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Three pictures

2. Employers 3. National
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1. The Fund picture

Whole Fund results
Current deficit

Headline figures

Not split by employer

But who wants to know...

.... and why?
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Current deficit (1f we must) //

e

~

Pay & CPIl experience
Pay & CPI expectations
Asset returns

Interest Longevity

Gilt yields fallen
50:50 take up _—

. but ...
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Seeing the whole picture 4

Solvency

Long Term
Cost Efficiency

/s So what, If we are 100% funded now?

> HYMANS H: ROBERTSON



Discounted approach

o o

Assets

Liability f—q Benefits

value

L > Time

Deficit defines the contributions needed

> ) HYMANS 3 ROBERTSON




Forward-looking approach

Assets + returns
Comr’]tributions + returns
\ Benefits
L + Time
Balance = nil

(No need for discount rate)
HYMANS 3 ROBERTSON



2. The employer picture

Fund = Sum of employers

All shapes and sizes

Employers interested in solvency...
... but more interested in cash!

Long term cost efficiency

= credible funding plan
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In principle

Share of
assets

Timeframe = x years >

X
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Three step approach //

1. What is the employer’s
funding target?

2. How long does the

employer have to hit target?

3. How sure do we want to
be that employer hits target?
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Same approach, different answers /

(> Ongoing  Ongoing Ongoing? Cessation?
Z Long Long/Med Medium Short
A low Low Medium High

Need consistency within the Fund (FSS)
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3. The national picture

.... DCLG looking for consistency across funds

Trying to be transparent

Is there an LGPS story?
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Required returns from 2016 (E&W)

7.0%
6.0%

50 = = = = ——————— e

4.0%
3.0%
2.0%
1.0%
0.0%

1 35 7 9111315171921 232527 2931333537 3941434547 495153555759 61636567 697173757779 81838587
B Required 2016 (or 2013 if less) ® Reduction from 2013 M Increase from 2013

Average required annual return has reduced from 5.0% to 4.5%
Range is 3.0% to 6.3%
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10 year asset class expected returns

Absolute Equivalent
Expected returns return real return Confidence
Growth dependent Equities 5.0% p.a. 3.5% p.a. Very mixed!
DGFs 4.0% p.a. 2.5% p.a. Very mixed!
Property 4.0% p.a. 2.5% p.a. Reasonable
Infrastructure 4.0% p.a. 2.5% p.a. Reasonable
Sub-IG Credit 4.0% p.a. 2.5% p.a. High
IG Corporate bonds 2.1% p.a. 0.6% p.a. High
Protection Nominal gilts 1.0% p.a. -0.5% p.a. High
Index-linked Gilts 0.75% p.a. -0.75% p.a. High
CPI 1.5% p.a. Modest

Average expected return for LGPS: 4.5% p.a.
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The secret of asset returns ...

(a) 4.5% p.a. for 10 years, followed by 5.5% for 10 years

(b) 5.0% p.a. for 20 years

Not the same!
Because ...

- Timing matters

- Shorter term employers
- Cash flow negative

1 2 3 45 6 7 8 9 1011 12 13 14 15 16 17 18 19 20
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(Hard) Bake off

Primary
contribution
(employer)

Member
contribution

Cost Management Fund Valuation
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Seeing the whole picture

Forward —
looking
Long term

cost efficiency  Employers in all
vs discounted  shapes andsizes  Watch impact of
solvency vs one-size fund lower for longer
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The material and charts included herewith are provided as background information for
illustration purposes only. It is not a definitive analysis of the subjects covered, nor is it specific
to circumstances of any person, scheme or organisation. It is not advice and should not be

relied upon. Hymans Robertson LLP accepts no liability for errors or omissions or reliance
upon any statement or opinion.
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