mix of employers, from short-term and
ceasing employers, and the potential for a shortfall in payments and/or orphaned liabilities.

The Administering Authority maintains a knowledge base on its employers, their basis of
participation and their legal status (e.g. charities, companies limited by guarantee,
group/subsidiary arrangements) and uses this information to inform the FSS.

The Administering Authority monitors the active membership of closed employers and
considers what action to take when the number of active members falls below 10, such as
commissioning a valuation under Regulation 64(4).



Liquidity/Maturity risk

This is the risk of a reduction in cash flows into the Fund, or an increase in cash flows out
of the Fund, or both, which can be linked to changes in the membership and, in particular,
a shift in the balance from contributing members to members drawing their pensions.
Changes within the public sector and to the LGPS itself may affect the maturity profile of
the LGPS and have potential cash flow implications. For example,

— The implications of budget cuts and headcount reductions could reduce the active
(contributing) membership and increase the number of pensioners through early
retirements;

— An increased emphasis on outsourcing and other alternative models for service
delivery may result in falling active membership (e.g. where new admissions are
closed),

— Public sector reorganisations may lead to a transfer of responsibility between different
public sector bodies, (e.g. to bodies which do not participate in the LGPS),

— Scheme changes and higher member contributions in particular may lead to increased
opt-outs;

The Administering Authority seeks to maintain regular contact with employers to mitigate
against the risk of unexpected or unforeseen changes in maturity leading to cashflow or
liquidity issues.

Liability risk

The main risks include inflation, life expectancy and other demographic changes, and
interest rate and pay inflation, which will all impact upon future liabilities.

The Administering Authority will ensure that the Fund Actuary investigates these matters
at each valuation and reports on developments. The Administering Authority will agree
with the Fund Actuary any changes which are necessary to the assumptions underlying
the measure of solvency to allow for observed or anticipated changes.

The Fund Actuary will also provide quarterly funding updates to assist the Administering
Authority in its monitoring of the financial liability risks. The Administering Authority will, as
far as practical, monitor changes in the age profile of the Fund membership early
retirements, redundancies and ill health early retirements and, if any changes are
considered to be material, ask the Fund Actuary to report on their effect on the funding
position.

If significant liability changes become apparent between valuations, the Administering
Authority will notify all participating employers of the anticipated impact on costs that will
emerge at the next valuation and consider whether to require the review the bonds that
are in place for Admission Bodies.

Regulatory and compliance risk

Regulatory risks to the scheme arise from changes to general and LGPS specific
regulations, taxation, national changes to pension requirements, or employment law.



The Administering Authority keeps abreast of all the changes to the LGPS and will
normally respond to consultations on matters which have an impact on the administration
of the Fund.

8. MONITORING AND REVIEW

The Administering Authority has taken advice from the actuary in preparing this
Statement, and has also consulted with employing organisations.

A full review of this Statement will occur no less frequently than every three years, to
coincide with completion of a full actuarial valuation. Any review will take account of then
current economic conditions and will also reflect any legislative changes.

The Administering Authority will monitor the progress of the funding strategy between full
actuarial valuations. If considered appropriate, the funding strategy will be reviewed (other
than as part of the triennial valuation process), for example:

= if there has been significant market volatility

= if there have been significant changes to the NYPF membership and/or maturity
profile

= if there have been changes to the number, type or individual circumstances of any of
the employing authorities to such an extent that they impact on the funding strategy
e.g. closure to new entrants

= where employers wish to make additional (voluntary) contributions to the NYPF

= f there has been a material change in the affordability of contributions and/or
employer financial covenant strength

North Yorkshire County Council
as Administering Authority for the North Yorkshire Pension Fund



APPENDIX 1

ACTUARIAL VALUATION AS AT 31 MARCH 2016
Method and assumptions used in calculating the funding target

Risk Based Approach

The Administering Authority adopts a risk based approach to funding strategy. In particular the
discount rate (for most employers) has been set on the basis of the assessed likelihood of meeting
the funding objectives. The Administering Authority has considered 3 key decisions in setting the
discount rate:

— the long-term Solvency Target (i.e. the funding objective - where the Administering
Authority wants the Fund to get to);

— the Trajectory Period (how quickly the Administering Authority wants the Fund to get there),
and

— the Probability of Funding Success (how likely the Administering Authority wants it to be
now that the Fund will actually achieve the Solvency Target by the end of the Trajectory
Period).

These three choices, supported by complex (stochastic) risk modelling carried out by the Fund
Actuary, define the discount rate (investment return assumption) to be adopted and, by extension,
the appropriate employer contributions payable. Together they measure the riskiness (and hence
also the degree of prudence) of the funding strategy. These are considered in more detail below.

Solvency Target

The Administering Authority's primary aim is the long-term solvency of the Fund. Accordingly,
employers’ contributions will be set to ensure that 100% of the liabilities can be met over the long
term using appropriate actuarial assumptions.

The Administering Authority believes that its funding strategy will ensure the solvency of the Fund
because employers collectively have the financial capacity to increase employer contributions
should future circumstances require, in order to continue to target a funding level of 100%.

For Scheduled Bodies and Admission Bodies where a Scheme Employer of sound covenant has
agreed to subsume the Admission Body's assets and liabilities in the NYPF following its exit,
appropriate actuarial methods and assumptions are taken to be:

— the Projected Unit method of valuation; and

— assumptions such that, if the Fund had reached the Solvency Target, its financial position
continued to be assessed by use of such methods and assumptions, and contributions were
paid in accordance with those methods and assumptions, there would be an 80% chance that
the Fund would be at least 100% funded after a period of 25 years.

This then defines the Solvency Target.

For Admission Bodies and other bodies whose liabilities are expected to be orphaned following
cessation, a more prudent approach will be taken. The Solvency Target will be set by considering
the valuation basis which would be adopted should the body leave the Fund. For most such
bodies, the Solvency Target will be set commensurate with assumed investment in an appropriate
portfolio of Government index linked and fixed interest bonds after exit.



Probability of Funding Success

The Administering Authority considers funding success to have been achieved if the Fund, at the
end of the Trajectory Period, has achieved the Solvency Target. The Probability of Funding
Success is the assessed chance of this happening based on the level of contributions payable by
members and employers and asset-liability modelling carried out by the Fund Actuary.

The discount rate, and hence the overall required level of employer contributions, has been set
such that the Fund Actuary estimates there is a 75% chance that the Fund would reach or exceed
its Solvency Target after 25 years.

Funding Target

The Funding Target is the amount of assets which the Fund needs to hold at the valuation date to
pay the liabilities at that date as indicated by the chosen valuation method and assumptions and
the valuation data. The valuation calculations, including the primary contribution rates and
adjustment for the surplus or deficiency, set the level of contributions payable and dictate the
chance of achieving the Solvency Target at the end of the Trajectory Period. The key assumptions
used for assessing the Funding Target are summarised in Appendix 1.

Consistent with the aim of enabling the primary rate of employers' contribution rates to be kept as
nearly constant as possible, contribution rates are set by use of the Projected Unit valuation
method for most employers. The Projected Unit method is used in the actuarial valuation to
determine the cost of benefits accruing to the Fund as a whole and for employers who continue to
admit new members. This means that the contribution rate is derived as the cost of benefits
accruing to employee members over the year following the valuation date expressed as a
percentage of members’ pensionable pay over that period. The future service rate will be stable if
the profile of the membership (age, gender etc) is stable.

For employers who no longer admit new members, the Attained Age valuation method is normally
used. This means that the contribution rate is derived as the average cost of benefits accruing to
members over the period until they die, leave the Fund or retire. This approach should lead to
more stable employer contribution rates than adoption of the Projected Unit method for closed
employers.

Funding Targets and assumptions regarding future investment strategy

For Scheduled Bodies whose participation in the Fund is considered by the Administering Authority
to be indefinite and Admission Bodies with a subsumption commitment from such Scheduled
Bodies, the Administering Authority assumes indefinite investment in a broad range of assets of
higher risk than risk free assets.

For other Scheduled Bodies the Administering Authority may without limitation, take into account
the following factors when setting the funding target for such bodies:

— the type/group of the employer

— the business plans of the employer;

— an assessment of the financial covenant of the employer;

— any contingent security available to the Fund or offered by the employer such as a
guarantor or bond arrangements, charge over assets, etc.

For Admission Bodies and other bodies whose liabilities are expected to be orphaned on exit (with
the exception of the universities where a different approach will be adopted at the 2016 valuation
as set out below), the Administering Authority will have regard to the potential for participation to
cease (or for the body to have no contributing members), the potential timing of such exit, and any



likely change in notional or actual investment strategy as regards the assets held in respect of the
body's liabilities at the date of exit (i.e. whether the liabilities will become 'orphaned' or a guarantor
exists to subsume the notional assets and liabilities).

For the two universities that are Admission Bodies in the Fund where there is no subsumption
commitment but which continue to admit new members to the Fund, the Administering Authority
has considered these employers to be sufficiently financially secure to adopt the Scheduled Body /
Subsumption funding target at the 2016 valuation of the Fund. In advance of the 2019 valuation
the Administering Authority will consider whether this remains an appropriate funding target, or
whether the orphan funding target, or another funding target, which reflects the circumstances at
eventual exit of these employers from the Fund, would be more appropriate. Notwithstanding the
adoption of the Subsumption funding target at the 2016 valuation, if either of these employers were
to exit the Fund the funding target on exit would be the least risk funding target as described in the
Admissions and Terminations Funding Policy.

The Fund is deemed to be fully funded when the assets are equal to or greater than 100% of the
Funding Target, where the funding target is assessed based on the sum of the appropriate funding
targets across all the employers/groups of employers.

Financial assumptions

Investment return (discount rate)

The discount rate for the 2016 valuation is 4.4% p.a. with the exception of Admission Bodies which
will ultimately give rise to orphan liabilities where the discount rate is:

e 4.1% in service (equivalent to the yield on long-dated fixed interest gilts at a duration
appropriate for the Fund's liabilities plus an asset out-performance assumption of 2% p.a.) and

o 2.5% left service, (which is intended to be equivalent to the yield on long-dated fixed interest
gilts at the valuation date but which has, in the interests of affordability and stability of
employer contributions, been increased by 0.4% p.a. to take account of expected increases in
gilt yields after the valuation date).

The gilt yield referred to is based on the Bank of England Bond Curve as at the valuation date.

Inflation (Consumer Prices Index)

The CPI inflation assumption is taken to be the long-term (30 year) Capital Market Assumption at
the valuation date as produced by Aon Hewitt Limited. In formulating the Capital Market
Assumption, both consensus forecasts and the inflation risk premium are considered.

Salary increases

The assumption for real salary increases (salary increases in excess of price inflation) in
the long term will be determined by an allowance of 1.25% p.a. over the inflation
assumption as described above plus an allowance for promotional increases.

Pension increases/Indexation of CARE benefits

Increases to pensions are assumed to be in line with the inflation (CPI) assumption
described above. This is modified appropriately to reflect any benefits which are not fully
indexed in line with the RPI (e.g. Guaranteed Minimum Pensions in respect of service
prior to April 1997).



Demographic assumptions
Post-retirement Mortality

Base Rates

Normal Health: Standard SAPS S2P tables, year of birth base rates, adjusted by a scaling factor.
lll-health: Standard SAPS S2 lll-health tables, year of birth base rates adjusted by a scaling factor.

Scaling Factors

Rates adjusted by scaling factors as dictated by Fund experience

Males (normal health) 100%
Females (normal health) 85%

Males (ill-health) 100%
Females (ill-health) 130%

Future improvement to base rates

An allowance for improvements in line with the CMI 2014, for men or women as appropriate, with a
long term rate of improvement of 1.50% p.a.

Pre-retirement mortality

Males: As for normal health retirements but with a 70% scaling factor
Females: As for normal health retirements but with a 40% scaling factor

Early retirements

Active members and Deferred members who left before 1 April 2016 who are protected in respect
of their Rule of 85 Age following the benefit changes introduced in 2008 (i.e. those members who
joined the Fund before 1 October 2006 and who would be aged over 60 on 31 March 2016) will be
assumed to retire at the Rule of 85 Age or age 60 if higher with no reduction to accrued benefits.

Active members who joined the LGPS after 31 March 2014 are assumed to retire at their normal
retirement age (which is aligned with state pension age).

All other active and deferred members are assumed to retire at age 65.
Withdrawals

Allowance is made for withdrawals from service. On withdrawal, members are assumed to leave a
deferred pension in the Fund and are not assumed to exercise their option to take a transfer value.

Retirement due to ill health

Allowance is made for retirements due to ill health. Proportions assumed to fall into the different
benefit tiers applicable after 1 April 2008 are:

Tier 1 (upper tier) 90%
Tier 2 (middle tier) 5%
Tier 3 (lower tier) 5%



Family details

A man is assumed to be 3 years older than his spouse, civil partner or cohabitee. A woman is
assumed to be 3 years younger than her spouse, civil partner or cohabite.

75% of non-pensioners are assumed to be married / cohabitating at retirement or earlier death.
75% of pensioners are assumed to be married / cohabitating at age 65.

Commutation

Each member is assumed to take cash such that the total cash received (including statutory 3N/80
lump sum) is 75% of the permitted maximum amount permitted of their past service pension
entitlements.

Take up of 50/50 scheme

All members are assumed to remain in the scheme they are in at the date of the valuation.
Promotional salary increases

Allowance is made for age-related promotional increases.

Expenses

0.4% of Pensionable Pay added to the cost of future benefit accrual.

Summary of key whole Fund assumptions used for calculating funding target and

cost of future accrual (the “primary contribution rate”) for the 2016 actuarial
valuation

Investment return / Discount Rate

(scheduled bodies and admission bodies

with a subsumption commitment from a

scheduled body) 4.4% p.a.

Investment Return / Discount Rate 4.1% p.a.
for orphan bodies

In service

Left service 2.5% p.a.
CPI price inflation 2.0% p.a.
Long Term Salary increases 3.25% p.a.
Pension increases/indexation of 20p.a.

CARE benefits
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Disclaimer

This report and any attachments and enclosures were prepared under the terms of our Agreement
with North Yorkshire County Council and on the understanding that it is solely for the benefit of North
Yorkshire County Council. Unless we provide express prior written consent no part of this report may
be reproduced, distributed or communicated to anyone else and, in providing this report we do not
accept or assume any responsibility for any purpose other than that described herein or to anyone
other than the addressees of the report.

At the request of North Yorkshire County Council, we have consented to their releasing a copy of this
report to certain parties and/or via certain communication routes. We consent on the basis that there
is no duty of care established toward, and Aon Hewitt disclaims any responsibility or liability arising
from, any person having access to the report either directly from North Yorkshire County Council,
indirectly from a third party or through any other means. No recipients of the report as a resuilt of that
consent are permitted to reproduce, distribute or communicate any part of this report to any other

party.

Any third party using this report does so entirely at its own risk and no third party is entitled to rely on
this report for any purpose whatsoever.

No decisions should be taken on the basis of this report by any party other than our client, North
Yorkshire County Council, and nothing in this report removes the need for readers to take proper
advice in relation to their specific circumstances.

Actuarial valuation as at 31 March 2016
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Executive Summary
The key results of the valuation as at 31 March 2016 are set out below.

There was a shortfall of £282.9M relative to the past service liabilities of £2,700.7M
which corresponded to a funding ratio of 90%.

The past service liabilities is the amount of assets agreed with the Administering Authority as being
required to meet members' benefits, assuming the Fund continues as a going concern.

3,000
2,500
- _
|
2,000 | .
® Pensioners
1,500 | Deferreds
| 2 a17.8 ® Actives
1,000 ' Assets
500 ‘
0 |

Assets Liabilities

The aggregate Employer future service contribution rate (the primary contribution rate, a weighted
average of all Employers' primary rates) is 17.8% of Pensionable Pay.

The aggregate Employer total contribution rate {primary plus secondary) required to restore the
funding ratio to 100% using a recovery period of 24 years from 1 April 2017 is 20.8% of Pensionable
Pay (if the membership remains broadly stable and pay increases are in line with our assumptions).
The comparable figure at the previous valuation was 21.1% of Pensionable Pay using a recovery
periad of 27 years from 1 April 2014.

The contributions payable by each Employer or group of Employers may differ because they allow for
each Employer's or group's particutar membership profile and funding ratio, and assumptions and
recovery periods appropriate to their circumstances.

Actuarial valuation as at 31 March 2016 2
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Actuarial valuation as at 31 March 2016
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Introduction
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This report has been prepared for the Administering Authority. It sets out the
results and conclusions of the funding valuation of the North Yorkshire

Pension Fund as at 31 March 2016.

This is our actuarial valuation report. It draws

together other pieces of work and advice from
throughout the valuation process. Appendix 1

sets out the legal framework within which the

valuation has been completed.

Throughout this report, assets and liabilities in
respect of defined contribution additional
voluntary contributions (or AVCs) have been
excluded.

Some shorthand used in this report is explained
opposite. Some technical pensions terms are
explained in the Glossary.

Snapshot view

Shorthand

Fund
North Yorkshire Pension Fund
Administering Authority

North Yorkshire County Council, in its role as
the Administering Authority of the Fund

Employers

North Yorkshire County Council, and other
employers with employees participating in
the Fund

Regulations

The Local Government Pension Scheme
Regulations 2013 (and other Regulations as
referenced in the Glossary)

Pensionable Pay

As defined in the Regulations in relation to
post-2014 membership

Pensionable Service

Periods of membership, as defined in the
Regulations

The report concentrates on the Fund's financial position at the valuation date. As time moves on, the
Fund's finances will fluctuate. If you are reading this report some time after the valuation date, the
Fund's financia! positicn could have changed significantly.

Actuarial valuation as at 31 March 2016
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Update since the previous valuation

The key results from the previous
valuation as at 31 March 2013 were:

The Fund's assets were £1,841M and the past
service liabilities were £2 509M, which
corresponded to a shortfall of £668M and a
funding ratio of 73%.

The aggregate Employer future service
contribution rate was 13.8% of Pensionable
Pay.

The Administering Authority agreed Employer
contributions from 1 April 2014 over a range of
recovery periods designed to restore the funding
ratio to 100% over a period not exceeding 27
years. In some cases allowance was made for the
improvement in the funding position after the
valuation date.

Total employer contributions were certified as
follows:

% of
Pensiaonable
Pay

Year from 1
April

Aggregate
contribution
amounts
(EM)

The amount payable over 2016/17 was scheduled
to increase on 1 April 2017 and each 1 April
thereafter by approximately 4.1% a year.

In addition the Employers paid contributions in
respect of any additional strains arising on early
retirement or due to increases in benefits.
Members also paid contributions required by the
Regulations.

Actuarial valuation as at 31 March 2016

Financial development

To illustrate the Fund's financial development
since the previous valuation, we compare below
key financial assumptions made at the previous
valuation with what actually happened.

® Investment return (or discount rate)

The net investment return has been higher
than the average discount rate assumed.

10.0%
9.0%
8.0%
7.0%
6.0%
5.0%
40%
3.0%
20%
1.0%

8.9% Average discount rate
% pa.

W Average Investment
retum % p.a.

4.8%

00%

* [nflationary pay and pension increases

Increases to pay were higher than assumed,
and increases to pensions in payment were on
average lower than assumed.

3o
1.6%
2.3% Assumed p.a.

20% W Actual average p.a.

1L5%

1.3%

10%
0%

Pay incraasas Pansion increases

Where material we show the financial impact of the
above developments later in this report.
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Other key developments since the previous valuation

Fund's employers have been impacted and
this has led to an increase in new members
joining the Fund

As well as the contributions paid to the Fund
since the previous valuation and the returns
achieved on the Fund's assets, there have been

the following material developments since the +  Probation transfer

previous valuation date:

2014 Scheme

A new benefit structure was introduced for
Pensionable Service from 1 April 2014. The
key features are:

-~ Career average structure
— Accrual rate of 49ths

— Pensions revalued by CPI before
retirement

— Normal Pension Age linked to State
Pension Age

— Changes to member contribution rates

-~ Member contribution rates based on
actual (previously full time equivalent)

pay

— Introduction of a 50:50 option, with
member contribution rate and pension
accrual rate both half rate

= An underpin to pensions for members
within 10 years of age 65 in April 2012,

Benefits for Pensionable Service before

1 April 2014 are protected, and calculated
by reference to retirement ages in force
before the 2014 Scheme was introduced.
The link to final pay, (where pay is
calculated using the 2008 Scheme
definition), for pre 2014 benefits remains for
active members.

Our understanding is that the introduction of
the 2014 Scheme was reflected in the 2013
valuation carried out by Mercer, the
previous Fund Actuary.

Auto-enrolment

Between 2012 and 2018 all UK employers
will have a duty to commence automatically
enrolling employees who satisfy certain
criteria into the National Employment
Savings Trust (NEST) or, if it satisfies
certain requirements, their own pension
scheme. The “staging date”, from which the
auto-enrolment duty applies, varies between
individual employers. Over the period since
the previous valuation, a number of the

Actuarial valuation as at 31 March 2016

Since the last valuation, all assets and
liabilities held by the Fund in relation to York
and North Yorkshire Probation Trust have
been transferred to the Greater Manchester
Pension Fund.

Indexation of GMPs

On 6 April 2016 the Government introduced
the new State Pension. A consequence of
the legislation was that the mechanism
which previously provided fully indexed
pension payments to public servants
ceased to apply in relation to the GMP
element of pension.

On 1 March 2016 HM Treasury announced
an interim solution to the indexation of
GMPs in public service pension schemes,
including the Local Government Pension
Scheme. The implications of this are that
the Fund became responsible for paying full
pension increases on the GMP for members
who reach their State Pension Age between
6 April 2016 and 5 December 2018
inclusive. The results of this valuation allow
for this change.
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Membership data

This valuation is based on membership data as at 31 March 2016 supplied to
us by the Administering Authority.

A summary of the membership data is included in Appendix 2.

The chart below shows how the membership profile of the Fund has changed over the last three
valuations. During this period, the proportion of non-active members has increased from 58% of the
Fund's membership at 31 March 2010 to 66% at 31 March 2016.

Active Members Deferred Members Pensioners and
Dependants

40,156

30,072

29,359§30.781
28,440 24,970

2010 2013 2016 2010 2013 2016 2010 2013 2016

Notes:

= The deferred membership numbers above includes members who had yet to decide whether to
take a refund of contributions

* Pensioners and dependants exclude children
We have carried out some general checks to satisfy ourselves that:

= The information used for this valuation is broadly consistent compared with the information used
for the previous valuation and also with that shown in the Fund's Annual Report and Accounts.

= The numbers of members included in this valuation can be reconciled against those included in
the previous valuation.

However, the results in this report rely entirely on the accuracy of the information supplied. The
Administering Authority should notify us if the data we have used is incomplete or inaccurate.

Actuarial valuation as at 31 March 2016 4
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Benefits valued
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Members are entitled to benefits defined in the Regulations. Different benefits
apply to Pensionable Service before 1 April 2008, between 1 April 2008 and
31 March 2014, and after 31 March 2014. A summary of the benefits valued is

given in Appendix 3.

Discretionary benefits

Employers have discretion over payment of
certain benefits and it is not practical to allow for
the policies of each Employer. Most
discretionary benefits are financed as they
occur, so the financial impact on this valuation is
minimal. No specific allowance has therefore
been made for benefits which are granted at the
discretion of the Employer.

State Pension Age changes

Normal Pension Age for Fensionable Service on
or after 1 April 2014 is Stale Pension Age
(SPA}, or, if higher, age 65. SPA is currently
transitioning from age 65 (60 for women) to age
68 by 2046.

On 1 March 2016 the Department for Work and
Pensions published the Terms of Reference for
a review of SPA. It has subsequently published
two reports that will help inform its review.
However, as the outcome of the review is not
yet known, no allowance has been made within
the valuation for any changes in SPA beyond
those which have already been announced.

Local Government Pension Scheme
Regulations and the cost management
mechanism

Qur valuation reflects our understanding of the
Regulations in force at the valuation date. Any
future changes may affect the conclusions in
this report.

We have made no allowance in this valuation
for any future potential changes to member
contributions or benefits resulting from the cost
management mechanism under the
Regulations. The first valuation for the purposes
of calculating the Scheme cost under the cost

Actuarial valuation as at 31 March 2016

management process will be carried out by the
Government Actuary's Department as at

1 April 2016, but any changes to members’
contributions or benefits that may arise will not
be known for some time and we do not expect
any changes to be implemented before 1 April
2019.

GMP equalisation and indexation

On 28 November 2016 HM Treasury
commenced a consultation process on the
indexation and equalisation of GMP in public
service pension schemes. The outcome of this
consultation process is unknown and so this
valuation does not allow for any funding of full
indexation or equalisation of GMPs beyond
those already announced. The results of this
valuation do allow for the changes which have
already been implemented to the indexation of
GMPs for members who reach their State
Pension Age between 6 April 2016 and

5 December 2018 inclusive.

Inflation measure

The Consumer Prices Index (CPl) is currently
used to index pensions in payment and
deferment, and to revalue members' CARE
accounts for service after 31 March 2014.

In November 2016 the Office for National
Statistics announced that a different index
“GPIH" which also makes allowance for owner-
cccupier housing costs, is to be its preferred
inflation measure in future,

The Government has not yet announced
whether CPIH will replace CPI as the measure
for indexing public service pensions. This
valuation therefore continues to make allowance
for indexation and revaluation to be based on
CPI.
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Asset data

The audited accounts for the Fund for the year ended 31 March 2016 show
the value of the assets to be £2,417.8M at the valuation date.

The assets of £2,417.8M were invested as follows:

Absolute return:
5% |I EEISE"I: 1%

.' __UK equities: 12%
DGFs: 10% _ o ™

Property: 7% .

Fi gilts: 2% _

IL gilts: 12% /

—_Qverseas
equities: 51%

This summary excludes assets for defined contribution AVC accounts.

The Investment Strategy Statement describes the Fund's investment strategy as follows:

= The investment objective of the Fund is to provide for sufficient capital growth of the Fund's
assets in a range of market conditions, supplemented by employee and employer contribution
income, to meet the cost of benefits as they fall due. It is translated into a suitable strategic asset
allocation benchmark designed to address the nature of the Fund's liabilities, and deliver returns
over the long term including through periods of velatility in financial markets.

Acluarial valuation as at 31 March 2016 [
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Terminology
Past service liabilities

This is the present value of the benefits to which members are entitled based on benefits accrued to
the valuation date, assessed using the assumptions agreed between a Fund's Administering Authority

and the Fund Actuary.
Funding objective

To hold sufficient and appropriate assets to meet the past service liabilities.

Funding strategy statement

Sets out the Administering Authority's strategy for meeting the funding objective

The Administering Authority's funding objective
is to hold assets which are at least equal to the
past service liabilities i.e. to meet the funding
objective.

In order to calculate the past service liabilities
and the cost to the Employers of future benefit
accrual, the benefits paid out by the Fund are
estimated for each year into the future. The
estimated benefit payments are then
‘discounted back' to the valuation date using an
agreed rate of interest known as the discount
rate.

The benefit payments from the Fund are
expected to be made for a very long period —
the chart below shows the cashflow pattern for
the current membership of a typical LGPS fund
{based on past service benefits). Some
cashflows will be fixed but others will be linked
to future levels of salary growth and inflation.

Future Expected Benefit Payments (past sarvice)

H Active
Deferred

Pensioner

Thne

Sourca: 2016 valualion for a "lypical” LGPS fund
The discount rate

The Funding Strategy Statement describes the
risk based approach used to set the funding
strategy and hence the discount rate. Under this
risk based approach:

Actuarial valuation as at 31 March 2016

* The discount rate for the secure long term
scheduled bodies assumes indefinite future
investment in assets similar to the Fund's
holdings at the valuation date (allowing for
any known or planned changes to the long
term investment strategy as appropriate).

* For orphan bodies, the discount rate has
regard to the possibility that participation
might cease at any time and anticipates a
move to a low risk investment portfolio
made up of long dated Government bonds
(of appropriate nature and term) at
cessation.

*  For subsumption bodies, where a long term
scheduled body has agreed to subsume the
liabilities of an admission body or other
employer on exit, we have agreed with the
Administering Authority to use the
scheduled bady discount rate for that
employer.

= This valuation has been undertaken on a
prudent basis. Prudence is achieved
through the use of discount rates (expected
return assumptions) which have a better
than evens chance of being achieved by the
Fund's assets. Infarmation on the level of
prudence {or risk}) in the funding strategy is
contained in the Fund’s Funding Strategy
Statement.

An explanation of scheduled bodies, orphan
bodies and subsumption bodies is given in the
Glossary.
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Summary of method and assumptions

The Administering Authority agreed the assumptions used to calculate the past
service liabilities and the cost of future benefit accrual. The table below summarises
the key assumptions, together with those used for the previous valuation, and the
reasons for any change. Further details of all of the assumptions are sef out in
Appendix 5.

Assumption This valuation Previous Rationale for change
valuation

Scheduled and subsumption Updated to reflect

body funding target {past ¢ the Administering
service/future service) 44% pald.d4% 4.8% pal5.6% Authority's adoption of a
pa pa risk-based approach
and allowing for the
outlook for the Fund's

actual asset holdings as
at 31 March 2016; and

= use of the same

assumptions for past
and future service
Ongoing orphan body Introduced to reflect use of
funding target a gilts-based exit valuation
i ; 4.1% pa N/A for employers exiting the
In-service discount rate Fund leaving orphan
Left-service discount rate 2.5% pa N/A liabilities.

The in-service discount rate
allows for some out-
performance of the Fund's
assets relative to the yield
on long-dated gilts.

The left-service discount
rate reflects our view of the
possible future increase in
gilt yields over a five year
period so is above the
prevailing giit yields on the -
valuation date.

Rate of revaluation of pension 2.0% pa 2.8% pa Updated to reflect the
accounts outlook for CPI inflation at
31 March 2016.

Pension increases {on 2.0% pa 2.6% pa Updated to reflect the
pension in excess of GMPs) outlook for CPI inflation at
31 March 20186.

Actuanal valuation as at 31 March 2016 B
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Assumption

Propristary and Confidential

This valuation Previous Rationale for change
valuation

Updated to reflect financial

Pensionable Pay Increases 3.25% pa 4.1% pa
expectations at 31 March
with short term  2016.
allowance for
1.0% pa for
first 2 years
and 2.6% pa for
next 3 years
Post-retirement mortality Standard SAPS | Standard SAPS  Updated to refiect recent
assumption — base table S2P tables with = S1P tables with | research and the Fund's
scaling factors | scaling factors | pensioner mortality
of: of: experience since the last
Men: 100% Men: 87% valuation.
Women: 85% Women: 86%
Post-retirement mortality CMI 2014 core = CMI 2012 core | Updated to reflect more
assumption — future projections with | projections with | recent CMI publications and
improvements long-term iong-term our view of best estimate
improvement improvement | improvements
rate of 1.5% pa | rate of 1.5% pa

We show below the assumed life expectancies for current members resulting from these mortality

assumptions:
Member currently aged 65 Member currently aged 45

This valuation Previous This valuation Previous
valuation valuation

22,9 24.9 25.4
254 28.5 277

Assumed Life
expectancy at age 65

Men
Women

In our view these assumptions are appropriate for the purposes of the valuation, and setting Employer
contributions to the Fund.

As for the previous valuation, the past service liabilities have heen calculated using the projected unit
method. This method, with a one year control period, has also been used to calculate the cost of
future benefits building up for most Employers. The attained age method has been used for some
Employers who do not admit new employees to the Fund.

For orphaned liabilities i.e. liabilities in respect of former employers where there is no future funding
from those employers, the discount rate used is a "low risk" discount rate, derived as the yield on long
term UK government bonds, with no allowance for outperformance of the Fund's assets above that
yield. This discount rate was 2.1% p.a. as at 31 March 2016.

Shared risks

Funding gains or losses arising from the following risks are pooled across all Employers in the Fund:

Cash sum on death in service Shared in proportion to the payroll of active members

Actuarial valuation as at 31 March 2016 9
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Past service results

A comparison of the Fund's past service liabilities with the value of assets held
by the Fund is shown below. The past service liabilities have been calculated
using the assumptions described in the previous section.

£M

Value of past service benefits for

Actives : - 1,025.3

Deferre; members ] 535.7

Pensioners 1 | 1,139.7
Total past service lizhilities 2,700.7

Value of assets 24178

Past service surplus / (shortfall) {282.9)

Employers will need to pay additional contributions to remove this shortfall. This is considered later.

90%

Actuarial valuation as at 31 March 2018 10
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Reasons for change in past service position

At the previous valuation the Fund had a shortfall of £668M. The funding
position has therefore improved by £385M over the period.

The chart below shows the key reasons for the change in funding position.

Deficit at 2013 valuation  -668 : —i - Y |
Interest on shortfall -101 ¢ 1

Investment profit 4_ 262

Salary increase loss -20 :1

Pensicn Increase profit "- 75

Contribution profit HI 47
Gain from change in valuation approach 4? 386
Loss from change in market conditions =301 £

Loss from change in demographic assumptions -28 | |

Other, including membership movements 65

Deficit at 2018 valuation -283

-800 600 400 200 B 200 400 800

As the chart shows, the main factors which have led to an improvement in the funding position are:
= Investment retumns above the discount rate adopted at the 2013 valuation

= Changes to the Funding Strategy / valuation approach

= Pension increases below the assumption made at the 2013 valuation

=  Contributions paid by employers towards paying off the deficit disclosed at the 2013 valuation

These have been partially offset by the following main factors which on their own have led to a
worsening of the funding position:

= The change in the financial market conditions
= Changes to the demographic assumptions

Actuarial valuation as at 31 March 2016 11
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Addressing the shortfall
Employers will need to pay additional contributions to remove the shortfall.

We have agreed with the Administering

Authority a recovery plan such that the shorifall ]
will be removed by payment of additional Terminology
contributions by the Employers over a range of

different recovery periods not exceeding 24
years. A plan for making good any shortfall relative

to the past service liabilities.

Recovery plan

The assumptions used to calculate the recovery

plan are the same as those used to calculate Recovery period

the past service liabilities. The period for which contributions are
Across the Fund as a whole, the contributions adjusted to remove the shortfall {or surplus).
required to remove the shortfall using a Shortfall contributions

recovery period of 24 years from 1 April 2017

would be £13,6M pa increasing at 3.25% pa. The additional contributions to remove the
This is equivalent to approximately 3.1% pa of shortfall by the end of the recovery period.

Pensionable Pay assuming the membership
remains broadly stable and pay increases follow
our assumptions.

In practice, different recovery periods apply to
individual Employers or groups of Employers in
the Fund. The actual contributions to be paid by
each Employer or group are set out in the Rates
and Adjustments Cerlificate and reflect each
Employer's specific recovery period and funding
position,

For some Employers, contribution increases will
be phased in over a number of years (or 'steps’)
as permitted by the Funding Strategy
Statement.

Actuarial valuation as at 31 March 2016 12
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Cost to the Employers of future benefits

The table below shows the aggregate calculated cost to Employers at the
valuation date of benefits that members will earn in future (the aggregate
primary contribution rate). Conltributions at the aggregate primary rate would
be appropriate if the Fund had no surplus or shortfall.

These rates have been calculated using the same assumptions as used to calculate the past service

liabilities.
% of Pensionahle Pay

Value of benefits building up 23.4

Death in service cash sum 0.3
Administration expenses 0.4
Less member contributions {6.3)

Net cost to the Employers (primary 17.8
contribution rate)

The aggregate Employer future service The cost of future benefits has increased
contribution rate ({the weighted average, by significantly since the previous valuation. The
payroll, of the individual employers' primary main reasons for this are:

rates) is 17.8% of Pensionable Pay. «  Changes to the Funding Strategy (adopting
Employers will also pay additional contributions the same discount rate for past and future
to remove the shortfall for past service liabilities, service, leading to a lower discount rate

or, where individual employers are in surplus, relative to inflation at this valuation)

pay lower contributions to reflect this surplus. * Changes to the demographic assumptions

These have been slightly offset by the following
factor which on its own has reduced the cost of
future benefits:

=  Changes in the active membership since
the last valuation

Actuarial valuation as at 31 March 2016 13
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The Fund faces a number of key risks which could affect its funding position.

These risks include:

Funding risk — the risk that the value placed
on the past service liabilities is set too low
and contributions paid into the Fund prove
insufficient io meet the payments as they
fall due.

Employer risk — the risk that an Employer is
no longer able to meet its liabilities in the
Fund. For example, due to the insolvency of
an Employer.

Investment risks — the risk that investment
returns are lower than allowed for in the
valuation, and also that the assets are
volatile and move out of line with the
liabilities, so the funding position is not
stable.

Longevity risk — the risk that Fund members
live for longer than expected and that
pensions would therefore need to be paid
for longer resuiting in a higher cost for the
Fund.

Inflation risk — the risk that inflation is higher
than expected, resulting in higher pension
increases (and payments to pensioners)
than allowed for in the valuation.

Options for members (or other parties) — the
risk that members exercise options resulting
in unanticipated extra costs. For example,
members could exchange less of their
pension for a cash lump sum than allowed
for in the valuation.

Legislative/Regulatory risk — the risk that
changes to general and LGPS specific
regulations, taxation, national changes to
pension requirements, or employment law
result in an increased cost of administration,
investment or funding for benefits.

Actuarial valuation as at 21 March 2016

To quantify some of these risks, the chart on the
following page shows the approximate impact of
the following one-off step changes on the
Fund's funding position (all other elements of
the valuation basis being unchanged):

= Life expectancy at age 65 is two years
longer than anticipated (with corresponding
increases at other ages).

= A 1% pa fall in long term expected
investment returns (the discount rate) with
no change in asset values.

A 1% p.a. increase in expected price
inflation {(measured by CPI}, with no change
in asset values.

= A 25% fall in the market value of equities
{with no change in bond markets, and no
change in the discount rate).

= A 1% p.a. increase in expected real
Pensionable Pay increases.

In practice, some of these changes may be
partially offset by other changes in the values of
the assets or the liabilities. For example, a
reduction in the expected investment return or
inflation might lead to a compensating change in
asset values, or a change in asset values might
lead to a compensating change in expected
investment returns.

These potential effects are not shown in the
chart on the next page.

Further information on the risks and actions
taken by the Fund to mitigate thern can be
found in the Fund's Funding Strategy
Statement.
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Risks and uncertainties

The chart below shows the approximate impact on the funding ratio of the Fund under a number of
different scenarios.

Initial past service liabilities

What if... life expectancy increases by 2 years
What if... the discount rate falls by 1% pa
What if... inflation increases by 1% pa

What if... equities fall by 25%

What if...pensionable pay increases by 1% pa more than

i

assumed
] The scenarios considered are not 'worst case’

The analysis demonstrates that on the scenarios, and could occur in combination

approach used the Fund is susceptible to: (rather than in isolation).

* Falls in expected investment returns (the The future service contribution rate (primary
discount rate) to the extent not matched contribution rate) is also highly sensitive to a
by higher asset values number of the above factors: falls in expected

= Falls in the market value of equities to investment returns, rising inflation expectations
the extent not offset by higher expected and increases in life expectancy.
future retums All the risks considered have a negative impact

= Rising inflation and pay increase on the funding ratio. Oppogite rr!ovements could
expectations also apply for each scenario which would result

in an increase in the funding ratio.

= Members living longer than expected

Actuaria! valuation as at 31 March 2016 15
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Individual Employer contribution rates

Employers, or groups of Employers, are set their own contribution rate which

reflects their specific circumstances.

The Employer contribution rates are set by the
Fund Actuary taking into account a number of
factors including:

= Regulation 62 — which requires the Actuary
to have regard to

— The existing and prospective liabilities

= The desirability of maintaining as nearly
a constant a primary contribution rate
as possible

= The Administering Authority's Funding
Strategy Statemnent, and

— The requirement to secure the solvency
of the Fund and the long-term cost
efficiency of the Scheme, so far as
relating to the Fund.

* The results of the valuation.

= Developments since the valuation date,
including any one-off contributions paid as
documented in Appendix 7.

* Discussions between the Fund Actuary, the
Administering Authority and Employers.

Contribution rates for Employers which
contribute to the Fund are set out in the Rates
and Adjustments Certificate in Appendix 8.

Rates of contribution payable by individual
Employers, or groups of Employers, differ
because they take into account Employers’
particular membership profiles and funding
ratios and, in some cases, the assumptions and
recovery periods are specific to the Employer's
circumstances. We have agreed with the
Administering Authority that increases in
contribution rates for some Employers can be
phased as set out in the Funding Strategy
Statement.

For certain Employers who are in surplus, it has
been agreed with the Administering Authority
that the Employer can use some of the surplus
to support the payment of contributions to the
Fund at a rate below the future service
contribution rate.

Actuarial valuation as at 31 March 2016

The contributions payable by individual
Employers are set out in Appendix 8.

The aggregate Employer contributions certified
for the 3 years from 1 April 2017 can be
summarised as follows:

% of Aggregate
Pensionahle

contribution
Pay amount (EM)

2018 17.3% 17.4

2019 17.3% 15.8

»  The annual contribution amounts above are
the aggregate of the additional contribution
amounts certified for individual Employers in
each year.

* Payments to meet additional costs arising
from early retirements and other increases
in benefits are payable in addition.

= At the end of the period shown above, the
annual contribution amounts for each
employer or group are anticipated to
increase by approximately 3.25% pa until
the end of the relevant recovery period.
Thereafter, aggregate contributions are
anticipated to be in line with the future
service contribution rate of that employer.
These contributions will be subject to review
at fulure actuarial valuations.

* Member contributions are payable in
addition to the Employers’ contribution rates
set out above and in Appendix 8. The
member contributions are set out in the
Regulations. AVCs may be payable in
addition.

16
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Individual Employer contribution rates cont.

Terminology
Rates and Adjustments Certificate

Specifies the contributions payable by the
Employers until March 2020.

Actuarial valuation as at 31 March 2016

Contributions by active members and
Employers should be paid to the Fund at
such time and at such frequency as
required by the Regulations and the
Administering Authority's Pension
Administration Strategy. Unless otherwise
agreed with the Administering Authority and
the Employer, any monetary shortfall
contributions have been calculated on the
basis that they are payable in monthly
instalments over the relevant year.

17
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Final comments

The key results from this valuation are:

The value of the Fund's assets was £2,417 8M and its past service liabilities were £2,700.7M which
correspond to

» a shortfall of £282.9M and
» 3 funding ratio of 80%.
The cost to the Employers of future benefits building up is 17.8% of Pensionable Pay.

If the shartfall is removed over 24 years from 1 April 2017, the aggregate Employer total contributions
needed would be equivalent to 20.9%" of Pensicnable Pay until 31 March 2041, reverting to 17.8% of
Pensionable Pay thereafter.

*if the membership remains broadly stable and pay increases in line with cur assumptions.

Developments since the valuation date Monitoring the Fund

= Market movements since 31 March 2016 In the light of the volatility inherent in the funding
position where investments do not match
liabilities, the Administering Authority monitors
the financial position of the Fund in an
appropriate manner on a regular basis.

Since 31 March 20186, equity markets have
generally risen, although the impact of this
has been partially offset by falls in the risk-
based discount rate that would be used if

the valuation were being carried out at a The Administering Authority will also consider
more recent date (and falls in bond yields monitoring the position of individual employers,
for Employers on an Orphan Funding particularly those subject to the ongoing orphan
Target). funding target and those which may exit the

Fund before 1 April 2020. Where appropriate
and permitted by the Regulations, contributions
for those employers may be amended before
the next valuation.

Overall, market movements since the
valuation date have increased the future
service (primary) contribution rate but have
had a positive impact on the funding ratio in
the period to 31 Decemnber 2016. Taking . .
these two offsetting factors together, and Next actuarial vaiuation
bearing in mind the long-term nature of the
Fund, our opinion is that certifying
contributions based on market conditions as
at the valuation date remains appropriate.

The next formal actuarial valuation is due to
take place as at 31 March 2019.

= Employers joining or exiting since the

valuation date If actual experience before the next actuarial
Contributions for employers joining since valuation is in line with the assumptions in this
31 March 2016 will be advised separately. report, we expect the Fund's funding ratio to
Similarly, a revised Rates and Adjustments increase to approximately 91%. This

will have been prepared as necessary for improvement would be mainly due to shortfall
employers exiting the Fund since 31 March payments certified to be paid before the next
2016 where this has been requested by the actuarial valuation.

Administering Authority.

Actuarial valuation as at 31 March 2016 18
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Appendix 1: Legal framework

Proprietary and Confidential

It is a legal requirement to carry out a full valuation at least once every three

years.

This report was commissioned by and is
produced solely for the use of the Administering
Authority.

It is produced in compliance with:

= Regulation 62 of the Local Government
Pension Scheme Regulations 2013.

= The terms of the agreement between the
Administering Authority and Aon Hewitt
Limited, on the understanding that it is
solely for the benefit of the addressee.

Actuarial valuation as at 31 March 2016

Unless prior written consent has been given by
Aon Hewitt Limited, this report should not be
disclosed to or discussed with anyone else
unless they have a statutory right to see it.

We permit the Administering Authority to
release copies of this report to the following
parties only:

= Any Employer which contributes to the
Fund.

= The Department for Communities and Local
Government.

We also permit the Department for Communities
and Local Government to pass our report to the
Government Actuary’s Department in
connection with their statutory duties. None of
the above bodies has our permission to pass
our report on to any other parties.

Notwithstanding such consent, Aon Hewitt
Limited does not assume responsibility to
anyone other than the addressee of this
report.
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Proprietary and Confidentiaf

Membership data was provided by the Administering Authority.

Active
members

Men 2016

Number

age

7,215 457
2013 Not Not
known known
Women k] 23,566 457
2013 Not Not
known known
Total 2016 30,781 45.7
2013 29,359 49.9
Noles:

Average

Total

pensionable

pay
(£000 pa)

137,249

Not
known

272,819

Not
known

410,068

382,741

Average
pension-
able pay

(£ pa)

18,023

Not
known

11,677

Not
known

13,322

13,037

Average
post 2014
pension

(£ pa)

Average
service
Pre 2014
Scheme
{years)

6.6 704

Not known N/A

3.7 412

Not known N/A

4.4 481

9.9 N/A

The 2013 average ages shown are weighted by pension amount. The 2016 average ages are unweighted.
Pensionable pay at 2016 valuation is aclual pay and is based on the 2014 scheme definition.
Average service at the 2016 valuation is to 31 March 2014.

Deferred members

2016

2013

2016

2013

2016

Frozen
Refunds

2013

Total 2016
2013

Note:

7,268
Not known
24,955
Not known
7,933
Not known
40,156

30,072

Not known

46.2

Not known

Nof known

46.0

48.8

Number Average age Total pensmn
(EODOS pa}

11,831
Not known
20,725

Not known

Not known
32,556

28,367

Average pen5|on
(£ pa)

1,628
Not known
830

Not known

Not known
1,010

943

The 2013 average ages shown are weighted by pension amount. The 2016 average ages are unweighted.

Actuarial valuation as at 31 March 2016
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Pensioners Average Total pension Average pension
(£000 pa) (£ pa)

2016 6,275 70.9 38,974 6,211

Men

2013 Not known Not Not known Not known
kriownt
2016 10,568 69.4 27,542 2,606
2013 | Not known Not Not known Not known
known
Dependants 2016 2,520 71.9 €,767 2,685
2013 Not known Not Not known Not known
known
2016 19,363 70.2 73,283 3,785
2013 16,715 70.4 64,250 3,844
Noles:
The 2013 average ages shown in these tables are weighted by pension amount. The 2016 average ages are
unweighled.

In addition there were 139 (132 in 2013} members in receipt of a children’s pension with pensions lotalling
£177,254 (€140,111 in 2013) per annum.

Actuarial valuation as at 31 March 2016 21



« 910Z YUBK LE 1B Se uonenfea |euenjoy

8y} Jo euo U ‘1aybiy Ji ‘10 yxe JvlJes Jo Juawal)el

ajges||dde joN o} Joud syjuow Z} auy) 1aao Aed sjqeuoisuad Ajjelauss Aed [eui

(swypaso |emoedjuos-uou Buipnjoul) Aed |ejo} Ajessuss {awano |enjoejuos-uou Buipnioxa) Aed |ejo) Ajjeleusg) Aed ajqeuoisuad
(pajosye
10U sjyausq sjuepuadap) Jausq ucisuad sJeqLUSLL

40 940G 10} SUORNALNIOD 2406 A=d 0} 1do ued siequuapy ajqeoljdde joN uondo g5:05

u) si Jaquiatu ay} pueq uopnguIuo uo Juepuadap Aed

2jqeunisuad |enjoe Jo 94521 pue Aed Jo 9%G'G usamlag @|qeoy|dde saBuo| oN SUOIINQUIUOD 1WA
aby
(JayBiy yI g9 abe 10) aby uoisuad a1} 0) paqulT] o uolsuad / Juawiall}ay [RWION

(3dv9) sbuilies panjeas) abeleae 1salen Alejes |eulq awayas jo adAg

¥1.0Z U2JB LE 29)E PaNIdde s)ljausg ¥10Z Iudy | ai0jag paniade sjijauag

“s||ejop Jayuny 1oy suonenBay ay) 0} 19§81 pinoys siapeas pue abueyd o} 13a(qns 8q JeAsmoy AeL sy L ‘Bulum Jo awn
9y} 1e suonenbay ay) Jo Bulpue)siapun Jno sjaajial siy | ‘mojeq usalb si gLOTZ YoLeW |LE 1B Se s1aquisw aaloe 0} 3jqeded sjyausq ay) Jo Alewwns peosq

(pepuawe Apusnbasqns se) g0z suonenbay awaydg LoISUSd JUBLULIDAOS) B30 W) =
{papuawe Apusnbasqns se) |0z suoneinbay (Juawpuswy pue sBUIAES 'SUDISIACIJ [EUONISUBI] ) SWAYIS UOISUS JUBLULLIDAOS) [B30] aUl  »

:6uraq Apuanino suonenbay |ediouud ay) 'suoienbay Ul INo 185 aIB SWBYIS UOISUBY JUSWILIBAOL) [B207 8Y) JO SIyauaq ay |

sjjauag ¢ Xipuaddy

jefuapyuon pue Aejaudosd usuAsaA| 7 JusWRIEY
WMo uoy




EE

Ajtenb o) ul pabeBua siem Asy) jusuiiojdwa. ay) jo seynp ay) BuiBleyos)p Ajusioye jo ejqedeou| Agusueuusd 8q  « !

‘sieak gg o} |enbs Jo uey) tejealb | 8anIeg
ajqeuo|sued snjd abe e} 1 uoisued padnpaiun uo aijal

ues uoiosjoud o} ejaibije Jequiaw Jo sewobsles ujepas

uswAed

Ajea Joj paonpai pue !(sjyeusq Alejes |euy o} uojjefel

uy) ajep Juswaunal Ales 0} dn Aed a|qeuUolsuad: pan|eAs.
uo paseq Jng JusLlalel [BULIOU Jo} SB pajeInojed Luoisuad

‘gG abe Joye awaies uosjgeied uoisued peanpay

JO @njeA |ejdes |ejo} 8y} J0 J8jEnb SUO JO WINS YSED WNWIXBLI B 0} WNS YSBI [BUOIPPE JO} PRiopusins aq ued uoisuad

‘Junoooe
uoisuad, ay) pajjea si uoisued pajejnwnaoe Buynsaa ey

7102 udy | woy diusiegiuew

Bulinp panedas Aed ejqelioisuad pan|enslijo g/l

s|qeo|jdde joN

102 UDJB[N LE 19}E panJtoaoe sjiyauag

jenuapyuon pue Aejaudalg

SL0Z YRR | 1e SB UORN[EA [RUENIDY

suojsuad

Isnwl siaquiall ased yaea uj | yieay-[i1 pue Auaedeosu|

‘09 6. Jopun i payjnbel jussu0D Jakojdwz |

yum ‘sieed gg 0} jenba Joiueyy JejeesB si acjaleg
‘g|qeuojsuad snjd abe Jtayy ) uojsued paonpaluniuo al)ed
ues uogoejald Joj 8jqiBjle sequisiu jo selioBajed ujepad
auied Apes oy

P32npaJ pue 'ajep juawainel Alxee o} 8djaIeg ajqeuo|suad
U0 paseq g JUeal)sl |eulou 1o} se pajeinsjes uojsued

uasuod koidw3 \gim gg obe Jeye
10/'p9 abe 1a)e Juswsal uo ajqeied uojsusd peonpay

ugisuad juawainal Ajeg

dn uaaiB uojsued jo ed |3 yoee 10} Z|.F S| 8}l Uojsiaallo]
'syjaueq

LLINS LSED Juallaliay
Aed (Bul- JO 08/C JO.LUNS YSBO R =

snid 'Aed jeuiq jo og/L jo uojsued e =

:8002 MNdy | 2J0jaq adAIeS SjGRUOISUS JO JBDA Loes 104

18002 ludv, | Jeye jo

0 89jAIeS Bjqeuojsuad jo 1eak Yoea Joj Aed [eu| J0 09/ uoisuad Juawalnal |euwloN

B0jAISS PB)ipaId
Jo spouad snid !(sAep pue sieak) pund jo diysiaquiely

o

JUBWISIAU) § JUBLRINSY
HIMeH uoy

301A19S B]jgeuoIsuay

¥102Z |udy | 210jaq paniage s}jauag



¥Z 910Z YR L§ }8 S€ Uonenjea [euenjoy

"diysseqiuaw jo pouad Buunp Aed s|geuoisuad W@ Jo sep
panjeAss uo paseq JusWaIe) [BULIOU 10} S PRJENS|ed 0] 80JAIBS S|qEUOISUB pue JiIXe e ABd feulq uo paseq
aby uojsua  jeuuon je Juswaias uo ajqeded uoisusd  eby Juswaiey |BUNON Je JusLiaLies uo ejqeded uoisuay 801AI3G 3|qeuoisuad Buiaean

"Jaipes | ‘peueiqo juswiAojdwa jnjuieb |hun Jo sieeak ¢ 1o} siqeded

X3 JO 3jep Jo sJeah ¢ ym Juicd
awos 1z juswihojdws |njuied Buiyeuepun jo s|iqedes aq o} pajoadxs aq jsnw equaw ay} Jyauaq siy) JojApenbo]

‘JX8 J0 8jep 0} pajajdwios solAIRg
ajqeuoisuad pue IIxe je Aed |euld UO paseq adlAIag S|qeLoISUSd SYIUOW € LEBL) SJOW UM SIequuiaw o) ajgefied «

:8jouw Jo siesd g jo aswues Buifyienb Buaey siequiaw o) slgng

g 4611

‘afiy uojsuad [euLON 210jaq Inq ‘sieeh ¢ Jeye
juiod swios e yuswiojdws jnyuied Bupiepspun Jo sjqeded aq o} pajosdxe aq JsNw Jaquisl aty) Jyauaq S|y} Joj Auenb o

“JUaLWSIUBYUS | 18| By} JO %GZ 0} lenba juswaoueyua ue snid ‘ucisusd paniooe jo JuswAed alB|palull] =
‘80IAI9S S{(BUOISUR JO SIERA Z LBL)} 210l YIM SIequIsW ) ajqeed =

caell

‘oby UoISUa 4 |eULION
alojaq JuswAojdws njujel Aue Buiyepapun Jo siqedes ag o} Aj@yijun aq Isni Jaquuaw ay) Jeusq sy} Joy Aljenb o)

"Aed 8|qeuoisuad juaLing syj uo paseq ‘aby uoisuad |euloN pue Buines| jo sjep sy} usamiaq PanJooe SABL PINOM
Jequiaw ey} uoisuad pawies 4o Junolue sy} o} |enbs Juswadsueyus ue snid ‘uojsusd panidoe Jo ewhed oepaluw] =

"adIAIBG BIqBUOISUB JO SJB8A Z UBY) SI0W Y)M SIOGILALWL O} sjqefed =

{panunuod) suoisuad
[R5 TR yieay-j|t pue Aoedeou

juawhojdwa njured Aue Bunjepepun Aieipaiuw jo aiqedeau; aq = |
pue

¥1.0Z UdJe[ L€ I8}k paniaode sjjauag ¥1.0Z |Hdy | alojaq paniase spjauag

{enuapyuon) pue Aejaudosg uBUASaAL] P JUSWRNEY
MMmeR uoy



5T

‘aby uo|sued |BUuLON pue

yieap uaamieq Jesh yoee 1o} |ieap je Aed sjgeuoisued
pewnssy o 09|1/1 (0 uoisuad o} Juewesueyue

ue snid ¢1.02 |dy | wouy diysiequaw Buunp panesal
Ked o|qeucisuad panjeaal Jo 0glL/ Jo uoisuad seuped 'y

(0182 jo wnwiuiw 0} J08lgns} |40 Yum aulj uj

(o182 Jo Wnwiuiw e 0)3198{ans) 14D Yim aul| uj

{1dD) Xepu| Sed}ld JBLINSUOY Y} U SOSeaIau] UIM auy U]

¥10Z UdIB LT JOYE paniode s}ijauag

[Efuapyu0)) pue Arelaudaid

91LDZ YIIBK LE J€ BB UOHEN|EA [EUENDY

"#10g ludy | ai0jeq edjalag ajqeuoisued
Jo Jeak yoes Joj Aed jeuld Jo 0gi/L Jo uojsuad seuped 'y (penuuod) syyauaq yiesQ

X8 Je Aed a|qeuojsuad paiunssy X ¢ Jo Wins ysao v E

IdD

UIIM BUI) Ul 958810 'B10T JoqIUIB08Q § PUB. 9LOZ Iudy
g ueamlaq eBy UojSuad 8je)S Yoeel OUM siequuatl Joj |
SAND pue 'sdiNS Jo sseaxa U] JuewAed uj suoisuad =

'81.0Z Jequiedeq g

pue g0z judy g usamiaq 8By uoisuad elels yoeal
oym sieqluell Jo uojjidadxa au} ym ‘[0 pue ed %g jo
lamo| 8y} e esesloul geg | |Udy § J1aye pariaoe sdiNe juawded ul saseaioul Uolsuay

1d3 Him
Qul ul'asEBIoU| SJIND JO SSeoXa U suoisuad pausjeg =
'S10J08} UOjJen|eASl 1) Ylim aulj u) juauusjep Buineaj 493)e
U} 85E0i0U; (SJIND) SUsISUBH WNWIUKN PeajuRienD uoljen|eaal uoisuad pauajaq
sjqeojjdde joN 321A18S Ul UOlEN|RAA JHYD
'$e2UaLLILWI0Y uoisued

9)ep pue ixe Jo ejep usamiaq poped ay; sepn|auj 8sed
S|} Uy @0IA19G "SIBDA 6g O} |enba Jo uey) Jeyeald s aoies
snjd efie yay; pue laaa 10 )9 pabe ji uoijsuad paanpaiun
uo Ajes aiel ued Jequiaw jo sapobaeo ueyen

JUBWISIAL] T JuaWRIEY
HiMeH voy



a 9L0Z YNEW |E JE SB UOHEN[BA [BUENDY

'sJeaA g uBLy) $59 Jo aapues Buidyenb yym diysisquisw Buiaes| siequislu Joj pied s) SUOHNGUILOD JaquIall JO punel Y- poutad Bupsap

‘9002 180000 | 2i0§2q diysisquiall aWeyds Uim 8soy) Joj BO0Z Y2IEW LE BI0JBQ SDIAISS 10} paUIEIal GE JO BNy

‘0202 YoJEeN LE LO 09 dsAD
pabe siaglawi o) g Jo ainy Jo uopoajoid jelled ‘910z Y2Ie LE o 0g Jaao pabe siequuswu Joj paulelal 6o Jo ajny

2402 udy Ul G5 18A0 pabe sISqWISL 10 BINjoNJjs SLWSYSS §O0Z UO Siyeuaq Jo uidispun
‘(Aed |eul- |enjuaaa o) ui Buipnjau)) pajosioud speusq 1.0z 8ld suldiapun ; sucnaajolg

‘91L0g
[udy Ul paysijoqe sem no-Buioenuo un BWIBLIS UOISUB PUOISS SlB)S BY) JO INO PAJORIILOD SEM BLLBYDS B | awayos uoisuad 9)e)g

‘ajgefed aq Aew suoisuad s,usippyn
‘598}IGeyod pue siauped jaiD ‘'sesnods sie sisuped {(panunuoa} syysuaq yyeag

+1.0Z UY24B[ L€ Joye paniooe sjyauag ¥1.0Z [Ldy | 2lojaq paniooe sjijauag

jenuspiuoy) pue felsudaid JUSWIS3AUL F Uy
RiMeH uoy



Aon Hewitt
Retirement & Investment Proprietary and Confidantial

Appendix 4. Consolidated revenue account

We show a summary of the revenue and outgo of the Fund since the previous
valuation below, taken from the Fund's Report and Accounts.

Total
£000
Fund as at 31 March 2013 1,840,733
Income
Contributions Emplcyer normal 168,954
Employer additional 88,085
Employer special 9,068
Employee 75,476
Transfers-in 26,682
nvestment income 61,801
Underwriting commission {1,077)
Total income 428,989
Outgo
Pensions paid 209,775
Retirement cash sums 63,612
Transfers-out 48,549
Death benefits paid out 5,485
Refunds of contributions on leaving 510
Expenses Investment 18,350
Administration 6,128
State scheme premiums -
Other -
Total outgo 352,409
Change in market value 500,520
Fund as at 31 March 2016 2,417,833

Actuarial valuation as at 31 March 2016 27
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Appendix 5: Assumptions used to value the liabilities

The assumptions used for calculating the past service liabilities and the cost of
future benefit accrual are summarised below.

Financial assumptions

In-service discount rate

Scheduled body / subsumption funding target 4.4% pa
Orphan body funding target 4.1% pa

Scheduled body / subsumption funding target 4.4% pa
Orphan body funding target 2.5% pa

Rate of Pensionahle Pay increases 3.25% pa
(service up to 31 March 2014 only)
{in addition to pramotional increases)

Rate of CPl price inflation 2.0% pa
Rate of revaluation of pension accounts 2.0% pa

Rate of pension increases
on non GMPs 2,0% pa
on post 88 GMPs 1.8% pa
Rate of deferred pension increases
non GMP 2.0% pa

GMP 3.25% pa
0.4% of Pensicnable Pay

Administration expenses

Actuarial valuation as at 31 March 2016 28
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Demographic assumptions

Pre-retirement base Males: 70% of Standard SAPS S2P tables
gty ' Females: 40% of Standard SAPS S2P tables

R AT | Males: 100% of Standard SAPS S2P tables
mortality

Females: 85% of Standard SAPS S2P tables

TTNTITENS |15 100% of Standard SAPS S2 Il Health tables
PEELS T ) Females: 130% of Standard SAPS S2 Ill Health tables

Improvements to An allowance for improvements in line with the CMA 2014 improvements

mortality (for men or women as appropriate} with a long term rate of improvement of
1.5% pa.

Promotidnal salary Allowance has been made for age-related promotional increases (see

increases sample rates below).

Withdrawals Allowance has been made for withdrawals from service {see sample rates
below). On withdrawal, members are assumed to leave a deferred pension
in the Fund.

Retirement age Members were assumed to retire at the following ages:

Member group Assumed age at retirement
Active members with protected Rule | Rule of 85 age (or age 60 if higher).
of 85 age (joined LGPS before 1

October 2006 and attained age 60 Any part of their pension payable
before 1 April 2020) from a later age will be reduced.

Active members who joined before Age 65.
1 April 2014 and net included in the

above group = Post 2014 pensions will be reduced

if the member's State Pension Age

is projected to be over age 65 at

that point.

Deferred members who joined the = Rule of 85 age (or. age 60.if higher).
Fund before 1 April 2014 with

protected Rule of 85 age Any part of their pension payable

from a later age will be reduced.

Deferred members who joined the Age 65.
Fund before-1 April 2014 with no
protected Rule of 85 age

All other active and deferred State Pension Age (or age 65 if

members higher)

Retirement cash sum ;'Each member is assumed to surrender pension on retirement, such that
! the total cash recelved is 75% of the permitted maximum.

Actuarial vaiuation as at 31 March 2016 28
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Family details Each man was assumed to be three years older than his wife/partner.

75% of non-pensioners were assumed to be married or have a spouse,
civil partner or cohabitee {'partner’) at retirement or earlier death.

75% of pensioners were assumed to be married or have a partner at age
65.

Partners were assumed to exhibit the same mortality as pensioners of the
same sex who retired in normal health.

No allowance for children's pensions.

ACUEUERIGTER LN B Allowance has been made for retirements due to ill-health (see below).
health Proportions assumed to fall into the different benefit tiers are:

Tier 1 90%

Tier 2 5%

Tier 3 5%
Take up of 50:50 All members are assumed to remain in the scheme they are in at the date
scheme of the valuation.

Sample rates

The table below illustrates the allowances made for withdrawals from service and ill-health retirement
at various ages. Also shown is the allowance included for promotional pay increases, which is shown
as the percentage increase over the next year.

Current age J Percentage Percentage leaving Percentage leaving
promotional pay the Fund each year the Fund each year
increase over next as a result of as a result of [ll-
year withdrawal from health retirement
service
Males and Females Males and Females -
3.9% 12, 5% 0.01% 0.00%

3.3% 12.5% 0.02% 0.00%
2.6% 9.0% 0.02% 0.01%
1.8% 7.5% 0.03% 0.02%
1.1% 6.0% ' 0.06% 0.03%
0.3% 5.0% 0.09% 0.05%
0.0% 4.0% 0.25% 0.11%
0.0% 2.5% 0.41% 0.18%
0.0% 1.0% 0.57% 0.25%
0.0% 0.0% 0.00% 0.00%

Actuaria! valuation as at 31 March 2016 an
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Appendix 6: Membership experience

We have compared the actual numbers of deaths, retirements and other exits
since the previous valuation with the numbers expected on the assumptions
used for the 2016 valuation:

Type of exit Men Women

Death after retirement in normal health
Actual 450 376
Expected 379 344

Death after retirement in ill health
Actual 146 a9
Expected 119 83

Death in service
Actual 27 39
Expected 32 51

Withdrawals {excluding refunds)
Actual 1,746 5,595
Expected 1,230 3,845

lll-health retirements
53
63

Actual

& &

Expected

Actuarfal valuation as at 31 March 2016 ]
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Aon Hewitt
Retirement & Invesiment Proprietary and Confidential

Appendix 9: Glossary

Active member

A person who is employed by an employer participating in the Fund, and is paying {or is treated as
paying) contributions to the Fund {includes certain members temporarily absent, e.g. due to family
leave or sickness).

Admission Body
An employer admitted to the Fund under an admission agreement.
Attained age method

This is one of the methods used by actuaries to calculate a contribution rate to the Fund. This method
calculates the present value of the benefits expected to accrue to members over their expected
remaining membership of the Fund expressed as a percentage of their expected future pensionable
pay. It allows for projected future increases to pay or revaluation as appropriate through to retirement
or date of leaving service. The method is based on the current membership and takes no account of
the possibility of further members joining the Fund. If there are no new members, this method would
be expected to result in a stable contribution rate, once surpluses or shortfalls are taken into account,
and if all the other assumptions are borne out. However, if more members join the Fund to replace
older leavers, the contribution rate can be expected to fall.

Consumer Prices Index (CPI)

This is the price inflation index that increases to pensions and deferred pensions paid by the Fund are
currently based on. Itis published every month by the Office of National Statistics,

Deferred members

A former employee who has left active membership, but has not yet received any benefits from the
Fund and is prospectively entitled to receive a deferred pension from his/her normal pension age.
Discount rate

This is used to place a present value on a future payment.

Fund Actuary

The actuary to the Fund, who provides actuarial advice to the Administering Authority including
camrying out the actuarial valuation contained in this report.

Funding objective

To hold sufficient and appropriate assets to cover the Funding Target.

Funding ratio

This is the ratio of the value of assets to the Funding Target.

Funding Strategy Statement

A document prepared by the Administering Authority in accordance with the Regulations which sets
out the funding strategy adopted for the Fund. The Fund Actuary must have regard to this statement
in preparing this actuarial valuation.
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Funding target

An assessment of the present value of the benefils that will be paid from the Fund in the future,
normally based on pensicnable service prior to the valuation date. Under the current Funding Strategy
Staterment the funding target is equal to the past service liabilities calculated using a prudent set of
assumptions.

Future service contribution rate

The contribution rate (expressed as a percentage of Pensionable Pay) required to meet the cost of
benefits which will accrue to members in future. This is also known as the primary contribution rate.

Guaranteed Minimum Pensions (GMPs)

Most Funds that were contracted out of the State Earnings Related Pension Scheme (SERPS) before
April 1997 have to provide a pension for service before that date at least equal to the Guaranteed
Minimum Pension {(GMP). This is approximately equal to the SERPS pension that the member would
have eamed had the Fund not been contracted out. GMPs ceased to accrue on 6 April 1997 when the
legislation changed.

Long-term cost efficiency

This is not defined in the Regulations but further explanation can be found in the Cipfa guidance
'‘Preparing and Maintaining a Funding Strategy Statement', dated September 2016:

The notes to the Public Service Pensions Act 2013 state:

Long-term cost-efficiency implies that the rate must not be set at a level that gives rise fo additional
costs. For example, deferring costs to the future would be likely to result in those costs being greater
overall than if they were provided for at the time.

The rate of employer contributions shall be deemed to have been set at an appropriate level to ensure
long-term cost efficiency if the rate of employer contributions is sufficient to make provision for the
cost of current benefit accrual, with an appropriate adjustment to that rate for any surplus or deficit in
the fund.

In assessing whether the above condition is met, GAD may have regard to the following
considerations:

= the implied average deficit recovery period
= the investment return required to achieve full funding over different periods, e.g. the recovery
period

= if there is no deficit, the extent to which contributions payable are likely to lead to a deficit arising
in the future

= the extent to which the required investment retumn above is less than the administering authority's
view of the expecled future return being targeted by a fund's investment strategy, taking into
account changes in maturity/strategy as appropriate

Orphan employer
This is an employer whose participation in the Fund may cease at some future point in time, after
which it is expected that the Administering Authority will have no access to future contributions from

that employer for the employer's liabilities in the Fund once any liability on exit has been paid. On exit
the employer's liabilities will become ‘orphan liabilities’ in the Fund.
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Ongoing orphan funding target

For active employers whose liabilities are expected to be orphaned on exit, the Administering
Authority will have regard to the patential for participation to ¢cease (or for the body to have no
contributing members), the potential timing of such exit, and any likely change in notional or actual
investment strategy as regards the assets held in respect of the body's liabilities at the date of exit

{i.e. whether the liabilities will become 'orphaned' or a guarantor exists to subsume the notional assets
and liabilities). This is known as the ongoing orphan funding target.

Typically employers which will ultimately give rise to Orphan liabilities will have a discount rate which
is based on the yield on long-dated fixed interest gilts at a duration appropriate for the Fund's
liabilities plus an asset out-performance assumption (typically this addition will be different when
applied to liabilities in relation to members still in service and to those who have left service}. The
addition for the left service discount rate is intended to reflect the Fund Actuary's view of the possible
future increase in gilt yields over a five year period, and is greater than market expectations of future
increases at the valuation date.

Past service liabilities

This is the present value of the benefits to which members are entitled based on benefits accrued to
the valuation date, assessed using the assumptions agreed between a Fund's Administering Authority
and the Fund Actuary. It generally allows for projected future increases to pay or revaluation as
appropriate through to retirement or date of leaving service.

Present value

Actuarial valuations involve projections of pay, pensions and other benefits into the future. To express
the value of the projected benefits in terms of a cash amount at the valuation date, the projected
amounts are discounted back to the valuation date by a discount rate. This value is known as the
present value. For example, if the discount rate was 4% a year and if we had to pay a cash sum of
£1,040 in one year's time the present value would be £1,000.

Primary Rate of the Employers' Contribution

This is not defined in the Regulations but further explanation can be found in the Cipfa guidance
Preparing and Maintaining a Funding Strategy Statement, dated September 2016:

The primary rate for each employer is that employer’s future service cantribution rate, which is the
contribution rate required to meet the cost of the future accrual of benefits, expressed as a
percentage of pensionable pay, ignoring any past service surplus or deficit but allowing for any
employer-specific circumstances, such as the membership profile of that employer, the funding
strategy adopted for that employer (including any risk-sharing arrangements operated by the
administering authority), the actuarial method chosen and/or the employer’s covenant.

The primary rate for the whole fund is the weighted average (by payroll) of the individual employers’
primary rates.

Projected unit method
One of the common methods used by actuaries to calculate a contribution rate to a Fund.

This method calculates the present value of the benefits expected to accrue to members over a
control period (often one year) following the valuation date. The present value is usually expressed as
a percentage of the members' pensionable pay. It allows for projected future increases to pay or
revaluation as appropriate through to retirement or date of leaving service. Provided that the
distribution of members remains stable with new members joining to take the place of older leavers,
the contribution rate calculated can be expected to remain stable, if all the other assumptions are

Actuarial valuation as at 31 March 2016 47



Aon Hewitt
Retirement & Investment Proprietary and Confidential

borne out. If there are no new members however, the average age will increase and the confribution
rate can be expected to rise.

Prudent

Prudent assumptions are such that the actual outcome is considered to be more likely to overstate
than understate the amount of money actually required to meet the cost of the benefits.

Rates and Adjustments Certificate

A certificate required at each actuarial valuation by the Regulations, setting out the contributions
payable by employers for the 3 years from the 1 April following the valuation date.

Recovery period

The period over which any surplus or shortfall is to be eliminated.

Recovery plan

Where a valuation shows a funding shortfall against the past service liabilities, a recovery plan sets
out how the Administering Authority intends to meet the funding objective.

Regulations

The statutory regulations setting out the contributions payable to, and the benefits payable from, the
Local Government Pension Scheme and how the Funds are to be administered. They currently
include the following sets of regulations:

= 1997 Regulations Local Government Pension Scheme Regulations 1897

= Administration Regulations Local Government Pension Scheme (Administration)
Regulations 2008

= Benefits Regulations Local Government Pension Scheme (Benefits, Membership,
and Contributions) Regulations 2007

= Transitional Regulations Local Government Pension Scheme (Transitional provisions)
1897

* 2013 Regulations Local Government Pension Scheme Regulations 2013

» 2014 Transitional Regulations Local Government Pension Scheme (Transitional Provisions,
Savings and Amendment) Regulations 2014

Scheduled body
Bodies which participate in the Fund under Schedule 2 Part 1 of the 2013 Regulations.

Scheduled body / subsumption funding target

For secure Scheduled Bodies whose participation in the Fund is considered by the Administering
Authority to be indefinite and Admission Bodies with a subsumption commitment from such
Scheduled Bodies, the Administering Authority assumes indefinite investment in a broad range of
assets of higher risk than risk free assets. This is known as the scheduled and subsumption body
funding target.

Secondary rate of the employers' contribution

This is not defined in the Regulations but further explanation can be found in the Cipfa guidance
'Preparing and Maintaining a Funding Strategy Statement', dated September 2016:
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The secondary rate is an adjustment to the primary rate to arrive at the rate each employer is required
to pay. It may be expressed as a percentage adjustment to the primary rate, and/or a cash adjustment
in each of the three years beginning with 1 April in the year following that in which the valuation date
falls. The secondary rate is specified in the rates and adjustments certificate. For any employer, the
rate they are actually required to pay is the sum of the primary and secondary rates.

The Fund Actuary is required to also disclose the secondary rates for the whole scheme in each of
the three years beginning with 1 April in the year following that in which the valuation date falls. These
should be calculated as a weighted average hased on the whole scheme payroll in respect of
percentage rates and as a total amount in respect of cash adjustments. The purpose of this is to
facilitate a single net rate of contributions expected to be received over each of the three years that
can be readily compared with other rates and reconciled with actual receipts.

Shortfall

Where the assets are less than the Funding Target, the shortfall is the Funding Target less the value
of assets.

Shortfall contributions

Additional contributions payable by employers to remove the shortfall by the end of the recovery
period.

Solvency

This is not defined in the Regulations but further explanation can be found in the Cipfa guidance
Preparing and Maintaining a Funding Strategy Statement, dated September 2016:

The notes to the Public Service Pensions Act 2013 state that solvency means that the rate of
employer contributions should be set at “such level as to ensure that the scheme's liabilities can be
met as they arise”. It is not regarded that this means that the pension fund should be 100% funded at
all times. Rather, and for the purposes of Section 13 of the Public Service Pensions Act 2013, the rate
of employer contributions shall be deemed to have been set at an appropriate level to ensure
solvency if:

= the rate of employer contributions is set to target a funding level for the whole fund (assets
divided by liabilities) of 100% over an appropriate time period and using appropriate actuarial
assumptions; and either

¢ employers collectively have the financial capacity to increase employer contributions, and/or the
fund is able to realise contingent assets should future circumstances require, in order to continue
to target a funding leve! of 100%; or

= there is an appropriate plan in place should there be, or if there is expected in future to be, noora
limited number of fund employers, or a material reduction in the capacity of fund employers to .
increase contributions as might be needed.

If the conditions above are met, then it is expected that the fund will be able to pay scheme benefits
as they fall due.
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State Pension Age (SPA)
Age at which State pensions are payable. Current legislation specifies the following ages:

= Currently age 65 for men; transitioning to age 65 for women by 2018,

* Current legislation transitions State Pension Age for both men and women to age 68 by 2046, as
follows:

—~ to age 66 by 2020
- o age 67 by 2028
- toage 68 by 2046

Strains

These represent the cost of additional benefits granted to members under a discretion of the
employer or the Administering Authority. They include the cost of providing enhanced benefits on
retirement or redundancy.

Subsumption and subsumption body

An employer who is not a secure long term Scheduled Body and where the Administering Authority
has obtained an undertaking from a related employer that, if and when the employer exits the Fund,
they will be a source of future funding should any funding shortfalls emerge on the original employer's
liabilities after exit,

In this document the process of taking on the responsibility for future funding at the point of exit is
known as ‘subsumption’ of an employer’s liabilities. The employer whose liabilities will be (or are
being) subsumed is referred to as a subsumption body.

Surplus
Where the assets are more than the Funding Target, the surplus is the value of assets less the
Funding Target.

Transfer value

Members generally have a legal right to transfer their benefits to another pension arrangement before
they retire. In taking a transfer, members give up their benefits in a fund, and a sum of money (called
the transfer value) is paid into another approved pension fund. This is used to provide pension
benefits on the terms offered in that fund.
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About Aon

Aon plc (NYSE:AON) is a leading global provider of risk management, insurance brokerage

and reinsurance brokerage, and human resources solutions and outsourcing services. Through its
more than 72,000 colleagues worldwide, Aon unites to empower results for clients in over 120
countries via innovative risk and people solutions. For further information on our capabilities and to
learmn how we empower results for clients, please visit: hitp://aon.mediaroom.com/,
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