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A warm welcome to the latest edition of eNews from GAD.

Following recent news from public sector pensions and the UK Budget (see recent announcements below],
this edition sfeps back to look af two important longer term issues:

Dermot Grenham talks about how insurance can help developing nations manage the risks and impacts
of natural disasters and how we are working with DIID in this area

structures for UK public service pension schemes.

As you will no doubt have heard, Martin Clarke will succeed me as Government Actuary later this year.
Martin is currently Executive Director of Financial Risk af the Pension Protection Fund. His background and
expertise in pensions, insurance and financial risk makes him an excellent successor fo enable GAD to
continue to serve the government, the taxpayer and all our clients.

| hope that you enjoy this issue. As before, previous issues of eNews are available on our website
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NEWS FROM GAD

GAD paper at International Congress

A team at GAD has written a paper longTerm Financial
Management of Unfunded liabilities for Pensions for Public
Service. It explains the method of financing public sector
pensions adopted in the UK, how this is monitored and the
reforms currently being implemented. The paper will be
presented at the 30" International Congress of Actuaries in
Washington DC af the end of March.

Head of HR appointment

Paul Vinall will join us during March. Paul is moving fo us from FCO
Services (a Foreign and Commonwealth Office Trading Fund] where
he is currently an Organisational Development Manager. Paul has
an extensive career as a HR Business Partner and has managed
several HR projects for government deporfmems, a local authority
and the Royal Air Force. We welcome him to GAD.

DEVELOPMENTS

Social care

The Department of Health has published a number of reports
following a review of the market for products to fund social care.
A joint statement of intent with the Association of British Insurers
gives a commitment fo work together to help people plon and
prepare for the costs of their long term care and to work with
relevant government departments (including GAD) and the FCA
to further explore some of the conclusions of the review.

Uprating report

The 2014 GAD annual report to government on the impact on
the National Insurance Fund of the latest orders for benefit and
confribution-related up-rating has been published. This estimates
the balance in the Fund at 31 March 2014 o be

£22.0 billion. By 31 March 2015 this is projected to fall below
the Government Actuary’s recommended threshold, meaning it
may be appropriate fo seek additional funds by means of a
Treasury Grant.

Recent announcements

> GAD’s bulletin provides an overview of key pensions and savings

measures sef out in the 2014 Budget

On 13 March the government set out its policy on valuations of
the main public service pension schemes and plans for an
employer cost cap. GAD's bulletin provides an overview of the
announcements.

Review of annuities

A Financial Conduct Authority (FCA) thematic review of annuities in
confractbased schemes found that parts of the annuity market are not
working well and that the majority of consumers would be better off
buying an annuity on the open market. The FCA will now conduct a
competition market study looking at the range of products to convert
funds to retirement income and whether there are obsfacles to
competition working more effectively for consumers.


http://www.gov.uk/gad
https://www.gov.uk/government/publications/pensions-for-public-service-employess-in-the-uk-long-term-financial-management-reform-of-benefits
https://www.gov.uk/government/publications/pensions-for-public-service-employess-in-the-uk-long-term-financial-management-reform-of-benefits
https://www.gov.uk/government/publications/pensions-for-public-service-employess-in-the-uk-long-term-financial-management-reform-of-benefits
https://cas.confex.com/cas/ica14/webprogram/Session5872.html
https://www.gov.uk/government/publications/financial-care-products-industry-led-review
https://www.gov.uk/government/publications/social-care-funding-industry-and-government-statement-of-intent
https://www.gov.uk/government/publications/report-to-parliament-on-the-2014-re-rating-and-up-rating-orders
https://www.gov.uk/government/publications/budget-2014-a-gad-technical-bulletin
https://www.gov.uk/government/publications/public-service-pension-scheme-valuations-a-gad-technical-bulletin
http://www.fca.org.uk/your-fca/documents/thematic-reviews/tr14-02
http://www.fca.org.uk/news/market-studies/retirement-income-market-study
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INSURING AGAINST NATURAL DISASTERS

All countries are at risk from exireme weather events and natural disasters. In the
face of the risk of disasters, countries try to put in place mitigation and
adaptation plans in order to reduce their effect. Insurance has a role to play, at
both the private and public levels. Risk analysis and insurance knowledge are
important to ensure it is implemented effectively. GAD has been working with
the Department for International Development (DfID) on a number of their

insurance development projects.

Extreme weather has been familiar in recent news. In recent weeks
parts of the UK have suffered the effects of severe floods and winds.
The USA has similarly been suffering from unprecedented cold
weather while over the past few years disasters such as
earthquakes, tsunamis and typhoons have affected, for example,
the Philippines, New Zealand, Japan, Chile, ltaly and Haiti, and
drought is a pressing challenge for many African countries. Typical
mitigation and adaptation plans include improving flood defences
and dealing with the aftermath of the occurrence of a disaster.

The role of insurance

One element in the mitigation and plans that needs to be
considered is the role of insurance, at both the private and public
levels. Insurance is essentially a way of spreading the costs of
disasters across time and a whole population. Individuals and
businesses can insure themselves, to a greater or lesser extent,
against risks 1o their lives and property from unexpected events.
Similarly, governments can also insure themselves in situations
where they consider that this makes economic sense, ie where the
cost of taking out insurance is lower than the cost of paying future
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claims. In the UK, HM Treasury generally considers that it is not
economically efficient for central goverment to take out insurance
and generally only does so where this is a legal requirement. There
are though situations where the public and private secfors come
fogether fo ensure that appropriate insurance is available. Examples
of this include Pool Re which provides terrorism cover and,
potentially, Flood Re, which will enable households in areas at a
high risk of flooding to get insurance. Actuaries at GAD have
provided advice on both of these. We have also been working
with the Department for International Development (DfID) on a
number of their projects to help with the development of insurance
in low and middle income countries.

‘Governments can also
insure themselves in
situations where... this
makes economic
sense.’

African Risk Capacity

One of these projects is with the African Risk Capacity (ARC). The
problem ARC seeks to address is that, in the event of a drought in
an African country, it can take some time for government resources

—| and aid o be mobilised. This delay can have serious consequences

for the health and livelihoods of those affected.

A lack of sufficient and suitable food for young children can lead to
physical and cognitive impairment. Farmers may need to sell
productive assets, such as cattle, in order to purchase food and this
can reduce their livelihoods for years to come.


http://www.africanriskcapacity.org/
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INSURING AGAINST NATURAL DISASTERS (continued)

To overcome this, ARC aims fo make payments fo governments
almost as soon as a drought is expected o occur so that food and
other forms of aid can be bought and distributed before the worst
effects of the drought are felt and therefore provide support to
livelihoods until larger volumes of aid arrive from other government
resources and the infernational community.

ARC is an insurance company which aims to insure a number of
African countries, starting with around six and, over a number of
vears, rising fo around 18. ARC will use the results of the African
Risk View (ARV) drought disaster model to set premiums, on a
country by country level, to cover the impact of droughts which
have a greater than one in five year chance of occurring, with a
maximum pay-out of no more than $30 million. The same model
will be used to measure on an on-going basis whether, given
specific levels of rainfall in a year, a drought severe enough to
frigger a claim is expected fo occur. If it is, then a payment is
made fo the country or counfries affected. In order to be insured,
countries need to have agreed credible plans with ARC of how
they will disburse the claims payments received. In the event that
they get a claim payment, their use of the funds received will be
audited to ensure that it was in line with their plans. ARC will
initially start with capital provided by donors, but over time expects
fo generate its own capital from profits from the premiums such that
the original capital can be repaid.

GAD's contribution

GAD has been working with DfID to review the model used by
ARC to demonstrate the financial robusiness of their business plan
and, in particular, the level of risk that ARC will not have the
financial resources in, say, 20 years' time fo repay the original
donors. We applied our insurance and actuarial skills and
experience to help DfID understand the implications of supporting
the project. In particular we examined:

> how the results from ARV's model translated into projected
revenue accounts and balance sheets,

> how much capital is likely to be required by ARC, and

> how likely it is that this capital will be needed to support claim
payments and therefore not be returnable to donors in, say, 20
years.

'We applied our ...
skills and experience to
help DAID understand
the implications of
supporting the project.’

We also reviewed the level and structure of ARC's proposed
reinsurance arrangements and the extent of stress and scenario
testing that was carried out. If DAID decides fo financially support
this project then GAD will continue to be involved in the regular
valuation of DAID's investment.

Other projects

GAD is also assisting DfID in its work with the Political Champions
for Disaster Resilience, an informal grouping of senior
representatives and polifical leaders that advocates for greater
emphasis on and investment in disaster risk reduction, and with its
joint project with the World Bank on Sovereign Disaster Risk
Finance and Insurance.

Our website details the full range of insurance and other services
we can offer. If you would like to discuss these further please
contact Dermot Grenham.

Dermot Grenham +44 (0) 131 467 1168 dermot.grenham @gad.gov.uk



http://www.africanriskcapacity.org/africa-risk-view/introduction
http://www.africanriskcapacity.org/africa-risk-view/introduction
http://www.undp.org/content/undp/en/home/presscenter/pressreleases/2013/09/25/political-champions-no-development-without-disaster-risk-reduction.html
http://www.undp.org/content/undp/en/home/presscenter/pressreleases/2013/09/25/political-champions-no-development-without-disaster-risk-reduction.html
https://www.gov.uk/government/news/dfid-research-measuring-the-impact-of-sovereign-disaster-risk-finance-and-insurance
https://www.gov.uk/government/news/dfid-research-measuring-the-impact-of-sovereign-disaster-risk-finance-and-insurance
https://www.gov.uk/government/publications/gad-services/government-actuarys-department-services
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PUBLIC SERVICE PENSIONS REFORM:
DON’T FORGET GOVERNANCE CHALLENGES

Our Senior Chief Actuary, Bill Rayner, has been on the governance board of » = Q
the Royal Mail Statutory Pension Scheme as a proxy for HM Treasury for two \
years and has 20 years’ past experience of delivery and governance of ‘ ¥

pension administration. As the commencement of reformed UK public service
pension schemes is rapidly approaching, we asked him to offer some
personal thoughts about the governance challenges that will arise out of the

changes. Bill Rayner
Most reformed schemes will start on 1 April 2015, with the The legislation mandates that no one who serves on either of
new LGPS starting on 1 April 2014. For each scheme being the two Boards should have a conflict between their role as a
reformed the list of tasks needed to implement the new benefit  board member and any of their other interests. The Pension
arrangements could well be formidable and includes: Board must have representatives of the employer and the

> comply with policy and regulation members.

> updating administration systems . .
Pee ! "...An issue meriting

| | . careful
> calculation by the actuaries of the employer contribution ,
rate and cost cap. forefhoughf.

Additionally, there is the issue of implementing new governance
arrangements. While this should admittedly not be as extensive
or time-consuming as the items listed above, it is an issue
meriting careful forethought, planning and engagement with
stakeholders. > how to manage any conflicts of interest, real or apparent

> member communication, and

Therefore, when sefting up either of these bodies, consider
including the following:

The reforms are to be implemented according to the Public > process of appointment (and removal) of Board members
Service Pensions Act 2013. This legislation specifies that each 5 o ¢ forence.
scheme should have:
These questions take litile or no time fo pose, but typically much
longer to answer. Establishing a shadow board in advance of
the actual Board may be a good idea. This would give all
involved time fo familiarise themselves with the nuances of how
> A Pension Board: fo assist the Scheme Manager with the new requirements will work in practice, before the reformed

compliance by the Scheme with relevant regulations, and ~ schemes go live.

with compliance requirements imposed by the Pensions

Regulator (iPR)

> A Scheme Manager: the person (or the authority)
responsible for managing or administering the scheme, or
part of the scheme, or any connected statutory scheme

Cetting the implementation of governance structures right will
support the effective management of the new scheme, |oy the
> A Scheme Advisory Board: responsible for providing foundations for engagement with members and other

advice to the responsible authority, at the authority’s stakeholders (including tPR).

request, on the desirability of changes to the scheme.

In essence, the Pension Board's function is fo provide
stewardship, while the Scheme Advisory Board focuses on any
future scheme transformation.

GAD CONTACTS

Email: enquiries@gad.gov.uk Telephone: 020 7211 2601
For details of our management team and office address please visit:

https: / /www.gov.uk/government/organisations /governmentactuarys-department#people

Any material or information in this document is based on sources believed to be reliable, however we can not warrant accuracy, completeness or otherwise, or accept responsibility for any error, omission
or other inaccuracy, or for any consequences arising from any reliance upon such information. The facts and data contained are not intended to be a substitute for commercial judgement or professional or
legal advice, and you should not act in reliance upon any of the facts and data contained, without first obtaining professional advice relevant to your circumstances. Expressions of opinion do not
necessarily represent the views of other government depariments and may be subject to change without notice.
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