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Introduction and summary

Scope

1

We have been instructed by the Authority named in the accompanying Results Schedule to undertake
pension expense calculations in respect of the Police Pension Scheme (“the PPS’), the New Paolice
Pension Scheme (“the NPPS") and the Police Pension Scheme 2015 (“the 2015 scheme”), referred
hereafter as “the schemes”, for the Authority named in the Results Schedule, for the purpose of
complying with International Accounting Standard 19 ‘Employee Benefits’ (JAS19"} ("the Accounting
Standard”) for the period ending 31 March 2020. The insfruction is set out in the Terms of Engagement
letter (see Results Schedule for date of signature).

These figures are prepared in accordance with our understanding of the latest version of the Accounting
Standard. Qur calculations and advice, in this report and the accompanying Results Schedule, have been
carried out in accordance with the Pensions Technical Actuarial Standard adopted by the Financial
Reporting Council, which came into effect on 1 July 2017. This report does not constitute an audit
opinion in relation to the Authority. This constitutes a “valuation exercise”, as the results of our
calculations will be formalised in the Authority’s financial statements.

Under accounting guidance, authorities are expected to disclose the sensitivity of the valuation to key
assumptions, and the required information is contained in section 4 of this report.

Results

4

The results of our calculations for the period ended 31 March 2020 and the projected net pension cost for
the year ended 31 March 2021 are set out in the Results Schedule.

The formal valuation of the schemes was carried out using membership data as at 31 March 2018. There
will be an experience item in the accounts that reflects actual experience from 31 March 2018 to 31
March 2020.

The significant changes that have taken place during the year for a typical Authority are that:

. the present value of the Defined Benefit Obligation and projected pension expense for the year
have decreased over the year. A marginal fall in bond yields has been countered by a greater fall in
expectations of future inflation and an update to the life expectancy assumption;

. an allowance for the one year impact of the McCloud judgement on the Defined Benefit Obligation
has been included, increasing the value placed on the Defined Benefit Obligation.

Please let us know if the Authority wishes to discuss the contents of this report or if, having considered
the results, the Authority wishes to consider alternative assumptions. As noted above, the impact of
varying certain key assumptions is illustrated in section 4.

Reliances and limitations

8

10

This report (including the accompanying Results Schedule) is provided solely to the Authority for the
purpose of complying with IAS19 for the period ending 31 March 2020. It shoutd not be used for any
other purpose. It should not be released or otherwise disclosed to any third party except as required by
law or with our prior written consent, in which case it should be released in its entirety. However, a copy
of this report may be passed to the auditor to be used solely for the purpose of their audit.

We accept no liability to any third party unless we have expressly accepted such liability in writing.

Note that the methodology of the Accounting Standard means that the Defined Benefit Obligation
identified in this report can vary significantly over short periods of time. This means that the results set
out should not be taken as being applicable at any date other than 31 March 2020.
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The figures presented in this report are prepared only for the purposes of IAS19 and have no validity in
other circumstances.

The last full valuation of the Authority was carried out as at 31 March 2018. We have projected the
results of this valuation forward using approximate methods. Further comments in relation to this can be
found in section 2. Where requested, we have carried out a full valuation of injury benefits. The
approach taken is set out in the Results Schedule.

The data with which we have been provided for this exercise is summarised in section 3.

The projected pension expense calculations for the year to 31 March 2021 may be used for the purpose
of any interim financial reporting during the year to 31 March 2021. However, subsequent adjustments
may be necessary to take account of:

. any material events, such as curtailments, settlements or the discontinuance of the Authority’s
participation in the schemes;

. any movement of active members between the schemes (i.e. members reaching the end of their
tapered protection);

. any changes to accounting practices; or
. any changes to the schemes.

Note in particular, that we have made no allowance for any changes to the benefits in the schemes
arising from Her Majesty's Treasury’s cost management exercise, as these have been put on hold at time
of writing.

Uniformed employees of the Authority may participate in the schemes, which are defined benefit statutory
schemes. Appendix 1 summarises the principal benefits of the schemes.

The financing arrangements for schemes in England & Wales are set out in “Guidance for Police
Authorities on the financial arrangements for police officers’ pensions with effect from April 2006,
published by the Communities and Local Government (CLG) in August 2006. There are no assets held
against the liahilities.

Where requested, a separate report has been prepared in respect of civilian employees of the Authority,
who may participate in the Local Government Pension Scheme (LGPS).

The schemes are defined benefit statutory schemes, administered in accordance with the Palice
Pensions Regulations 1987 {as amended), the New Police Pensions Scheme Regulations 2006 and the
Police Pensions Regulations 2015, The schemes were contracted out of the State Second Pension, but
this ceased in the scheme on 5 April 2016.

We have not been notified by the auditor to the Authority of the materiality limits which apply to the
Authority and we have therefore prepared these figures using methods which are as accurate as is
feasible using the data made available to us and the timescale within which the report is required.
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Next steps
20  The information set out in this report should be included in a disclosure note in the Authority’s report and
accounts.

We would be pleased to discuss this report with the Authority and its auditors.
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2 Approach

Valuation method

1
2

As required under the Accounting Standard we have used the projected unit credit method of valuation.

No allowance has been made for administration expenses in the present value of the defined benefit
obligation, the current service cost or the balance sheet.

The last full valuation of the scheme was carried out as at 31 March 2018. We have projected the results
of this valuation forward to 31 March 2020 using approximate methods. The roll-forward allows for:

. changes in financial and life expectancy assumptions;

. additional benefit accrual;

. actual cash flows over the period and estimated where necessary; and
. membership information as summarised in Section 3.

In order to assess the value of the Authority's liabilities as at 31 March 2020, we have rolled forward the
value of the Authority’s liabilities calculated at the latest valuation for the Authority, allowing for the
different financial assumptions required under the Accounting Standard at the accounting date. In
calculating the current service cost, we have allowed for changes in the Authority’s pensionable payroll as
estimated from contribution or payroll information provided.

In preparing the balance sheet at 31 March 2020 and the revenue account to 31 March 2020, no
allowance is made for the effect of any changes in the membership profile since 31 March 2018. The
effect is likely to be immaterfal in actuarial terms. If there have been significant changes (e.g. a significant
maturing of the Scheme or a large number of new entrants) since 31 March 2018, the Authority should
discuss with its auditor whether an investigation into the effect on the service cost for 2019/20 is required.

Whilst the liabilities calculated under the Accounting Standard include an allowance for some premature
retirements on grounds of ill-health, there is no allowance for non ill-health retirements before the earliest
age at which the serving officer could retire or early retirements as a result of an injury sustained on duty.
We do however make a contingent allowance for future payments of injury awards.

it is not possible to assess the accuracy of an estimated rolled-forward liability without conducting a full
valuation. An estimated liability will not reflect differences in demographic experience from that assumed
(e.g. pensioner longevity) or the impact of differences between aggregate changes in salary and pension
and changes for specific individuals.

Whilst we have no reason to believe that the approximations used in rolling forward the 31 March 2018
valuation to 31 March 2020 introduce any undue distortion in the results, the Authority and its auditors
may wish to consider the size of the liabilities in relation to the Authority’s materiality limits,
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Benefit changes

g The pension expense for the period to 31 March 2020 allows for the current schemes’ henefit design, but
with a further 1 years estimated allowance for resolution of the McCloud case. The allowance for the extra
year of accrual in 2019/20 can be seen flowing through the OCI as per the guidance issued by CIPFA.
This has been based on the same underlying methodology adopted for the disclosures as at 31 March
2019 i.e. reliant on the analysis conducted by GAD taking into account differences in local membership
profile where appropriate.

Note in particular, that we have made no allowance for any changes to the benefits in the schemes
arising from Her Majesty’s Treasury’s cost management exercise, as these have been put on hold at time
of writing.

On 1 April 2015 a new benefit structure came into effect. These changes have been taken into account in
the balance sheet, or revenue account disclosures as at 31 March 2020 and projected pension expense
for the year ending 31 March 2021,

The new Regulations' in their current form state that all current active members will move into the 2015
scheme from 1 April 2015 unless they qualified for protections that allow them to remain in their current
scheme.

Calculation of the defined benefits obligations, current service cost and projected service cost are based
on the benefit structure in the scheme each member currently participates in, allowing for these
protections. We have made allowance for members moving between schemes under the tapered
protections in our calculation of payroll and projected payroll based on the contribution information
provided by the Authority.

1 Police Pensions Regulations 2015
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3 Data and information used

Data sources
1 Qur calculations are based on the following information and documents:

. the individual membership data submitted as at 31 March 2018 for the purpose of producing
disclosures as at 31 March 2019;

. employee contributions up to the latest available date;
. benefit expenditure up to the latest available date; and
. any retirements in the accounting pericd on unreduced pensions which are not anticipated in the

normal Authority service cost (e.g. non ill-health retirements before the earliest age at which the
serving officer could retire or early retirements as a result of an injury sustained on duty).

2 We have carried out certain checks for reasonableness on the data, but have only been able to carry out
limited validity checks. We are unable to independently verify whether the data supplied is accurate.
Before using the results, the Authority should satisfy itself that the data summarised in the results
schedule agrees with its own records.

Individual membership data

3 The membership data as at the last valuation, from which this year's results are rolled forward, and the
latest available membership data are summarised in the Results Schedule.

4 Details of the new early retirements from 1 April 2019 to the latest available date not allowed for in our
IAS19 assumptions are summarised in the Results Schedule. Data in respect of injury retirements are
shown separately in the results schedules,

Additional comments

5 Any specific comments on the data provided in respect of the Authority are set out in the Results
Schedule.
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4 Actuarial assumptions

Reliances and limitations

1 Our advice to the Employer on the assumptions (and resulting disclosures} to be adopted for the purpose
of the Accounting Standard is compliant with Technical Actuarial Standard 1002, This report, the
accompanying Results Schedule and our briefing note comprise the totality of our advice on the
assumptions.

Accounting principles

2 We have been advised of the accounting principles adopted by the Authority in preparing its accounts.
The report and Results Schedule have been prepared in line with our understanding of the relevant
guidance. The Authority should confirm adherence of the guidance with its auditor.

Responsibility
3 The assumptions are ultimately the responsibility of the Authority based on actuarial advice.

Demographic assumptions

4 For the full valuation as at 31 March 2018, we adopted a set of demographic assumptions based on
analysis of experience of the PPS where available. Since limited data is available on which to base these
for the NPPS and the 2015 scheme, we have taken account of experience of the PPS where appropriate
and applied actuarial judgement elsewhere. Full details of these assumptions are set out in Appendix 2.

5 The post-retirement mortality assumptions that we recommend this year are 100% of the S2NFA and
S2NMA ‘year of birth’ tables?® with future improvements based on the CMI 2018 model with a long term
rate of improvement of 1.25% per annum. The adjustment to the future improvement assumption has
been updated to a more recent model {(from CMI 2017 to CMI 2018).

6 We have assumed that serving officers in the PPS retire at the earlier of attaining 30 years service,
(subject to a minimum age of 50) or at age 55. We assume that serving officers in the NPPS will refire at
age 55 and that serving officers in the 2015 scheme will retire at age 60. We have also included an
allowance for some premature retirements on grounds of ill-health.

7 Promotional salary scales have been set in accordance with the published police pay scales. Please see
Appendix 2 for more details.

Financial assumptions

8 The financial assumptions used to calculate the components of the pension expense for the year ended
31 March 2020 were those from the beginning of the year (i.e. 31 March 2019) and have not been
changed during the year. Our recommended assumptions for disclosure of the Defined Benefit Obligation
at 31 March 2020 are summarised below along with those at 31 March 2019,

2 Technical Actuarial Standards {TASs) are issued by the Financial Reporting Council (FRC) and set standards for certain items of actuarial
work, including the information and advice contained in this report.

3 These standard tables are published by the Continuous Mortality Investigation {CMI) of the actuarial profession.
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Weighted Average Duration

Short Medium Long

Period Ended 31 Mar 2019 31 Mar 2019 31 Mar 2019
__%p.a. Yop.a. Yo p.a.
Pension Increase Rate 2.5% 2.5% 2.4%
Salary Increase Rate 3.5% 3.5% 3.4%
Discount Rate 2.4% 2.4% 2.5%
| CARE RevaluationRate |  3.75% | 3.75% 3.65%

Weighted Average Duration

Short Medium Long

Period Ended 31 Mar 2020 31 Mar 2020 31 Mar 2020
. Ypa. Sepa apa
Pension Increase Rate 2.0% 1.8% 1.8%
Salary Increase Rate 2.9% 2.8% 2.7%
Discount Rate 2.3% 2.3% 2.3%
CARE Revaluation Rate |  3.25% 3.15% 3.05%

Full details of how we have determined our recommended assumptions are set out in Appendix 3.

Reasonableness of assumptions

9 There is a range of actuarial assumptions which are acceptable under the requirements of the Accounting
Standard. We consider that the assumptions above are within the acceptable range and are thus
consistent with the requirements of the Accounting Standard. No allowance has been included in the cost
of accruing benefits for expenses.

Sensitivity to assumptions
10  Accounting guidance requires disclosure of the sensitivity of the results to the methods and assumptions
used.

11 The costs of a pension arrangement require estimates regarding future experience. The financial
assumptions used for reporting under the Accounting Standard are the responsibility of the Authority.
These assumptions are largely prescribed at any point and reflect market conditions at the reporting date.
Changes in market conditions that result in changes in the net discount rate (essentially the difference
between the discount rate and the assumed rates of increase of salaries, deferred pension revaluation or
pensions in payment), can have a significant effect on the value of the liabilities reported.

12 Areduction in the net discount rate will increase the assessed value of liabilities as a higher value is
placed on benefits paid in the future. A rise in the net discount rate will have an opposite effect of similar
magnitude.

13  There is also uncertainty around life expectancy of the UK population. The value of current and future
pension benefits will depend on how long they are assumed to be in payment.

14  The disclosures have been prepared using longevity assumptions as per paragraph 5. Based on these
assumptions, average life expectancies at age 60 are as per the Results Schedule.

15  Details of the effect on the Scheme of the changes in the above assumptions are displayed in the
Schedule of Results (Section 5 — Sensitivity Analysis).
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Risks and uncertainties

16  There are risks and uncertainties associated with whatever assumptions are adopted. The Accounting
Standard requires the assumptions to be determined on a ‘best estimate’ basis. However, the
assumptions are in effect projections of future investment returns and demographic experience many
years into the future and there is inevitably a great deal of uncertainty inherent in what constitutes ‘best
estimate’ with such projections. For the purpose of this report, we have interpreted best estimate to mean
that the proposed assumptions are ‘neutral’ there is in our opinion an equal chance of actual experience
being better or worse than the assumptions proposed.
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5 Miscellaneous matters

Past service costs (including curtailments)

1 The reserving for future liabilities assumes that officers will retire on attaining 30 years service or at age
55 if earlier for members of the PPS, age 55 for members of the NPPS and age 60 in the 2015 scheme,
except on grounds of incapacity. Therefore, a past service cost may arise when officers retire before
satisfying these criteria (except on grounds of incapacity).

2 The results schedules set out details of any early retirements resulting in a past service cost.
3 In addition, the results schedules set out if any injury retirements occurred over the year.

Settlements
4 We are not aware of any other liabilities being settled during the year ended 31 March 2020 for any of the
schemes.

Bulk transfers

5 We are not aware of any bulk transfer (in or out) that would have a material impact on the results of the
IAS19 valuation as at 31 March 2020 for the Autherity. No allowance has been made for any mergers of
authorities from 1 April 2012 (where applicable).

Deferred tax
6 No allowance has been made for deferred tax, and the appropriate treatment in respect of this should be
agreed with the Authority's auditors.

Part-time employees
7 Part-time employees have been eligible to join the schemes since September 2004.

The Police Pension Scheme 2015 {2015 scheme)

8 The 2015 scheme came into effect from 1 April 2015. The new arrangements apply to all new joiners from
that date and to any members of the PPS and NPPS who were unprotected on 1 April 2015, who come to
the end of their tapered protection or who opt to join the new scheme.

Commutation Factors (PPS)
g The figures in this results schedule are based on the factors for converting pension to retirement lump
sum announced on 18 March 2016.

Injury retirement

10 On & April 2006 HM Revenue and Customs' regulations about tax and pensions came into force. One of
the requirements was that provisions for benefits which are not determined by building up pension rights
can no longer be in regulations governing pension schemes.

11 As a consequence the Police (injury Benefit) Regulations 2006 were made. These are essentially a
consolidation of the provisions as they stood for benefits paid out in the event of an officer retiring or
leaving dependants after an injury in the line of duty.

12 As requested, an allowance has been made for contingent injury pensions in the balance sheet as at 31
March 2020 and in projected pension expense to 31 March 2021.
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13 The liabilities in respect of injury benefits and the benefits payments are set out in the disclosure. Whilst
the injury benefit does not accrue evenly throughout the employee’s service (and indeed may be payable
to those who are not pension scheme members), we have nevertheless adopted a “current service cost’
approach. In effect we assume that a further year’s service accrues a further 5% of the additional
entitlement after each 10 year's service. This is appropriate when applied to a reasonably large group of
employees, as approximately 5% of them will cross into the next 10 year’s banded entitlement each year.

Results and disclosures
14  The resuits and disclosures for 2019/20 are set out in the attached results schedules.
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Appendix 1 — Summary of benefits

Police Pension Scheme
(PPS) (1987)

Including permanent
employees who joined on or
before 6 April 2006.

New Police
Pension Scheme

(NPPS) (2006)

Including permanent
employees who
joined on or after 6
April 2006 and other
members who opt to
transfer from PPS io
NPPS.

Police Pensions
Scheme 2015

Including permanent
employees who joined on
or after 1 April 2015 and
other members of PPS
and NPPS who do not
have full protection
benefits for their previous
scheme.

Member Contributions

Pre 1 April 2012;
11% of earnings.
Post 1 Aprif 2012:

Banded rates (14.25%-
15.05%) depending upon
level of basic annual salary
from 1 April 2019 to 31 March
2020.

Employer contributions

Under new financing
arrangements from 1 April
2006, employers pay a
defined percentage of
pensionable pay.

Pre 1 April 2012:

9.5% of earnings {or
6% if ineligible for ill-
health pension).

Post 1 April 2012:

Banded rates
(11.0%-12.75%)
depending upon
level of basic annual
salary from 1 April
2019 to 31 March
2020.

Full member
contributions (if eligible
for ill-health pension):

Banded rates {12.44%-
13.78%) depending upon
level of annualised rate
of pensionable earnings
from 1 April 2019 to 31
March 2020.

Reduced member
contributions (if ineligible
for ill-health pension):

To access the band to
which a part-time
member belongs, full-
time equivalent
pensionable earnings

apply

Under new financing

arrangements from
1 April 20086,
employers pay a
defined percentage
of pensionable pay

31% of member's
annualised rate of
pensionable earnings as
determined by the
Secretary of State in
conjunction with the
scheme actuary.
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Police Pension Scheme
(PPS) (1987)

New Police
Pension Scheme

(NPPS) (2006)

Police Pensions
Scheme 2015

Normal Retirement Age

Members can retire on
attaining 25 years of
pensionable service, subject
to a minimum age of 50 and a
maximum of Compulsory
Retirement Age (CRA) which
is dependent upon rank.
Meambers can also retire on
attaining 30 years of service,
regardiess of age. Unreduced
benefits may also be paid at
the Compulsory Retirement
Age with less than 25 years of
pensionable service.

Age 55 if remain in
police service untif
that age.

Age 65 if leave
police service before
age 55.

Age 60 if remain in police
service until that age.

State pension age if
leave police service
before age 60.

Early Retirement

Retirement on the grounds of
ill health and / or injury with
enhanced benefits.

If a member leaves
the service or opis
out of the NPPS
before age 55 then
they can only be
entitled to a deferred
pension, regardless
of how many years
of pensionable
service they have.

Early payment reduction
is applied to the
members benefit if an
active member retires
before their normal
pension age or if &
deferred member retires
before state pension age.

Pension at Retirement
Age

1/60th of pensicnable
remuneration for each year of
pensionable service up to 20
years and 1/30th of
pensionable remuneration for
each vyear of pensionable
service thereafter, subject to a
maximum pension entitlement
of 40/60. Pensionable
remuneration is narmally the
average remuneration in the
employee's final year.

1/70th of
pensionable
remuneration for
each year of
pensionable service.
Maximum is 50% of
final pensionable
remuneration after
35 years of service.

Pensicnable

remuneration is the

greater of

a) best annual
remuneration
in the last 3
years; and

1/55.3th of pensionable
earnings each year is
added to the members
pension pot for each year
they are in the scheme.

Pension at retirement is
the sum of each of the
accrued pension pots
subject to revaluation at
a rate of CPI+1.25% per
year,

Pensionable earnings is
the pay that the member
is entitled to in each
period of service.

April 2620
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Police Pension Scheme
{PPS) (1987)

New Police
Pension Scheme

(NPPS) (2006)

Police Pensions
Scheme 2015

b) best average
over 3
consecutive
years in the
last 10 years.

Pensionable earnings
include basic salary,
London weighting, where
applicable and increases
in pay on temporary
salary and temporary
promotion. Allowances
are not pensionable and
do not count.

Lump Sum at Retirement
Age

A lump sum can be faken at
retirement in return for a
reduced pension. A
maximum of 1/4 of pension at
retirement age may be
commuted at the time of
retirement for a lump sum that
is calculated using factors
issued by the Government
Actuary's Department (GAD).

4 times initial annual
pension.

Members have the
option of
exchanging all or
part of the lump sum
for extra pension,

The factors used are
issued by the
Government
Actuary's
Department {(GAD).

A lump sum can be taken
at retirement in return for
a reduced pension. A
maximum of 1/4 of
pension at retirement
age may be commuted at
the time of retirement for
a lump sum that is equai
to £12 for every £1 of
pension given up.

{ll Health Pension

An ill-health pension with
enhancement determined by
length of pensionable service
is paid immediately to
members compulsorily retired
early on medical grounds.

Two tier il-health
benefits:

a) Standard ill-
health pension
payable if
ardinary
disabled for
police service
duties only but
able to
undertake
ather
employment.
Benefit amount
based on
salary at and
service to date
of retirement;
and

Two ftier ill-health
henefits:

a) Standard ill-health
pension payable if
ordinary disabled
for police service
duties only but able |
to undertake other
employment.
Benefit amount
based on accrued
benefit amount to
date of retirement;
and

b) Enhanced benefits
payabie if
permanently unable
to perform any
other regular
employment.

April 2020
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Police Pension Scheme
(PPS) (1987)

New Police
Pension Scheme

(NPPS) (2006)

Enhanced

Police Pensions
Scheme 2015

Enhancement is

benefits
payable if
permanently
unable to
perform any
other regular
employment,
Service is
enhanced by
up to 50% of
prospective
service o age
55.

dependent on the
number of years of
service in the
scheme.

Injury Awards

An injury award, consisting of
a lump sum and a pension, is
paid when retirement results
from injury on duty. The
calculation of the award takes
into account the extent to
which the member's earning
capacity has been affected by
the relevant injury,
pensionable remuneration
and length of service.

An injury award,
consisting of a lump
sum and a pension,
is paid when
retirement results
from injury on duty.
The calculation of
the award takes into
account the extent
to which the
member's earning
capacity has been
affected by the
relevant injury,
pensionable
remuneration and
length of service.

An injury award,
consisting of a lump sum
and a pension, is paid
when retirement results
from injury on duty. The
calculation of the award
takes into account the
extent to which the
member's earning
capacity has been
affected by the relevant
injury, pensionable
remuneration and length
of service.

Pension Increases

| All pensions in payment,

deferred pensions and
children’s pensions are
increased annually in line with
the Consumer Price Index.

All pensions in
payment, deferred
pensions and
children’s pensions
are increased
annually in line with
the Consumer Price
Index.

All pensions in payment,
deferred pensions and
children’s pensions are
increased annually in line
with the Consumer Price
Index.

Contracted in / out

Contracted out of the State
Second Pension (formerly the
State Earnings Related
Pension scheme). (Until the

Contracted out of
the State Second
Pension (formerly
the State Earninus

Contracted out of the
State Second Pension
{formerly the State
Earnings Related
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Police Pension Scheme
(PPS) (1987)

New Police
Pension Scheme

(NPPS) (2006)

Police Pensions
Scheme 2015

abolition of contracting out
from 1 April 2018.)

Related Pension
scheme). (Until the
abolition of
contracting out from
1 April 2016.)

Pension scheme). (Until
the abolition of
contracting out from 1
April 2016.)

Death in Service Benefits

A lump sum benefit of 2 times
pensionable remuneration at
date of death, plus,

A spouse's pension of ¥z of
the member's notional
pension based on total
service that the employee
would have been able to
reckon if he/she had retired
on the grounds of ill health at
the date of death plus,

Children's pensions may alsoc
be payable.

A lump sum benefit
of 3 times
pensionable
remuneration at
date of death, plus,

' A spouse's pension
| of ¥ of the higher

tier level of ill-health
| benefit that would
have applied as at
the date of death
plus,

Children’s pensions
may also be
payable.

A lump sum benefit of 3
times pensionable
remuneration at date of
death, plus,

A spouse’s pension of ¥z
of the higher tier level of
ill-health benefit that
would have applied as at
the date of death plus,

Children’s pensions may
also be payable.

Death after Retirement
Benefits

Spouses and civil partners
receive a pension equal {o
ane half of the member's
actual pre-commutation
pension {based on service
after 1988 for female civil
partners and service after
1990 for male civil partners
and widowers}).

A pension equal to
one half of the
member's actual
pre-commutation
pension.

A pension equal to one
half of the member's
actual pre-commutation
pension.

Who is entitled to death
benefits?

Spouse or civil partner.

Pensions are not payable to
unmarried partners who are
not civil partners. Any pensicn
for a spouse or civil partner
ends on hisfher remarriage or
new civil partnership, or on
cohabitation.

Pensions can also
be paid to unmarried
pariners who are not
civil partners if
appropriate
conditions are
satisfied. Pension
payable for life.

Pensions can also be
paid to unmarried
partners who are not civil
partners if appropriate
conditions are satisfied at
the discretion of the
scheme manager.
Pension payable for life.
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Police Pension Scheme
{PPS) {1987)

New Police
Pension Scheme

(NPPS) (2006)

Police Pensions
Scheme 2015

Benefits on Leaving
Service

Members who leave service
are entitled to:

a) a refund of
contributions; or

b) a preserved pension
payable from age 60;
or

c) a transfer payment to
another scheme or to
an insurance company

Members who leave
service are entitled
to:

a) a refund of
contributions;
or

b} a preserved
pension
payable from
age 65
without
reduction; or

c) a transfer
payment to
another
scheme or to
an insurance
company.

Members who leave
service are entitled to:

a) a refund of
contributions; or

b} a preserved
pension payable
from state pension
age without
reduction; or

c) a transfer
payment to
another scheme
or to an insurance
company.

April 2020
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)
Appendix 2 - Statistical assumptions

Police pension scheme (PPS)

The statistical assumptions adopted are based on the analysis of the incidence of retirement, and withdrawal, of
employees contributing to the Police Pension scheme. The post retirement mortality assumptions are based on
national mortality tables.

Sample rates are shown in the following tables:

Incidence per 1000 active members per annum Promotional Salary Scales

Female Female

| 5 2| 58
Death F:!t'i::;':t Withdrawal | Death R’llelt:_r'ee:’:;:t | Withdrawal | PC | PS | % ;E PC | PS % 32
- @ = M
- | 55 | 60 | 65 | 55 | 60 | 65
20| 03 | 0.1 ; 0.1 02 | - |00 100 | 100 | 100|100 100
25| 03 | 06 | 190 0.1 15 | 570 | 100 | 100 | 100 |100 | 100 | 100
30 | 03 1.1 11.0 0.2 55 | 500 | 133 | 100 | 100 | 133 | 100 | 100 |
35 | 04 | 20 6.0 0.4 | 105 250 | 157 | 100 | 100 | 157 | 100 | 100 |
40 | 06 3.9 3.0 0.6 170 | 70 | 168 | 121 | 114 | 168|121 | 114
45 | 10 11.5 1.4 09 | 230 40 171 | 120 | 129 | 171|120 | 129
50 | 1.6 245 05 | 13 | 325 1.4 172 | 133 | 137 172 | 133 | 137
55 | 25 32.0 - 18 | 450 - 172 | 134 | 139 | 172|134 | 139
60 | 45 39.5 - | 22| s75 | - 172 | 134 | 139 | 172 | 134 | 139

Other Assumptions

Pensicner Mortality Current Pensioners

100% of S2ZNFA/S2NMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per
annum.

Prospective Pensioners

100% of S2ZNFA/SZNMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per |
annum.

lll Health Retirement

100% of S2NFA/S2NMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per
annum.
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| Other Assumptions

Proportions Married {including a loading
for dependants benefits)

90% of members will be married and entitled to a spouse’s pension

Il health benefits

Wife/Husband Age Difference

20% of ill health retirees will receive higher fier ill health benefits
and 80% will receive lower tier benefits {new scheme only)

Husbands are assumed to be 3 years older than their wives

| Proportion commuting pension for lump
sum

| Age retirements

Members will elect to take 0% of the maximum tax free ¢ash up to
HMRC limits.

e ——— — = —_— —— ]
| have assumed members will retire on the date an employee
reaches 30 years service, subject to a minimum of age 50 and
maximum age of 55 for members. |

*Where a member has accrued benefits in more than one scheme, each tranche of benefit will be assumed to

be payable from the retirement age applicab

April 2620
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New police pension scheme (NPPS)
The statistical assumptions adopted are based on the expectation of retirement and withdrawal for members of
the NPPS. Where possible the experience of the PPS has been used to derive these assumptions.

The demographic assumptions for the NPPS are therefore the same as those for the PPS except as follows:

a) ifi-health retirerments: In the NPPS the benefit structure is different. We have therefore assumed that 20%
of members retiring through ill-health receive an enhanced ill-health pension and 80% receive a standard
ill-health pension. We have also adjusted the pattern of incidence rates to reflect the difference in normal
retirement age.

b) Age retirements: We have assumed that members will retire when they c¢an first so without an actuarial
reduction to their benefits. For active members this occurs at age 55, whereas for deferred members this
occurs at age 65 if they leave the scheme before age 55.

c) Withdrawals: We have assumed that no members will withdraw after age 50 as this would increase the
age at which they can receive unreduced benefits from 55 to 65.

Sample rates are shown in the table below:

Incidence per 1000 active members per annum E
Promotional Salary Scales

with Compulsory Retirement Age as detailed

== =—2 2 e e ——
! Male Female Male Female
|

Il Health lil Health g 2 & 3
Death Retir:;ent Withdrawal | Death Reﬁr:ent Withdrawal | PC | PS ‘é.’ g PC | PS ‘é{ g
| - @ — ®©

| —

"0 | 03 0.1 : 04 | 03 | - 100 | 100 | 100 | 100 100: 100
25 | 03 0.8 190 | 01 | 24 | 570 |100|100| 100 | 100 100 100
30 | 0.3 1.6 1.0 | 02 | 86 | 590 | 133|100 | 100 | 133 100 | 100
35 | 04 | 30 60 | 04 | 164 | 250 | 157|100 | 100 | 157 100 | 100
40 | 06 | 59 30 | 06 | 265 | 70 168|121 | 114 | 168|121 114 |
4 | 10 @ 173 14 | 09 | 358 40 171129 | 129 | 171129 | 129 |
50 | 16 363 | 05 | 13 | 506 14 | 172133 | 137 | 172|133 | 137 |
55 | 25 | 480 - 18 | 700 ] 172 | 134 | 139 172 | 134 | 139 |
60 | 45 | - : 22 | - - 172 134 | 139 172 134 | 139 |

PC and PS are Police Constable and Sergeant respectively.
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Other Assumptions

Pensioner Mortality Current Pensioners

100% of SZNFA/SZNMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per
annum.

Prospective Pensioners

100% of S2NFA/S2ZNMA with future improvement in line with the
CMI| 2018 model with a long term rate of improvement of 1.25% per

annum.
| I —— ———— .

ili Health Retirement
|

100% of S2NFA/S2NMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per
annum.

Proportions Married (including a loading 90% of members will be married and entitled {o a spouse’s pension
for dependants benefits)

Commutation assumptions We have made no allowance for commutation of lump sum to
pension as permitted in the new scheme.

We have also made no allowance for members to commute any of
their pension for additional lump sum.

Wife/Husband Age Difference Husbands are assumed to be 3 years older than their wives

Age retirements We have assumed active members retire at age 59,

*Where a member has accrued benefits in more than one scheme, each tranche of benefit will be assumed to
be payable from the retirement age applicable for each scheme.
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Police 2015 pension scheme (2015 Scheme)
The statistical assumptions adopted are based on the expectation of retirement and withdrawal for members of
the 2015 Scheme. The demographic assumptions for the 2015 Scheme are the same as those for the NPPS.

Sample rates are shown in the table below:

incidence per 1000 active members per annum

with Compulsory Retirement Age as detailed

Male

Female

5

Promotional Salary Scales

Female

5 2 5 2
Il Health _ Il Health | S 2 S 3
Death ) Withdrawal | Death ) Withdrawal | PC P3 8 © | PC | PS a @
Retirement Retirement 7] 2z
- © - ©
20 | 03 0.1 - 0.1 03 100 1&)_ 100 | 100 | 100 | 100 |
25 | 0.3 0.8 19.0 0.1 24 | 570 100 | 100 | 100 | 100 | 100 | 100
30 | 03 1.6 11.0 0.2 8.6 59.0 133 100 | 100 | 133 100 | 100
35 | 04 3.0 6.0 0.4 16.4 250 157 | 100 | 100 | 157 | 100 | 100
L 40 | 0.6 5.9 30 0.6 26.5 7.0 168 | 121 | 114 | 168 121 | 114
45 | 1.0 17.3 14 09 | 358 4.0 171 | 120 | 129 | 171|129 129
50 | 16 | 363 05 1.3 50.6 1.4 172 | 133 | 137 | 172|133 | 137
55 2.5 48.0 - 1.8 { 700 ! - 172 | 134 138 172 | 134 139
60 | 45 - - 22 | - | - 1172|134 | 139 [ 172134 | 139

PC and PS are Police Constable and Sergeant respectively.

\ Other Assumptions

Current Pensioners

Pensioner Mortality

100% of SZNFA/SZNMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per

annum.

Prospective Pensioners

100% of SZNFA/SZNMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per

annum.

April 2020

Il Health Retirement

100% of SZNFA/S2ZNMA with future improvement in line with the
CMI 2018 model with a long term rate of improvement of 1.25% per

annum.
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Other Assumptions

Proportions Married (including a loading 90% of members will be married and entitled to a spouse’s pension

for dependants benefits)

Il health benefits | 20% of ill health retirees will receive higher tier ill health benefits
and 80% will receive lower fier benefits (new scheme only)

Commutation assumptions We have made no allowance for commutation of lump sum to
pension as permitted in the new scheme.

We have also made no allowance for members to commute any of
their pension for additional lump sum.

WifefHusband Age Difference Husbands are assumed to be 3 years older than their wives

Age retirements® It is assumed active members retire at age 60 and deferred
members at their State Pension Age.

* Where a member has accrued benefits in more than one scheme, each tranche of benefit will be assumed to
be payable from the retirement age applicable for each scheme.
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Appendix 3 — Assumptions Briefing Note
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Briefing note

Police and Fire Pension Schemes: Accounting Assumptions for 31 March 2020 April 2020

1 We recommend that each
Authority should discuss
the proposed assumptions
and approach with their
auditor

This briefing note has been prepared by Barry Dodds and Kameel Kapitan,
on behalf of Hymans Robertson, to outline the approach taken to derive the
default assumptions for IAS19 reporting for the Police and Fire Pension
Schemes as at 31 March 2020.

This note also summarises our approach for the modified firefighters’
scheme, and the new scheme (which came into effect from 1 April 2013) in
this year’s reports.

We have discussed the approach to set our default assumptions and
methodology with the National Audit Office, who have not raised any
concerns.

Changeas in matkat condiionssings 31 March 2018

The ehanige Iy market conditions since 81 March 2012 s expecied tn f=ad to a higher net discount ralg
as gl 41 March 2020 Al else being equal this would mean there wolld be 3 lower value piaced on {he

IAS1S habililies

Ultimetaly. the impact af (he charga in discount rate could vary significantly between individyal
Althoritiesalthiough it is likely that most, based on curent markai conditions, will see & sianifitant
impact an theif bialance shasl over the 2019/20 year.
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Discount Rate

IAS10 states that the discount rate used to place a value on the liabilities shou!d be determined by reference to
market yields on high quality corporate bonds at the reporting date. In addition, the currency and term of the
high quality corporate bonds used to set the discount rate should be consistent with the currency and term of
the liabilittes.

Corporate bond yield curve

Government bond yield curves are updated and available on a daily basis from the Bank of England. ltis
therefore relatively easy to identify a spot yield on Government bonds at any duration and at any date.
Unfortunately, a similarly accessible corporate bond yield curve is not so readily available.

We have adopted an approach to setting the discount rate whereby a “Hymans Rabertson” corporate bond yield
curve is constructed based on the constituents of the iBoxx AA corporate bond index.

Weighted average duration

The discount rate should reflect the ‘termy’ of the benefit obligation. We have interpreted ‘term' to be the
weighted average duration of the benefit obligation. This is broadly defined as 'the weighted average time untif
payment of all expected future discounted cashfiows, determined based on membership and the financial and
demographic assumptions at a particufar time’. The shorter the duration, the more ‘mature’ the authority.

We will calculate a weighted average duration of liabilities across all schemes and use this duration to
determine a single set of assumptions. This approach remains unchanged from last year.

The duration categoeries are as defined below:

Jeiphted averape duration at Durationcategory

MOsS e tentattudn AW aiation

Less than 17 years Short
Between 17 and 23 years Medium
More than 23 years Long

The weighted average duration used to identify the appropriate category will be based on the membership data
provided as at 31 March 2018.

Retail Prices Inflation (RP1)

This assumption is typically derived from yields available on fixed interest and index linked government bonds,
and should be consistent with the derivation of the discount rate.

We use a market implied inflation curve over a range of maturities. Cashflow weighted single RP1 rates are
derived from the market implied inflation curve that recognise the weighted average duration of each
corresponding duration category defined above.

Pension Increases (CPI)

The pension increase assumption is set in line with our default Consumer Prices Index (CP1) assumption. As a
market in CPI linked bonds does not exist, we need to estimate the long term gap between RPI and CPI in order
to derive a CPI assumption for accounting purposes.

Qur default assumed RPI-CP! gap will be 0.9% p.a. {(updated from the 2019 accounting exercise).
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CARE Revaluation

The CARE revaluation rates for the 2015 scheme will be as laid out in the scheme’s regulations. These are
CP1+1.25% p.a. for the Police scheme and national average earnings for the Fire scheme, where national
average earnings will be equal to our salary growth assumption.

Longevity assumptions

The baseline assumption that we recommend is adopted for the 2020 IAS19 exercise are the SZNMA and S2NFA
year of birth tables with a 100% loading for the Police scheme and 110% loading for the Fire scheme.

We recommend that the allowance for future improvements should be based on the CMI 2018 model and a iong
term rate of improvement of 1.25% per annum.

Retirement Age

In line with the 2019 calculations, we have assumed that officers will retire from the pre-2015
schemes when they reach 30 years of service, unless they reach the normal retirement age for
their rank before this date. In the 2015 scheme we have assumed the officers will retire at 60, in
line with the scheme rules.

Salary Scales

The promotional salary scales for all schemes are based on published salary scale tables and are
as per those used last year. Details of the salary scales can be found in the appendix to the
relevant report.

Salary Growth

The assumption for the rate of increase in pensionable salaries is 0.9% per annum above market
derived CPL

Allowance for Contingent Injury Benefits

An approximate allowance has been made for confingent injury pensions in line with last year's

disclosures.

Historical data was not available to allow the required analysis to be carried out so that the
assumptions could be set with reference to incidence rate and amount of injury benefit awarded.
Therefore, the assumption was set following a high level analysis of injury liabilities and pension
amounts relative to normal pension liability and pension amounts.

This approach in effect assumes that the historical relationship between injury and pension
benefit liabilities has been broadly consistent and will continue to be so. We have continued with
the assumptions adopted last year and will continue to monitor this.
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Changes to the Police and Fire Pension Schemes

From 1 April 2015 a new benefit structure came into effect for the Police and Firefighters Pension
Schemes. The 2020 reports are based on a roliforward from the latest full valuation for each
Authority (2018 or 2019). Factoring in actual membership movements fo a recent date allows us
to better capture the complex nature of the transitional protections that exist following the
introduction of this scheme.

In line with last year, the calculation of the defined benefits obligations, current service cost and
projected service cost will be based on the benefit structure in the scheme each member
participated in at the fime of the last full valuation date. We make allowance for members moving
between schemes since this date in our calcuiation of payroll and projected payroll.

We have continued to make allowance for McCloud in the same way as in 2019, reliant on the
analysis conducted by GAD, taking into account differences in local membership profile where
appropriate.

For the avoidance of doubt, no allowance has been made for the proposed benefit changes as
part of HM Treasury’s cost management exercise as these have been put on hold.

Modified Firefighters’ Scheme

The modified firefighters’ scheme was introduced to give retained firefighters the option to buy
pension rights comparable to those enjoyed by regular firefighters employed during the period 1
July 2000 and 5 April 2008.

Where supplied with sufficient information, the defined benefits obligations, current service cost
and projected service cost for these members will be included in the accounts.

Default assumptions (based on market conditions as at 31 March 2020)

The following table shows our default financial assumptions at 31 March 2020, based on the above
methodology. Our default assumptions used for the 31 March 2019 exercise are also shown for comparison

purposes,
T
Tt 1 ”'I.'“: :I-.—-II
rale i'—"-i ',_:.itl' £ ‘:':Ij”'
3.5% 2.9%
t) 0,
Short 2.4% (2.5%) 2.3% (2.0%)
3.5% 2.8%
Medium 2.4% 2.3%
- (2.5%) 6 (1.9%)
3.4% 2.7%
Lon 2.59 2.3%
& % (2.4%) ’ (1.8%)
London | Birmingham | Glasgow | Edinburgh T 020 7082 6000 | www.hymans.co.uk | www.clubvita.co.uk
HyMANS3HE |
ROBF RTSON This comrm ication has bean ilad by Hymans Roberison LLP, and is based upon their undarstanding of legislation and events as at date of publication. It is designed 1o bo a general information

summary and may ba subject to changs. It is nol a definitive analysis of ihe subject covered or spacific to the ciroumstances of any parlicular employer, pensien schema or individual The infermaltion contained
s not intended to constiuts advics, and shoukd riot ba considerad a substituta for specific advice in ralation to individual cireumstances. Whera the subjoct of this document involves legal issuas you msy wish
1o take lagal advics. Hymans Robertson LLP accopts no liabilily for emors or omissions or reliance an any statament of opinicn,

Hymans Robertson LLP (registerad in England and Weles - One l.ondon Wall, London ECZY 6EA - 0C310282) is suthorisad and regulated by the Financial Conduct Authority and licensad by the Institute and
Facuky of Actuaries for 2 rahge of investmant business aclivities. A mermber of Abelica Glebal. & Hymans Robarisan LLP.



