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Today’s presentation 

• Why should you adopt H.E.A.T.?

• An insight into allocating assets

• What we do now (Analysis of experience)

• What we should do (H.E.A.T.)

• Benefits to the Fund
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Why unitise?

 Improved transparency 

 More accurate employer assets available at all times

 Auditable and simple to understand

 Risk management

 More defensible from employer challenge

 Fewer cross subsidies

 Reduced cost

 Lower cost, faster valuations

 Improved governance

 Bespoke employer investment strategies

“Can I have a lower risk 

investment  strategy?”

“How did you calculate 

my assets?”

“We want quicker and 

more cost effective 

valuations”
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Meeting the need – quotes from clients

“We want quicker and    

more cost effective 

valuations”

“We need to track 

employers’ asset 

positions accurately and 

transparently”

“We want to be able 

to offer different 

employers different 

investment strategies”

“We have 200+ 

different employers 

and they keep changing”

H.E.A.T. meets the changing demands on LGPS funds
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Meeting the need – Employers 

“We are over 100% 

funded, why are we still 

invested in high risk 

assets?”

“Why is my pension deficit 

so volatile? Can I reduce 

it?”

“I’m happy to pay higher 

contributions to plan for 

exit but will the extra 

money be safe?”

“Why are there no 

options to suit my risk 

appetite and 

circumstances ”

H.E.A.T. meets the changing demands of employers
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Meeting the need – quality of service

“Key step in providing 

fully automated LGPS

valuations”

“Asset tracking is currently the 

actuary’s responsibility – we 

want to do a better job”

“We are uniquely 

positioned to deliver a 

cost-effective, 

proportionate solution for 

the LGPS” 

“We have the technical and 

systems expertise and 

experience”

H.E.A.T. helps us offer you a better service
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What we do now

Analysis of experience
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How are assets tracked now?

Employer 

“sub-fund”

Employer 

conts

Member 

conts

Investment 

gains 

Benefits to ex-

employees

Investment 

losses

NOT LIKE THIS!
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How are assets tracked now?

£4bn

Current method is archaic, time consuming and costly

Deficit at 2010 valuation (£100m)

Investment profit +£20m

Salary loss (£5m)           

Ill-health profit +£10m

Mortality loss (£20m)

Share of miscellaneous (£10m)

Deficit at 2013 valuation   (£105m)

Liabilities at 2013 valuation £500m

Deficit at 2013 valuation (£105m)

Assets at 2013 valuation £395m

How assets are 

currently 

calculated
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Limitations of analysis of experience

Fund open to employer challenge 

Not auditable or explainable to employers

Dependent on membership data

Not all data required is available

Uses fund averages – less appropriate now than previously

A new line in the sand every 3 years for assets 

Need an actuary to calculate assets

Can’t be automated so not cost effective

Doesn’t support individual employer investment strategies

Now not robust enough for the Fund and its employers 
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Where did my assets go?

Market value of assets at 31 March 2016

Rolled forward from 2013 for accounting at 2016 £99.0m

Formal valuation results at 2016 £97.2m

The problem
Accounting report received in 

April 2016

Assets disclosed estimated 

from the 2013 valuation

Valuation results at 2016 

produced in September 2016

Different asset value!!

The solution
Remove the need for estimates

Track the assets monthly

Use same numbers for 

accounting and funding 

purposes

Easy to understand



Introducing HEAT:

The Science of Asset Tracking (or not 

really) 
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How does it work?

Each employer 
allocated a notional 
asset share (units)

Changes in market 
value of asset are 

reflected in changes 
in the unit price

Net employer cash 
flows are calculated 

every month and 
units are bought or 

sold

A monthly asset 
statement is created 
for each employer
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Cash flow approach

Assets at 31 March = £6,500K

Investment return of 10%

Contributions received of £400K

Benefit outgo of £1,000K

Cash flow approach gives

£6,500 x 1.1 + (400 – 1000) x 1.1^0.5 = £6,500

Simple and transparent
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Like a bank statement
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Employer investment 

strategies

Better employer outcomes
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Increasingly diverse group of employers
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Tools to tackle diversity

Contribution 

strategy

Investment 

strategy
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Contribution strategy commonly used
Type of employer Scheduled Bodies Community Admission Bodies and 

Designating Employers

Transferee Admission Bodies

Sub-type Local 

Authorities

Colleges, 

Housing 

Associations etc

Academies Open to new 

entrants

Closed to new 

entrants

(all)

Basis used Ongoing, assumes long-term Fund participation Ongoing, but may move to “gilts basis” Ongoing, assumes fixed contract term in 

the Fund

Stabilised rate? Yes Yes Yes No No No

Maximum deficit 

recovery period 

20 years 20 years 20 years 20 years Shorter of:

Future working 

lifetime of 

employees, and

15 years 

Shorter of:

Future working lifetime of employees, 

and

Outstanding contract term

Deficit recovery 

payments

Monetary 

Amount

Monetary 

Amount

Monetary 

Amount

% of payroll or 

Monetary 

Amount

Monetary amount % of payroll or monetary amount

Treatment of 

surplus

Covered by 

stabilisation 

arrangement

Covered by 

stabilisation 

arrangement

Preferred 

approach: 

contributions 

kept at future 

service rate. 

However, 

reductions may 

be permitted by 

the Admin. 

Authority

Preferred approach: contributions kept 

at future service rate. However, 

reductions may be permitted by the 

Admin. Authority

Reduce contributions by spreading the 

surplus over the remaining contract term

Phasing of 

contribution 

changes

Covered by 

stabilisation 

arrangement

Covered by 

stabilisation 

arrangement

Covered by 

stabilisation 

arrangement

3 years 3 years None
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Investment strategy left in the tool box

Academy

Contractor

Council
Charity

University

The LGPS status quo - multiple employers, one 

investment strategy (usually c70-80% in growth assets)
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What can we do?

Council

Contractor

Other

Charity

Move from one 

investment strategy 

for all…

…to multiple 

strategies to better 

suit groups of similar 

employers
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Why the Fund should adopt H.E.A.T.

Approach needs to be robust and flexible

Analysis HEAT

Reduces cross subsidies across employers

Increases efficiency and reduces valuation cost

Auditable and transparent

Simple and easy to understand for employers

Ability to automate asset calculation

Need for complex actuarial calculations

Supports employer investment strategies

Reduces risk of challenge/scrutiny



Any questions?

Thank you


