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How the Fund works \// \
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Collect money Invest money Pay money out
(contributions) (its assets) (benefits)

Overriding goal of the valuation is to make sure there is enough money to pay the benefits
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Why else we do a valuation? \/ /s

Calculate employer contribution rates

Compliance with legislation
Analyse actual experience vs assumptions

Review Funding Strategy Statement

Part of continual ‘health check’ on Fund solvency

The triennial valuation is a key risk management exercise for the Fund
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How we do the valuation AN g

Inputs Actuary’s models Primary outputs

Ratio of assets held against
benefits promised to date
“Funding level”

Data for lots of
members

Financial assumptions
Estimated cost of future benefit

— accrual
Demographic mimlE “Primary Contribution Rate”

assumptions

Estimated cost to fund benefits
promised to date
“Secondary Contribution Rate”
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Key decision of the valuation \/ .

(" Liabilittes ) ( Assets )

Future
investment
returns _ o
Benefits Key funding strategy decision
earned in How much to rely on contributions
future VS investment returns?

Funding level

‘ Comparison of ‘assets today’ vs.
‘ ‘benefits earned to date’

Balance sheet snapshot of Fund at

valuation date
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Setting strategy 1s a balancing act \/ /s

High risk funding strategy Low risk funding strategy

Investment
returns

Investment
Cost of returns Cost of
benefits benefits

We must set employer contributions with an appropriate level of prudence (i.e. risk)
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What’s happened since 20227
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The funding level has risen to an estimated 171% at 30 June 2024

General insights

Funding level has improved since 2022 (was
120%)

Assets returns were lower than expected up to
September 2023 but have since improved

it

Rising interest rates & high inflation

@ Higher expected return on the Fund’s assets
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High inflation

/ UK inflation over past 10 years \ """""" General insights """"""

12 High inflation increases the cost of benefits

10 —UK headline CPI
= UK core CPI
o 8
§ 6 p Pension increases of 10.1% (2023) and 6.7% (2024)
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S N N S = N @ Future inflation remains uncertain
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Investment outlook

/ Expected future investment returns \ ____________ General insights ____________
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o Overseas Equity Expected returns are higher for all asset classes

- . P
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S Cash 7 =3 | Higher returns driven by increased interest rates
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Caution required at 2025 valuation
31 March 2022
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Key uncertainty: Investment returns \/
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S ™ S e General insights ~ -------------
220%
200% . . .
% Future investment returns remain uncertain
180%
[ 30 June 2024
f' 160%
E 10 ' Funding position is based on 75% likelihood
120% I
I
100% [— |
80% [ 95% | : Prudence levels will be reviewed at 2025 valuation
60% : gt
25% 3 5% 4 5% 55% 6.5% T5%
Assumed future investment return (% pa)

Future investment performance is uncertain during periods of increased market volatility
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Key uncertainty: Cashflow position \/ \
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Contributions in (£m) / Benefits out (£m)
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The Fund is currently in a cashflow positive position however the focus on cashflow is increasing

---  General insights  -----------

Cashflow negativity possible in medium-to-longer
term

Sensitive to future levels of inflation

Contribution reductions would worsen the position

Cashflow monitoring to be carried out more
frequently
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Key uncertainty: Life expectancy

Llanfaglan

Dinas Dinlle:

Ltanwnda N
Ceunant

Life expectancy at age 65

Llandwrog Bethesda-bach Low I High

Groeslon-waun
Socio-economic factors can make a big difference to longevity
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Source: Club Vita, map available at https://maps.clubvita.co.uk


https://maps.clubvita.co.uk/
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Recent longevity trends

-
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Period Life Expectancies from 65 in England &Wales | 7777777 777C General insights

&
¢ === ﬁ Improvements slowing down
. L . *
L]

L)
. e ]w Long term impact of the pandemic uncertain

ﬁﬁf LGPS ‘bucking the trend’ on

2005 2010 2015 2020 2025

excess deaths

Monitoring longevity trends is key to setting life expectancy assumptions

Source: CMI_2022 model. Life expectancies calculated using projected gx rates, using calibration data, with W ,y,, through W,,, set to 100% and S, set to 0%.
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Key uncertainty: Climate risk N\ 1
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Global food supply shock (example) \ ____________ General insights ____________
Median projected funding level — difference to core modelling _
| A Climate damages could be extreme
% Technological triumph
Z 9% o
E 28°° ] Narrative-based modelling of downside risks
;3) 80%
S 0% Consider impact of ‘shocks’ in funding strategy
S Green growth
=
60%
50%
Climate catastrophe
012345678 91011121314151617181920 /
Factor in extreme risks when exploring strategy at 2025 valuation
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A challenging environment? \/ //\

77 Market risk @, Cashflow risk g Longevity risk
« High inflation « High inflation * Increased deaths
 Interest rates » Reduced contributions « Longevity trends
« Market volatility  Liquidity risks « Future improvements
@ Climate risk Covenant risk
 Inflation « Economic environment
* Investment returns « Demographic changes
* Longevity * Regulatory environment

New economic cycle? What are the key risks to future funding...
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Surplus — what now?

(' Liabiltes ) ( Assets )

------------ General insights  ----------

Future
- investment - ‘oo o
Key risk e Funding level is ‘past service’ only
Benefits decision
: —_—
earned in Where to o |
future draw this L) ) Majority of benefits yet to be earned

line?

Balance future contributions vs investment risk

BD@E

Setting contributions requires careful management
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Surplus — what are the options? \/ /\

&

1. Reduce employer 2. Change 3. Increase
contributions investment strategy prudence levels

4. Retain the surplus

Seek to balance employer affordability with long term sustainability
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2025 valuation — key dates \/ //\

31 March 2025

Funding strategy statement

1
Model council contribution rates ’ 1 _
Review funding policies ] consultation

and principles

Dec ’25 - Jan ‘26

Analyse key funding risks

Finalise
assumptions ‘ Cashflow

Project End
June ‘25 Modelling

& employer rates

Employer engagement and
poy gag March ‘26

awareness of new funding
environment

{ Final valuation report }

July 24

[ Plan agreed ]

Aug- Sept ‘25

( Whole fund results ]

Employer results ’

Oct — Nov 25
( Data} ’
\ cleansing } \ }
Planning, strategy and decision making Data, calculations and reporting
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Thank you \// \

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 contains confidential information belonging to Hymans Robertson LLP (HR) and
should not be released or otherwise disclosed to any third party without prior consent from HR. HR accept no
liability for errors or omissions or reliance upon any statement or opinion herein.

© Hymans Robertson LLP. All rights reserved.
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