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GAD seeks to achieve a high standard in all our work. Please go to our website for details of the standards we apply.
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1 Executive summary

In connection with the local fund valuations of the Local Government Pension Scheme
(LGPS) from 2016, section 13 of the Public Service Pensions Act 2013 requires the
Government Actuary to report on whether four main aims are achieved:

> compliance: whether the fund’s valuation is in accordance with the scheme
regulations

> consistency: whether the fund’s valuation has been carried out in a way which
is not inconsistent with the other fund valuations within the LGPS

> solvency: whether the rate of employer contributions is set at an appropriate
level to ensure the solvency of the pension fund

> long term cost efficiency: whether the rate of employer contributions is set at an
appropriate level to ensure the long-term cost-efficiency of the scheme, so far
as relating to the pension fund

We have carried out a “dry run” section 13 analysis based on the 2013 local valuations.
Compliance

We found no evidence of material non-compliance.

Consistency

We found inconsistencies between the valuations in terms of approach taken,
assumptions used and disclosures. These inconsistencies make meaningful
comparison of local valuation results unnecessarily difficult.

Solvency

For the two closed passenger transport funds, we are not aware of any plan in place to
ensure solvency. Had this not been a dry run exercise we would have engaged with
the administering authorities to discuss the need for plans to be put in place.

A number of amber flags were raised under this heading for the open funds. We may
have engaged with some of these administering authorities to discuss the reasons
behind these flags. However, none were red-flagged.

Long term cost efficiency

For the following funds we would have engaged with the administering authority to
investigate in more detail whether the aims of section 13 were met:

> Royal County of Berkshire Pension Fund
> Somerset County Council Pension Fund

We may also have engaged with some other administering authorities who had a
significant combination of amber flags if section 13 had applied as at 31 March 2013.

Future analysis

Based on our on-going experience of reporting under section 13(4) (including this dry
run) we may change or add considerations, criteria, tests or metrics to the analysis in
the future.
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1.5

The Government Actuary has been appointed by the Department of Communities
and Local Government to report under section 13 of the Public Service Pensions Act
2013 in connection with the Local Government Pension Scheme (“LGPS” or “the
Scheme”) in England and Wales. Section 13 provides for a review of LGPS funding
valuations and employer contribution rates to check that they are appropriate and
requires remedial steps to be taken where scheme managers consider appropriate.

Aims of section 13

Section 13 will apply for the first time to the 2016 round of ninety-one separate fund
valuations for the LGPS. Specifically, in relation to each fund within the LGPS,
section 13 requires the Government Actuary to report on whether four main aims are
achieved:

> compliance: whether the fund’s valuation is in accordance with the scheme
regulations

> consistency: whether the fund’s valuation has been carried out in a way which is
not inconsistent with the other fund valuations within the LGPS

> solvency: whether the rate of employer contributions is set at an appropriate
level to ensure the solvency of the pension fund

> long term cost efficiency: whether the rate of employer contributions is set at an
appropriate level to ensure the long-term cost-efficiency of the scheme, so far as
relating to the pension fund

Purpose of the dry run

The Department of Communities and Local Government (“DCLG”") has asked the
Government Actuary’s Department (“GAD”) to carry out a “dry run” based on the
round of LGPS valuations completed as at 31 March 2013 to demonstrate how we
may have approached our analysis had section 13 applied to those valuations. This
dry run report is designed to help those administering authorities and their actuarial
advisors to prepare for the 2016 round of valuations with some knowledge about how
GAD might approach reporting under section 13 following the 2016 round of
valuations.

Based on our on-going experience of reporting under section 13(4) (including this dry
run) we may change or add considerations, criteria, tests or metrics to the analysis in
the future.

In this dry run report we make no specific recommendations for remedial steps in
relation to solvency and long term cost efficiency, as section 13 did not apply as at 31
March 2013. We do however highlight areas for some specific funds where the aims
of section 13 are potentially not being met, and where we may have then sought
further information and engagement before recommending remedial steps if section
13 had applied at 31 March 2013.
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1.6  As part of the dry run analysis, we indicate in this report how the process following
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production of a draft report under section 13 might have progressed had section 13
applied in terms of engagement with administering authorities prior to finalisation of
the report.

In some cases, the data initially provided or disclosed in the valuation report raised
additional questions following our initial analysis and concerns raised were allayed
following the provision of further information. This serves to highlight the importance
of clear disclosure in the valuation reports and accurate provision of data from the
local authorities and the actuarial firms.

Compliance
We found no evidence of non-compliance with the scheme regulations.
Consistency

Under the heading of consistency, we have found inconsistencies between the
valuations in terms of approach taken, assumptions used and disclosures. These
inconsistencies make meaningful comparison of local valuation results unnecessarily
difficult.

The primary areas GAD has analysed are:

> Common contribution rates
> Average actual contributions vs common contribution rate
> Assumptions

We have viewed consistency in two ways:

> Presentational. Those aspects of the valuations for which we consider there is no
particular justification for differences in disclosure between different funds. This
includes results disclosures (i.e. presenting the key results in a similar format)
and agreeing a common understanding of terms such as the common
contribution rate (“CCR"?) even if these are not explicitly defined in regulations.

> Evidential. Those aspects of the valuations that should be consistent except
where supported by evidence or local circumstances (e.g. some demographic
assumptions). On financial assumptions, we believe that local circumstances
may merit different assumptions (e.g. current and future planned investment
strategy, different financial circumstances) leading to different levels of prudence
adopted. However, in some areas, it appears that the choice of assumptions is
highly dependent on the “house view” of the particular firm of actuaries advising
the fund, with only limited evidence of allowance for local circumstances.

1 CCR has been replaced by primary and secondary rates in regulation 62.
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1.12 There is a wide range of reasonable assumptions for uncertain future events, such as
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the financial assumptions. For the avoidance of doubt, we have not concluded that
any of the approaches, taken in isolation, are unreasonable. However the
approaches are not consistent with each other, and it is not clearly explained in
valuation reports whether the relevant assumptions, and hence differences in those
assumptions between funds, are solely driven by local circumstances. Furthermore,
there would also seem to be no common understanding of what constitutes
“prudence” for the purposes of regulation 58 of the Local Government Pension
Scheme Regulations 2013, and its reference to CIPFA guidance.

We are not expecting the immediate prescription of assumptions. Nevertheless
readers of the reports might expect there to be consistency, and that transparent
comparisons can be made between funds.

We are only able to conclude under section 13(4)(b) of the PSPS Act 2013 Act that
‘the valuation has been carried out in a way which is not inconsistent with other
valuations’, if the valuations are carried out in consistent manner. Currently, in our
opinion, the valuations are not carried out consistently.

We appreciate that there are significant challenges to achieving full consistency,
particularly in the short term. In the longer term, we would however expect a
narrowing of the range of assumptions used, where local experience cannot be used
to justify differences.

We are grateful to the SAB Cost Management and Contributions sub-committee and
the SAB Secretariat for developing a standard basis and metrics to enable
comparisons between funds and we recommend that the valuation results on the
SAB standard basis and associated “dashboard” metrics are published in valuation
reports to allow readers to make like for like comparisons.

We recommend that the four actuarial firms who advise administering authorities in
carrying out funding valuations should seek to agree a standard way of presenting
relevant disclosures in their valuation reports to better facilitate comparison.

Solvency

Under the heading of solvency, we found that a number of our assessment measures
were triggered by the two Passenger Transport funds, West Midlands Integrated
Transport Authority Pension Fund and South Yorkshire Passenger Transport
Authority Pension Fund. These funds are both closed to new entrants. In particular
we might have sought to better understand whether the relevant administering
authorities had a plan in place to ensure that the fund continues to meet benefits due
in an environment of no future employer contributions being available, if section 13
had applied as at 31 March 2013.

A number of amber flags were raised under solvency for the open funds. Had
section 13 applied, we may have engaged with some of these administering
authorities, particularly where there was significant combination of amber flags, to
discuss reasons behind these flags. However, none were red-flagged. Please see
table 5.2 for further detail.
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1.20 We have also highlighted the ten funds with the lowest funding level on the Scheme
Advisory Board's (“SAB”) standardised basis. Had section 13 applied, we may have
engaged with some of these funds to better understand how they intended to improve
their funding position.

1.21 We believe it is important that administering authorities and other employers
understand the potential cost, so that they can understand the affordability of
potential future contribution requirements.

1.22 The local valuations and our calculations underlying this dry run report are based on
specific sets of assumptions about the future. To help the understanding of the
potential for volatility in contributions, we estimate that the aggregate impact on
contributions under a financial crisis scenario, similar to the 2008 financial crisis, is an
increase in contributions of between £1.7 and £4.9 billion per year (compared with
the actual outturn from the 2013 valuations of £6.6 billion).

1.23 A more detailed description of the tests and triggers alluded to in the tables below
can be found in the relevant sections of this report and are not repeated in this
executive summary.

Table 1.1: Funds with a material combination of amber and/or red flags

SOLVENCY MEASURES
RISKS ALREADY PRESENT EMERGING RISKS
SAB NON-
MATURITY LIABILITY ASSET EMPLOYER
PENSION FUND FUNDING OPEN FUND | STATUTORY
(RANK) e TS SHOCK SHOCK DEFAULT
SOUTH YORKSHIRE PTA? 25.2 (1) 114% NO 100% +5% +3% N/A
WEST MIDLANDS ITA! 25.1 (2) 100% NO 100% +5% +7% N/A

Long term cost efficiency

1.24  For the following funds we would have engaged with the administering authority to
investigate whether the aims of section 13 were met, had section 13 applied:

> Royal County of Berkshire Pension Fund

> Somerset County Council Pension Fund

2 The Employer Default measure is shown as N/A because there are no statutory employers
participating in these two closed funds.
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Table 1.2: Funds with a material combination of amber and/or red flags

LONG TERM COST EFFICIENCY MEASURES

RELATIVE CONSIDERATIONS

ABSOLUTE CONSIDERATIONS

PENSION FUND MATURITY DEFICIT DEFICIT REQUIRED | REPAYMENT | RETURN DEFICIT INTEREST
(RANK) REPAID PERIOD RETURN SHORTFALL SCOPE EXTENSION COVER

BERKSHIRE 5.9 (78) 4% 34 6% -2% -0.5% =5 No

SOMERSET 5.9 (80) 5% 24 6% -1% 0.0% 0 No

1.25 A number of other funds have triggered flags. We do not consider that these funds
are failing to meet the aims of section 13, but we may have encouraged these other
funds to provide further information regarding the relevant measures. Please see
table 6.2 for further detalils.
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