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Some major questions

Q |

Should standard assumptions be used
for future valuations?

&
v I Are recovery plans comprehensive,
realistic and achievable?

‘What impact do deficits have on
investment strategy? Can LDI help?

How to keep the cost of covenant checks
proportionate with more employers?

How to distinguish Funds which are
currently problematic as opposed to
those which have had historic issues?
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'Fund by Fund — or one LGPS?
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" Affordability

Current private sector
Just 1.5 million people still
earning DB benefits.

Closure now means “of further DB
accrual”. AE take up high, but DC
contribution rates vary.

Drivers? precise accounting,
stronger regulation, longevity and
low interest rates.

Put simply: employers measure
and reduce risk.

Future LGPS

Move to Single Tier Pension will
increase income replacement
ratios, especially in the LGPS.
25 years until next review?

Cost cap mechanism and 50:50.
Measurement of deficit under
greater scrutiny. Management
techniques will evolve.

But how?

Current LGPS
Almost 5 million in public sector
DB schemes.

In LGPS, 50:50 take up low.

Pressure on council budgets —
contribution increases and
fluctuations unwelcome.

still £47 billion of deficits, but

using stronger assumptions than
2010,

Funding levels vary. Assumptions
vary. Contributions vary.

Mark to market madness v overpromising? Intergenerational fairness?
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" Affordability

England & Wales - 2013 funding levels
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Current private sector
Future service DC contribution
rates are varied, many high, but
‘more low.

Cash therefore freed up towards
‘meeting deficits, despite ..

. strong actuarial assumptions
to measure deficits, reflecting
markets (QE) and journeys to
exit.

Pensions Regulator required to
consider affordability.

Future LGPS

C

Current LGPS
Different house styles, so it's a
challenge to obtain consistent
information on payments.

“Common contribution rate” can
mean a future service rate or also
include deficit payments.

Contributions have low

identify cash amounts likely over
next 7 years.

Surpluses could raise questions
about payments below future
service rates.

Stability requirements could be
‘made easier to interpret.

More flexible exit arrangements
could be encouraged.

correlation to standardised
deficits.

20 year recovery periods still
common, but reducing for
Admitted Bodies
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Investment

Current private sector
Decades ago, an asset led
approach was common. The
equity was king.

Allocations to growth assets now
lower - typically 30% to 60%.
Risk reduction programmes now
common, reflecting employer and
trustee requirements.

Liability Driven Investment (LDI)
one example of this.

Future LGPS

The efficiencies consultation may
change investment mechanics
within asset classes ...

. but allocation between asset
classes is the driver of success.
Increasing interest in
infrastructure, housing.

LDI: which metric to stabilise?

+ Opportunities to tailor investment
strategies for Admitted Bodies.

Current LGPS
Allocations to growth assets
remain typically 60% to 80%.
Consistent with being open to
accrual and able to seek real
returns.

No evidence that LGPS Funds
with low funding levels are taking
extra risks.

Interest in LDI varies.

Allocation between classes is more important than manager choice
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Covenant and governance

Current private sector
Trustees assess employer
covenant at valuations, and
between: thinking like banks.
Strength of employer covenant is
key - Integrated Risk
Management.

Consider appropriate KPIs to act
as triggers for action.

Assess impact of transactions on
covenant.

Future LGPS

PR to have responsibility for
governance.
Accountability and pressure to

Mix of public and private sector
employers. Certain sectors
present a higher risk

Employers liable for each other’s
liabilities: last man standing
schemes.

Range of approaches between
Funds to assess and monitor
covenant.

bonds in

Move to balanced score card to
monitor Fund health.
Increasing recognition of the
value of covenant monitoring.

respect of admitted bodies.

Regular and proportionate monitoring. Governance that is evidenced
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