HYBRID MEETING - 22 JULY 2024
ITEM 14 - PAPER G

COST MANAGEMENT, BENEFIT DESIGN AND ADMINISTRATION
COMMITTEE (CMBDA)

CHAIR’S REPORT FROM MEETING - 1 July 2024

SAB Cost Management process

1. The Committee were informed that the 2020 SAB valuation report for the
Cost Management Process had been finalised, and this is Annex A. If the
Board agrees, this will be published after this meeting together with the
draft letter for the Minister at Annex B. There had been no significant
changes to the report since the draft version was presented at the last
Board meeting, which had decided not to make any recommendations to
the Secretary of State on benefit changes.

Gender Pensions Gap working group

2. In March 2024, a blog post was published by the Board Secretary, Jo
Donnelly to introduce the GPG work and how the employer’s role could
help the gap. On 9 May 2024, the LGA Workforce team and the
Secretariat jointly hosted a webinar attended by over 100 people. The
Secretariat have also held scoping meetings with organisations interested
in supporting further research and a written proposal of what this may
entail will be developed over the coming months.

3. On 17 May 2024 the Board wrote to the then Chief Secretary to the
Treasury suggesting that the Government take a consistent and active
approach to the gender pensions gap across public sector pension
schemes. At the most recent meeting of the working group, the LGPS
regulations which set out the process for dealing with unpaid authorised
leave and the actuarial factors which determine the cost of purchasing
additional pension lost during an absence, known as Shared Cost
Additional Pension Contributions (SCAPCs) was discussed. It was said
that the regulatory timescale and cost of SCAPCs could be
disproportionately impacting female members of the LGPS, and agreed to
recommend that the Board writes to Government Actuary’s Department
(GAD) and the Ministry for Housing, Communities and Local Government
(MHCLG - formerly DLUHC) to ask for a review of factors used for
SCAPCs.

Does the Board accept this recommendation?

McCloud

4. MHCLG has recently published statutory guidance for administering
authorities on implementing the McCloud remedy. The guidance includes
identifying members in scope, prioritisation and compensation. The


https://www.local.gov.uk/our-support/workforce-and-hr-support/workforce-blog/march-2024-we-know-about-gender-pay-gap-what

guidance also sets out MHCLG'’s recent change in policy on eligibility. The
revised policy means that a member’s protection status can change when
they join or transfer out from the LGPS / other public service pension
schemes. The LGPC team hope to publish the next instalment of the
McCloud administrator guide in September. The team will run webinars
for administration staff following publication.

5. The statutory guidance defines the implementation phase as ending on 31
August 2025. By this date authorities should have concluded all
retrospective calculations and updated records for all members who have
not taken benefits. This is an extremely challenging deadline given that
not all the actuarial guidance needed to implement the remedy has been
provided and pension software updates are not complete. More positively,
HMRC has now confirmed that the interest above the commercial rate on
McCloud arrears will be not an unauthorised payment under the Finance
Act 2004.

Pensions Dashboard

6. The ‘connect by’ date for public sector pension schemes to connect to the
dashboards ecosystem is 31 October 2025. The LGPC team is planning
to publish two guides to support administering authorities with this; one on
connecting to the dashboard more generally, and one specifically on
AVCs. The National LGPS Frameworks has recently launched a
framework to assist authorities in procuring an integrated service provider
(ISP). Authorities will connect to dashboards through an ISP.

Opt Out Survey

7. The Committee received a report analysing the result of the Opt Outs
Survey issued by the Board to local government employers in England,
which closed on 7 June 2024. The Committee agreed that:

a. the Secretariat follow up with respondents interested in
discussing further and whether they hold data on the
characteristics of the individuals opting out (to see if opt out
rates vary across certain groups)

b. the Secretariat engage with LGA pensions colleagues to review
the opt out template documents, including with a view to
suggesting that employers collect reasons for opting out (maybe
with a short list of common reasons and a plain text field)

c. the Secretariat engage with LGA pensions colleagues and the
National Communications Working Group to help produce
promotional materials for the LGPS, as supported by employers
in the survey response.

Forthcoming change to National Minimum Pension Age

8. The Committee received a paper on the normal minimum pension age
(NMPA) which is set in overarching pensions legislation and has been


https://lgpsboard.org/images/CMBDA/01072024_Item6PaperC_OptOutSurvey_.pdf
https://lgpsboard.org/images/CMBDA/01072024_Item6PaperC_OptOutSurvey_.pdf

legislated by Government to rise from 55 to 57 on 6 April 2028. The
Committee was asked to consider whether the Board should take a
position on whether the current LGPS statutory minimum pension age of
55 should be protected for existing members. The Committee agreed to
consider this further at its next meeting.

Administration data collection

9. At the February CMBDA Meeting, the Committee asked for the Secretariat
to provide an update on any emerging issues with KPIs once funds had a
chance to consider how feasible it was to apply the new Annual Report
guidance to their 2023/24 (and future) annual reports. It was reported at the
July meeting that there are no major issues that have been identified to
date. More feedback would be welcome and the Compliance and Reporting
Committee’s Annual Report guidance working group would reconvene
towards the end of the year to discuss whether any changes need to be
made.

Recommendation — that the Board notes the progress made by the
Committee on the issues set out above

ADDITIONAL ITEM: GOVERNMENT ACTUARY’S DEPARTMENT S13
REPORT

10. The Secretariat have seen and had a chance to comment on a draft report
compiled by the Government Actuary’s Department (GAD) which analyses
the local fund valuations from 2022. This report, under s13 of the Public
Service Pensions Act 2013, requires GAD to report on whether the
following aims are achieved:

e Compliance

e Consistency

e Solvency

e Long term cost efficiency.

11.As previously, the draft report will show that generally these aims are met
and that the scheme is in very good health. The report acknowledges that
the standard “dashboard” that is included in all fund valuation reports has
increased the comparability of reports, but we expect GAD will want to
develop this further.

12. Where there are “flags” for issues in relation to particular fund valuations,
these have already been discussed with the funds affected, and their
advisors, who have had the opportunity to explain any reasons for this
which GAD might not have been aware of or fully understood. The final
report is expected to include some recommendations for the Board to take
forward, particularly in relation to improving the consistency of approach.
That report is expected to be published at some point this summer.
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Annex B — Draft text of letter for the Board Chair to send to the Local
Government Minister

| am writing to you in my capacity as Chair of the Local Government Pension
Scheme Advisory Board in England and Wales.

Under Regulation 116 of the LGPS Regulations 2013, the Board has a duty to
undertake a scheme cost assessment (SCA) every four years to assess the
overall cost of the Scheme and the proportions of that cost being met by
Scheme employers and members. In distinction from the recently concluded
HM Treasury-directed cost control mechanism, the actuarial assumptions on
which this assessment is made are set by the Board.

The Government Actuary’s Department (GAD) has completed its work on the
SCA, using the assumptions agreed by the Board at its meeting in December
2023. At its most recent meeting, on 22 July 2024, the Board received
confirmation that a result of 20.5% has now been calculated by GAD. Their
final report is enclosed with this letter.

The report finds that there is a 1% deviation upwards from the scheme’s
target cost as set out in the LGPS Regulations 2013, which is in the territory
where the Board may make recommendations which would bring the scheme
cost closer to the target cost, but is not obliged to. This letter is to inform you
that the Board will not be making any recommendations for benefit changes
as a result of the 2020 cost management process. This outcome is consistent
with the cost control mechanism process that is managed by HM Treasury
and was concluded earlier this year.


https://www.gov.uk/government/publications/2020-valuation-local-government-pension-scheme-england-wales
https://www.gov.uk/government/publications/2020-valuation-local-government-pension-scheme-england-wales

Government
Actuary’s
Department

Local Government Pension Scheme : England and
Wales (LGPS (E&W))

SAB Cost Management Process
(CMP)

Scheme cost assessment as at 31 March 2020

Michael Scanlon FIA & Martin Smith FFA
24 June 2024
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https://www.gov.uk/government/organisations/government-actuarys-department/about/terms-of-reference
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Introduction

Who is this report for?

This report is addressed to the Secretary of State for Levelling Up, Housing
and Communities and was commissioned by the SAB Secretariat. It sets out
the scheme cost assessment as at 31 March 2020 under regulation 116
(Scheme advisory board: additional functions) of the 2013 LGPS Regulations
(as amended in 2023).

What is the outcome of the valuation?

The key results of the valuation relate to the SAB Cost Management Process:

*+ SAB CMP Cost is 20.5% of pensionable pay, which is 1.0% above the
19.5% target overall cost.

+ Members are expected to meet 6.5% of the overall cost of the scheme
based on the data received — employers are expected to meet 14.0%.

How have the results been prepared?

The results have been prepared in accordance with the:

» Benefits as set out in the scheme regulations.

* Methodology determined by the SAB, based on the paper “SAB Cost
Management Process — Methodology” from the 19 February 2024 CMBDA
meeting.

» Data received from or on behalf of LGPS administering authorities as
described in our Membership data report dated 29 February 2024. This is
summarised on page 11.

» Assumptions which are set by the SAB, as set out in the paper “LGPS EW
SAB Cost Control Mechanism 2020 Valuation” from the 4 December 2023
SAB meeting and as ratified at the 11 March 2024 meeting. These are
summarised on pages 12 and 13.

Results, including the
cost cap costs of the
scheme, are calculated
using the data and
assumptions

Assumptions
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Testing the SAB cost management process

Finish

What is the process?
_ _ _ SAB may make recommendations SAB policy is to make
The diagram to the right illustrates the to the Secretary of State to bring recommendations to the Secretary
steps of the valuation process. the overall cost of the scheme of State to bring the overall cost of
) ) ] ) back towards the target overall the scheme back towards the
This beglns with the receipt of scheme cost. target overall cost.
data as at 31 March 2020, followed by Start
assumption Setting- Scheme data processed,
It then details the various steps involved checkedand adjusted
in the implementation of the SAB cost No Yes
management process. The SAB have greater
; ; _ 20 flexibility about the
If the overall cost SI_'[S qut5|de +/- 3% of assumptions to adopt Does overal
the target, SAB policy is to make relative to the HMT Cost costsit out-
recommendations to the Secretary of Control Mechanism (CCM) with +/-3% of
process. target?

State to bring the overall cost of the
scheme back towards the

target overall cost.
9 The established approach

If the overall cost sits within +/- 3% of the has been to maintain Overall
consistency with the CCM

target, SAB may still choose to make process, but deviate where cost of the
recommendations to the Secretary of there are LGPS-specific scheme
State to bring the overall cost of the eSS assessed

scheme back towards the target overall
cost. SAB Cost Management Process
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Changes since 2013

The chart below shows the main factors contributing to the difference between the target overall cost of 19.5% and the overall cost of

the scheme assessed as at 31 March 2020.

Scheme Changes to
Target overall T e experience dlscg;l gut/orate
f;;t,/ assumptions +0.8% ]
= -0.2%
Of which:

0.2% is due to McCloud

0.7% is due to a change in the average age of
members and the passage of time: As longevity
is projected to increase over time, this leads to an
increase in costs between valuations (even if
assumptions are unchanged)

All percentages shown are of pensionable pay per annum.

Changes to

mortality CPI
assumptions revaluation to
-1.4% 50/50 take up start year
- +0.4% +0.4%
I
I

Includes changes to mortality
improvement assumptions

Future improvements in life
expectancy are reduced under
ONS 2020 compared to ONS
2010.

SAB CMP cost
20.5%
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Comparison with Cost Control Mechanism

Comparison Discount rate

The SAB CMP is +1.0% pensionable pay above the target cost. The following table compares the changes in the discount rate:

The chart below compares this outcome with the results from

the HMT CCM Core and Economic check: CCM .
SAB CMP | Economic
Core
8.0% [ Change in No 3% to 3% to
discount rate change 2.8% 1.7%
6.0% Impact on fut
mpact on future Nil +1.0% +8.5%

service cost

Policy: 50/50 and underpin / McCloud

The SAB CMP includes allowance for 50/50 (+0.4% cost
pressure) and the underpin / McCloud (+0.2% cost
pressure), which are excluded from the CCM.

Different baseline target cost

The CCM target cost (employer cost 14.6%) is higher than
the SAB CMP target (19.5%, of which employer cost
13%). Where the overall costs measured at the 2020

4.0%

2.0%

1.0%

0.0%

-2.0%

-4.0% -3.2%

CCM Core SAB CMP CCM Economic . -
check valuation are more aligned between the SAB CMP and the
) _ ] _ CCM, this tends to result in downward cost pressures in
The main drivers of the differences seen in the chart above the CCM relative to the SAB CMP.

are set out opposite.
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Detailed comparison with CCM Core

Discount rate 1.0%
Mortality assumptions -1.4%
Other demographlc -0.2%
assumptions

Care revaluation at start 0.4%
year

50/50 section 0.4%
Member contributions 0.0%
Public Sector Transfer 0.0%
Club

McCloud 0.2%
Other experience 0.6%

0.0%

-2.2%

-0.9%

0.0%

0.0%

0.2%

-0.3%

0.0%

-0.7%

0.7%

-3.2%

EE I
CMP | CCM | comment / analysis

HMT core mechanism not affected by discount rate

Different baseline mortality assumptions — SAB target cost allows for older, heavier
longevity improvement expectations than HMT CCM (2010 vs 2012) — hence lower
reduction in cost for SAB CMP

Different baseline commutation assumption — for example, the SAB CMP assumed more
pension was commuted for cash at retirement, so updated assumption reduces liabilities
less for SAB CMP

Different baseline - SAB target cost assumed revaluation at the end of the year only, but
regulations confirm an extra revaluation at the start of the year hence increased SAB
cost

HMT CCM not affected by 50/50 elections — SAB CMP will have upwards cost pressure
where actual take-up has been lower than expected

Different member contribution target - HMT is 6.7% at 2013, equivalent to 6.5%
assuming no 50/50

Different baseline - HMT target included 0.3% for PSTC (effect of retaining final salary
link), which is reduced now that only those in reformed section are considered within
HMT CCM

HMT mechanism not affected by McCloud, but SAB CMP allows for McCloud

HMT CCM past service surplus due to mortality, but no SAB surplus due to (lower)
discount rate applied

Change in average age (older members have a shorter period of discounting) and
passage of time (a typical member is generally expected to live longer now than before)
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Scheme data as at 31 March 2020

The results in this report have been based on the data described in our Membership data report in respect of the valuation of the

LGPS scheme under HMT Directions and summarised below.

Summary statistics
00

A m
'PII? W
6.0m 28:72
Scheme members Male : Female

+10.1%vs. 2016 vs.29: 71in 2016

©)] e
£37.3bn £3.6bn  £9.2bn

Total actual pay Deferred pension Total pension
+12.8% vs. 2016 +26.1% vs. 2016 +19.8% vs. 2016

Pension amounts include the April 2020 pension increase.

Membership over time (000’s)

Actives
2012 1,709

2016 1,967

2020 2,004
Deferreds

2012 1,739

2016 1,937

2020 2,208
Pensioners

2012 1,410

2016 1,585

2020 1,831
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The results in this report have been based on assumptions in the paper “LGPS EW SAB Cost Control Mechanism — 2020 Valuation”
from the 4 December 2023 SAB meeting which were later ratified by the Board.

The table below provides a summary of the changes since the target overall cost of the scheme was assessed. It also sets out the
directional impact of the changes on the results.

Assumption

Mortality after retirement
Proportion commuted
Retirement ages

Rates of leaving service
Promotional pay increases
Rates of ill-health retirement
Mortality before retirement

Family statistics

Change in assumption adopted

Move to S3 tables and inclusion of more recent experience
Decrease in amount of pension exchanged for cash

Lower rates of retirement at earlier ages for certain members
Increased rates of withdrawal

None

None

None

None

Impact of change on
scheme costs

Lower costs
Higher costs
No impact
No impact
No impact
No impact
No impact

No impact
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Main financial and other assumptions

Financial assumptions

Nominal discount rate

Rate of pension increases

Rate of general pay increases

Real discount rate in excess of:
Pension increases

Long-term pay increases

Target overall cost = 19.5% Overall cost at 31 Mar 2020
5.06% 4.86%
2.00% 2.00%
N/A 3.50%
3.00% 2.80%
N/A 1.31%

Note there are no short-term financial assumptions in the SAB CMP.

Other assumptions

Deficit spreading periods

Future mortality improvements

State Pension age

Election for 50/50 benefit option

Target overall cost = 19.5% Overall cost at 31 Mar 2020
15 years
In line with 2010-based ONS projections In line with 2020-based ONS projections

As legislated for in the Pensions Act 1995, Pensions Act 2007,
Pensions Act 2011 and Pensions Act 2014

10% of lower paid members take the 50/50

: 1% of all members take the 50/50 option
option
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Sensitivities — overall

Which assumptions is the overall cost of
the scheme most sensitive to?

The chart to the right shows the sensitivity of the overall cost
of the scheme to specified changes in a number of key
directed and scheme-set assumptions.

Under each scenario the position of the resulting overall cost
of the scheme within a +/-3% corridor is also illustrated.

It should be noted that:

* The sensitivities have been calculated in isolation for each
assumption, leaving all others unchanged.

« Sensitivities are not a prediction of future changes and are
not minimum or maximum possible impacts.

« Achange in discount rate would increase the overall cost of
the scheme by approximately 1.9%.

» Changes to the assumptions in the opposite direction to
illustrated here will produce approximately equal and
opposite changes in the valuation results.

Please see the LGPS EW HMT 2020 valuation results report
for approximate sensitivities to other assumptions and other
factors affecting future valuations.

cost of scheme

SAB CMP overall cost of scheme sensitivity

21.4%
205% | 21.0% 20.3%  20.3%

18.9%

SAB CMP CARE State Pension Mortality Mortality Cash
Cost Cap Cost revaluation age improvements rates commutation
+0.25%pa +1year +1.5 years 5% heavier +2.5%

All percentages shown are of pensionable pay per annum.

cost cap ceiling22.5%

cost cap floor 16.5%
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Cost Management Process

What are the aims of the cost management process? Further details on the SAB CMP
When the CCM was introduced, it was agreed that the LGPS EW SAB including background and the 2023
would operate an additional check on scheme costs. The CMP aims are amendments can be found in the

similar to that of the CCM. The CMP looks to manage costs and the way

they are shared between employers and employees in the LGPS. government response to the 2023

consultation:
How does the process work?

» The SAB CMP has target costs of 19.5% employer and employee Board cost management process
contributions (with a 2/3rd to 1/3rd respective split).

* The SAB CMP can use different assumptions around the cost of providing
member benefits, for example, it can use a different discount rate to
reflect that LGPS is a funded scheme. It also takes into account the level
of take up of the 50/50 benefit option.

« The SAB CMP allows for different criteria for when corrective action is
taken to move the scheme back to target cost in a broader range of
circumstances.

» The SAB CMP operates prior to the CCM, and recommendations made
as a result (if accepted by government) are considered when calculating
the scheme costs (for the purpose of the CCM).


https://www.gov.uk/government/consultations/local-government-pension-scheme-changes-to-the-scheme-advisory-board-cost-management-process/outcome/changes-to-the-scheme-advisory-board-cost-management-process-government-response
https://www.gov.uk/government/consultations/local-government-pension-scheme-changes-to-the-scheme-advisory-board-cost-management-process/outcome/changes-to-the-scheme-advisory-board-cost-management-process-government-response
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SAB CMP overall cost of the scheme

What is the assessment process?

As explained on page 5, the SAB CMP overall cost of the scheme is to be

assessed against the target overall cost. It needs to determine where the
former lies relative to a +3% corridor around the latter. Based on the
outcome of this, action may need to be taken to bring costs back to the
target overall cost.

The SAB CMP overall cost of the scheme is a calculated measure of the
cost of benefits being provided from the reformed scheme (it does not take
into account benefits for service before 1 April 2014) but it maintains an
assessment of the impact of the underpin.

The target overall cost of the scheme is set as 19.5% within regulations.

SAB CMP overall cost of the scheme components
The component parts of the overall cost of the scheme are:

a: Future service cost — contribution rate required to
cover the expected cost of benefits accrued by members during the
implementation period as used in the CCM.*

b: Past service cost — the difference between the SAB CMP liabilities
and SAB CMP fund, as a percentage of pensionable pay at the effective
date.

c: McCloud impact: McCloud underpin impact assessed over 2014-22
and spread over the period to 2026

* Note this is in line with the HMT CCM but an update relative to the 2016 CMP which used a 1
year future period.

Overall cost of scheme calculation

% p.a.
Future service cost 20.3% a
+ Past service cost 0.0% b
+ McCloud impact 0.2% C
Overall cost of scheme 20.5%  atb+c
- Target overall cost -19.5%
Difference 1.0%

All percentages shown are of pensionable pay per annum to the nearest 0.1%.

Results

The overall cost of the scheme lies 1% above the
target overall cost.

As a result, there is no requirement for the SAB to
make recommendations to the Secretary of State as
to steps to take to bring overall cost back to overall
target cost. The SAB have agreed to make no
recommendations accordingly.
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SAB CMP fund balance

Why is it calculated? SAB CMP Fund Balance

In order to calculate the SAB CMP past service cost we are required
to calculate the SAB CMP fund balance — that is the difference

The table below summarises the calculation of the

economic cost cap fund balance.

between the SAB CMP liabilities and SAB CMP fund — and then £bn
2R A5 o)y PERSINEI S 217 Reconstructed SAB CMP fund

at 31 March 2016 134 2
How is it calculated?
The SAB CMP fund is a notional amount of money, building up from + SAB CMP income 29.2 b
1 April 2014 when the reformed scheme was introduced. It has been i , . )
estimated at 31 March 2020 using data at this date; we do not SIAS) GNP WSS P 1.5 ¢
expect any approximations inherent in this estimate to havcaT a + SAB CMP notional investment
material impact on the outcome of the cost control mechanism. returns 5.6 d
The table to the right covers the period from 2016 (a) to 2020, with a
description of each component item set out below. The change from SAB CM:]D fund*at 46.7 el
2014 to 2016 is detailed on the following page. 31 March 2020
b: SAB CMP income — income received by the scheme, including - SAB CMP liabilities 46.8
contributions. The employer portion of this is that which would have at 31 March 2020 '
been paid if the SAB CMP contribution rate had been in effect (see
page 21). SAB CMP fund balance at 0.1)

c: Cost cap benefits paid — benefits paid, for example pensions.

d: SAB CMP notional investment returns — notional amount of
growth of the economic cost cap fund.

31 March 2020*

*Totals may not sum due to rounding.

All figures shown are calculated to 1 decimal place.

It should be noted that items a, b, ¢, and d have been estimated and are shown
for illustrative purposes only. They do not have any impact on the outcome of

the SAB CMP.
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SAB CMP fund

SAB CMP fund development 2014/16 SAB CMP fund contribution rate
The SAB CMP fund contribution rate is the contribution rate
£bn . !
required from the employer to cover the cost of benefits
SAB CMP fund at 31 March 2014 0.0 a accruing to members over the period 1 April 2016 to 31
_ March 2020 with an adjustment to reflect any surplus or
+ SAB CMP income 13.4 b deficit at 31 March 2016.
- SAB CMP benefits paid -0.2 ¢ It is used to calculate the employer contribution component
+ SAB CMP notional investment of the SAB CMP income and its component parts are set
0.2 d out below:
returns
0,
Reconstructed CMP fund at 13.4 e op-a.
31 March 2016* : arn-e Expected cost of benefits accrued 2016 to 2020 21.3% a
SAB CMP past service cost at 2016 0.0% b
*Totals may not sum due to rounding
Member contributions paid 2016 to 2020 -6.5% o
Items b, ¢ and d in the table above and the SAB CMP fund SAB CMP fund contribution rate 14.8%  atb-c

contribution rate to the right have been estimated and are shown

for illustrative purposes only.
purp y All percentages shown are of pensionable pay per annum to the nearest 0.1%.
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Climate Change

For further details on climate change please refer to the GAD report “Local Government Pension Scheme: England and Wales
Valuation Results” dated 29 February 2024, covering:

Climate change risks
=  Why consider climate risk?
= Impact of climate change on the LGPS
=  Climate risk types
Climate scenario analysis
= Climate scenarios

= Limitations of climate scenario analysis


https://assets.publishing.service.gov.uk/media/660fe1989f92ac001a516d45/LGPS_England_and_Wales_2020_Valuation_Valuation_Report.pdf
https://assets.publishing.service.gov.uk/media/660fe1989f92ac001a516d45/LGPS_England_and_Wales_2020_Valuation_Valuation_Report.pdf
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Benefits

For further details on benefits please refer to the GAD report “Local Government Pension Scheme: England and Wales Valuation
Results” dated 29 February 2024 which includes a summary of the benefits provided to members in respect of benefits accrued
before 1 April 2014 and from 1 April 2014 as set out in regulations. A statutory underpin was provided to certain members for service

from 1 April 2014 in line we with the benefit provision before 1 April 2014. From 1 April 2022, members accrue service in line with the
provision from 1 April 2014.



https://assets.publishing.service.gov.uk/media/660fe1989f92ac001a516d45/LGPS_England_and_Wales_2020_Valuation_Valuation_Report.pdf
https://assets.publishing.service.gov.uk/media/660fe1989f92ac001a516d45/LGPS_England_and_Wales_2020_Valuation_Valuation_Report.pdf
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Methodology and minor assumptions

The methodology and minor assumptions used in the SAB CMP
are broadly in line with the methodology used for the HMT CCM
valuation as set out in the LGPS EW 2020 valuation results
report, with the primary differences as set out below:

1. Reform scheme basis including the underpin (McCloud)
The SAB CMP reflects only reformed scheme benefits (it does
not take account of benefits for service before 1 April 2014), but
in doing so (and unlike the CCM) it maintains an assessment of
the impact of the underpin as per item 5 paper B of the 14
February 2022 SAB meeting (“the 2022 SAB policy paper”). The
additional costs associated with the underpin are spread over
the 10 year period from 2016 to 2026.

2. Movements in discount rates

The SAB CMP process includes movements in discount rates,
reflecting the economic check in the CCM. However, unlike the
CCM, the discount rate used is determined by the SAB (as per
the 2022 SAB policy paper).

3. Corridor

The SAB CMP has a corridor of 3% but retains the ability to
make recommendations on a may/should/must basis to earlier
and better manage movements in scheme costs which although
not breaching the corridor are structural in nature (see 2022
SAB policy paper).

4. 50/50 benefit option

The SAB CMP takes into account the level of take up of the 50/50
option and capture associated cost pressures, whereas the HMT
CCM seeks to exclude such pressures.

5. Public sector transfer club

Costs associated with Public Sector Transfer Club membership
are recognised as they arise, rather than including an advance
allowance for these costs.

6. Benefits valued (including approach to CARE revaluation)
The SAB CMP reflects the benefits under the scheme regulations
(including first CARE revaluation at the start of the following
scheme year). The 2016 CMP was based on an alternative
approach to CARE revaluation, contingent on Government
agreeing to make this change to scheme benefits (please refer to
item 5 paper B of the 16 January 2019 SAB meeting). However,
no such change has been made to the regulations and so the
SAB CMP reflects the regulations in force.

7. Non-adjustment of age retirement assumptions

The HMT CCM uses assumptions ignoring the impact of legacy
schemes / transitional protection for the cost cap future service
cost. The SAB CMP does not make any such adjustment.
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Inter-valuation events

For further details on inter-valuation events, please refer to the GAD report “Local Government Pension Scheme: England
and Wales Valuation Results” dated 29 February 2024, covering:

McCloud
*  Whatis McCloud?
*  Why does it matter?
* Who s affected?

Other events since the 2016 valuation
*  Member contributions
*  Employer contribution
* In-service revaluations
* Pension increases
* Legal Cases
*  Cost Control Mechanism review
*  SCAPE rate review


https://assets.publishing.service.gov.uk/media/660fe1989f92ac001a516d45/LGPS_England_and_Wales_2020_Valuation_Valuation_Report.pdf
https://assets.publishing.service.gov.uk/media/660fe1989f92ac001a516d45/LGPS_England_and_Wales_2020_Valuation_Valuation_Report.pdf
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Compliance

Purpose

GAD has been appointed as scheme actuary by the Local
Government Pension Scheme (England & Wales) as at 31
March 2020 (the effective date), as required by the

Local Government Pension Scheme Regulations 2013.

The SAB must obtain a scheme cost assessment from the
scheme actuary detailing the overall cost of the Scheme.

Its purpose is to set out the results of the scheme cost
assessment as at 31 March 2020, namely:

* The overall cost of the scheme and how this compares to
the target overall cost of the scheme.

It has been prepared in accordance with methodology and
assumptions set by the SAB.

The information and advice in this report should not be relied
upon or assumed to be appropriate for any other purpose, or
by any other person.

Throughout this report the totals given for summed data may
not be exactly the same as the sum of the components shown
due to rounding effects.
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Sharing

We are content for the Department of Levelling Up, Housing and
Communities (DLUHC) to release this letter to the SAB, or to
other third parties, as appropriate. This letter is intended to assist
DLUHC and the SAB carrying out their roles under Regulation
116.

Third parties whose interests may differ from those of the
Secretary of State for Levelling Up, Housing and Communities
or the SAB should be encouraged to seek their own actuarial
advice where appropriate. GAD has no liability to any person or
third party for any act or omission taken, either in whole or in part,
on the basis of this report.

Compliance statement:

This report has been prepared in accordance with the
applicable Technical Actuarial Standards: TAS 100 and TAS
300 issued by the Financial Reporting Council (FRC). The
FRC sets technical standards for actuarial work in the UK.
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Reliances, Limitations and Data Uncertainty

Reliances and Limitations
In preparing this report, GAD has:

* Relied on the data and other information supplied by or on
behalf of administering authorities, as described in our
Membership data report. The limitations set out in that report
apply equally here.

» Used SAB'’s provisional methodology and assumptions.

Checks, Adjustments and Reconciliations

GAD carried out a significant review of the data supplied to us
and excluded records deemed to be unreliable, or not usable
due to missing data. Certain processing adjustments were also
made to the data received to prepare it for the calculations.

At the final checking stage, the adjusted data was used to
calculate liabilities which were reconciled approximately against
the 2016 valuation results, adjusted for cashflows.

Can data issues cause uncertainty?

Our checks, adjustments and reconciliations aim to ensure that
the data is appropriate for use in valuation calculations.

The more confidence we have that the dataset adopted reflects
that of the true scheme, the more confidence we have in the
accuracy of the valuation results.

However, our checks do not constitute a full data audit and our
adjustments, although reasonable in our view, may not mean
that the dataset adopted accurately reflects the scheme reality.

As a result, residual data uncertainty exists, however this is
normal in large, complex data sets and isn’t usually concerning.

Is data uncertainty a significant issue?

We are comfortable that the checks and adjustments that have
been made are reasonable and the data is appropriate for the
purpose of the 2020 valuation. In our opinion, there is no impact
expected on member outcomes from data uncertainty from the
SAB cost management process.
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Modification to Directions

The LGPS EW 2020 valuation report outlined the location of the material required by the HMT Directions. The SAB policy and
methodology is implemented by applying the HMT Directions with certain modifications, as follows:

Direction  Paragraph Modifications

» Use Target overall cost of 19.5% in place of Employer cost cap

3 Interpretation » Use Overall cost of the scheme in place of Economic cost cap cost of the
Scheme

13-19 Other methodology and assumptions See ‘Data & Assumptions’ and Appendix D

27 - 32 Employer contribution rate Ignore

33-49 Core cost cap cost Ignore (except for directions 34, 38, and 44)

34 Cost cap liabilities as at the effective date

38 Cost cap benefits paid Apply unchanged

» Omit direction 44(5) — so use standard assumptions, rather than assumptions
adjusted as if no members of the relevant scheme had any benefits accrued in
44 Cost cap future service cost any legacy connected scheme or any entitlement to savings provisions made
under section 89 of the 2022 Act

» Do not include a loading for the Public Sector Transfer Club

50 - 53 Calculating the employer cost cap

Ignore
54— 58 Part 3 judiciary g
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Direction

59
59A
60
61
62
63
64
65

66

67

68

69

Paragraph

Interpretation

Reconstructed first cost cap valuation
Prior value of the economic cost cap fund
Economic cost cap fund contribution rate
Economic cost cap income

Economic cost cap notional investment returns

Economic cost cap fund

Change in value of the economic cost cap fund

Economic cost cap past service cost

Economic cost cap cost of the scheme

Total cumulative technical immunity
adjustment

Application of Part 4 to local government
workers

35 0of 41

Modifications

Apply unchanged

Add an additional cost reflecting the cost of underpin, reflecting the liabilities
associated with underpin for service between 2014 and 2022, less the
accumulated notional contributions associated with the underpin made since
2016, with the resulting deficit (or surplus) spread over the period from the
valuation date to 31 March 2026.

Overall cost of the scheme is gross of member contributions

Ignore

In relation to directions 61(1) and 61(3), when the scheme actuary calculates
the economic cost cap fund contribution rate, it must reflect the assumptions at
the start of the inter-valuation period for 50/50 elections made
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Glossary 1 - General

CARE

Directions

Effective date

Employer Contribution
Rate

Implementation date

Implementation period

CARE stands for Career Average Revalued Earnings and refers to a methodology whereby earnings over a
member’s working lifetime in the scheme are used in the calculation of their benefits in the reformed scheme.

A document published by HM Treasury and referred to in The Public Service Pensions Act 2013, which sets
out the process and requirements for carrying out valuations, including the results which need to be disclosed.
Directions were first published in 2014 and have been amended several times since then.

The latest Directions, on which the results of this valuation are based, are the Public Service Pensions
(Valuation and Employer Cost Cap) Directions 2023, as they apply at the date of signing.

31 March 2020

The percentage of scheme members’ pensionable salaries which employers are notionally required to pay to:
* meet the costs of future benefits accrued by active members
* make good any deficit in the notional amounts set aside to cover benefits already built up.

The result is heavily dependent on assumptions about future financial conditions and membership changes.
These amounts are notional amounts in respect of LGPS as in practice local fund valuations are carried out to
calculate employer contribution rates actually paid.

1 April 2023

The period over which future accrual in the scheme is measured for the purposes of the Cost Control
Mechanism. For the 31 March 2020 valuation the implementation period is 1 April 2023 to 31 March 2027.


https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1181505/The_Public_Service_Pensions__Valuations_and_Employer_Cost_Cap__Directions_2023_-_Final.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1181505/The_Public_Service_Pensions__Valuations_and_Employer_Cost_Cap__Directions_2023_-_Final.pdf
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Glossary 1 - General

Inter-valuation period

McCloud

Normal pension age

Notional assets

Past service liabilities

Pension increase

For the valuation with an effective date of 31 March 2020, the inter-valuation period is the four years from 1
April 2016 to 31 March 2020.

McCloud refers to a legal judgment made in December 2018. The England and Wales Court of Appeal upheld
claims of age discrimination brought by some firefighters and members of the judiciary against ‘transitional
protection’ rules.

The age at which a member in normal health is entitled to unreduced benefits. This age varies between
the schemes and is set out in Appendix C.

Notional amount of money, initially set as the value of all members’ past service liabilities at a
specific date (as set out in Schedule 1 of the Directions). Itis updated at each valuation to take
account of all actual scheme income and benefits paid, plus an allowance for notional investment
returns.

The monetary amount assessed in today’s terms, as being required to meet benefit promises
(pensions, lump sums, dependants’ pensions etc) that have been made to scheme members over
their period of service prior to the effective date. For active members, these liabilities include
allowance for future salary inflation and in-service benefit revaluation until the assumed date of
cessation of pensionable service.

Public service pensions are increased under the provisions of the Pensions (Increase) Act 1971
and Section 59 of the Social Security Pensions Act 1975.
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Glossary 1 - General

Pension revaluation

Professional
actuarial requirements

Reformed (new) and
legacy schemes

SCAPE discount rate

50/50 section

The rate at which the CARE pension is revalued each year a member is active.

The professional requirements that we have complied with when completing this actuarial
valuation include:

1. Technical Actuarial Standards: TAS 100 and TAS 300, issued by the Financial Reporting Council
(FRC)

2. The Actuaries’ Code, issued by the Institute and Faculty of Actuaries (IFoA)
3. The Civil Service Code.

GAD is also accredited under the IFoA’s Quality Assurance Scheme. More details can be found
on our website.

As per the Public Service Pensions and Judicial Offices Act 2022 (PSPJOA 2022), the local government new
scheme means a scheme under section 1 of the Public Service Pensions Act 2013 (PSPA 2013) which
came into force on 1 April 2014 (referred to as the reformed/post 2014 section in this report). As per the
PSPJOA 2022, the local government legacy scheme means an existing scheme mentioned in paragraphs 16
or 17 of Schedule 5 of PSPA 2013 (referred to as the legacy/pre 2014 section in this report).

SCAPE is short for the Superannuation Contributions Adjusted for Past Experience.

Itis the discount rate set by HM Treasury which is used when assessing the discounted value of pension
payments from the unfunded public service pension schemes.

It is currently based on OBR’s forecast for long-term GDP growth.

Employees accruing benefits in the Local Government Pension Scheme (England & Wales) can elect to
make member contributions at a rate half of the standard level for their salary. Where a member elects to
do this, they also accrue benefits at half the standard rate. HMT Directions prevent changes in the take
up of the 50/50 option from triggering action under the cost cap mechanism.


https://www.gov.uk/government/organisations/government-actuarys-department/about/terms-of-reference
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Glossary 2 — SAB Cost Management Process

Cost Management Scheme cost assessment under regulation 116 (Scheme advisory board: additional functions) of the 2013

Process (CMP) LGPS Regulations (as amended in 2023)

Overall cost of the The total cost as calculated by the Scheme actuary as part of a scheme cost assessment making use of the
data provided under the 2013 LGPS Regulations 114(4) according to such methodology and assumptions as

scheme are determined by the SAB

Target overall cost 19.5% of the pensionable earnings of members of the scheme

Scheme employers meeting two-thirds and members meeting one-third of the overall cost of the

Target proportion scheme

Scheme Advisory Board
(SAB)

Local Government Pension Scheme Advisory Board

Benefits paid during the inter-valuation period 1 April 2016 to 31 March 2020 from the 2014 Scheme
SAB CMP benefits paid (including benefits paid in respect of the statutory underpin for members who are in scope for McCloud
remedy).

Income received by the scheme, for example employee contributions. Employer contributions are also
SAB CMP income included, but these are set to the amount that would have been received if employer contributions were
paid at the SAB CMP fund contribution rate.
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Glossary 2 — SAB Cost Management Process

SAB CMP fund

SAB CMP future service
cost

SAB CMP liabilities

SAB CMP notional
investment returns

SAB CMP past service
cost

It is a notional amount of money, building up from 1 April 2014 when the reformed scheme was
introduced.

The SAB CMP fund values at 31 March 2016 have been reconstructed on a consistent basis with that of
the cost cap fund in accordance with the latest Directions and have been estimated at 31 March 2020
using data at this date.

The contribution rate required to cover the expected cost of benefits accrued by members during the
implementation period.

The value of the liabilities relating to benefits that have accrued in the reformed scheme as at 31 March
2020, including an allowance in respect of the statutory underpin).

Notional amount of money added to the SAB CMP fund representing the growth of the fund over time.

It is the difference between the SAB CMP liabilities and the SAB CMP fund as at 31 March 2020,
expressed as a percentage of pensionable pay.
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