MEETING

PENSION FUND COMMITTEE

DATE AND TIME

TUESDAY 14TH DECEMBER, 2021

AT 6.00 PM

VENUE

HENDON TOWN HALL, THE BURROUGHS, LONDON NW4 4BQ

Dear Councillors,

Please find enclosed additional papers relating to the following items for the above mentioned
meeting which were not available at the time of collation of the agenda.
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Why we do a valuation? \///‘

Calculate employer contribution rates

B
on

Compliance with legislation
Analyse actual experience vs assumptions

Review Funding Strategy Statement

5 6 65 G

Part of continual ‘health check’ on fund solvency

C The triennial valuation is a key risk management exercise for the Fund
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Outputs of the valuation \/ /\

( Liabilittes ) ( Assets )

~ Future
Investment Contribution rates
returns
Benefits To pay for both future benefits and any
earned in B shortfall in relation to accrued benefits
future Strike a balance between investment
Future returns and contribution rates

contributions

‘ Funding level

Comparison of ‘assets today vs:
- ‘ ‘benefits earned to date’

Balance sheet snapshot of Fund at

valuation date
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Different employers have different

objectives

Employer type

Funding Target Basis

used

Time horizon

Contribution rates

//
/)
N7

Likelihood of achieving

target

/N

Councils Ongoing Long Stabilised 70%
. A . .
Academies w Ongoing Long Risk based 70%
University / : : o
Colleges ]s Ongoing Long Risk based 75%
Al
Contractors !'1 | Exit Fixed, typically short Risk based 70%
HYMANS 3 ROBERTSON
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Outlook for 2022
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Very strong asset returns AN //\

Asset value progression (31 March 2019 = 100)
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Mar-19 Jun-19 Sep-19 Dec-19 Mar-20 Jun-20 Sep-20 Dec-20 Mar-21 Jun-21 Sep-21

( Improvement in past service funding positions

H
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But don’t forget about the future

Projected benefit payments from 2019 valuation

Many employers will be
“fully-funded” (or better)

— but this refers to _
past service only Past service
1 5 10 15 20 25 30 35 40 45 50
Year from 31 March 2019
( Past service is only a small part of the long term objective
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Future investment return expectations \/ "/

Annualised Median 20 year returns — 31 March 2019 vs. 31 October 2021

6.0%
0 UK Equity >
5.0% _
Overseas Equity
L\J
< 4.0% Property
o
Y 3.0%
[¢D]
O
)
o 2.0% o
8 Cash
@ 1.0% e
' o Corporate Bonds
0.0% Fixed Interest Gilts
€ Index Linked Gilts
-1.0%
0.0% 1.0% 2.0% 3.0% 4.0% 5.0% 6.0%
31 March 2019
( Lower expected long-term returns increases the cost of benefits

H
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Your assumption for future mnvestment \/ \

returns

/

31 March 2019 31 October 2021 31 October 2021
Outlook Valuation position Based on equivalent return Based on equivalent
P at 31 March 2019 likelihood at 31 March 2019
Assumed future 4.4% 4.4% 4.2%
investment return
L!kellhood of achieving 7504 230 7504
this return*

* likelihood of the Fund’s portfolio achieving these returns over the next 20 years

( The outlook for future investment returns is slightly lower

H
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Concerns about inflation \/ /\

UK CPI inflation
6.0

5.0
4.0
3.0

2.0

1.0

CPl inflation (percentage change on a
year earlier)

0.0 |
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

= Actual March 2020 forecast —March 2021 forecast = (Qctober 2021 forecast

( Increase in risk of upward pressure on inflation (benefit increases)

(o=
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Current outlook for 2022 valuation

( Funding position +

secondary contributions llllﬂllll““u“umﬂ"mlﬂmlﬂumﬂm ( Primary contributions

Change Assets
from 2019
Liabilities Liabilities
Likely see an improvement in funding ...but primary rates don’t benefit from asset
position and lower secondary contributions... performance and may see upward pressure
( The net impact on contribution rates will vary by employer

=,
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Areas to explore at 2022 N\ //‘

? Improved past service fu
& Does this require any change in funding strategy?

Investment strateg
O Are any changes needed to the investment strategy an employer/employer
group participates in?

Impact of C
Does the current risk management framework need any changes?

Actuarial approach: no change thus continui

H
/1 \ HYMANS 3 ROBERTSON
&



HYMANS #£ ROBERTSON / / /

Wider environment
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COVID-19: Immediate impact on mortality \ /

T B — 2 13.5%
B Excess deaths

B Fewer deaths

ENGLAND & WALES: EXCESS DEATHS VERSUS UNDERLYING TREND

o, 39%

- IIIII_II Il _r_llnl_;__.lll_.l

1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020

(Excess deaths expected to have relatively small impact (<1%) on liablilities

16 HYMANS 3 ROBERTSON
= Source: Club Vita analysis of data from Human Mortality Database, ONS and Public Health England




. . . 7,7
Longer term 1mpact on pension funding? / \

Bump in the road Life expectancy from age 65 /

TE'::L =0.9% vuaBILITIES =7 MONTH DURATION WOMEN

i

Innovation in adversity

----- Pre-Pandemic Projection
89

e [NNOVation in Adversity

TYP!CAL +2.1% uABILITIES 44 MONTHS DURATION 88

o FUND

87 . . Bump in the Road

Long road to recovery N

a5

— | ong Road to Recovery

.............................

— Healthcare Decline

TYP“:N- - T - T T
.' e 2.5% uaABILITIES 3 MONTHS DURATION a4

Healthcare decline B2

‘E =5.3% UABILITIES =" MONTHS DURATION 2000 2010 2020 2030 2040 2050

( A consideration to take into account when setting assumptions at 2022

H
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= Source: Club Vita (https://www.clubvita.co.uk/assets/images/general/clubvita UK scenariospaper covid19 f2 01.pdf)



https://www.clubvita.co.uk/assets/images/general/clubvita_UK_scenariospaper_covid19_f2_01.pdf

/ 7
Climate change: impact on funding \/ // \

“ J Concerted policy action starting now

Delayed reaction and stronger measures needed when it does happen

Head in the sand
No or little policy action for many years

_ Impact on financial markets Impact on life expectancy
SCSae Years 1-5  Years 6-10 Years 11-15 Years 16-20 50 year old 65 year old
Green revolution — Very high Moderate Moderate None +2 years +1 year
None Very high High None -1.5 years -0.5 years
Head in the sand None None High Very high -4.5 years -1.5 years

Explore the impact of climate change on funding strategy at 2022

}i \ HYMANS H ROBERTSON
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Cleansing data ahead of the 2022 Valuation\/ /\

Membership Data
« Data at received as at 31 March 2021

» Critical errors flagged to the Fund and the administrator

« We have had discussions with the Fund and the administrator to understand and resolve the critical
errors and review the warnings

Next Steps
* Investigate the membership data further for range errors and comparison errors to the last valuation

« Carry out individual employer level reconciliation on membership movements
* Reconcile employer database information with membership data and fund accounts

« We will also carry out data checks regarding issues that arose from the last valuation to ensure
these have been resolved.

%) \ HYMANS 3 ROBERTSON
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7,

This Powerpoint presentation contains confidential information belonging to Hymans Robertson LLP (HR).

HR are the owner or the licensee of all intellectual property rights in the Powerpoint presentation. All such

rights are reserved. The material and charts included herewith are provided as background information for

illustration purposes only. This Powerpoint presentation is not a definitive analysis of the subjects covered

and should not be regarded as a substitute for specific advice in relation to the matters addressed. It is not

advice and should not be relied upon. This Powerpoint presentation should not be released or otherwise
no disclosed to any third party without prior consent from HR. HR accept no liability for errors or omissions or
W reliance upon any statement or opinion herein.

Thank you
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