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CHAIR’S STATEMENT YEAR ENDING 31 MARCH
2023

al
Clir Calum Anderson, Chair of the Pension Fund Panel (PFP)

| am pleased to introduce the annual report and accounts for the Ealing Council
Pension Fund as Chair of the Pension Fund Panel which is responsible for
overseeing the Fund’s investment management and administration. The economic
environment was challenging and the Fund -4.6% against a customised benchmark
of -3.2%. Global equity underperformance affected the returns and the Fund's value
decreased by approximately 4.8% to £1.472 billion, failing to equal the previous
year’s values.

Our primary goal is to maximize returns within acceptable risk parameters to
minimise the employer contribution and ensure the sustainability of the Pension
Fund. We operate the Local Government Pension Scheme (LGPS), a funded
defined benefit occupational pension scheme. The benefits are guaranteed by law,
and any funding shortfall must be met by growing assets or increasing the Council's
contributions.

We are committed to investing sustainably and considering environmental risks and
opportunities. Our investment philosophy while aiming for sound returns also
focuses on contributing to a net-zero world and prioritising the environment. The
Fund has set a net-zero target of 2045, aligning with the global transition to a low-
carbon world. Engagements with companies in which we invest occurs through the
Fund’s membership of the Local Authority Pension Fund Forum (LAPFF).

Throughout the reporting year, the Committee and Pension Board held meetings to
address strategic issues, review performance, and monitor risk. We also
collaborated with the Treasury Risk and Investment Board (TRIB) to monitor risk
and implement strategic decisions promptly.

We have also made progress in addressing our accrued liabilities and improving the
funding position of the Fund. The penultimate valuation of March 2019 revealed a
coverage of 91% in relation to our accrued liabilities. Building upon this, the results
of the most recent actuarial valuation conducted on 31 March 2022 resulted in the
Fund being 96% funded. Although a deficit of £72 million remains, we are confident
in our ability to recover this amount through secondary rate contributions from
employers, where appropriate. At the whole Fund level, the primary rate resulting
from the 2022 valuation stands at 18.5% of pay. It is important to note that individual
employer positions may vary, influenced by factors such as their specific
membership profile, experience since 2019, and their starting point relative to the
Whole Fund as of 31 March.



We actively seek opportunities to pool assets with the London CIV to achieve cost
savings through economies of scale. Collaboration with the London CIV and other
Funds helps reduce costs to the scheme.

As Chair, | will steer the Fund towards an ambitious decarbonisation glide path as
part of Ealing's 'Greening the borough' initiative. The Pension Board oversees
compliance with laws and regulations and ensures effective governance
arrangements.

We will keep you updated through various communication channels, including our
website, newsletters, and the annual general meeting. We value your feedback to
improve our communication and the quality of information provided. Feel free to
reach out using the contact details available in the 'Staff, Advisors, and Investment
Managers' section.

| would like to thank Clir Steve Donnelly, my predecessor for his outstanding
leadership as Chair of the PFP during the past two years. His dedication, expertise,
and tireless efforts have significantly contributed to the committee’s achievements
and success. | look forward to working with him in his role as Cabinet Member for
Inclusive Economy. | also want to express my appreciation to other colleagues of
the PFP for their unwavering support and commitment. Lastly, | must thank the
diligent officers who have facilitated the board and have been instrumental in
ensuring its smooth functioning. Together, we will continue to strive for excellence
and advance the committees’ mission.



PENSION BOARD ANNUAL REPORT 2022/23
INTRODUCTION

Welcome to the Annual Report of the Local Pension Board of the London borough
of Ealing Pension Fund.

CONSTITUTION, REPRESENTATION MEETINGS AND
ATTENDANCE

Welcome to the Annual Report of the Local Pension Board of the London borough of
Ealing Pension Fund. The Board has made significant progress since its establishment
on 6 July 2015, aligning with the requirements of the Public Service Pensions Act 2013.
We have expanded our membership from four to six members, ensuring increased
resilience and representation for both scheme employers and scheme members. |
extend my gratitude to my fellow Board members for their dedicated work throughout
the year.

The Board's primary functions involve ensuring effective governance and administration
of the LGPS, as well as compliance with relevant laws and regulations. While the Board
does not make decisions, it undertakes a scrutiny role and seeks assurances from the
Fund based on evidence of meeting its objectives. We recognise the importance of
prioritising agenda items for detailed discussion and allocation of our time budget
accordingly.

The Board operates under approved Terms of Reference, ensuring compliance with
statutory duties and responsibilities, including those outlined by the Pensions Regulator.
As the Fund and Administering Authority face increased scrutiny, we remain committed
to fulfilling our obligations and complying with legal and regulatory requirements.

The current membership is as shown below:

MEMBERSHIP
Ealing Pension Board Membership 2022/23
Member Designation Employer Designation
Representatives Representatives
lan Potts (Chair) Ealing Pensioner Clir. Tariqg Mahmood | Elected Member
and former elected Ealing Council

member and sat on
the Pension Fund
Panel for several

years
Mary Lancaster Unison Official Richard Lane Director of
Finance and
Operations
(Twyford
Academies Trust)
Estella Makumbi Ealing Pensioner Dennis Frost Ealing Pensioner




Throughout the year, the Board has reviewed decisions taken by the Pension Fund,
provided recommendations to the Pension Fund Panel reviewed, and updated the
risk register and the Pension Board Compliance check list, supported the Fund's net
zero target, and evaluated the performance of both the pensions administration
service and the Fund as a whole.

As part of its oversight and scrutiny role the Board had updates at each meeting on;

19 July 2022

28 September 2022
24 November 2022
21 March 2023

FUNCTIONS AND OPERATION OF THE BOARD

The two primary functions of a Local Pension Board are to assist the Administering
Authority to:

o Ensure effective and efficient governance and administration of the LGPS
e Ensure compliance with relevant laws and regulation

It therefore has a scrutiny role, rather than being a decision-making body. As such,
the general approach of the Board is to seek assurances with evidence from the
Fund that it is meeting its objectives set out above.

The Board is effectively responsible for ensuring that the Fund fulfils its obligations
to fully comply with legal and regulatory requirements. The Fund and Administering
Authority are increasingly under considerable scrutiny by a number of stakeholders
as well as the two main oversight bodies the Pensions Regulator and the
Department for Levelling Up, Housing and Communities (DLUHC),

The Board is not a Committee of the Council but is established under the Public
Service Pensions Act 2013. The Board operates under Terms of Reference which
were approved at inception.

The Board recognises the need to prioritise and differentiates in its agenda between
items for detailed discussion, and those for awareness or noting, and prioritises its
time budget accordingly.

e The Board’'s governance arrangements comply with the statute and LGPS
regulations that apply to it and best practice guidance issued by the national
LGPS Advisory Board.

e Members of the board are fully conversant with the Ealing Pension Board
(EPB)’s statutory duties and responsibilities such as the requirements of the
Pensions Regulator.

e The Ealing fund continues to fulfil its statutory duties.

The Board has made sound progress in fulfilling its terms of reference with the
support of officers and advisors



BUDGET

The Board operates within a budget of £13.5k, incorporated into the overall budget
of the Pension Fund. The operation costs are expected to remain minimal, and the

Chair's annual remuneration of £1k is paid from this budget.

OVERVIEW OF 2022/23

Board members were provided with the range of scheme policies incorporated in
the scheme’s Annual Report. The Board expect to take forward detailed review of
these policies going forward. The EPB has carried out a number of reviews and

made recommendations to the Pension Fund Panel.

The Board

e reviewed all

recommendations from the Board were fed back to the Panel;

the decisions taken by the Pension Fund and all

¢ Reviewed the risk register and made recommendations for updates to the risk
register.

e reviewed and updated the Pension Board Compliance check list and
considered any breaches in service delivery;

¢ reviewed and supported the Fund’s net zero target of 2045;

e reviewed the performance of the pensions administration service as well as
performance of the Fund as a whole.

BOARD MEMBER TRAINING PROVIDED IN 2022/23

Meeting /
Training Date

Details

lan Potts

Richard
Lane

Mary
Lancaster

Cllr. Tariq
Mahmood

Dennis
Frost

Estella
Makumbi

19/07/2022

*performance and outlook on the Global
Alpha Growth Fund - London CIV

v

v

X

v

v

X

28/09/2022

*Bond Market Outlook - performance and
outlook across the UK Bond Market - Royal
London

10/11/2023

*Exploring the Pension Schemes Act 2021

08/11/2023

*CIPFA’s Annual Local Pension Board training

20/11/2023

*The strategic asset allocation training

23/11/2023

A pensions conference provided by
Eversheds Sutherland

24/11/2022

*2022 Valuation result and the main funding
strategy parameters - Mercer

21/03/2023

* Final result of the 2022 valuation and the
main funding strategy parameters - Mercer

EXTERNALITIES

The Board may express its concerns should it find that the reputational risk of the
Fund is threatened by any shortage of appropriate resources to administer the Fund
effectively, be it a temporary challenge such as managing the Guaranteed Minimum
Pension reconciliation exercise, or any longer-term issues. In so doing, it will be
mindful of pressures on local authority finances.




PENSIONS REGULATOR

Whilst it is generally felt that the LGPS is comparatively well governed, the
Pensions Regulator is examining the Scheme on an ongoing basis and has, for
example, highlighted delays by administering authorities in producing Annual
Benefit Statements.

We are mindful of external factors that may impact the Fund's reputation and
administration, and we will express concerns if appropriate resources are
insufficient.

The board has been kept updated on the progress of production and dispatch of the
annual benefit statements and have acknowledged some one-off delays brought on
by exceptional circumstances being a change in systems.

REPORTING AND RECORDING BREACHES

Reporting breaches of law to the Pensions Regulator is a responsibility of the Board
and its members, and targeted training is encouraged to ensure compliance. A
breach report schedule is reviewed quarterly.

SCHEME ADVISORY BOARD (SAB)

The SAB is responsible for providing advice to the responsible authority i.e. the
(secretary of state), at the authority's request, on the desirability of changes to the
scheme. The SAB has a two-way role: giving advice both upwards to the DLUHC
and down to individual funds. There is expected to be a two-way flow of information
between the SAB and individual Funds, and it is the aim of the Ealing Pension
Board to be seen as an example of good practice.

One of our board members holds a position on the SAB, ensuring our organisation’s
representation and involvement in its important decisions.

TRAINING

Training is essential for Board members to be well-versed in the Scheme, and
various opportunities have been provided. Assessment of training needs will be an
ongoing item on the Board's agenda, including self-development and utilising
resources such as the pension regulator's toolkit.

Both formal and informal (cascade) training will be considered.

WORK PLAN

Looking ahead, our work plan includes focusing on areas such as accounts,
administration, audit and risk management, governance, and training. Flexibility will
be maintained to accommodate additional reviews as required by the Scheme
Advisory Board or the Pensions Regulator.

APPRECIATION

| express my appreciation to my fellow Board members for their voluntary
contributions, as well as to the Board officers, Chair and Vice Chair of the Pensions
Panel, and the Democratic Services Officer for their invaluable support.

Chair of the Pension Board
Mr lan Potts



MANAGEMENT STRUCTURE

The London borough of Ealing Pension Fund (“the Fund”) is part of the Local
Government Pension Scheme. The LGPS is governed by statute with the LGPS
falling under the remit of the Department for Levelling Up, Housing and
Communities (DLUHC) and the Pensions Regulator.

The Fund is administered by the London borough of Ealing Council (the
administering authority). The Pension Fund Panel has delegated responsibility for
the management of the Fund and oversees the general framework within which the
Fund is managed and sets investment policy on behalf of the Council and other
employers in the Fund. The Panel Members operate in a quasi-trustee capacity and
are selected to represent the political makeup of the Council. The Strategic Director
Corporate Resources has delegated authority for the day-to-day operation of the
Fund.



PENSION FUND PANEL
TERMS OF REFERENCE

e To decide all matters relating to policy, target setting for and performance
monitoring of the pension fund,;

e To consider and decide all matters regarding the management of the pension
fund’s investments, including sales and acquisitions of properties to be owned
by the Council for statutory pension purposes;

e To consider and make recommendations on policy and staff-related issues
which have an impact on the pension fund directly or indirectly.

THE CURRENT PFP MEMBERSHIP IS DETAILED
BELOW,;

Councillors (Labour)
e Clir Callum Anderson (Chair)
e Clir Dee Martin (Vice Chair)
e Clir Yvonne Johnson
e ClIr Ray Wall
e ClIr llayda Nijhar
e Clir Miriam Rice
Councillors (Conservative)
e ClIr Tony Young
Non-Voting Member (Unison)

e Sukhminder Kalsi

The table below shows the composition of the PFP up to May 2023;

Councillors (Labour)

o ClIr Steve Donnelly (Chair)

e Clir Dee Martin (Vice Chair)

e CliIr Paul Driscoll

e ClIr Yvonne Johnson

e ClIr Callum Anderson

e Clir Miriam Rice
Councillors Liberal Democrats

e ClIr Gary Busuittil
Non-Voting Member (Unison)

e Sukhminder Kalsi
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PANEL MEMBER TRAINING PROVIDED IN 2022/23

Pension Fund Panel Members

Meeting /
Training
Date

Details

Clirs
Donnelly

Clird
Martin

Clir C
Anderson

ClirY
Johnson

cliirp
Driscoll

Clir M
Rice

ClirG
Busuttil

Sukhminder
Kalsi

11/08/2022

*Carbon Risk; an indepth Responsible Investment
Progress/Next Steps, following the July Workshop -
Hymans

28/09/2022

*Bond Market Outlook - performance and outlook
across the UK Bond Market - Royal London
*Triennial Valuation Update and other
considerations - Mercer delivered an update on
expected return as well as emerging issues from
the 2022 Valuation

24/11/2022

*Update on the property market outlook -
Lothbury Property

*2022 Valuation result and the main funding
strategy parameters - Mercer

ClirJ Ball
substituted
CliIr Busuttil

21/03/2023

* Final result of the 2022 valuation and the main
funding strategy parameters - Mercer
*performance and outlook across the private debt
market - Permira

PANEL VOTING RIGHTS:

The voting rights for the panel are as follows:

Councillors who are members of the Pension Fund Panel have voting rights.

CONTACT DETAILS FOR PENSION FUND PANEL

Committee Services (Perceval House)
Katie Sullivan - Telephone: 020 8825 5291
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STAFF, ADVISERS, AND INVESTMENT MANAGERS

Company Name Contact Contact Details
Ealing Officers: 0208 825 5000
Strategic Director, Corporate Emily Hill Perceval House
Resources 14-16 Uxbridge Road
London W5 2HL
Finance Manager, Pensions & Bridget Uku Perceval House

Treasury

14-16 Uxbridge Road
London W5 2HL

Consulting Actuaries:

Mercer

Michelle Doman

No 4, St Paul’'s Square
Old Hall Street, Liverpool
L3 9SJ

Investment Advisors:

Hymans Robertson

Philip Pearson

One London Wall,
London, EC2Y 5EA

Auditors:

Deloitte LLP

Jonathan Gooding

3 Victoria Square
St Albans AL1 3TF

Legal Advisers:

In-House Team

Helen Harris —
Director of Legal
and Democratic
Services

Perceval House
14-16 Uxbridge Road
London W5 2HL

Pension Administration Services:

In-House Team

Jenny Connett —
Pensions
Manager

Perceval House
14-16 Uxbridge Road
London W5 2HL

Local Pensions Partnership
Administration (LPPA)

Ealing Pension
Team

Dexter House
2" Floor, 169 Union Street
London, SE1 OLL
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Pension Body Membership:

National Association of Pension n/a Cheapside House

Funds - represents the interests of 138 Cheapside

the occupational pensions London EC2V 6AE

movement, organises conferences

and training programs for members.

Custodian:

BNY Mellon Allan Gaskin BNY Mellon Asset Servicing UK
3 Floor, 160 Queen Victoria Street
London EC4V 4LA

Investment Managers:

Baillie Gifford — Global Equity Stéphanie Aymeés 4t Floor 22 Lavington Street

Mandate London SE1 ONZ

BlackRock - Global Equity Gavin Lewis Drapers Gardens,12 Throgmorton

Mandate

Avenue, London, EC2N 2DL

LGIM — Global Equity Mandate

Richard Lubbock

One Coleman Street, London,

EC2R 5AA

JP Morgan — Infrastructure

Monique Stephens

60 Victoria Embarkment

Mandate London ECA4Y 0JP
Brightwood — Private Debt Caitlin Mixter 810 Seventh Avenue
mandate
26" Floor, New York, NY 10019

Churchill — Private Debt Jessica 430 Park Avenue, 14t Floor
mandate Tannenbaum New York, NY 10022
Permira - Private Debt mandate Rebecca 80 Pall Mall

Zimmerman

London SW1Y 5ES

RLAM — UK Corporate Bond
Mandate

Robert Nicholson

55 Gracechurch Street
London EC3V OUF

Lothbury — UK Property Mandate

Angela Moses

155 Bishopsgate,
London, EC2M 3TQ

Standard Life — UK Property
Mandate

Euan Baird

1 George St, Edinburgh, EH2 2LL

Hermes — UK Property Mandate

Geoffrey Reynolds

1 Portsoken Street,
London, E1 8HZ

Darwin BSF - UK Bereavement
Assets

Simon Mauger

Darwin Property Investment
Management (Guernsey) Limited
11 New Street, St Peter Port,
Guernsey. GY1 2PF
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Henley - UK Property Unit trusts Jenny McLynn Henley Investment Management

First Floor, 50 Grosvenor Hill,
London, W1K 3QT, UK

Performance Measurement

Services:
BNY Mellon Matthew Flackett 1 Whitehall Riverside, Leeds,
LS1 4BN
PIRC LIMITED Karen Thrumble PIRC LIMITED, Exchange Tower,

London E14 9GE

14



THE SCHEME

The London borough of Ealing administers the Ealing Pension Fund for the active
members, pensioners, and deferred members of the Council and other scheme
employers.

The LGPS is a defined benefit scheme. Benefits are determined by a range of
statutory provisions. The main regulations governing the operation of the scheme
are the Local Government Pension Scheme (Members, Contributions and Benefits)
Regulations 2007, Local Government Pension Scheme (Administration) Regulations
2008, the Local Government Pension Scheme (Transitional Provisions) Regulations
2008, and the Local Government Pension Scheme Regulations 2013.

However, following on from Lord Hutton’s report on reform of public sector pension
schemes The Local Government Association and trade unions announced changes
to the LGPS to take effect from 15t April 2014. Details of these changes are
highlighted on the next page.

The Local Government Pension Scheme provides significant benefits for its
members. The key benefits of the scheme are outlined below: -

¢ A guaranteed pension based on salary and length of time in the scheme;

e Tax free lump sum on benefit accumulated prior to 1st April 2008 and option
to convert some of the pension into tax free lump sum on post 1st April 2008
service;

¢ Life assurance cover 3x member yearly pay from the day of joining scheme;
¢ Pensions for spouses/civil and co-habiting partners and children;

¢ An entitlement to have pension paid early on medical grounds (3 tiers of
award);

e Pensions increase annually in line with CPI.

The above list is not exhaustive and certain conditions have to be met for an
individual to be entitled to the benefits outlined. The cost of membership for
employees is in banded contributions ranging from 5.5% to 12.5% for the main
section and 2.75% to 6.25% for the 50/50 section, depending on the level of pay
that a member receives. Employers also pay contributions towards the cost of
providing benefits and these are determined every three years following a review by
the Fund’s consulting actuary, Mercer.

The pay bands and the rates that applied from April 2022 to March 2023 were:

15



Contribution Contribution
Band Actual Pensionable Main 50/50
Pay Scheme %
%
1 £0 to £15,000 5.50 2.75
2 £15,001 to £23,600 5.80 2.90
3 £23.601 to £38,300 6.50 3.25
4 £38.301 to £48.500 6.80 3.40
5 £48 501 to £67,900 8.50 4.25
6 £67901 to £96,200 9.90 4.95
7 £96.201 to £113,400 10.50 5.25
8 £113,401 to £170.100 11.40 5.70
9 £170,101 or more 12.50 6.25

The pay bands are adjusted each April in line with the cost of living. The
contributions enjoy full tax relief.

LGPS 2014

The new scheme did not change pensions already paid or benefits built up before
April 2014, existing benefits were protected in full. The main changes were as
follows:

e A Career Average Revalued Earnings (CARE) scheme using CPI as the
revaluation factor (prior to 31 March 2014, the scheme was a final salary
scheme).

e The accrual rate is 1/49th (this used to be 1/60th).

e There is no normal scheme pension age; instead, each member's Normal
Pension Age (NPA) will be their State Pension Age (the NPA used to be 65).

e Average member contributions to the scheme are 6.5% (same as before) with
the rate determined on actual pay (before the scheme determined part-time
contribution rates on full time equivalent pay). While there was no change to
average member contributions, the lowest paid pay the same or less and the
highest paid pay higher contributions on a more progressive scale after tax
relief.

e Members who have already or are considering opting out of the scheme can
instead elect to pay half the contributions for half the pension, while still
retaining the full value of other benefits. This is known as the 50/50 option
(before, the scheme had no such flexible option).

e Where scheme members are outsourced, they will be able to stay in the
scheme on first and subsequent transfers (currently this is a choice for the
new employer).

16



SCHEME EMPLOYERS

The Pension Fund had 40 employers in the Fund during the financial year 2022/23,
including the London borough of Ealing. These employers in the Fund are listed in
the section Accounting Policies and Notes to the Accounts.

MEMBERSHIP OF THE FUND

Admission to the Local Government Pension Scheme (LGPS) administered by
Ealing is open to all Council and other scheme employers, except for teachers who
have separate arrangements for pension benefits, payable through the Teachers
Pensions Scheme. Membership into the Council’s Scheme is automatic for full and
part-time employees (unless they opt out), providing there is a contract of 3 months
or more. Admission to the Pension Scheme for employees of scheme employers is
dependent on the status of the admission agreement, whether it is open, i.e. admits
new members, or closed, i.e. only available for staff transferring over and does not
admit new members. Casual staff will be contractually enrolled into the pension
scheme after three months employment. They will be automatically enrolled into the
pension scheme if they hit the automatic enrolment triggers during the first three
months of employment. They can opt into the scheme at any time.

The membership of the Scheme analysed over the three main categories is outlined
below:

8,024
8,535

Definitions:

e Active Members: Those in employment with the Council or one of the other
scheme employers and making contributions to the Pension Fund.

e Deferred Members: Those who have left the Council or one of the scheme
employers but have not yet become entitled to receive their pension from the
Fund.

17



e Pensioners: Those who receive a pension from the Fund (including spouses’
and dependants’ pension).

BUDGETARY ESTIMATE REVIEW

The Pension Fund Panel reviews the budgetary estimate for the Pension Fund on
an annual basis. In the table below income and expenditure for 2021/22 and
2022/23 is shown together with the agreed budget for 2023/24:

Actual Forecast Actual Budget
2021/22 2022/23 2022/23 Variance 2023/24

£m £m £m £m
Income
Employer
Contributions 32.0 32.9 33.0 0% 0.1 41.0
Employee
Contributions 12.2 14.2 14.1 % | 01 14.5
Transfers In 6.1 3.2 9.1 187% 6.0 3.2
Total Income 50.3 50.3 56.2 12% 5.9 58.7
Expenditure
Pensions 42.8 44.3 445 1% 0.2 48.7
Lump sum retirement
benefits 7.2 6.8 6.8 0% 0.0 6.8
Lump sum death )
grants 15 0.8 09 12% 0.1 0.8
Transfers out (inc. o
refunds) 4.3 4.0 5.9 48% 1.9 3.7
Fund Management
expenses 3.3 4.1 3.6 -13% -0.5 4.5
Administration o
expenses 1.9 1.7 2.0 18% 0.3 18
Total Expenditure 61.0 61.7 63.7 3% 2.0 66.3
Net o
Income/(Expenditure) (10.7) (11.4) (7.5) -34% 3.9 (7.4)
Investment Income
generated by Fund 248 26.9 26.0 -3% -0.9 28.4
Managers
Total Income
(inclusive of 14.1 15.5 185 19% | 3.0 21.0
income held with
Fund Managers)

Overall, the London borough of Ealing Pension Fund achieved a net income for the
year 2022/23 of £18.5m (£14.1m in 2021/22). This excludes the effect of the
decrease in the market value of the Fund'’s investments which was £92.6m (£58.9m
increase in 2021/22).

During 2022/23 non-investment income was not enough to cover pension benefits
and expenses. This trend is likely to continue due to the rising cost of pension
benefits and stagnating contribution levels. Current cash levels will not be sufficient
to meet forecast pension obligations in 2023/24, so withdrawal of cash from
investments may be necessary.

18



A requirement of the LGPS Regulations is that all scheme employers (previously
known as admitted and scheduled bodies) must pay to the administering authority
all deductions made from employees pay for pensions no later than 19 days after
the month in which they relate. Payments are monitored on monthly basis to ensure
compliance of the regulations, and bodies that pay contributions past the 19th are
contacted.

A copy of the budgetary estimate report for 2023/24 can be obtained from the
Council’'s website.

The Pension Fund Panel approved the 2023/24 budgetary estimate report on 21
March 2023.

RISK MANAGEMENT

Risk management constitutes a major part of Pension Fund Governance and is
embedded within the on-going decision-making process of the Panel. Successful
risk management leads to improved financial performance, better delivery of
services, improved Fund governance and compliance. A risk register that covers a
various range of issues across investments and benefits operation is maintained
and reviewed on a regular basis.

There are four general approaches to tackling risk: avoid, reduce, transfer, or
accept:

¢ Avoidance of risk — avoid undertaking the activity that is likely to trigger the

risk.

¢ Reducing the risk — take mitigating action to reduce the likelihood of the risk
occurring or controlling the impact of the consequences if the risk does occur.

e Transferring the risk — handing the risk on elsewhere, either totally or in part

— e.g. through insurance.

e Accepting the risk — acknowledging that the ability to take effective action
against some risks may be limited or that the cost of acting may be prohibitive

to the potential benefits gained.

The risks that the Fund is exposed to falls into the categories outlined below:

e Financial — These relate to insufficient funding to meet liabilities, loss of
money, poor financial monitoring with the consequence being the requirement

for additional funding from the Council and other employers.

e Strategic — Failure to meet strategic objectives, such as performance targets

and Funding Strategy Statement objectives.
¢ Regulatory — Failure to comply with legislation to meet statutory deadlines.

e Reputational — Poor service damaging the reputation of the Fund and

administering authority.

e Operational — Accurate data maintenance and meeting of service delivery

targets.

e Contractual — 3rd party providers, failure to deliver, effective management of
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contracts.

e Communication — Failure to keep all stakeholders notified of changes that affect
them, be they employers, scheme members or contractors.

The key risks to the Fund are:
¢ Increasing longevity
e Poor Investment performance
¢ Reliance on third party operations
e Counterparty risks

Although the above risks relate primarily to external risk, measures are in place to
monitor and manage these risks. These include:

¢ Monitoring longevity triennially and in discussions with the Fund Actuary on
how best to manage the impact on the Fund from people living longer.

e Adequate diversification of assets and managers/manager style, quarterly
monitoring of investment performance and regular reviews of asset allocation
to ensure that it remains appropriate for the Fund considering the appropriate
investment advice from the Pension Fund adviser.

¢ Contract monitoring and performance reviews.

e Ensuring counterparties have adequate ratings and internal controls in place,
which includes reviewing AAF (Audit and Assurance Faculty) reports.

20



INVESTMENT REVIEW

Over the last twelve months, the average Local Authority Pension Fund returned -
1.7%. with inflation remaining high in the UK and sentiment shifting, it remained a
difficult time for investors. The positive results during the quarter was insufficient to
offset the prior three quarters of negative performance. Funds have, in aggregate
failed to achieve Index performance within their equity investments over this period.
Equity markets rallied over the period, falling back towards the end of the quarter as
worries about financial security caused by the latest banking failures took hold.
Against this backdrop bond prices rose as investors sought safety

*Pensions & Investment Research Consultants LTD (PIRC) and Bank of New York
Mellon (BNY Mellon) are the independent performance measurement companies for
the Fund.

PERFORMANCE OF THE FUND

The investment strategy and performance of the Fund is reported on a quarterly
basis to the Pension Fund Panel with Fund Managers alternating to present to
Members. The investment performance of the Fund against a customised
benchmark and the Local Authority Universe performance is measured by BNY
Mellon and PIRC Limited respectively.

As set out in the graph below, the fund returned -4.6% in 2022/23, and an average
of 7.2% and 4.1% for the three years and five years respectively to 31 March
2022/23.

All Assets (inc cash) LB Ealing compared to Local
Authority Universe & Ealing Benchmark (%)

12

M LB Ealing Fund All Funds

M Local Authority All Assets

Ealing Benchmark
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Below is the Long-term 3 year rolling performance analysis of the fund managers
together with the Total Fund to 31 March 2023.

Three year Rolling Performance compared to

Ealing Benchmark
20%

16.4% 17.0%

16.0%

15%

10%

5%

6% .69
1.8%6% 2.6% M Return

0% W Benchmark

-5%

-10%

** 3-year data is not available for new managers Darwin, Henley, and BlackRock

VALUE OF THE FUND’S ASSETS

At the end of March 2023, the market value of the Pension Fund’s total assets was
£1,472.2m; a decrease of 4.8% from the opening value of £1,546.2m. The graph
below illustrates the movement of the Fund’s assets over the last 10 years (as at
the 31 March in each year).
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INVESTMENT MANAGEMENT

The Local Government Pension Scheme (Management and Investment of Funds)
Regulations 2009 determine the management of the Fund’s assets. The regulations
enable authorities to appoint investment managers to manage and invest Pension
Fund assets on their behalf, subject to being satisfied with their experience,
competence, and risk control, with appropriate arrangements for monitoring
performance. The Local Government Pension Scheme (Management and
Investment of Funds) Regulations 2016 requires the Administering Authority to
formulate an Investment Strategy Statement (ISS); which outlines the broad
investment principles governing the investment policy of the Pension Fund. The ISS
covers investment responsibilities, Fund’s liabilities, and eligible assets, social,
environmental, and ethical considerations. A copy of the current ISS is included as
appendix D of this report.

The fund's investments are managed on behalf of the Fund by the appointed
investment managers. Each investment manager is required to invest the assets
managed by them in accordance with the terms of their investment guidelines. A
range of investment managers have been appointed to diversify manager risk, with
pooled Global equity, UK Corporate bonds, pooled property, private debt, as well as
infrastructure mandates. The Fund’s assets are held for safekeeping by the
custodian.

The market value allocation to the various asset classes as at the end of 2022/23 is
as outlined below:
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Asset Allocation 31 March 2022, (EM)

63.4,4%28.7, 2% H Bonds

65.2, 5%

1 Pooled Global Equities

B Pooled Property Investments
M Private Debt

M Infrastructure

m Cash Instruments

The graph below sets out how the distribution across the various asset classes has
moved between the end of the previous financial year, March 2022, and the end of
the current financial year, March 2023.

Movement in Market Value of Investments -
Broken Down By Asset Class

Cash Instruments

Infrastructure
a .
© Private Debt
o
@
@ Pooled Property Investments m 2021/22
<
m2022/23

Pooled Global Equities

Bonds

20.0 120.0 220.0 320.0 420.0 520.0 620.0 720.0 820.0
Assets Values (£Em)




During the year, assets under management were maintained under eleven

specialist managers:

% of Fund
Under
Management
Manager Mandate at 31/03/23
RLAM UK Corporate Bonds 24
Global Equities
LGIM (Pooled) 39
Global Equities
Baillie Gifford (Pooled) 17
Global Equities
BlackRock (Pooled) 3
Lothbury UK Pooled Property 3
Standard Life UK Pooled Property 3
Hermes UK Pooled Property 3
Unit Trusts (Pooled
Henley Property) 0
Brightwood Private Debt 0
Churchill Private Debt 1
Permira Private Debt 2
JP Morgan Infrastructure 4
Darwin UK Infrastructure 0
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Top sixteen holdings by Market Value as at 31 March 2023

Market
Top 16 Holdings at 31 March 2023 Value

(£000)
Description: IIF UK 1LP 58,379
ACS World ESG EQ Tracker-X2A 46,528
Lothbury Property Fund 38,846
Federated Hermes Property Unit Trust 35,625
Standard Life Long Lease Property Fund 34,324
Permira Credit Solutions IV Senior GBP SCSP 34,283
Churchill Middle Market Senior Loan Fund 17,740
Apple Inc COM NPV 14,494
GS GBP LIQ RES Inst 14,035
Apple Inc COM NPV 13,431
Microsoft Corp COM USD 13,021
Microsoft Corp COM 11,065
Royal Lon STER EX YL BD-SI 10,743
Prosus Nv 8,155
Anthem COM 8,142
Microsoft 7,726

Investment Management Expenses
The investment management expenses for the year to 31 March 2023 were
£3,578m, (2021/22: £3,322m).
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ADMINISTRATION

The administration of the Fund is monitored by London borough of Ealing and
outsourced to the London Pensions Partnership Administration (LPPA) under a
shared service agreement with Lancashire County Council. They deal with all
aspects of the scheme and should be the first point of contact for all queries.

The contact details for the Ealing Pensions team at the LPPA are:

Ealing Pension Team

LPPA - Your Pension Service
PO Box 1383

Preston PR2 OWR

Website: www.|ppapensions.co.uk

Pensioners, please note that your pension will continue to be paid by Ealing Council
and any enquiries about your payment should be directed there.

Ealing Council

Payroll Department
Perceval House

5t Floor SW

14-16 Uxbridge Road
London

W5 2HL

Telephone: 0208 825 9000

ADMINISTRATION EXPENSES

The costs of administering the Fund over the financial year 2022/23 amounted to
£1,978k (£1,864k in 2021/22). The increase in cost is largely due to an increase in
the contract price. Officers continue to benchmark this service and Ealing costs
remain largely comparable to LGPS peers. The administration expenses cover the
costs involved in administering the Pension Scheme, including actuarial costs,
investment advisory fees, audit, IT, payroll, pension administration, as well as
pension related payments to other Local Authorities.

PERFORMANCE INDICATORS
The administration contract with LPPA includes a number of performance indicators
to ensure that service to members of the pension fund is effective. these include;

e Processing refunds

e Retirement

e Estimates of retirement benefits

e Transfers in/out quotes
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e Death on pension letters
o Deferred benefits letters

e Starters

The performance of LPPA is measured against four criteria:
Accuracy — Whether the figures provided have been accurately calculated.

Timeliness — Have cases been processed in a timely manner in accordance with
the Service Level Agreement.

Documentation — Has the correct documentation been attached to members’ files.

UPM - Does the pension administration system correctly reflect the activity
processed.

INTERNAL DISPUTES RESOLUTION PROCEDURE

The LGPS is required by statute to make arrangements for the formal resolution of
disagreements between, on the one hand, the managers of the Scheme and on the
other, active, deferred and pensioner members or their representatives. There is,
therefore, access to a two-stage dispute resolution procedure. This procedure
consists of an initial application to the person or persons appointed by the
individual’'s employer as the stage one adjudicator to consider the matter.

If the complainant is still dissatisfied with the decision, they then have the right to
refer the matter to the Stage 2 adjudicator to consider the matter under dispute. The
Stage 2 adjudicator is Liz Chiles, Director of HR and OD, Ealing Council.

If after the 2" stage, the dispute has not been resolved the complainant can contact
the Pensions Ombudsman.

In addition to the dispute procedure the Social Security Act 1990 and the Pensions
Act 1995 have created a framework of national organisations to control occupational
and personal pension schemes, to which LGPS members have access.

Member Self-Service

Members have quick and easy access to a dedicated pensions website to view the
latest information on the LGPS, Newsletters, Scheme Guides, Fact Sheets, Annual
Benefit Statement Forms, and Publications which are also available to download.
An online calculator is also available to obtain an estimate of your pension and lump
sum.

New to member self-service? Member self service enables you to view personal
and financial information about your pension. You can carry out basic modelling or
"what if." calculations. Your service history can be accessed, and this can be done
at any time without the need to contact the LPPA.
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To access the secure system, you will firstly need to sign up for my pension online
on the LPPA website. Once you have your activation code you can go online and
set up a username and password.

Please note that for security reasons LPPA do not hold a record of the username or
password you have selected. If you forget your password, you will need to re-
register from the Log-in web page.

If you have more than one pension payroll number, you only need to complete the
registration process once.

If you require assistance with this system, please contact the LPPA.

Please note this service is available for active members and members with a frozen
pension but not Ealing pensioners.
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STATEMENT OF RESPONSIBILITIES

The London borough of Ealing is the Administering Authority of the London borough
of Ealing Pension Fund and is required to:

¢ Make arrangements for the proper administration of its financial affairs and to
secure that one of its Officers has the responsibility for the administration of
those affairs. In this Council, that Officer is the Strategic Director Corporate
Resources;

e Manage its affairs to secure economic, efficient, and effective use of
resources and safeguard its assets;

¢ Approve the Statement of Accounts.

RESPONSIBILITIES OF THE STRATEGIC DIRECTOR
CORPORATE RESOURCES

The Strategic Director Corporate Resources is responsible for the preparation of the
Pension Fund Statement of Accounts in accordance with proper practices as set out
in CIPFA’s Code of Practice on Local Authority Accounting in the United Kingdom
(“the Code of Practice”).
In preparing this Statement of Accounts, the Strategic Director Corporate Resources
has:

e Selected suitable accounting policies and then applied them consistently;

¢ Made judgements and estimates that were reasonable and prudent; and

¢ Complied with the Code of Practice, except where otherwise stated.
The Strategic Director Corporate Resources Officer has:

e Kept proper accounting records which were up to date; and

e Taken reasonable steps for the prevention and detection of fraud and other
irregularities.

Responsible Financial Officer’s Certificate:

| certify that the Accounts set out below have been prepared in accordance with
proper practices and present fairly the transactions of the London borough of Ealing
Pension Fund for the year ended 31 March 2022 and financial position of the Fund
at that date of its assets and liabilities, other than liabilities to pay pensions and
benefits after the year end.

Emily Hill
Strategic Director Corporate Resources (s151 Officer)
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AUDIT OPINION

Independent auditor’s report to the members of London borough of Ealing on the
pension fund financial statements published with the London borough of Ealing
Pension Fund Annual Report & Accounts 2022/23

Jonathan Gooding (Appointed auditor)
For and on behalf of Deloitte LLP
St. Albans, United Kingdom
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POLICY STATEMENTS AND ACCOUNTS

The following appendices contain various policy statements, and the 2022/23
pension fund accounts. The pension fund accounts contain the Actuary’s statement
for the year.

e Appendix A — Pension Fund Accounts
e Appendix B — Actuary Statement
¢ Appendix C — Funding Strategy Statement

¢ Appendix D — Investment Strategy Statement

GOVERNANCE POLICY AND COMPLIANCE
STATEMENT

GOVERNANCE POLICY STATEMENT

Introduction

This Statement is prepared in compliance with the Local Government Pension
Scheme Regulations 2013, regulation 55. It sets out the Policy of London borough
of Ealing, as administering authority, in relation to its Governance responsibilities for
the Local Government Pension Scheme (LGPS).

Governance Framework

The Council’s constitution sets out how the council should be directed controlled
and managed and, in this regard, sets the framework for the administration of the
Pension Fund. Elected Members (the full Council) have overall responsibility for the
governance of the Scheme.

The governance framework is supported by:
e The Pension Fund Panel (PFP)
e The Pension Board
e Treasury Risk & Investment Board (TRIB)
o Officers of the Council; and
¢ Professional Advisors
Delegation of Function

The stewardship function is delegated to the Pension Fund Panel (PFP) and the
Council ratifies decisions made by the Panel. The PFP consists of seven local
councillors and one non-voting employee/trade union representatives. The Chair
and Vice-Chair are both elected by the Panel at its first meeting of the municipal
year.

Meetings

The Pension Fund Panel meets quarterly to consider issues concerning the
Scheme and to review the performance of the pension fund. Other meetings may
also be convened to consider urgent/specific matters, such as the selection of
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service providers. Panel meetings are quorate if a third of the members are
present.

The Strategic Director Corporate Resources (S151 Officer) is responsible for
implementing Council policy and PFP decisions. Operating through the Treasury
Risk and Investment Board (TRIB) a body that convenes monthly, the S151 officer
and his deputy together with other officers of the Council ensure the smooth
implementation of PFP policies on administration, funding, investment,
communication, and risk management of the fund. This ensures continuity of
review of pension fund matters in between quarterly PFP meetings. The chair and
deputy chair are kept updated and informed of any decisions taken within the remit
of the delegations granted by the PFP and Council to the Strategic Director
Corporate Resources.

Powers delegated to the S151 officer for Pensions Investments and Administration
include:

e making payments in respect of scheme benefits

e collecting and making pension transfer payments as elected by scheme
members

e To update and maintain the Fund’s website www.dyfedpensionfund.org.uk

¢ Maintenance and update of membership records

The Director of Legal and Democratic Services provides legal advice to the PFP.
The Strategic Finance and Human Resources teams provide routine professional
support.

The Council employs external professional advisors, including fund actuary,
investment advisers, fund managers, global custodian, independent performance
measurers and pensions administrator.

Training

Members of the PFP receive training on a wide range of issues concerning the
management of the Pension Fund. Training slots are provided at all quarterly
meetings. Additional training is arranged on an ad hoc basis particularly around key
times within the pension fund cycle to supplement member knowledge in key areas
salient to decisions being made. This ensures that members are able to discharge
their duties as quasi trustees of the Pension Fund.

Pension Fund Panel Terms of Reference

The Terms of Reference of the PFP is as follows:

e To decide all matters relating to policy and target setting for, and monitoring
the investment performance of, the pension fund

e To consider and decide all matters regarding the management of the pension
fund’s investments, including sales and acquisitions of properties to be owned
by the Council for statutory pension purposes;

e To consider and make recommendations on policy and staff related issues,
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which have an impact on the pension fund directly or indirectly through
changes in employer pension contribution rates; and

e To review and determine on all Pension Fund Valuation matters of the fund

The Pension Board

e The Pension Board was established under regulation 106 of the Local
Government Pension Scheme Regulations 2013.

e The purpose of the Board is to assist the Administering Authority in its role as
a scheme manager of the Scheme. Such assistance is to:

e secure compliance with the Regulations, any other legislation relating to the
governance and administration of the Scheme, and requirements imposed by
the Pensions Regulator in relation to the Scheme and;

e to ensure the effective and efficient governance and administration of the
Scheme.

e The Terms of reference for the Local Pensions Board can be found here

e The Board currently consists of 6 members; 3 Council and 3 Employee
representatives, with equal numbers of employer and member
representatives. The board will elect one member to be the chair and will
meet at least two times per annum.

Review of this Policy Statement

This Statement will be revised, and a new version approved and published by the
Panel following any material changes in the Council’s policy on any of the matters
included in the statement.

London borough of Ealing’s Current Compliance Position

Since 18t April 2006, Administering Authorities have been required to publish and
maintain a Pension Fund Governance Compliance Statement setting out the
governance arrangements for their Fund including details of membership, how often
they meet and the decision-making process. This came into force following an
amendment to the 1997 Local Government Pension Scheme Regulations. The
London borough of Ealing’s is outlined below.

On 30t June 2007, the 1997 Regulations were further amended to require Pension
Funds to report on the level of compliance on their governance arrangements
against a set of best practice principles and where they did not comply to state the
reason why. The Department for Levelling Up, Housing and Communities published
a draft Governance Compliance Statutory Guidance note on 8™ October 2007 for
consultation.

The DLUHC Guidance provides a detailed description of each of the best practice
principals against which compliance is to be measured and also an example of how
the Compliance statement should be completed. The extent to which Ealing
complies with the guidance is shown in the following summary:
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REQUIREMENT COMPLIANCE COMMENT

Structure

The management of the administration of Compliant The Council Constitution

benefits and strategic management of clearly sets out that

fund assets clearly rests with the main responsibility for the

committee established by the appointing management of the

council. Pension Fund resides with
Pension Fund Panel.

That representatives of participating Partly The larger scheme

LGPS employers, and scheme members Compliant employers e.g. University

(including pensioner and deferred of West London are invited

members) are members of either the to participate on the

main or secondary committee established Pension Fund Panel and

to underpin the work of the main trade union representatives

committee. sit on the panel as
observers.

That where a secondary committee or Compliant The Council does not have

panel has been established, the structure a secondary Committee or

ensures effective communication across Panel, however PFP are

both levels. supported by the Treasury
Risk and Investment Board
(TRIB). TRIB ensures that
implementation of PFP
policies operates smoothly
in between quarterly PFP
meetings. Good
communications flows have
been established between
this board and the PFP and
officers from this board
also sit on the PFP.

That where a secondary committee or Partly The Council does not have

panel has been established, at least one Compliant a secondary Committee or

seat on the main committee is allocated Panel. However, they are

for a member from the secondary supported by the TRIB, and

committee or panel. at least two members from
this body also attend the
PFP meetings.

Representation
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REQUIREMENT COMPLIANCE COMMENT
That all key stakeholders are afforded the Partially Representation on the
opportunity to be represented within the Compliant Pension Fund Panel is
main or secondary committee structure. open to the larger scheme
These include: - employers and two trade
e employing authorities (e.g. scheme union representatives sit on
employers) A the pane!. The Panel has
’ not appointed an
e scheme members (including deferred and independent professional
pensioner scheme members), observer but has appointed
. . expert advisors who can
¢ independent professional observers, attend Panel meetings
e expert advisors (on an ad-hoc basis). when required.
That where lay members sit on a main or Compliant Committee papers are
secondary committee, they are treated published prior to the
equally in terms of access to papers and meeting and where issues
meetings, training and are given full affect other employers or
opportunity to contribute to the decision scheme members
making process, with or without voting information is provided and
rights. opportunities for
consultation exist within the
current framework.
Selection & Role of Lay Members
That committee or panel members are Compliant Members are aware of their
made fully aware of the status, role and roles and responsibilities
function they are required to perform on as members of the
either a main or secondary committee. Pensions Fund Panel, their
terms of reference are set
out in the constitution.
Voting
The policy of individual administering Partially The constitution does not
authorities on voting rights is clear and Compliant provide for non-Councillor
transparent, including the justification for members to be given
not extending voting rights to each body voting rights.
or group represented on main LGPS
committees.
Training/Facility Time/Expenses
That in relation to the way in which Compliant Training is provided to
statutory and related decisions are taken members of the Pension
by the administering authority, there is a Fund Panel to assist with
clear policy on training, facility time and the decision making
reimbursement of expenses in respect of process. All members
members involved in the decision-making have the opportunity to
process. attend particular training
meetings and there is a
training budget to fund
these.
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REQUIREMENT COMPLIANCE COMMENT

That where such a policy exists, it applies Compliant Training sessions are

equally to all members of committees, conducted at PFP

sub-committees, advisory panels or any meetings to enable all

other form of secondary forum. Panel members to obtain
training on topical issues.

Meetings (Frequency/Quorum)

That an administering authority’s main Compliant Pension Fund Panel meets

committee or committees meet at least at least once a quarter.

quarterly.

That an administering authority’s Partly No secondary committee,

secondary committee or panel meet at Compliant but the supporting body

least twice a year and is synchronised meet monthly.

with the dates when the main committee

sits.

That administering authorities who do not Compliant There are two lay

include lay members in their formal representatives on the

governance arrangements, provide a panel. Consultation with

forum outside of those arrangements by key stakeholders takes

which the interests of key stakeholders place and there is an AGM

can be represented. to which all members are
invited.

Access

That subject to any rules in the council’s Compliant Panel meeting papers have

constitution, all members of main and to be sent to Members at

secondary committees or panels have least 7 days prior to the

equal access to committee papers, meeting. All members

documents and advice that falls to be invited to the Panel have

considered at meetings of the main equal access to papers,

committee. documents and advice.

Scope

That administering authorities have taken Compliant The Panel already

steps to bring wider scheme issues within considers a wider range of

the scope of their governance Pension Fund issues

arrangements. outside of investment.

Publicity
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arrangements in such a way that
stakeholders with an interest in the way in
which the scheme is governed, can
express an interest in wanting to be part
of those arrangements.

REQUIREMENT COMPLIANCE COMMENT
That administering authorities have Partially The governance policy
published details of their governance Compliant statement attached above

was consulted upon prior to
publication and is
published on the Council’s
website. The Chair's
introduction to the annual
report and contact details
for officers and other
parties involved in the
management of the fund
encourage feedback.
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PENSION FUND ACCOUNTS APPENDIX A

2021/22
Notes £000

Dealings with members, employers and others
directly involved in the fund
Contributions 6 (44,243) (47,139)
Transfers in from other Pension Funds 6a (6,121) (9,133)

(50,364) (56,272)
Benefits 7 51,464 52,148
Payments to and on account of leavers 7a 4,306 5,910

55,770 58,058

Net (additions)/withdrawals from dealings with 5,406 1,786
Members
Management Expenses 8 5,186 5,556
Net (additions)/withdrawals Including Fund 10,592 7.342
Management Expenses
Returns on Investments
Investment Income 9 (24,751) (25,998)
Taxes on Income 9 6 0
Profit anq losses on _dlsposal of investments and 15 (58,895) 92,647
changes in Value of investments
Net return on investments (83,640) 66,645
Net (Increase)/Decrease in the Net Assets
Available for Benefits During the Year (73,048) 73,985
Opening Net Assets of the Scheme (1,473,142) | (1,546,190)
Closing Net Assets of the Scheme (1,546,190) | (1,472,205)
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2021/22

reporting period

£'000
Investment Assets 11 1,542,522 1,462,372
Investment Liabilities 11 (2,780) (314)
Total net investments 1,539,742 1,462,058
Current Assets 17 8,531 12,403
1,548,273 1,474,461
Current Liabilities 18 (2,083) (2,256)
Net Assets of the Fund available to
fund benefits at the end of the 1,546,190 1,472,205

The Fund's financial statements do not take account of liabilities to pay pensions

and other benefits after the year end. The actuarial present value of promised

retirement benefits is disclosed in Appendix A.
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NOTE 1 — GENERAL DESCRIPTION OF THE EALING
PENSION FUND

General

The Pension Fund (the Fund) is part of the Local Government Pension Scheme
(LGPS) and is administered by the London borough of Ealing (the Council). Itis a
contributory defined benefits scheme established, in accordance with statute, to
provide for the payment of benefits to employees and former employees of London
borough of Ealing Council and other admitted and scheduled bodies in the Fund.
Scheduled bodies are automatically entitled to be members of the Fund by law,
whereas admitted bodies participate in the Fund under admission agreements and
include not for profit organisations or private contractors undertaking local authority
functions.

Benefits payable, which are defined and set out in law, include retirement pensions,
early payment of benefits on medical grounds and payment of death benefits where
death occurs in service.

The Fund was established under section 7 of the Superannuation Act 1972 and is
currently governed by the Public Service Pensions Act 2013 and the following
secondary legislation:

e The Local Government Pension Scheme Regulations 2013 (as amended)

e The Local Government Pension Scheme (transitional Provisions, Savings and
Amendment) Regulations 2014 (as amended) and

e The Local Government Pension Scheme (Management and Investment of
Funds) Regulations 2016.

Funding

The Fund is financed by contributions from members, the Council, other admitted
and scheduled bodies and from interest and dividends on the Fund’s investments.
Contributions are made by active members of the Fund in accordance with the
LGPS Regulations 2013 and range from 5.50% to 12.50% and 2.75% to 6.25% of
pensionable pay for the main scheme and 50/50 section respectively, for the
financial year ending 31 March 2023. Employers also pay contributions into the
Fund based on rates determined by the appointed actuary following triennial funding
valuations. The last such valuation was as at 31 March 2022. At present, the
employer contributions rates range from 13.5% to 24.7% of the pensionable pay, as
per the 2019 valuation.

Benefits

Prior to 1 April 2014, pension benefits under the LGPS were based on final
pensionable pay and length of pensionable service, as summarised in the table
below:

41



3 X pension.

In addition, part of the
annual pension can be
exchanged for a one-off
tax-free cash payment.

Pension Each year worked is Each year worked is
worth 1/80 x final worth 1/60 x final
pensionable pay pensionable pay

Lump sum Automatic lump sum of No automatic lump

sum.

Part of the annual
pension can be
exchanged for a one-off
tax-free cash payment.

Alump sum of £12 is
paid for each £1 of
pension given up.

Alump sum of £12 is
paid for each £1 of
pension given up.

From 1 April 2014, the Fund became a career average scheme, whereby members
accrue benefits based on their pensionable pay in that year at an accrual rate of
1/49%. Accrued pension is updated annually in line with the Consumer Prices Index.
Benefits for service prior to 1 April 2014 are protected and continue to be based on
the table shown above.

Ealing Pension Fund provides an additional voluntary contributions (AVC) scheme
for its members, the assets of which are invested and accounted for separately from
the Fund. AVCs are used to secure additional benefits on a money purchased
basis. The scheme providers are Scottish Widows and Utmost.

Each AVC contributor receives an annual statement showing the amount held in
their account and the movements in the year.

Governance

The Council has delegated day to day management of the Fund to the Pension
Fund Panel (the Panel) who decide on the most suitable investment strategy and
set policy and have delegated authority to make investment decisions. The Panel
reports to the Council and obtains, as necessary, advice from the Fund’s appointed
investment advisors, fund managers and actuary.

In line with the provisions of the Public Service Pensions Act 2013 the Council set
up a Local Pension Board to oversee the governance arrangements of the Pension
Fund. Board members are independent of the Pension Fund Panel.

The Section 151 Officer is responsible for the preparation of the Pension Fund
Statement of Accounts. The Audit and Performance Committee are responsible for
approving the financial statements for publication.

42



Investment Principles

The LGPS (Management and Investment of Funds) Regulations 2016 require
administering authorities to prepare and keep up to date a written statement
recording the investment policy of the Pension Fund. The Investment Strategy
Statement is publicly available on the Council’s website.

The Pension Fund panel has delegated the management of the Fund’s investments
to external investment managers (see Note 13) appointed in accordance with
regulations, and whose activities are specified in detailed investment management
agreements and monitored on a quarterly basis.

Membership

The Council is the administering authority for the Fund and has the major share of

contributors and pensioners. Membership of the LGPS is voluntary and employees
are free to choose whether to join the scheme, remain in the scheme or make their
own personal arrangements outside the scheme. Other organisations that currently
participate in the Fund are detailed in the table below:

Alec Reed Academy City West Services

Ark Acton Academy Engie Services Ltd

Ark Byron Academy Equinox

Ark Priory Academy Greener Ealing Ltd

Ark Soane Innovate - Northolt High School
Beaconsfield Primary Innovate Services Ltd
Brentside High School IFS Ltd (International Facilities Services)
Brentside Primary Academy Minster Care

Christ the Saviour CofE Primary School Mitie

Dormers Wells Infant (Dormers Wells Learning Trust) Pabulum

Dormers Wells Junior Academy (Dormers Wells Learning Trust) Serco Group

Dormers Wells High Academy (Dormers Wells Learning Trust) SLM - community leisure
Drayton Manor Academy SLM - Dormers Wells

Ellen Wilkinson High School

Featherstone Academy (Grand Union Multi Academy Trust)
Greenford High School

Northolt High School

North Primary School

Selborne Primary School

St Anne's School

St Marys Church of England Academy

Twyford Ce Academies Trust

University of West London

Wood End Academy

Wood End Infant School

Woodlands Academy (Grand Union Multi Academy Trust)
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The following table summarises the membership numbers of the Fund:

31 March
2022

Number of employers 40 40
Number of Active Members

London borough of Ealing 5,401 6,022
Other employers 2,004 2,513
Sub Total 7,405 8,535
Number of pensioners

London borough of Ealing 6,826 6,989
Other employers 969 1,035
Sub Total 7,795 8,024
Number of Deferred pensioners

London borough of Ealing 7,892 8,040
Other employers 2,197 2,368
Total 10,089 10,408
Total number of members in the

scheme 25,289 26,967

NOTE 2 - BASIS OF PREPARATION OF FINANCIAL
STATEMENTS

The Statement of Accounts (SoA) summarises the Fund’s transactions for 2022/23
and its position as at 31 March 2023. The SoA has been prepared in accordance
with the Code of Practice on Local Authority Accounting in the United Kingdom
2022/23 (the Code) issued by the Chartered Institute of Public Finance and
Accountancy (CIPFA) which is based upon International Financial Reporting
Standards (IFRS) as amended for the UK public sector. The Accounts have been
prepared on an accruals basis, apart from transfer values which are accounted for
on a cash basis as described below.

The Accounts do not take account of obligations to pay pensions and benefits which
fall due after the end of the financial year or the actuarial present value of promised
retirement benefits. The code gives administering authorities the options to either
disclose this information in the Net Asset Statement, Notes to the Accounts, or by
appending an Actuarial report prepared for this purpose. The Fund has opted to
disclose this information by attaching an Actuarial report as at Appendix A. The
Pension Fund Accounts have been prepared on a going concern basis, with the
assumption that the functions of the authority will continue in operational existence
for the foreseeable future.
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NOTE 3 — SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Fund Account — Revenue Recognition

Contributions

Primary contributions, both from the members and from the employer, are
accounted for on an accruals basis at the percentage rate recommended by the
actuary in the payroll period to which they relate.

Employer deficit funding contributions are accounted for on the due dates on which
they are due under the schedule of contributions based on the Rates and
Adjustment Schedule as set by the actuary or on receipt if earlier than the due date.
Augmentation and pension strain contributions are accounted for in the period in
which the liability arises. Any amount due in year but unpaid is classed as a current
financial asset.

Transfers to and from other schemes

Transfer values represent the amounts received and paid during the year for
members who have either joined or left the Fund during the financial year and are
calculated in accordance with the LGPS Regulations. Individual transfers in/out are
accounted for when received/paid, which is normally when the member liability is
accepted or discharged. Bulk (group) transfers are accounted for on an accruals
basis in accordance with the terms of the transfer agreement.

Investment Income

Dividends from quoted securities are accounted for when the security is declared
ex-dividend. Investment income is reported gross of withholding taxes which are
accrued in line with the associated investment income. Investment income arising
from the underlying investments of the Pooled Investment Vehicles is either
reinvested within the Pooled Investment Vehicles and reflected in the unit price or
taken as a cash dividend to support the Fund’s outgoing cash flow requirements.
Interest income is recognised in the fund account as it accrues, using the effective
interest rate of the financial instrument as at the date of acquisition or origination.

Distributions from pooled funds are recognised at the date of issue. Any amount not
received by the end of the reporting period is disclosed in the net assets statement
as a current financial asset. Where the amount of an income distribution has not
been received from an investment manager by the balance sheet date, an estimate
based upon the income received so far received is used.

Accrued interest is excluded from the market value of fixed interest securities but is
included in investment income receivable. Income from cash and short-term
deposits are also accounted for on an accruals basis.

Changes in the value of investments are recognised as income and comprise all
realised and unrealised profits/losses during the year.
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Fund Account — Expense ltems

Benefits Payable

Pensions and lump-sum benefits payable are accounted for on an accruals basis
from the date the option is exercised, in accordance with valid member claims.
Retirement lump sums are accounted for in the period in which the member
becomes a pensioner. Death grants are included from the date of death. Any
amounts due but unpaid are disclosed in the net assets statement as current
liabilities, providing that payment has been approved.

Taxation

The Fund is an exempt approved fund under section 1(1) of Schedule 36 of the
Finance Act 2004 and as such is exempt from UK income tax on interest received
and from capital gains tax on the proceeds of investments sold. As the Council is
the administering authority for the Fund, VAT input tax is recoverable on all Fund
activities including expenditure on investment expenses. Where tax can be
reclaimed, investment income in the accounts is shown gross of UK tax. Income
from overseas investments suffers withholding tax in the country of origin unless
exemption is permitted. Irrecoverable tax is accounted for as a fund expense as it
arises.

Lifetime Allowances

Members are entitled to request the Pension Fund pays their tax liabilities due in
respect of annual allowance and lifetime allowance in exchange for a reduction in
pension. Where the Fund pays member tax liabilities direct to HMRC it is treated as
an expense in the year in which the payment occurs.

Management Expenses

The Pension Fund management expenses are accounted for in accordance with the
CIPFA guidance accounting for Local Government Pension Scheme Management
Costs 2016.

All administrative expenses are accounted for on an accruals basis. All staff costs of
the pension administration team are charged direct to the fund. Associated
management, accommodation and other overheads are apportioned to the fund in
accordance with Council policy.

Oversight and governance expenses are accounted for on an accruals basis. All
staff costs associated with governance and oversight is charged direct to the fund.
Associated management, accommodation and other overheads are apportioned to
the Fund in accordance with Council policy.
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All investment management expenses are accounted for on an accruals basis. Fees
for the fund managers and custodian are agreed in the respective mandates
governing their appointments and are based broadly on the market value of the
investments under their management and therefore, increase or reduce as the
value of these investments change. Where an investment management fee has not
been received by the balance sheet date, an estimate based upon the market value
of the mandate as at the end of the year is used for inclusion in the Accounts.

Net Assets Statement

Financial Assets

Financial assets are included in the Net Assets Statement on a fair value basis as at
the reporting date. A financial asset is recognised in the net asset statement on the
date the fund becomes party to the contractual acquisition of the assets. From this
date, any gains/losses are recognised in the Fund Account. The Net Asset
Statement shows values of investments have been determined at fair value in
accordance with the requirements of the code and IFRS13 “Fair Value
Measurement”. For the purposes of disclosing levels of fair value hierarchy, the
Fund has adopted the classification guidelines recommended in accordance with
the requirements of the Code and IFRS 13 (see Note 14).

Foreign Currency Transactions

Dividends, interest and purchases and sales of investments in foreign currencies
have been accounted for in sterling at the spot market exchange rate prevailing on
the date of the transaction. End of year spot market exchange rates are used to
value cash balances held in foreign currency bank accounts, market values of
overseas investments and purchases and sales outstanding at the end of the
reporting period.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash in hand, cash held in UK bank accounts
and deposits with financial institutions which are repayable on demand without
penalty.

Financial Liabilities

The Fund recognises financial liabilities at fair value as at the reporting date. A
financial liability is recognised in the Net Assets Statement on the date the Fund
becomes party to the liability. From this date any gains or losses arising from
changes in the fair value of the liability are recognised by the Fund.
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Actuarial present value of promised retirement benefits

The actuarial present value of promised retirement benefits is assessed on a
triennial basis by the scheme actuary in accordance with the requirements of IAS19
Post-Employment Benefits and relevant actuarial standards. As permitted under the
Code, the financial statements include an appendix that discloses the actuarial
present value of retirement benefits as detailed at Appendix A.

Additional Voluntary Contributions

The fund provides an additional voluntary contributions (AVC) scheme for its
members, the assets of which are invested separately from those of the Pension
Fund, and in accordance with the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2016. AVCs are not included
in the accounts in accordance with Regulation 4(1)(b) of the Local Government
Pension Scheme (Management and Investment of Funds) Regulations 2016, but
their valuation is disclosed in Note 19 for information only.

Recharges from the General Fund

The LGPS (Management and Investment of Funds) Regulations 2016 permit the
Council to charge administration costs to the Fund. A proportion of relevant Council
costs have been charged to the Fund based on an apportionment of time spent on
Pension Fund business. Costs incurred in the administration and the oversight and
governance of the Fund are set out in Note 8.

Note 4 — Critical Judgements in Applying Accounting Policies

In applying the accounting policies set out in Note 3 above, the Fund has had to
make certain critical judgements about complex transactions or those involving
uncertainty about future events.

There were no such critical judgements made during 2022/23.

Note 5 — Assumptions made about the future and other major sources of
estimation

The preparation of financial statements requires management to make judgements,
estimates and assumptions that affect the amounts reported for assets and liabilities
at the year-end and the amounts reported for income and expenditure during the
year. Estimates and assumptions are made taking into account historical
experience, current trends, and other relevant factors. However, the nature of
estimation means that the actual results could differ from the assumptions and
estimates.

Pension Fund Liability

The Pension Fund liability is calculated triennially by the appointed actuary with
annual updates in the intervening years. The methodology follows generally agreed
guidelines and is in accordance with IAS19. These assumptions are summarised at
Appendix A. This applies particularly to the estimation of the net liability to pay
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pensions, which depends upon a number of complex judgements relating to the
discount rate used, the rate at which salaries are projected to increase, changes in
retirement ages, mortality rates and expected returns on pension fund assets. The
Council’s actuaries are engaged to provide the Fund with expert advice about the
assumptions to be applied.

Private Equity Investments

The financial statements also contain figures that are based on assumptions made
by our Private Equity managers. Estimates are made considering historical
experience, current trends, and other relevant factors. The items in the Net Assets
Statement at 31 March 2023 for which there is a risk of material adjustment during
the financial year is as follows:

Item

Uncertainties

Effect of actual results differ
from assumptions.

Private Debt

Private debt investments are valued
at fair value in accordance with
British Venture Capital Association
guidelines. These investments are
not publicly listed and as such there
is a degree of estimation involved in
the valuation.

Private debt investments are
valued at £65.150m (£52.510m:
2021/22) in the financial
statements. There is a risk that
this investment may be under or
overstated in the accounts.

Infrastructure

The Pension Fund contains
investments in infrastructure funds.
that are classified within the
financial statements as level 3
investments. The final realised
value of those funds may differ
slightly from the valuations
presented in the accounts as
detailed in note 14a.

The value of these investments
are £63.405.726m (£54.726m:
2021/22).

EVENTS AFTER THE NET ASSET STATEMENT DATE

Management have reviewed and can confirm that there are no significant events
occurring after the reporting period.
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Note 6 — Contributions Receivable

Employees contributions are calculated on a sliding scale based on a
percentage of their gross pay. The Council’'s scheduled and admitted bodies
are required to make contributions determined by the Fund’s actuary to
maintain the solvency of the Fund. The table below shows a breakdown of
the total amount of employers’ and employees’ contributions:

By Category 22201({52 -
Employees' normal contributions (12,106) (14,022)
Employer's contributions:

Normal contributions (29,504) (31,468)
Deficit recovery contributions (2,080) (1,022)
Augmentation contributions (553) (627)
Total employers’ contributions (32,137) (33,117)
Total contributions receivable (44,243) (47,139)
By type of Employer 22.2010/32 -
Administering Authority (33,448) (35,705)
Scheduled bodies (10,261) (10,964)
Admitted bodies (534) (470)
Total (44,243) (47,139)

Note 6a — Transfers in from other Pension Funds

Catedo 2021/22
gory £'000

Individual transfers (6,121) (4,733)
Bulk Transfers - (4,400)
Total (6,121) (9,133)

Note 7 — benefits payable

The table below shows a breakdown of the total amount of benefits payable
by category and by employer:
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2021/22
By Category £000 -
Pensions 42,822 44,486
Commutation and lump sum retirement benefits 7,168 6,795
Lump sum death benefits 1,474 867
Total 51,464 52,148
2021/22
By type of Employer £'000 -
Administering Authority 47,041 47,474
Scheduled Bodies 4,096 4,222
Admitted Bodies 327 452
Total 51,464 52,148

Note 7a — payments to and on account of leavers

2021/22
By Type £'000 -

Refunds to members leaving service 141 494
Individual transfers 4,165 5,416
Total 4,306 5,910

Note 8 — management Expenses

The table below shows a breakdown of the management expenses incurred
during the year.

2021/22
Category oo | Ceano |

Administrative costs 1,465 1,577
Investment management expenses 3,322 3,578
Oversight and Governance costs 399 401
Total 5,186 5,556

Investment management expenses are further analysed below in line with the
CIPFA guidance on Accounting for Management Expenses in the LGPS.
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Management fees 2,871 3,121
Performance fees 28 27
Custody fees 126 141
Transaction fees 297 289
Total 3,322 3,578

Note 9 — INVESTMENT INCOME

£'000
Fixed interest securities 13,798 14,131
Equity dividends 1 1
Pooled investments 10,932 11,566
Interest and cash deposits 18 303
Investment income 24,749 26,001
Other income 2 (3)
Total before taxes 24,751 25,998
Taxes on income (6) -
Total 24,745 25,998
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Note 10 — Investments

The table shows the analysis of investments held by the Fund as at 31 March

2023:

Market Value
31 March 2022

Investment Assets £'000

Bonds 352,223 301,245
Equities 6 -
Pooled Funds

Fixed Income Unit Trusts 10,766 10,743
Infrastructure Funds 54,726 63,405
Global Equity 902,865 875,128
Sub total 968,357 949,276
Other Investments

Pooled Property Investments 136,588 111,948
Private Debt 52,510 65,150
Sub total 189,098 177,098
Cash Deposits 27,483 28,716
Investment Income Due 5,291 6,037
Amounts Receivable for Sales 64 -
Sub total 32,838 34,753
Total Investment Assets 1,542,522 1,462,372
Investment liabilities

Amounts payable for purchases (2,780) (314)
Total investment assets 1,539,742 1,462,058

Note 11 — Reconciliation in movement in investments

Bonds 352,223 44,289 (42,196) (53,071) 301,245
Equities 6 - (6) - -
Pooled Investments 968,357 5,633 (10,080) (14,634) 949,276
Pooled Property
Investments 136,588 3,170 - (27,810) 111,948
Private Debt 52,510 12,462 (1,271) 1,449 65,150
Cash Instruments 18,300 65,352 (68,070) - 15,582
Total 1,527,984 130,906 | (121,623) (94,065) 1,443,201
Investment Cash 9,183 (85) 13,134
Amounts receivable from

64 -
Sales
Investment Income due 5,291 - - - 6,037
Payable for Purchases (2,780) (314)
Net investment assets 1,539,742 (94,150) 1,462,058
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Change
Market in Market
value Purf:hases S_ales market value 31
2021/22 1 April during the | during the value March
2021 £'000 | Y€ £'000 | year £'000 | during 2022
the year £'000
£'000

Bonds 354,740 65,291 (40,486) | (27,322) 352,223
Equities - 6 - - 6
Pooled Investments 852,522 69,834 (20,189) 66,190 968,357
rooled Property 118,663 16 .| 17.909| 136,588
nvestments

Private Equity 40,199 12,864 (1,972) 1,419 52,510
Cash Instruments 69,940 62,506 (114,146) - 18,300
Total 1,436,064 210,517 (176,793) 58,196 | 1,527,984
Investment Cash 7,629 (78) 9,183
Amounts receivable from 65 64
Sales

Investment Income due 4,273 (4) 5,291
Payable for Purchases (2,686) (2,780)
Net investment assets 1,445,345 58,112 | 1,539,742

Note 12 — Investments analysed by Fund Manager

All managers have discretion to buy and sell investments within the limits set by

the Pension Fund Panel and their respective Investment Management
Agreements. Each manager has been appointed with clear strategic benchmarks
which place maximum accountability for performance against that benchmark on

the investment manager.

The Bank of New York Mellon (BNYM) acts as the Fund’s global custodian. They

are responsible for safe custody and settlement of all investment transactions

and collection of income and complete a monthly reconciliation of its own

portfolio valuation to external fund manager reports. The bank account for the

Fund is held with Lloyds Bank.
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Market

Value 31 o
March 2022 | ™
£'000
Investments managed
within the London CIV
Baillie Gifford Global Equity (Active) 255,990 | 17 244206 | 17
Investments managed
outside of the LCIV
Royal London UK Corporate (Active) 358,119 | 23 307,340 | 21
UK corporate (Pooled) 10,766 | 1 10,743 1
BlackRock Global Equities 48,370 | 3 46,528 3
Future World - Global
Legal & General Equities (Passive) 301,093 | 20 296,281 | 20
MSCI World - Global 297,838 | 19 288,533 | 20
Equities (Passive)
. Private Debt (Overseas
Brightwood Pooled) 6,638 | O 7,259 0
: Private Debt (Overseas
Churchill Pooled) 16,756 | 1 23,608 2
Permira Private Debt (UK 20,124 | 2 34283 | 2
Pooled)
Unit Trust (UK Property
Henley Pooled) -1 0 3,153 0
Lothbury UK Property (Pooled) 50,619 | 3 39,490 3
Hermes UK Property (Pooled) 50,408 | 3 45,255 3
Standard Life UK Property (Pooled) 43,918 | 3 34,326 2
Infrastructure (Overseas
JP Morgan Pooled) 54726 | 4 58,379 4
Bereavement Services
Darwin (UK Infrastructure -1 0 5,077 0
Pooled)
Ealing In-house Cash 15,377 | 1 17,595 1
Total outside the pool 1,283,752 | 83 1,217,850 | 83
Total Investments 1,539,742 | 100 1,462,058 | 100

Note 13 — Investments exceeding 5% of Net Assets

The table below shows the Fund’s investments which exceed 5% of net assets of the

Fund. These are all pooled investment vehicles, which are made up of underlying

investments, each of which represent substantially less than 5%.
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2021/22

Investment Market Holding

Value %

£'000
LCIV Global Alpha Growth Fund 255,990 17 244,206 17
Future World Fund 301,093 20 296,281 21
MSCI World Carbon Target Fund 297,838 19 288,533 20
Total 854,921 56 829,020 58

Note 14 — Fair value — basis of valuation

All investments are held at fair value in accordance with the requirements of
the Code and IFRS 13. The valuation bases are set out below. All assets
have been valued using fair value techniques based on the characteristics of
each instrument, with the overall objective of maximising the use of market-
based information. There has been no change in the valuation techniques

used during the year.

Description of Valuation Basis of valuation Observable and Key sensitivities
asset hierarchy unobservable affecting the valuations
inputs provided
Market quoted Level 1 The published bid Not required Not required
investments — market price on the final
equities day of the accounting
period
Bonds - Level 2 Market value based on Current yields Not required
Corporate bonds current yields
and Government
gilts
Cash deposits Level 1 Closing bid value on Not required Not required
and instruments published exchanges
Pooled Level 2 Average of broker Evaluated price Not required
investments - prices feeds
property
Pooled Level 3 Closing bid price where NAV-based Estimated acquisition and
investments — bid and offer prices are pricing set on a disposal costs.
infrastructure published forward pricing
funds Closing single price basis
where single price
published.
Unquoted equities Level 3 Comparable valuation EBITDA multiple Valuations could be
of similar companies in Revenue affected by post balance
accordance with multiple sheet events, changes to

International Private
Equity and Venture
Capital Valuation
Guidelines

Discount for lack
of marketability
Control premium

expected cash flows, or
by any differences
between audited and
unaudited accounts
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The valuation of financial instruments is classified into three levels, according

to the quality and reliability of information used to determine fair values.

Level 1 - where fair values are derived from unadjusted quoted prices in active
markets for identical assets or liabilities (quoted equities, quoted fixed securities,
quoted index linked securities and unit trusts). Listed investments are shown at bid
prices. The bid value of the investment is based on the market quotation of the
relevant stock exchange.

Level 2 - where market prices are not available, for example, where an instrument is
traded in a market that is not considered to be active or where valuation techniques
are used to determine fair value and where these techniques use inputs that are
based significantly on observable market data.

Level 3 — where at least one input that could have a significant effect on the
instrument’s valuation is not based on observable market data. Such instruments
would include unquoted equity investments and hedge fund of funds, the Fund
currently invests in Private Equity and infrastructure, these assets have been valued
at level 3.

The Fund considers that quoted equities and cash are highly liquid and have been
valued at Level 1. Further, pooled investment vehicles and bonds are classified as
Level 2 as these instrument’s valuation are less frequently traded and prices for
underlying assets are derived from independent valuation techniques.

Note 14a — level 3 Assets sensitivity

The fund has considered the current market trends, and also consulted with
independent investment advisors, and has determined that the valuation methods
described above are likely to be accurate to within the following ranges and has
set out below the resulting potential impact on the closing value of investments
held at 31 March 2023.
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As at 31 March 2023

Private Debt 65,150 9.6 71,404 58,896
Infrastructure 63,405 16.0 73,550 53,260
Total 128,555 144,954 | 112,156
As at 31 March 2022

Private Debt 52,510 9.0 57 236 47.784
Infrastructure 54,726 14.6 62,716 46,736
Total 107,236 119,952 94,520

Note 14b: Fair Value Hierarchy

The table below provides an analysis of the financial assets and liabilities of
the Fund grouped into levels 1 to 3, based on the level at which fair value has

been observed:

31 March
2022
With
Quoted Using significant
market observable unobserva
price Level inputs Level ble inputs
1'£'000 2 £'000 Level 3
£'000
Financial Assets
Held at fair value
through profit and 20,988 1,406,226 107,236 28,318 1,299,149 128,555
loss
Financial Liabilities
Designated at fair
value through profit 20,988 1,406,226 107,236 28,318 1,299,149 128,555
and loss
Grand Total 1,534,451 1,456,022

The above analysis excludes the Fund’s current assets and liabilities.



Note 14c: Reconciliation of Fair Value Measurements Within Level 3

Pooled

investments - 52,510 - 12,462 | (1,271) 1,449 - | 65,150
private Debt

Total 52,510 - 12,462 | (1,271) 1,449 - | 65,150
Pooled

investments - 54,726 - - - 3,653 - | 58,379
Infrastructure

Pooled

investments - - - 5,000 - 26 - 5,026
Private Equity

Total 54,726 - 5,000 - 3,679 -| 63,405




Note 14d — Classification of Financial Instruments

31 March 2022
Financial
Assets Financial Financial
held at Assets liabilities
Fair Value held at at
through  Amortised amortised
Profit and cost cost
Loss '£'000 '£'000
'£'000
Bonds 352,223 - - 301,245 - -
Equities 6 - - - - -
Pooled investment
vehicles
Fixed Income Unit Trusts 10,766 10,743
Property 136,588 - - 111,948 - -
Infrastructure Funds 54,726 - - 63,405 - -
Global Equity 902,865 - - 875,128 - -
Private Debt 52,510 - - 65,150 - -
Cash Instruments
Cash deposits 27,483 - - 28,716 - -
Unsettled sales - 64 - - - -
Accrued income - 5,291 - - 6,037 -
Total investment assets 1,537,166 5,355 - 1,456,335 6,037 -
Investment Liabilities
Unsettled Purchases - - (2,780) - - (314)
Net Investment assets 1,537,166 5,355 (2,780) 1,456,335 6,037 (314)
Other financial assets
Contributions Due 7,721 - - 683 -
Cash Balances - 672 - - 10,852 -
Other debtors - 138 - - 867 -
Total Assets 1,537,166 13,886 (2,780) 1,456,335 18,439 (314)
Financial Liabilities
Current Liabilities - - (1,610) - - (1,746)
Sub total 1,537,166 13,886 (4,390) 1,456,335 18,439 (2,060)
Grand Total 1,546,662 1,472,714

*The classification of current liabilities excludes the Fund's liability for PAYE of £510k (2022:
£473k) as this is not classified as a financial instrument.
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15 — NET GAINS AND LOSSES ON FINANCIAL INSTRUMENTS
This table summarises net gains and losses on financial instruments

classified by type of instrument.
2022
£'000
Financial Assets
Held at fair value through profit and loss 58,893 (92,6455
58,893 (92,647)

Financial Liabilities
Held at fair value through profit and loss (4) -
Total 58,889 (92,647)

Note 16 — Nature and extent of risks arising from financial instruments

The Fund’s primary long-term risk is that its assets will fall short of its
liabilities to the extent that it is unable to meet its obligations to members as
they fall due. Therefore, the aim of investment management is to minimise
the risk of an overall reduction in the value of the Fund whilst at the same
time maximising the opportunity for investment income. The Fund achieves
this through:

engaging multiple investment management firms with different strategies,
philosophies, and expertise to manage the various asset in the Fund; setting
each investment manager clear performance benchmarks and incentivising
outperformance against those benchmarks once agreed;

reporting investment performance to the Pension Fund Panel on a quarterly
basis so that Panel Members can review performance, question investment
managers, and seek explanations as necessary; and monitoring investment
performance against independent benchmarks and actual performance
achieved by a peer group of other local authorities.

Responsibility for the Fund’s risk-management strategy rests with the
Pension Fund Panel. Risk management policies are established as part of
the Funding Strategy Statement and the Investment Strategy Statement
which aim to identify and analyse the investment risks faced by the Fund.
These are regularly reviewed in the light of changing market and other
conditions.

Market Risk

Market risk is the risk of loss emanating from general market fluctuations in
equity and commaodity prices or interest and foreign exchange rates. The
Fund is exposed to market risk across all of its investment activities. In
general, excessive volatility in market risk is managed through the
diversification of the portfolio in terms of asset class, geographical and
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industry sectors and by limiting the maximum value of investments in
individual securities. Equity fund managers are appointed on an active
mandate which helps to manage risk by focusing on the performance of
specific investments rather than broad sector movements. The Panel and its
investment advisors undertake regular monitoring of market conditions and
benchmark analysis in order to mitigate market risk.

Price Risk

Price risk represents the risk that the value of a financial instrument will
fluctuate as a result of changes in market prices other than those arising from
interest rate risk or foreign exchange risk, whether those changes are caused
by factors specific to the individual instrument or its issuer or by factors
affecting all similar instruments in the market.

The Fund is exposed to direct share price risk because all of its investments
other than cash holdings are traded on open markets where the future price
is uncertain. The Fund is also exposed to direct price risk arising from
unquoted equities held as part of its equity pooled holdings. All such
securities represent a potential risk of loss of capital, with the maximum risk
determined by the fair value of each financial instrument. The Fund’s
investment managers aim to mitigate this price risk through diversification in
the selection of securities and other financial instruments.

The following table demonstrates the change in the net assets available to
pay benefits if the market price had increased or decreased by 12.4%
(2022:12.8%). The Fund believes that 12.4% is consistent with the level of
sensitivity that should be applied. The analysis excludes cash, debtors,
creditors, and non-equity investment balances as these financial instruments
are not subject to price risk:

As at 31 March 2023 1,050,481 1,180,741 920,221
As at 31 March 2022 1,094,179 1,234,234 954,124

Interest Rate Risk

The Fund invests in financial assets for the primary purpose of obtaining a
return in terms of both investment income and increased capital value. Cash
based deposits and investments in fixed interest are subject to interest rate
risks, which represent the risk that the fair value or future cash flows of a
financial instruments will fluctuate because of changes in market interest
rates. The Pension Fund Panel and its investment advisors regularly monitor
the Fund'’s interest rate risk exposure during the year.
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The table below demonstrates the change in value of these assets had the
interest rate increased or decreased by 7.5% (2022:7.2%). It should be noted
that an increase in the interest rates results in a decrease in the value of the
portfolio and vice versa.

As at 31 March 2023 405,854 375,415 436,293

As at 31 March 2022 442,982 411,088 474,877

Currency Risk

Currency risk represents the risk that the fair value of future cash flows of a
financial instrument will fluctuate because of changes in foreign exchange
rates. The Fund is exposed to currency risk on financial instruments that are
denominated in any currency other than Sterling but diversifies this risk by
investing in securities in multiple currencies. Management recognises that a
strengthening or weakening of the pound against the various currencies in
which the Fund holds investments would increase or decrease the net assets
available to pay benefits accordingly.

The Fund does not hedge against currency risk on a long-term basis, as the
movements in foreign exchange rates can lead to losses as well as gains.
Overseas equities, some fixed interest securities, cash in foreign currencies,
and some elements of the pooled investment vehicles are exposed to
currency risk.

The following table demonstrates the change in value of these assets had
there been a 9.9% (2022: 9.5%) strengthening/weakening of the pound
against foreign currencies:

As at 31 March 2023 969,400 1,065,371 873,430
As at 31 March 2022 980,985 1,074,178 778,269
Credit Risk

Credit risk represents the risk that the counterparty to a transaction or a
financial instrument will fail to discharge an obligation and cause the Fund to
incur a financial loss. The market values of investments generally reflect an
assessment of credit in their pricing and consequently the risk of loss is
implicitly provided for in the carrying value of the Fund’s financial assets and
liabilities. The selection of high-quality fund managers, counterparties,



brokers, and financial institutions minimises credit risk that may occur
through the failure to settle a transaction in a timely manner. The Fund sets
both maximum investment limits and minimum credit rating limits.

There is a risk that some admitted bodies may not honour their pension
obligations with the result that any ensuing deficit might fall upon the Fund.
To mitigate this risk, the Fund regularly monitors the state of its admitted
bodies and bond agreements are in place for scheme employers to ensure
liabilities would be met in the event of an employer being dissolved, wound
up, liquidated, or otherwise ceasing to exist.

The Fund has no financial assets past their due date as at 31 March 2022
and has not identified any events or conditions to date that would suggest
that any impairment or provision in respect of credit risk is required.

The Fund has also set limits as to the maximum sum placed on deposit with
individual financial institutions. In addition, the pension fund invests an
agreed percentage of its funds in the money markets to provide
diversification. The investment credit exposure can be summarised in the
table below:

Bank Current Accounts
Lloyds Bank A+ 672 10,852
Money Market Funds

BNY Mellon Goldman Sachs

MME AAA 18,300 15,582
Total 18,972 26,434
Liquidity Risk

Liquidity risk represents the risk that the Fund will not be able to meet its
financial obligations as they fall due. The Pension Fund Panel monitors cash
flows and takes steps to ensure that there are adequate cash resources to
meet its commitments. The Fund has immediate access to its cash holdings,
and all of its investments can be liquidated within a matter of days if required.
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Note 17 — Current Assets

31 March
Item 2022
Debtors:
Contributions due - employers 6,635 510
Contributions due - employees 1,086 174
Sundry debtors 138 867
Sub total 7,859 1,551
Cash balances - Lloyds Bank 672 10,852
Total 8,531 12,403
2022
£'000
Analysis of Debtors
Central government bodies 421 467
Local authorities 7,139 828
Other entities and individuals 299 256
Total 7,859 1,551
Note 18 — Current Liabilities
31 March
£'000
Unpaid benefits (100) (78)
Sundry creditors and accrued expenses (1,983) (2,178)
Total (2,083) (2,256)
31 March
Analysis of Current Liabilities 2022
Central government bodies (516) (510)
Local authorities (1,140) (1,380)
Other entities and individuals (427) (366)
Total (2,083) (2,256)

Note 19 — Additional Voluntary Contributions

The Pension Fund’s Additional Voluntary Contributions (AVC) providers are
Scottish Widows and Equitable Life Assurance Society. The table below
shows information about these separately invested AVCs. The AVC providers
secure benefits on a money purchase basis for those members electing to
pay AVCs. Members of the AVC schemes each receive an annual statement
confirming the amounts held in their account and the movements in the year.



Market
Contributions Value Provider
2021/22 2021/22
£'000 £'000
Scottish Widows (as at 31 March
56 610 2023) 58 605
- 260 | Utmost (as at 31 October 2022) 96 206
56 870 | Total 154 811

Note 20 — Related Party Transactions

The Fund is administered by the London borough of Ealing (the Council). In
2022/23, the Council charged the pension fund £1.0m for expenses incurred
in administering the Fund (2022: £1.0m). Through its administration of the
fund, the council has a related party interest with the Pension Fund.

The creditor balance due to the Council at year end was £197.5k at 31 March
2023 (2022: £1.1m).

Note 21 — Key Management Personnel Remuneration

The key management personnel of the Pension Fund are the Members of the
Pension Fund Panel and Pension Board, as detailed in the Pensions Fund
annual report for 2022/23. There was a £1k (2022: £1k) remuneration for the
Pension Board Chair. No remuneration is paid to other Members in relation to
their duties.

Note 22 — Contingent Liabilities and Contractual Commitments

The total capital commitments as at 31 March 2023 were £38.2m (2022:
£12.1m). These commitments relate to outstanding call payments due on the
Private Debt and Secure Income Property portfolios. The amounts called by
these funds are irregular in both size and timing over a period of between
four and six years from the date of each original commitment. The Fund has
no other material contingent assets or liabilities as at 31 March 2023.

NOTE 23 - Goodwin, Brewster and Langford judgments

There are other recent rulings that can in theory have an impact on the
LGPS, all of which relate to dependants’ benefits. In each case, the impact is
expected to be very small, if anything. The Fund’s Actuaries sample analysis
on the most significant of the ruling (Goodwin) suggests a cost less well
under 0.1% of liabilities on average. In addition, there will be significant
difficulties in getting some or all of the relevant data. Therefore, the decision
is to make no adjustment adjustments in respect of these rulings.
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ACTUARY STATEMENT APPENDIX B
LONDON BOROUGH OF EALING PENSION FUND

ACCOUNTS FOR THE YEAR ENDED 31 MARCH 2023 - STATEMENT
BY THE CONSULTING ACTUARY

This statement has been provided to meet the requirements under Regulation
57(1)(d) of The Local Government Pension Scheme Regulations 2013.

An actuarial valuation of the London borough of Ealing Pension Fund was carried
out as at 31 March 2022 to determine the contribution rates with effect from 1 April
2023 to 31 March 2026.

On the basis of the assumptions adopted, the Fund’s assets of £1,546 million
represented 96% of the Fund’s past service liabilities of £1,617 million (the
“Solvency Funding Target”) at the valuation date. The deficit at the valuation was
therefore £71 million.

2,000 £1,617m

£1,546m

(em) 96%
1,000 Funded

£71m

Assets Liabilities Deficit

The valuation also showed that a Primary contribution rate of 18.6% of
pensionable pay per annum was required from employers. The Primary rate is
calculated as being sufficient, together with contributions paid by members, to
meet all liabilities arising in respect of service after the valuation date.

The funding objective as set out in the FSS is to achieve and maintain a solvency
funding level of 100% of liabilities (the solvency funding target). In line with the
FSS, where a shortfall exists at the effective date of the valuation a deficit
recovery plan will be put in place which requires additional contributions to correct
the shortfall. Equally, where there is a surplus, it may be appropriate to offset this
against contributions for future service, in which case contribution reductions will
be put in place to allow for this.

The FSS sets out the process for determining the recovery plan in respect of each
employer. At the 2022 actuarial valuation the average recovery period adopted for
employers in deficit was 11 years (12 years for employers in surplus). The total
recovery payment (the “Secondary rate”) for 2023/26 was, on average, an addition
of approximately £7m per annum (which allows for the contribution plans which
have been set for individual employers under the provisions of the FSS), although
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this varies year on year. Further details regarding the results of the valuation are
contained in the formal report on the actuarial valuation dated March 2023.

In practice, each individual employer’s position is assessed separately, and the
contributions required are set out in the report. In addition to the certified
contribution rates, payments to cover additional liabilities arising from early
retirements (other than ill-health retirements) will be made to the Fund by the
employers.

The funding plan adopted in assessing the contributions for each individual
employer is in accordance with the Funding Strategy Statement (FSS). Any
different approaches adopted, e.g. regarding the implementation of contribution
increases and deficit recovery periods, are as determined through the FSS
consultation process.

The valuation was carried out using the projected unit actuarial method. Full yield
curves were used in calculating the liabilities and the approximate single
equivalent rates for the main actuarial assumptions used for assessing the
Solvency Funding Target and the Primary rate of contribution, were as follows:

For past service For future service
liabilities liabilities (Primary

(Solvency rate of
Funding Target) contribution)

Rate of return on investments 4.45% per annum  5.10% per annum
(discount rate)

Rate of pay increases (long term)  4.35% perannum  4.35% per annum

Rate of increases in pensions 3.10% perannum  3.10% per annum
in payment (in excess of GMP)

The assets were assessed at market value.

The next triennial actuarial valuation of the Fund is due as at 31 March 2025.
Based on the results of this valuation, the contribution rates payable by the
individual employers will be revised with effect from 1 April 2026.

Actuarial Present Value of Promised Retirement Benefits for the Purposes of IAS
26

IAS 26 requires the present value of the Fund’s promised retirement benefits to be
disclosed, and for this purpose the actuarial assumptions and methodology used
should be based on IAS 19 rather than the assumptions and methodology used for
funding purposes.

To assess the value of the benefits on this basis, we have used the following

financial assumptions as at 31 March 2023 (the 31 March 2022 assumptions are
included for comparison):
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31 March 2022 31 March 2023

Rate of return on investments 2.80% per 4.80% per annum
(discount rate) annum
Rate of CPI Inflation / CARE 3.40% per 2.70% per annum
benefit revaluation annum
Rate of pay increases 4.65% per 3.95% per annum
annum*
Increases on pensions (in 3.50% per 2.80% per annum
excess of annum

GMP) / Deferred revaluation

*This is the long-term assumption. An allowance corresponding to that made at the 2019 formal
actuarial valuation for short-term public sector pay restraint was also included.

The demographic assumptions are the same as those used for funding purposes:

e the start of period assumptions are based on the 2019 actuarial valuation
assumptions (but updated to the 2021 CMI future improvement tables)

e the end of period assumptions are based on the updated assumption
adopted for the 2022 actuarial valuation, with a long-term rate of life
expectancy improvement of 1.5% p.a.

Full details of the demographic assumptions are set out in the formal reports to the
respective valuations.

The movement in the value of the Fund’s promised retirement benefits for IAS 26
is as follows:

Start of period liabilities £2,219m

Interest on liabilities £62m
Net benefits accrued/paid over the period* £47m

Actuarial (gains)/losses (see below) (£708m)

*this includes any increase in liabilities arising as a result of early retirements

Key factors leading to the actuarial gains above are:

e Change in financial assumptions: Corporate bond yields increased
significantly over the year, with a corresponding increase in discount rate to
4.8% p.a. from 2.8% p.a. In addition, there has been a reduction in long-
term assumed CPI to 2.7% p.a. from 3.4% p.a. In combination, these factors
lead to a significant reduction in liabilities.

e Change in demographic assumptions: As noted above, the assumptions
have been updated to reflect the 2022 actuarial valuation assumptions. This
acts to reduce the liabilities.

¢ Pension increases / high short-term inflation: The figures allow for the
impact of the April 2023 pension increase of 10.1%, along with the high
levels of CPI since September 2022 (which will feed into the 2024 pension
increase). As current inflation is higher than the long-term assumption, this
increases the liabilities.



e 2022 actuarial valuation: The year-end liabilities allow for the final 2022
valuation results, and so will allow for the difference between the
assumptions and actual member experience over 2019/22. This will include
factors such as the impact of actual pay increases awarded, actual rates of
ill-health retirement, etc.

Michelle Doman Clive Lewis
Fellow of the Institute and Fellow of the Institute and
Faculty of Actuaries Faculty of Actuaries

Mercer Limited
May 2023
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FUNDING STRATEGY STATEMENT (FSS) APPENDIX C

The information enclosed in this statement and the accompanying policies have a
financial and operational impact on all participating employers in the London
borough of Ealing Pension Fund. It is imperative that all existing and potential
employers are aware of the details set out herein.

March 2023

London borough of Ealing (the Administering Authority) have prepared this
Funding Strategy Statement to set out the funding strategy for the London
borough of Ealing Pension Fund (the “Fund”), in accordance with Regulation 58 of
the Local Government Pension Scheme Regulations 2013 (as amended) and
guidance issued by the Chartered Institute of Public Finance and Accountancy
(CIPFA).
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1. Guide to the FSS and Policies

The information required by overarching guidance and Regulations is included in
Section 2 and Section 3 of the Funding Strategy Statement. This document also
sets out the Fund'’s policies in the following key areas:

Actuarial Method and Assumptions (Supplement 1)

The actuarial assumptions used for assessing the funding position of the Fund and
the individual employers, known as the “Primary” contribution rate, and any
contribution variations due to underlying surpluses or deficits, known as the
“Secondary” rate, together with other factors that may impact an employer’s
contribution outcomes.

Deficit Recovery and Surplus Offset Plans (Supplement 2)

The key principles when considering deficit recovery and surplus offset plans as
part of the valuation.

Employer Types and Admission Policy, (Supplement 3)

Various types of employers are permitted to join the LGPS under certain
circumstances. The conditions upon which their entry to the Fund is based and the
approach taken.

Termination Policy and Flexibility for Exit Payments (Supplement 4)

When an employer ceases to participate within the Fund, it becomes an exiting
employer under the Regulations. The Fund is then required to obtain an actuarial
valuation of that employer’s liabilities in respect of the benefits of the exiting
employer’s former employees along with a termination contribution certificate
showing any exit debt or exit credit, due from or to the exiting employer.

New Academy Conversions and Multi-Academy Trusts (Supplement 5)

When an LEA school converts to academy status, it is given the opportunity to
continue to pool with the Council for the purpose of setting contribution rates or to
be treated as a standalone employer. In addition, current Fund policy regarding
the treatment of local authority-maintained schools when converting to academy
status is for the new academy to inherit the school’s share of the historic local
authority deficit at the point of its conversion. Further details on this (including the
statement to be signed by the academy should it wish to be pooled on conversion)
and also the Fund’s policy for Multi-Academy Trusts.

lll Health Insurance Arrangements (Supplement 6)

The Fund has implemented a captive insurance arrangement which pools the risks
associated with ill health retirement costs for employers whose financial position
could be materially affected by ill health retirement of one of their members. The
captive arrangement is reflected in the employer contribution rates (including on
termination) for the eligible employers.

Glossary (Supplement 7)

A glossary of the key terms used throughout is available at the end of this
document.
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2. Background

Ensuring that the London borough of Ealing Pension Fund (the “Fund”) has
sufficient assets to meet its pension liabilities in the long-term is the fiduciary
responsibility of the Administering Authority (London borough of Ealing). The
Funding Strategy adopted by the London borough of Ealing Pension Fund will
therefore be critical in achieving this. The Administering Authority has taken advice
from the actuary in preparing this Statement.

The purpose of this Funding Strategy Statement (“FSS”) is to set out a clear and
transparent funding strategy that will identify how each Fund employer’s pension
liabilities are to be met going forward.

The details contained in this Funding Strategy Statement will have a financial and
operational impact on all participating employers in the London Borough of Ealing
Pension Fund.

It is imperative therefore that each existing or potential employer is aware of the
details contained in this statement.

Given this, and in accordance with governing legislation, all interested parties
connected with the London borough of Ealing Pension Fund have been consulted
and given opportunity to comment prior to this Funding Strategy Statement being
finalised and adopted. This statement takes into consideration all comments and
feedback received.

Integrated Risk Management Strategy

The funding strategy set out in this document has been developed alongside the
Fund’s investment strategy on an integrated basis considering the overall financial
and demographic risks inherent in the Fund to meet the objective for all employers
over different periods. The funding strategy includes appropriate margins to allow
for the possibility of adverse events (e.g. material reduction in investment returns,
economic downturn, and higher inflation outlook) leading to a worsening of the
funding position which would result in greater volatility of contribution rates at
future valuations if these margins were not included. This prudence is required by
the Regulations and guidance issued by professional bodies and Government
agencies to assist the Fund in meeting its primary solvency and long-term cost
efficiency objectives. Individual employer results will also have regard to their
covenant strength, where deemed appropriate by the Administering Authority.

The Regulations

The Local Government Pension Scheme Regulations 2013 (“the 2013
Regulations”), the Local Government Pension Scheme (Transitional Provisions,
Savings and Amendment) Regulations 2014 (“the 2014 Transitional Regulations”)
and The Local Government Pension Scheme (Management and Investment of
Funds) Regulations 2016 (all as amended) (collectively; “the Regulations”) provide
the statutory framework from which the Administering Authority is required to
prepare a Funding Strategy Statement (FSS).
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The Solvency Objective

The Administering Authority’s long-term objective is for the Fund to achieve a
100% solvency level over a reasonable time period. Contributions are set in
relation to this objective which means that once 100% solvency is achieved, if
assumptions are borne out in practice, there would be sufficient assets to pay all
benefits earned up to the valuation date as they fall due.

However, because financial and market conditions/outlook change between
valuations, the assumptions used at one valuation may need to be amended at
the next in order to meet the Fund’s objective. This in turn means that
contributions will be subject to change from one valuation to another. This
objective translates to an employer specific level when setting individual
contribution rates, so each employer has the same fundamental objective in
relation to their liabilities.

The general principle adopted by the Fund is that the assumptions used, taken
as a whole, will be chosen with sufficient prudence for this objective to be
reasonably achieved in the long term at each valuation.

Long Term Cost Efficiency

Each employer’s contributions are set at such a level to achieve full solvency in a
reasonable timeframe. Solvency is defined as a level where the Fund’s liabilities i.e.
benefit payments can be reasonably met as they arise. Employer contributions are
also set in order to achieve long term cost efficiency. Long term cost-efficiency
implies that contributions must not be set at a level that is likely to give rise to
additional costs in the future. For example, deferring costs to the future would be
likely to result in those costs being greater overall than if they were provided for at
the appropriate time. Equally, the FSS must have regard to the desirability of
maintaining as nearly constant a primary rate of contribution as possible.

When formulating the funding strategy, the Administering Authority has considered
these key objectives and also considered the implications of the requirements
under Section 13(4)(c) of the Public Service Pensions Act 2013. As part of these
requirements the Government Actuary’s Department (GAD) must, following an
actuarial valuation, report on whether the rate of employer contributions to the
Fund is set at an appropriate level to ensure the “solvency” of the pension fund
and “long term cost efficiency" of the Local Government Pension Scheme (the
“‘LGPS”) so far as relating to the Fund.

Employer Contributions

The required levels of employee contributions are specified in the Regulations.
Employer contributions are determined in accordance with the Regulations which
require that an actuarial valuation is completed every three years by the actuary,
including a rates and adjustments certificate specifying the “primary” and
“secondary” rate of the employer’s contribution.
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3. Key Funding Principles

Purpose of the FSS

Funding is making advance provision to meet the cost of pension and other
benefit promises. Decisions taken on the funding approach therefore determine
the pace at which this advance provision is made. Although the Regulations
specify the fundamental principles on which funding contributions should be
assessed, implementation of the funding strategy is the responsibility of the
Administering Authority, acting on the professional advice provided by the actuary.

The purpose of this Funding Strategy Statement is therefore:

¢ to establish a clear and transparent fund-specific strategy which will identify

how employers’ pension liabilities are best met going forward by taking a
prudent longer-term view of funding those liabilities;

rate of contribution as possible.

¢ to establish contributions at a level to “secure the solvency” of the pension
fund and the “long term cost efficiency”,

¢ to have regard to the desirability of maintaining as nearly constant a primary

The intention is for this strategy to be both cohesive and comprehensive for the
Fund as a whole, recognising that there will be conflicting objectives which need to
be balanced and reconciled. Whilst the position of individual employers must be
reflected in the statement, it must remain a single strategy for the Administering
Authority to implement and maintain.

The aims of the fund are to:

manage employers’ liabilities
effectively and ensure that sufficient
resources are available to meet all
liabilities as they fall due.

enable employer contribution rates
to be kept at a reasonable and
affordable cost to the taxpayers,
scheduled, resolution and admitted
bodies, while achieving and
maintaining fund solvency and long-
term cost efficiency, which should be
assessed in light of the profile of the
Fund now and in the future due to
sector changes.

maximise the returns from
investments within reasonable risk
parameters considering the above
aims.

Responsibilities of the key parties
The efficient and effective management of the Fund can only be achieved if all
parties exercise their statutory duties and responsibilities conscientiously and
diligently. The key parties for the purposes of the FSS are the Administering
Authority (and, in particular the Pensions Sub-Committee), the individual
employers and the Fund Actuary and details of their roles are set out below. Other
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respect of
values and

receive monies in
contributions, transfer
investment income, and

pay out monies in respect of Fund
benefits, transfer values, costs,
charges and expenses as defined in
the Regulations.



parties required to play their part in the fund management process are bankers,
custodians, investment managers, auditors and legal, investment and governance
advisors, along with the Local Pensions Board created under the Public Service
Pensions Act 2013.

Key parties to the FSS

The Administering Authority should:

operate the pension fund

collect employer and employee
contributions, investment income and
other amounts due to the pension fund
as stipulated in the Regulations.

pay from the pension fund the relevant
entitlements as stipulated in the
Regulations.

invest surplus monies in accordance
the Regulations.

ensure that cash is available to meet
liabilities as and when they fall due.

take measures as set out in the
Regulations to safeguard the fund
against the consequences of employer
default.

manage the valuation process in
consultation with the Fund’s actuary.

prepare and maintain a FSS and an
Investment Strategy Statement (“ISS),
both after proper consultation with
interested parties, and

monitor all aspects of the Fund’s
performance and funding, amending
the FSS/ISS as necessary.

effectively manage any potential
conflicts of interest arising from its dual
role as both fund administrator and a
scheme employer, and

establish, support and monitor a Local
Pension Board (LPB) as required by
the Public Service Pensions Act 2013,
the Regulations and the Pensions
Regulator’s relevant Code of Practice.
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The Individual Employer should:

deduct contributions from employees’ pay
correctly after determining the appropriate
employee contribution rate (in accordance
with the Regulations

pay all contributions, including their own, as
determined by the actuary, promptly by the
due date.

duties in
Pension

undertake  administration
accordance with the
Administration Strategy.

develop a policy on certain discretions and
exercise those discretions as permitted
within the regulatory framework.

make additional contributions in
accordance with agreed arrangements in
respect of, for example, augmentation of
Fund benefits, early retirement strain, and

have regard to the Pensions Regulator’s
focus on data quality and comply with any
requirement set by the Administering
Authority in this context, and

notify the Administering Authority promptly
of any changes to membership which may
affect future funding.

understand the pension impacts of any
changes to their organisational structure
and service delivery model.

understand that the quality of the data
provided to the Fund will directly impact on
the assessment of the liabilities and
contributions. In particular, any deficiencies
in the data would normally result in the
employer paying higher contributions than
otherwise would be the case if the data was
of high quality.



The Fund Actuary should:

prepare valuations including the
setting of employers’ contribution
rates at a level to ensure fund
solvency after agreeing
assumptions with the
Administering Authority and having
regard to its FSS and the
Regulations.

prepare advice and calculations in
connection with bulk transfers and
individual benefit-related matters
such as such as pension strain
costs, ill health retirement costs
etc.

provide advice and valuations on
the termination of admission
agreements.

provide advice to the Administering
Authority on bonds and other forms
of security against the financial
effect on the Fund of employer
default.

assist the Administering Authority
in assessing whether employer
contributions need to be revised
between valuations as required by
the Regulations.

advise the Administering Authority
on the funding strategy, the
preparation of the FSS and the
inter-relationship between the FSS
and the ISS, and

ensure the Administering Authority
is aware of any professional
guidance or other professional
requirements which may be of
relevance to the Fund Actuary’s
role in advising the Fund.

Solvency Funding Target

A Guarantor should:

notify the Administering Authority
promptly of any changes to its
guarantee status, as this may impact
on the treatment of the employer in the
valuation process or upon termination.

provide details of the agreement, and
any changes to the agreement,

between the employer and the
guarantor to ensure appropriate
treatment is applied to any

calculations.

be aware of all guarantees that are
currently in place.

work with the Fund and the employer
in the context of the guarantee

receive relevant information on the
employer and their funding position in
order to fulfil its obligations as a
guarantor.

Securing the “solvency” and “long term cost efficiency” is a regulatory requirement.
To meet these requirements, the Administering Authority’s long term funding
objective is for the Fund to achieve and then maintain sufficient assets to cover
100% of projected accrued liabilities (the “funding target”) assessed on an ongoing
past service basis including allowance for projected final pay where appropriate. In
the long term, an employer’s total contribution rate would ultimately revert to its
Primary rate of contribution.

77



Each employer’s contributions are set at such a level to achieve long-term cost
efficiency and full solvency in a reasonable timeframe.

The results of the 2022 valuation show the liabilities to be 96% covered by the
assets, with the funding deficit of £71m being covered by future deficit
contributions.

Link to Investment Policy and the Investment Strategy Statement (ISS)

In assessing the value of the Fund'’s liabilities in the valuation, allowance has been
made for growth asset out-performance as described below, considering the
investment strategy adopted by the Fund, as set out in the ISS.

The overall strategic asset allocation is set out in the ISS. The current strategy is
included below.

Infrastructure .~ Otrategic Allocation

Private Debt
5%

5%

UK Commercial Property
10%

Global Equities

UK Corporate 55%

Bonds
25%

The investment strategy set out above and individual return expectations on those
asset classes equate to an overall best estimate average expected return of 2.7%
per annum in excess of CPI inflation as at 31 March 2022 i.e. a 50/50 chance of
achieving this real return. For the purposes of setting a funding strategy however,
the Administering Authority believes that it is appropriate to take a margin for
prudence on these return expectations (see further comment in Appendix A).

Risk Management Strategy

In the context of managing various aspects of the Fund’s financial risks, the
Administering Authority will consider implementing investment risk management
techniques where appropriate. Further details will be set out in the ISS.

Climate Change

An important part of the risk analysis underpinning the funding strategy will be to
identify the impact of climate change transition risk (shorter term) and physical
risks (longer term) on the potential funding outcomes. In terms of the current
valuation an analysis of different climate change scenarios at the Whole Fund
level relative to the baseline position assuming that the funding assumptions are
played out on a best estimate basis.
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The projections are meant to illustrate the different elements of risk under two
climate change scenarios based on the current strategic allocation. The scenarios
are not meant to be predictors of what may happen and are only a small subset of
a very wide range of scenarios that could arise depending on the global actions
taken in relation to climate change. The actions taken by the Fund in relation to
making its asset portfolio more sustainable will be set out in the separate
Taskforce for Climate Change (TCFD) reports. This will include analysis of the
asset portfolio adopting the same (or similar) scenarios.

The analysis considers a projection of the funding levels under the scenarios
considered which are designed to illustrate the transition and physical risks over
different periods depending on what actions are taken globally on climate change.

The key metrics are the relative impact on the funding level over the different time
periods as this illustrates the impact of climate related market shocks on the
funding plan. Whilst these scenarios are only two out of a considerable range of
potential outcomes, it shows that climate change can have far reaching effects on
the Fund.

The Actuary applies a nuanced approach to understand what is/is not priced into
the markets in terms of transition and physical risks. They include assumptions
about what is currently priced into markets, and later price in shocks when the
markets account for future impacts (both physical and transition impacts). The two
climate shock scenarios considered are:

1. Rapid Transition - there is a sudden divestment across multiple securities in 2025
to align portfolios to the Paris Agreement goals, this will have disruptive effects on
financial markets with sudden repricing followed by stranded assets and a
sentiment shock. Average temperature increase stabilises at 1.5°C around 2050.
In relative terms to the best estimate basis at the valuation date, this could have a
slightly detrimental impact on the funding level of around 5% after 5 years as the
larger transition risks manifest. However, whilst the rapid transition sees a world
that has a major shock in the early years there is then a period of recovery in the
following years, with reduced physical damages in the long term. The projection
then follows the baseline as the time period spans out towards 20 years and

beyond although does not fully recover.

2. Failed Transition - The world fails to meet the Paris Agreement goals and global
warming reaches 4.3°C above pre-industrial levels by 2100. Physical climate
impacts cause large reductions in economic productivity and increasing impacts
from extreme weather events. In relative terms this could lead to a marginal
increase in the funding level of 1% after 5 years which reflects the lower impact
from transition risks (versus the market pricing) and a hugely detrimental impact
of 19% after 20 years which shows the material consequences of the physical

risks from the significant temperature increases as time progresses.

The actuarial assumptions (versus the best estimate) include a level of prudence
which implicitly allows for the climate risk and other risks to support future
contribution stability and the Actuary has concluded that the level of prudence is
currently sufficient. However, any climate related impacts will potentially put
significant stress on the funding plan, especially when taken into account with
other risk factors so needs to be monitored over time. Other risks (e.g. longevity)
will also be considered in future analysis but are expected to have a much lower
impact than the financial market impacts. The expected impact on asset returns
under different scenarios and timeframes will be shown in more detail in the
separate TCFD reports.
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Identification of Risks and Counter- Measures

The funding of defined benefits is by its nature uncertain. Funding of the Fund is
based on both financial and demographic assumptions. These assumptions are

specified in the actuarial valuation report. When actual experience is not in line
with the assumptions adopted a surplus or shortfall will emerge at the next
actuarial assessment and will require a subsequent contribution adjustment to

bring the funding back into line with the target.

The Administering Authority has been advised by the Fund Actuary that the
greatest risk to the funding level is the investment risk inherent in the
predominantly equity-based strategy, so that actual asset out-performance
between successive valuations could diverge significantly from that assumed in
the long term. The Actuary’s formal valuation report includes quantification of
some of the major risk factors.

Financial
The financial risks are as follows: -

Investment markets fail to perform in line
with expectations.

Protection and risk management
policies fail to perform in line with
expectations.

Market outlook moves at variance with
assumptions.

Investment Fund Managers fail to
achieve performance targets over the
longer term

Demographic
The demographic risks are as follows: -

Future changes in life expectancy
(longevity) that cannot be predicted with
any certainty. Increasing longevity is
something which government policies,
both national and local, are designed to
promote. It does, however, potentially
result in a greater liability for pension
funds.

Potential strains from ill health
retirements, over and above what is
allowed for in the valuation assumptions
for employers

e Asset re-allocations in volatile markets e Unanticipated acceleration of the
may lock in past losses. maturing of the Fund resulting in
materially negative cashflows and

e Pay and price inflation significantly more shortening of liability durations. The
than anticipated. Administering Authority regularly

Future underperformance arising as a
result of participating in the larger asset
pooling vehicle

An employer ceasing to exist without
prior notification, resulting in a large exit
credit requirement from the Fund
impacting on cashflow requirements.

Any increase in employer contribution rates
(as a result of these risks) may in turn
impact on the service delivery of that
employer and their financial position.

In practice the extent to which these risks
can be reduced is limited. However, the
Fund’s asset allocation is kept under
constant review and the performance of the
investment managers is regularly monitored.
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monitors the position in terms of cashflow
requirements and considers the impact
on the investment strategy.

Early retirements for reasons of redundancy
and efficiency do not affect the solvency of
the Fund because they are the subject of a
direct charge.



Governance

The Fund has done as much as it believes it
reasonably can to enable employing bodies
and Fund members (via their ¢ Changes to Regulations, e.g., changes to
representatives on the Local Pension Board) the benefits package, retirement age,
to make their views known to the Fund and potential new entrants to the Fund,
to participate in the decision-making Typically these would be via the Cost
process. Management Process although in light of
the McCloud discrimination case, there
can be exceptional circumstances which
give rise to unexpected changes in
Regulations.

Regulatory
The key regulatory risks are as follows: -

Governance risks are as follows: =

e The quality of membership data
deteriorates materially due to
breakdown in processes for updating the e Changes to
information resulting in liabilities being
under or overstated.

national pension
requirements and/or HMRC Rules

e Political risk that the guarantee from the

Administering Authority unaware of
structural changes in employer's
membership (e.g. large fall in employee
numbers, large number of retirements)

Department for Education for academies
is removed or modified along with the
operational risks because of the potential
for a large increase in the number of

academies in the Fund due to
Government policy.

with the result that contribution rates are
set at too low a level

Membership of the Local Government
Pension Scheme is open to all local
government staff and should be encouraged
as a valuable part of the contract of
employment. However, increasing
membership does result in higher employer
monetary costs.

e Administering Authority not advised of
an employer closing to new entrants,
something which would normally require
an increase in contribution rates

e An employer ceasing to exist with
insufficient funding or adequacy of a
bond.

e An employer ceasing to exist without
prior notification, resulting in a large exit
credit requirement from the Fund
impacting on cashflow requirements.

¢ Changes in the Committee membership.

For these risks to be minimised much
depends on information being supplied to
the Administering Authority by the employing
bodies. Arrangements are strictly controlled
and monitored but in most cases the
employer, rather than the Fund as a whole,
bears the risk.
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Monitoring and Review

A full review of this Statement will occur no less frequently than every 3 years, to
coincide with completion of a full statutory actuarial valuation and every review of
employer rates or interim valuation. Any review will take account of the current
economic conditions and will also reflect any legislative changes.

The Administering Authority will monitor the progress of the funding strategy
between full actuarial valuations. If considered appropriate, the funding strategy
will be reviewed (other than as part of the valuation process), for example, if there:

e has been a significant change in market conditions, and/or deviation in the
progress of the funding strategy

e have been significant changes to the Scheme membership, or LGPS
benefits

¢ have been changes to the circumstances of any of the employing authorities
to such an extent that they impact on or warrant a change in the funding
strategy

e have been any significant special contributions paid into the Fund
o if there have been material changes in the ISS

When monitoring the funding strategy, if the Administering Authority considers that
any action is required, the relevant employers will be contacted. In the case of
admitted bodies, there is statutory provision for rates to be amended between
valuations, but it is unlikely that this power will be invoked other than in
exceptional circumstances.

Review of contributions

The Administering Authority has considered whether to introduce the discretion to
review contributions between valuations and has concluded at this time not to
incorporate this into the current Funding Strategy. The approach will be reviewed
and may be revised as part of each actuarial valuation exercise.
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SUPPLEMENT 1

ACTUARIAL METHOD AND ASSUMPTIONS

The key whole Fund assumptions used for calculating the funding target and the
cost of future accrual for the 2022 actuarial valuation are set out below.

Financial
Assumptions

Investment
return/
discount rate

Inflation
(Retail Prices
Index)

Inflation
(Consumer
Prices Index)

2022 valuation

assumption

4.45% p.a. (past)

and 5.1% p.a.
(future)

3.90% p.a.

3.10% p.a.
(includes an
adjustment of
0.80% p.a.)

Description

Derived from the expected return on the Fund
assets based on the long-term strategy set out
in the ISS, including appropriate margins for
prudence. For the 2022 valuation this is based
on an assumed return of 1.35% p.a. above CPI
inflation (past) and 2.0% p.a. above CPI inflation
(future). This real return will be reviewed from
time to time based on the investment strategy,
market outlook and the Fund’s overall risk
metrics.

Where warranted by an employer’s
circumstances, the Administering Authority
retains the discretion to apply a discount rate
based on a lower risk investment strategy for
that employer to protect the Fund as a whole.
Such cases will be determined by the Section
151 Officer and reported to the Committee.

The assumed real returns quoted above will be
periodically reviewed by the administering
authority over the period to the next actuarial
valuation to ensure that they reflect any
significant changes in the Fund’s investment
strategy or significant changes in market
conditions, which impact the appropriate
margins for prudence referred to above that
were agreed when setting the valuation funding
strategy.

The investment market’s expectation as
indicated by the difference between yields
derived from market instruments, principally
conventional and index-linked UK Government
gilts as at the valuation date (reflecting the
profile and duration of the whole Fund’s accrued
liabilities).

RPI inflation (above) reduced to reflect the
expected long-term difference between RPI and
CPI measures of inflation (reflecting the profile
and duration of the whole Fund’s accrued
liabilities and 2030 RPI reform) and adjusted to
incorporate an Inflation Risk Premium (“IRP”).
This varies for the ongoing and minimum risk
termination basis, reflecting the degree of
inflation hedging inherent in the notional
termination basis and will also reflect the
duration of an employer’s liabilities in the case
of a minimum risk termination calculation.
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Financial 2022 valuation Description

Assumptions assumption
The adjustment to the RPI inflation assumption
will be reviewed from time to time consider any
market factors which affect the estimate of CPI
inflation.

Salary 4.35% p.a. Pre-1 April 2014 benefits (and 2014 to 2022

increases McCloud underpin) - the assumption for real

(long-term) salary increases (salary increases more than
price inflation) will be determined by an
allowance of 1.25% p.a. over the inflation
assumption as described above. This includes
allowance for promotional increases.

Pension 3.10% p.a. Assumed to be in line with the CPI inflation

Increases and assumption above (noting that pension

Deferred increases cannot be negative as pensions

Revaluation cannot be reduced). At the 2022 valuation, an
adjustment has been made to the liabilities to
allow for the known inflation for the period 30
September 2021 to 31 March 2022, and where
material, allowance will continue to be made for
inflation as it emerges when assessing funding
positions between valuations.

Indexation of 3.10% p.a. Assumed to be in line with the CPI inflation

CARE assumption above. For members in pensionable

benefits employment, indexation of CARE benefits can

be less than zero (i.e. a reduction in benefits).
Demographic Assumptions

Mortality/Life Expectancy

The derivation of the mortality assumption is set out in separate advice as
supplied by the Actuary. The mortality in retirement assumptions will be based on
the most up-to-date information in relation to self-administered pension schemes
published by the Continuous Mortality Investigation (CMI) including a loading
reflecting Fund specific experience and will make allowance for future
improvements in longevity and the experience of the scheme. A specific mortality
assumption has also been adopted for current members who retire on the grounds
of ill health.

For all members, it is assumed that the trend in longevity seen over recent time
periods (as evidenced in the 2021 CMI analysis) will continue in the longer term
and as such, the assumptions build in a level of longevity ‘improvement’ year on
year in the future in line with the CMI 2021 projections and a long-term
improvement trend of 1.75% per annum.

As an indication of impact, we have set out the life expectancies at age 65 based
on the 2019 and 2022 assumptions:
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Membership Category

Male Life Expectancy at 65
(2019 assumptions)

Female Life Expectancy
at 65 (2019 assumptions)

Pensioners 22.8 249
Actives aged 45 now 244 26.8
Deferreds aged 45 now 23.0 25.7

Membership Category

Male Life Expectancy at 65
(2022 assumptions)

Female Life Expectancy
at 65 (2022 assumptions))

Pensioners 221 24 .4
Actives aged 45 now 23.7 26.4
Deferreds aged 45 now 23.2 25.9

For example, a male pensioner, currently aged 65, would be expected to live to

age 87.1. Whereas a male active member aged 45 would be expected to live until
age 88.7. The difference reflects the expected increase in life expectancy over the
next 20 years in the assumptions above.

The mortality before retirement has also been reviewed based on LGPS wide

experience.

The post-retirement mortality tables adopted for this valuation are set out below:

Current Status

Retirement Type

Mortality Table

Male Annuitant

Normal health

106% S3PMA_CMI_2021 [1.75%]

Female Annuitant

Normal health

99% S3PFA_M_CMI_2021 [1.75%]

Male Annuitant Dependant 126% S3PMA_CMI_2021 [1.75%]
Female Annuitant Dependant 114% S3DFA_CMI_2021 [1.75%]
Male Annuitant Il health 128% S3IMA_CMI_2021 [1.75%]
Female Annuitant Il health 156% S3IFA_CMI_2021 [1.75%]

Male Annuitant

Future dependant

126% S3PMA_CMI_2021 [1.75%]

Female Annuitant

Future dependant

114% S3DFA_CMI_2021 [1.75%]

Male Active Normal health 110% S3PMA_CMI_2021 [1.75%]
Female Active Normal health 100% S3PFA_M_CMI_2021 [1.75%]
Male Active Il health 237% S3IMA_CMI_2021 [1.75%)]
Female Active Il health 319% S3IFA_CMI_2021 [1.75%]
Male Deferred All 118% S3PMA_CMI_2021 [1.75%]
Female Deferred All 107% S3PFA_M_CMI_2021 [1.75%]
Male Active / Future dependant 127% S3PMA_CMI_2021 [1.75%)]
Deferred

Female Active / Future dependant 115% S3DFA_CMI_2021 [1.75%]
Deferred

Other

Demographic
Assumptions
Commutation

Following analysis undertaken by the Actuary, it has been assumed that

all retiring members will take 75% of the maximum tax-free cash
available at retirement. The option which members have to commute
part of their pension at retirement in return for a lump sum is a rate of
£12 cash for each £1 p.a. of pension given up.
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Other
Demographic
Assumptions

Other Alongside commutation, as part of the 31 March 2022 valuation, the

Demographics Actuary has carried out analysis to review the assumptions relating to:
the incidence of ill health retirements, withdrawal rates, the proportions
married/civil partnership assumption, and also the probability of
member’s dying prior to retirement. Following the outcomes of this
analysis, the assumptions for proportions married/civil partnerships and
the pre-retirement mortality have been updated in line with the
recommendations from the Actuary.

All other assumptions remain in line with the assumptions adopted for
the last valuation. In addition, no allowance will be made for the future
take-up of the 50:50 option. Where any member has opted for the
50:50 scheme, this will be allowed for in the assessment of the rate for
the next 3 years.

Expenses Expenses are met out of the Fund, in accordance with the Regulations.
This is allowed for by adding 1.0% of pensionable pay to the
contributions from participating employers. This is reassessed at each
valuation. Investment expenses have been allowed for implicitly in
determining the discount rates.

Discretionary The costs of any discretion exercised by an employer in order to

Benefits enhance benefits for a member through the Fund will be subject to
additional contributions from the employer as required by the
Regulations as and when the event occurs. As a result, no allowance
for such discretionary benefits has been made in the valuation.

Further details on the demographic assumptions are set out in the Actuary’s formal
report.

Method

The actuarial method to be used in the calculation of the solvency funding target is
the Projected Unit method, under which the salary increases assumed for each
member are projected until that member is assumed to leave active service by
death, retirement, or withdrawal from service. This method implicitly allows for new
entrants to the Fund on the basis that the overall age profile of the active
membership will remain stable. As a result, for those employers which are closed
to new entrants, alternative methods are adopted, which make advance allowance
for the anticipated future ageing and decline of the current closed membership
group potentially over the period of the rates and adjustments certificate.

The assumptions to be used in the calculation of the funding target are set out
above. Underlying these assumptions are the following two tenets:

¢ that the Fund is expected to continue for the foreseeable future; and

o favourable investment performance can play a valuable role in achieving
adequate funding over the longer term.

This allows the Fund to take a longer-term view when assessing the contribution
requirements for certain employers.
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There will be a funding plan for each employer. In determining contribution
requirements the Administering Authority, based on the advice of the Actuary, will
consider whether the funding plan adopted for an employer is reasonably likely to
be successful having regard to the particular circumstances of that employer
(potentially considering any material changes after the valuation date up to 31
March 2023).

As part of each valuation separate employer contribution rates are assessed by
the Fund Actuary for each participating employer or group of employers. As
indicated above, these rates are assessed considering the experience and
circumstances of each employer, following a principle of no cross-subsidy between
the distinct employers in the Fund.

Method and assumptions used in calculating the cost of future accrual (or
primary rate)

The future service liabilities are calculated using the same assumptions as the
solvency funding target except that a different financial assumption for the
discount rate is used. A critical aspect here is that the Regulations state the
desirability of keeping the “Primary Rate” (which is the future service rate) as
stable as possible so this needs to be considered when setting the assumptions.

As future service contributions are paid in respect of benefits built up in the future,
the Primary Rate should take account of the market conditions applying at future
dates, not just the date of the valuation, thus it is justifiable to use a slightly higher
expected return from the investment strategy. In addition, the future liabilities for
which these contributions will be paid have a longer average duration than the
past service liabilities as they relate to active members only.

Employer asset shares

The Fund is a multi-employer pension Fund that is not formally unitised and so
individual employer asset shares are calculated at each actuarial valuation. This
means it is necessary to make some approximations in the timing of cashflows
and allocation of investment returns when deriving the employer asset share.

In attributing the overall investment performance obtained on the assets of the
Fund to each employer a pro-rata principle is adopted. This approach is effectively
one of applying a notional individual employer investment strategy identical to that
adopted for the Fund as a whole unless agreed otherwise between the employer
and the Fund at the sole discretion of the Administering Authority.

At each review, cashflows into and out of the Fund relating to each employer, any

movement of members between employers within the Fund, along with investment
return earned on the asset share, are allowed for when calculating asset shares at
each valuation. In addition, the asset share maybe restated for changes in data or
other policies.

Other adjustments are also made on account of the funding positions of orphan
bodies which fall to be met by all other active employers in the Fund.

Other factors affecting employer contribution outcomes

Notwithstanding the policies below, the Administering Authority, in consultation
with the actuary where necessary, reserves the right to consider whether any
exceptional arrangements should apply in particular cases.
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Covenant: The strength of employer covenant can be subject to substantial
variation over relatively short periods of time and, as such, regular monitoring and
assessment is vital to the overall risk management and governance of the Fund.
The employers’ covenants will be assessed and monitored objectively in a
proportionate manner, and an employer’s ability to meet their obligations in the
short and long term will be considered when determining its funding strategy.

After the valuation, the Fund may continue to monitor employer’s covenants in
conjunction with their funding positions over the inter-valuation period. This will
enable the Fund to anticipate and pre-empt any material issues arising and thus
adopt a proactive approach in partnership with the employer.

Stability: Subject to affordability considerations (and any change emerging to the
Primary Rate) a key principle will be to maintain the deficit contributions at least at
the expected monetary levels from the preceding valuation (including any
indexation in these monetary payments over the recovery period) where deficits
remain unless there is a specific reason not to do so. As set out in Supplement B,
for those employers in surplus, surplus offset secondary contributions will only be
permitted in certain circumstances.

Contribution Increases: It is acknowledged by the Administering Authority that,
whilst posing a relatively low risk to the Fund as a whole, a number of smaller
employers may be faced with significant contribution increases that could seriously
affect their ability to function in the future. The Administering Authority therefore
may in some cases be willing to use its discretion to accept an evidence based
affordable level of contributions for such organisations for the three years
2023/2026. Any application of this option is at the ultimate discretion of the Fund
officers and Section 151 officer in order to effectively manage risk across the
Fund. It will only be considered after the provision of the appropriate evidence as
part of the covenant assessment and also the appropriate professional advice.

For those bodies identified as having a weaker covenant, the Administering
Authority will need to balance the level of risk plus the solvency requirements of
the Fund with the sustainability of the organisation when agreeing funding plans.
As a minimum, the annual deficit payment must meet the on-going interest costs
to ensure, everything else being equal, that the deficit does not increase in
monetary terms.

Phasing: Where there is a material increase in total (i.e. both primary and
secondary rate combined) contributions required at this valuation, in certain
circumstances, the employer may be able to “phase in” contributions over a
maximum period of 3 years in a pattern agreed with the Administering Authority
and depending on the affordability of contributions as assessed in the covenant
review of an employer.

Pooling Where agreed by the Administering Authority, the contribution rate
outcomes for certain employers may be pooled together, with a pooled
contribution rate being certified by the Actuary in the Rates and Adjustments
Certificate e.g. for those academies pooled with the London borough of Ealing for
contribution rate purposes (as per Appendix E). It should be noted that
contributions will still be allocated to the individual employers by the administration
team.

Insurance: The contributions for any employer may be varied as agreed by the
Actuary and Administering Authority to reflect any changes in contribution
requirements as a result of any benefit costs being insured with a third party or
internally within the Fund.
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Prepayments: Employers may also wish to make prepayments of contributions
which could result in a cash saving over the valuation certificate period. Further
details of the potential savings will be set out in the Rates and Adjustments
Certificate produced by the Actuary. Any employers who prepay Primary Rate
contributions will also be required to make “top-up” payments should actual payroll
be higher than that assumed when making the prepayment to ensure no
underpayment emerges.

Early Retirement Strain Costs: Any “strain” costs generated as a result of
redundancy, efficiency or flexible retirements will be recovered by additional
capital payments to the Fund by the employer. These will be paid in full at the
point of retirement. In certain situations, depending on the covenant of the
employer and at the discretion of the Administrative Authority, an alternative
payment structure may be agreed.

Deaths: The extent to which any funding strain/profit emerges on the death of a
member will depend on the profile of the member (status / age / whether any
dependant’s benefits become payable) and impacts can be material. Any funding
strain/profit will typically emerge at the next actuarial valuation through
increased/reduced deficit contributions, except where the employer is terminating,
when it will be considered when the Actuary determines the termination position.

SUPPLEMENT 2

DEFICIT RECOVERY AND SURPLUS OFFSET PLANS

Employer Recovery Plans — key principles

If the funding level of an employer is below 100% at the valuation date (i.e. the
assets of the employer are less than the liabilities), a deficit recovery plan needs to
be implemented such that additional contributions are paid into the Fund to meet
the shortfall.

The maximum recovery period for the Fund as a whole is 11 years at this
valuation, which is 3 years shorter than the maximum recovery period from the
previous valuation. The default recovery period will be 8 years, which is again
shorter than the default recovery period from the previous valuation. Subject to
affordability and other considerations, individual employer recovery periods would
also be expected to reduce at this valuation, albeit in certain circumstances this
may not be possible in order to achieve contribution rate stability. The average
recovery period at this valuation is 11 years. For those employers in surplus a
default recovery period of 12 years will apply.

Secondary Rate contributions for each employer will be expressed as £s amounts
increasing at 4.35% per annum (in line with the Fund’s long-term pay growth
assumption) and it is the Fund’s objective that any funding deficit is eliminated as
quickly as the participating employers can reasonably afford given other
competing cost pressures, based on the Administering Authority’s view of the
employer’s covenant and risk to the Fund.

Recovery periods will be set by the Fund on a consistent basis across employer
categories where possible and communicated as part of discussions with
employers. This will determine the minimum contribution requirement and
employers will be free to select any shorter deficit recovery period and higher
contributions if they wish, including the option of prepaying the deficit contributions
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in one lump sum either on an annual basis or a one-off payment. This will be
reflected in the monetary amount requested via a reduction in overall £ deficit

contributions payable.

The determination of the recovery periods is summarised in the table below:

Category

Default Deficit
Recovery Period*

Derivation

Scheme Employers

8 years

Determined by
maintaining the period
from the preceding
valuation and to ensure,
where appropriate,
contributions do not
reduce versus those
expected from the
existing recovery plan.

Open Admitted Bodies

8 years

Determined by
maintaining the period
from the preceding
valuation and to ensure,
where appropriate,
contributions do not
reduce versus those
expected from the
existing recovery plan.

Closed Employers

Lower of 8 years and the
future working lifetime of
the membership

Determined by
maintaining the period
from the preceding
valuation and to ensure,
where appropriate,
contributions do not
reduce versus those
expected from the
existing recovery plan.

Employers with a limited
participation in the Fund

Determined on a case-
by- case-basis

Length of expected
period of participation in
the Fund. Generally for
those employers
providing a service this
will be contract length.

*For certain employers, subject to the agreement of the administering authority, depending on
affordability and other considerations, a maximum recovery period of up 11 years may be applied

In determining the actual recovery period to apply for any particular employer or
employer grouping, the Administering Authority may consider some or all of the

following factors:

e The size of the funding shortfall;

e The business plans of the employer;

e The assessment of the financial covenant of the Employer, and security of
future income streams;

¢ Any contingent security available to the Fund or offered by the Employer
such as guarantor or bond arrangements, charge over assets, etc.
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The objective is to recover any deficit over a reasonable timeframe, and this will
be periodically reviewed. Subject to affordability considerations a key principle will
be to maintain broadly the deficit contributions at the expected monetary levels
from the preceding valuation (allowing for any indexation in these monetary
payments over the recovery period), consider any changes in the primary rate
contribution requirements.

Other factors affecting the employer deficit recovery plans

As part of the process of agreeing funding plans with individual employers and
managing risk in the inter-valuation period, the Administering Authority will
consider the use of contingent assets and other tools such as bonds or
guarantees that could assist employing bodies in managing the cost of their
liabilities or could provide the Fund with greater security against outstanding
liabilities. All other things equal this could result in a longer recovery period being
acceptable to the Administering Authority, although employers will still be expected
to at least cover expected interest costs on the deficit.

Surplus offset plans

For those employers assessed to be in surplus at the valuation date, a surplus
buffer will be applied meaning surplus offsets won’t be available to those with a
funding level of less than 110%. For those with funding levels greater than 110%,
surplus offsets will be based on the surplus above 110% only. Surplus offsets will
be allowed only where there is no deficit on the termination basis.

For any employers assessed to be in surplus at the valuation date, where surplus
offsets will be payable, and who are expected to exit the Fund in the period to 31
March 2026 the Secondary rate payments will be based on the expected length of
participation in the Fund. For all other employers assessed to be in surplus at the
valuation date, the Secondary rate will be based on a default recovery period of 12
years, unless otherwise agreed by the Administering Authority.

Administering Authority Discretion

Notwithstanding the above, the Administering Authority, in consultation with the
actuary, has also had to consider whether any exceptional arrangements should
apply in particular cases when determining deficit recovery/surplus offset plans.

SUPPLEMENT 3

EMPLOYER TYPES AND ADMISSION POLICY

Entry to the Fund
Mandatory Scheme Employers

Certain employing bodies are required to join the scheme under the Regulations.
These bodies include tax raising bodies, those funded by central government
(academies and colleges) and universities (reliant on non-government income).
Please also refer to Appendix E in relation to academies.

Designating Bodies

Designating bodies are permitted to join the scheme if they pass a resolution to
this effect. Designating bodies, other than connected entities, are not required
under the Regulations to provide a guarantee. These bodies usually have tax
raising powers and include Parish and Town Councils.

91



Admission Bodies

An admitted body is an employer which, if it satisfies certain regulatory criteria,
can apply to participate in the Fund. If its application is accepted by the
administering authority, it will then have an “admission agreement”. In accordance
with the Regulations, the admission agreement sets out the conditions of
participation of the admitted body including which employees (or categories of
employees) are eligible to be members of the Fund.

Admitted bodies can join the Fund if

e They provide a service for a scheme employer because of an outsourcing
(formerly known as Transferee Admission Bodies)

e They provide some form of public service and their funding in most cases
derives primarily from local or central government. In reality they take many
different forms, but the one common element is that they are “not for profit”
organisations (formerly known as Community Admission Bodies).

Admitted bodies may only join the Fund if they are guaranteed by a scheme
employer. However, there may be exceptional circumstances whereby, subject to
the agreement of the Administering Authority, an admitted body joins the Fund with
an alternative form of guarantee. When the agreement or service provision
ceases, the Fund’s policy is that in all cases it will look to recover any outstanding
deficit from the outgoing body unless appropriate instruction is received from the
outsourcing employer or guaranteeing employer, in which case the assets and
liabilities of the admission body will in revert to the outsourcing scheme employer
or guaranteeing employer.

Connected Entities

Connected entities by definition have close ties to a scheme employer given that a
connected entity is included in the financial statements of the scheme employer.

Although connected entities are “Designating Bodies” under the Regulations, they
have similar characteristics to admitted bodies (in that there is an “outsourcing
employer”). However, the Regulations do not strictly require such bodies to have
a guarantee from a scheme employer.

However, to limit the risk to the Fund, the Fund will require that the scheme
employer provides a guarantee for their connected entity, in order that the ongoing
funding basis will be applied to value the liabilities.

Second Generation outsourcings for staff not employed by the Scheme
Employer contracting the services to an admitted body

A 2nd generation outsourcing is one where a service is being outsourced for the
second time, usually after the previous contract has come to an end. For Best
Value Authorities, principally the unitary authorities, they are bound by The Best
Value Authorities Staff Transfers (Pensions) Direction 2007 so far as 2nd
generation outsourcings are concerned. In the case of most other employing
bodies, they should have regard to Fair Deal Guidance issued by the Government.

It is usually the case that where services have previously been outsourced, the
transferees are employees of the contractor as opposed to the original scheme
employer and as such will transfer from one contractor to another without being re-
employed by the original scheme employer. There are even instances where staff
can be transferred from one contractor to another without ever being employed by
the outsourcing scheme employer that is party to the Admission Agreement. This
can occur when one employing body takes over the responsibilities of another,
such as a maintained school (run by the local education authority) becoming an
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academy. In this instance the contracting body is termed a ‘Related Employer’ for
the purposes of the Local Government Pension Scheme Regulations and is
obliged to guarantee the pension liabilities incurred by the contractor. These
liabilities relate both to any staff whom it may be outsourcing for the first time and
to any staff who may be transferring from one contractor to another having
previously been employed by a scheme employer prior to the initial outsourcing

“‘Related employer” is defined as “any Scheme employer or other such contracting
body which is a party to the admission agreement (other than an administering
authority in its role as an administering authority)”.

Risk Assessments

Prior to admission to the Fund, an Admitted Body is required to carry out an
assessment of the level of risk on premature termination of the contract to the
satisfaction of the Administering Authority. If the risk assessment and/or bond
amount is not to the satisfaction of the Administering Authority (as required under
the LGPS Regulations) it will consider and determine whether the admission body
must pre-fund for termination with contribution requirements assessed using the
minimum risk termination methodology and assumptions.

Some aspects that the Administering Authority may consider when deciding
whether to apply a minimum risk methodology are:

e Uncertainty over the security of the organisation’s funding sources e.g. the
body relies on voluntary or charitable sources of income or has no external
funding guarantee/reserves;

¢ If the admitted body has an expected limited lifespan of participation in the
Fund;

e The average age of employees to be admitted and whether the admission
is closed to new joiners.

In order to protect other Fund employers, where it has been considered
undesirable to provide a bond, a guarantee must be sought in line with the LGPS
Regulations.

Admitted Bodies providing a service

Generally Admitted Bodies providing a service will have a guarantor within the
Fund that will stand behind the liabilities. Accordingly, in general, the minimum risk
approach to funding and termination will not apply for these bodies.

As above, the Admitted Body is required to carry out an assessment of the level of
risk on premature termination of the contract to the satisfaction of the
Administering Authority. This assessment would normally be based on advice in
the form of a “risk assessment report” provided by the actuary to the Fund. As the
Scheme Employer is effectively the ultimate guarantor for these admissions to the
Fund it must also be satisfied (along with the Administering Authority) over the
level (if any) of any bond requirement. Where bond agreements are to the
satisfaction of the Administering Authority, the level of the bond amount will be
subject to review on a regular basis.

In the absence of any other specific agreement between the parties, deficit

recovery periods for Admitted Bodies will be set in line with the Fund’s general
policy as set out in Supplement 1. Any risk sharing arrangements agreed between
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the Scheme Employer and the Admitted Body will be documented in the
commercial agreement between the two parties and not the admission agreement.
In the event of termination of the Admitted Body, any orphan liabilities in the Fund
will be subsumed by the relevant Scheme Employer.

An exception to the above policy applies if the guarantor is not a participating
employer within the Fund, including if the guarantor is a participating employer
within another LGPS Fund. In order to protect other employers within the Fund the
Administering Authority may in this case treat the admission body as pre-funding
for termination, with contribution requirements assessed using the minimum risk
methodology and assumptions.

Contribution Rate Assessments

Where there are less than 5 members transferring at the point of admission,
unless agreed otherwise with the Administering Authority, the initial contribution
rate payable from the date of admission, will be set in line the corresponding
contribution rate payable by the letting employer towards future service benefit
accrual. The initial rate will apply until the actuarial valuation following the date of
admission when the new admitted body’s contribution requirements will be fully
reassessed.

In all other situations, unless agreed otherwise with the Administering Authority,
the Actuary will undertake an assessment of the required contribution rate payable
by the new admitted body.

Pre-Funding for termination

An employing body may choose to pre-fund for termination i.e. to amend their
funding approach to a minimum risk methodology and assumptions. This will
substantially reduce the risk of an uncertain and potentially large debt being due to
the Fund at termination. However, it is also likely to give rise to a substantial
increase in contribution requirements, when assessed on the minimum risk basis.

For any employing bodies funding on such a minimum risk strategy a notional
investment strategy will be assumed as a match to the liabilities. In particular, the
employing body’s notional asset share of the Fund will be credited with an
investment return in line with the minimum risk funding assumptions adopted
rather than the actual investment return generated by the actual asset portfolio of
the entire Fund. The Fund reserves the right to modify this approach in any case
where it might materially affect the finances of the Scheme or depending on any
case specific circumstances.
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SUPPLEMENT 4

TERMINATION POLICY AND FLEXIBILITY FOR
EXIT PAYMENTS

Exiting the Fund
Termination of an employer’s participation

When an employer’s participation in the Fund comes to its end or is prematurely
terminated for any reason (e.g. a contract with a local authority comes to an end or
the employer chooses to voluntarily cease participation), employees may transfer
to another employer, either within the Fund or elsewhere. If this is not the case
the employees will retain pension rights within the Fund i.e. either deferred
benefits or immediate retirement benefits.

In addition to any liabilities for current employees the Fund will also retain liability
for payment of benefits to former employees, i.e. to existing deferred and
pensioner members except where there is a complete transfer of responsibility to
another Fund with a different Administering Authority.

Where the Fund obtains advance notice that an employer’s participation is coming
to an end, the Regulations enable the Fund to commission a funding assessment
leading to a revised contribution certificate which is designed to eliminate, as far
as possible, any surplus or deficit by the cessation date.

Whether or not an interim contribution adjustment has been initiated once
participation in the Fund has ceased, the employer becomes an exiting employer
under the Regulations and the Fund is then required to obtain an actuarial
valuation of that employer’s liabilities in respect of benefits of the exiting
employer’s current and former employees along with a revision of the rates and
adjustment certificate showing any contributions due from the admission body.

When an employer exits the Fund, as an alternative to requiring an immediate
payment in full, the Regulations give power to the Fund to set a repayment plan to
recover the outstanding debt over a period at its sole discretion and this will
depend on the affordability of the repayments and financial strength of the exiting
employer. Once this repayment plan is set the payments would not be reviewed
for changes in the funding position due to market or demographic factors.

The Fund’s policy for termination payment plans is as follows:

e The default position is for exit payments and exit credits to be paid
immediately in full unless agreed otherwise with the relevant parties.

¢ At the discretion of the administering authority, instalment plans over a
defined period will only be agreed when there are issues of affordability
that risk the financial viability of the organisation and the ability of the Fund
to recover the debt (see further details below).

¢ Any costs associated with the exit valuation will be paid by the employer by
either increasing the exit payment or reducing the exit credit by the
appropriate amount. In the case of an employer where the exit debt/credit
is the responsibility of the original employer through a risk sharing
agreement the costs will be charged directly to the employer unless the
original employer directs otherwise.
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In the event that unfunded liabilities arise that cannot be recovered from the
exiting employer, these will normally fall to be met by the Fund as a whole (i.e. all
employers) unless there is a guarantor or successor body within the Fund.

Basis of Termination

Whilst reserving the right to consider options on a case-by-case basis, the Fund’s
policy is that a termination assessment will be made based on minimum risk
funding basis, unless the employing body has a guarantor within the Fund, or a
successor body exists to take over the employing body’s liabilities (including those
for former employees). This is to protect the other employers in the Fund as, at
termination, the employing body’s liabilities will become orphan liabilities within the
Fund, and there will be no recourse to it if a shortfall emerges in the future (after
participation has terminated).

For all termination cases, the underlying assumptions adopted for individual
employers will be based on the approximate duration of that employer’s liabilities.

Details of the minimum risk funding basis are shown below.

If, instead, the employing body has a guarantor within the Fund or a successor
body exists to take over the employing body’s liabilities, the Fund’s policy is that
the valuation funding basis will be used for the termination assessment unless the
guarantor informs the Fund otherwise. The guarantor or successor body will then,
following any termination payment made, subsume the assets and liabilities of the
employing body within the Fund. (For Admission Bodies, this process is
sometimes known as the “novation” of the admission agreement.) This may, if
agreed by the successor body, constitute a complete amalgamation of assets and
liabilities to the successor body, including any funding deficit (or surplus) on
closure. In these circumstances no termination payment will be required from (or
made to) the outgoing employing body itself, as the deficit (or surplus) would be
recovered via the successor body’s own deficit recovery plan.

It is possible under certain circumstances that an employer can apply to transfer
all assets and current and former members’ benefits to another LGPS Fund in
England and Wales. In these cases, no termination assessment is required as
there will no longer be any orphan liabilities in the Fund. Therefore, a separate

assessment of the assets to be transferred will be required.

Whether or not the termination liabilities are assessed on the valuation funding basis or the minimum
risk termination basis, the liabilities will also include an allowance for estimated future administrative
expenses in relation to any remaining members on termination.

Implementation

Admission bodies participating by virtue of a contractual arrangement

For employers that are guaranteed by a guarantor (usually the original employer
or letting authority), the Fund’s policy at the point of cessation is for the guarantor
to subsume the residual assets, liabilities and any surplus or deficit under the
default policy. In some instances an exit debt may be payable by an employer
before the assets and liabilities are subsumed by the guarantor, this will be
considered on a case-by-case basis. No payment of an exit credit will be payable
unless representation is made as set out below.

If there is any dispute, then the following arrangements will apply:

¢ In the case of a surplus, in line with the amending Regulations (The Local
Government Pension Scheme (Amendment) Regulations 2020) the
parties will need to make representations to the Administering Authority if
they believe an Exit Credit should be paid outside the policy set out above,
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or if they dispute the determination of the Administering Authority. The Fund
will notify the parties of the information required to make the determination
on request.

e If the Fund determines an Exit Credit is payable, then they will pay this
directly to the exiting employer within 6 months of completion of the final
cessation assessment by the Actuary.

¢ In the case of a deficit, in order to maintain a consistent approach, the Fund
will seek to recover this from the exiting employer in the first instance
although if this is not possible then the deficit will be recovered from the
guarantor either as a further contribution collection or at the next valuation.

If requested, the Administering Authority will provide details of the information
considered as part of the determination. A determination notice will be provided
alongside the termination assessment from the Actuary. The notice will cover the
following information and process steps:

1.

Details of the employers involved in the process (e.g. the exiting employer and
guarantor).

. Details of the admission agreement, commercial contracts and any

amendments to the terms that have been made available to the Administering
Authority and considered as part of the decision-making process. The
underlying principle will be that if an employer is responsible for a deficit, they
will be eligible for any surplus (subject to the cap of contributions paid in the
case of a surplus payment). This is subject to the information provided and any
risk sharing arrangements in place.

The final termination certification of the exit credit by the Actuary.
The Administering Authority’s determination based on the information provided.
Details of the appeals process in the event that a party disagrees with the

determination and wishes to make representations to the Administering
Authority.

In some instances, the outgoing employer may only be responsible for part of the
residual deficit or surplus as per the separate risk sharing agreement. The default
is that any surplus would be retained by the Fund in favour of the outsourcing
employer/guarantor unless representation is made by the relevant parties in line
with the Regulations as noted above. For the avoidance of doubt, where the
outgoing employer is not responsible for any costs under a risk sharing agreement
then no exit credit will be paid as per the Regulations unless the Fund is aware of
the provisions of the risk sharing agreement in any representation made and
determines an exit credit should be paid.

The Government has confirmed that a remedy is required for the LGPS in relation
to the McCloud judgment. Should a termination assessment be undertaken prior to
final regulations being made, where a surplus or deficit isn’t being subsumed, an
allowance will be made for McCloud within the calculations consistent with the
allowance made for the 2022 valuation. For the avoidance of doubt, there will be
no recourse for an employer with regard to McCloud, once the final termination
has been settled and payments have been made. Once the Regulations have
been finalised, any calculations will be performed in line with the prevailing
regulations and associated guidance.
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In the event of parties unreasonably seeking to crystalise the exit credit on
termination, the Fund will consider its overall policy and seek to recover
termination deficits as opposed to allowing them to be subsumed with no impact
on contribution requirements until the next assessment of the contribution
requirements for the guarantor. Equally where a guarantor decides not to
underwrite the residual liabilities then the termination assessment will assume the
liabilities are orphaned and the minimum risk basis of termination will be applied.

As the guarantor will absorb the residual assets and liabilities under the default
policy above, it is the view of the Actuary that the ongoing valuation basis
described above should be adopted for the termination calculations. This is the
way the initial admission agreement would typically be structured i.e. the
admission would be fully funded based on liabilities assessed on the valuation
basis.

If the guarantor refuses to take responsibility, then the residual deferred pensioner
and pensioner liabilities should be assessed on the more cautious minimum risk
basis. In this situation the size of the termination payment would also depend on
what happened to the active members and if they all transferred back to the
original Scheme Employer (or elsewhere) and aggregated their previous benéefits.
As the transfer would normally be effected on a "fully funded" valuation basis the
termination payment required would vary depending on the circumstances of the
case. Where this occurs the exiting employer would then be treated as if it had no
guarantor as per the policy below.

The Administering Authority also reserves the right to modify this approach on a
case-by-case basis at its sole discretion if circumstances warrant it based on the
advice of the Actuary, based on representations from the interested parties where
appropriate.

Non-contract-based admission bodies with a guarantor in the Fund.

The approach for these will be the same as that above and will depend on whether
the guarantor is prepared to accept responsibility for residual liabilities. Indeed, it
may be that Fund is prepared to accept that no actual termination payment is
needed (even if one is calculated) and that the guarantor can simply absorb all
assets/liabilities.

Admission bodies with no quarantor in the Fund / only a quarantee of last resort

These are the cases where the residual liabilities would be orphaned within Fund.
It is possible that a bond would be in place. The termination calculation would be
on the more cautious “minimum risk” basis.

The actuarial valuation and the revision of any Rates and Adjustments Certificate
in respect of the outgoing admission body must be produced by the Actuary at the
time when the admission agreement ends; the policy will always be subject to
change in the light of changing economic circumstances and legislation.

The policy for such employers will be:

¢ In the case of a surplus, the Fund pays the exit credit to the exiting employer
following completion of the termination process (within 6 months of
completion of the cessation assessment by the Actuary). This is subject to
the exiting employer providing sufficient notice to the Fund of their intent to
exit; any delays in notification will impact on the payment date.

¢ In the case of a deficit, the Fund would require the exiting employer to pay

98



the termination deficit to the Fund as an immediate lump sum cash payment
(unless agreed otherwise by the Administering Authority at their sole
discretion) following completion of the termination process.

The Government has confirmed that a remedy is required for the LGPS in relation
to the McCloud judgment. Should a termination assessment be undertaken prior to
final regulations being made, allowance will be made for McCloud within the
calculations consistent with the allowance made for the 2022 valuation. For the
avoidance of doubt, there will be no recourse for an employer with regard to
McCloud once the final termination has been settled and payments have been
made. Once the Regulations have been finalised, any calculations will be
performed in line with these and associated guidance.

The Administering Authority also reserves the right to modify this approach on a
case-by-case basis at its sole discretion if circumstances warrant it based on the
advice of the Actuary. The above funding principles will also impact on the bond
requirements for certain admitted bodies. The purpose of the bond is that it
should cover any unfunded liabilities arising on termination that cannot be
reclaimed from the outgoing body.

Connected Entities

In the event of cessation, the connected entity will be required to meet any
outstanding liabilities valued in line with the approach outlined above. In the event
there is a shortfall, the assets and liabilities will revert to the Fund as a whole (i.e.
all current active employers).

In the event that a scheme employer provides a guarantee for their connected
entity, the assets and liabilities will revert in totality to that scheme employer on
termination, including any unrecovered deficit.

Policy in relation to the flexibility for exit debt payments
The Fund’s policy for termination payment plans is as follows:

1. The default position is for exit payments to be paid immediately in full unless
there is a risk sharing arrangement in place with a guaranteeing Scheme
employer in the Fund whereby the exiting employer is not responsible for any
exit payment. In the case of an exit credit the determination process set out
above will be followed.

2. Atthe discretion of the administering authority, instalment plans over an agreed
will only be agreed subject to the policy in relation to any flexibility in recovering
exit payments.

As set out above, the default position for exit payments is that they are paid in full at
the point of exit (adjusted for interest where appropriate). If an employer requests that
an exit debt payment is recovered over a fixed period, they must make a request in
writing covering the reasons for such a request. Any deviation from this position will
be based on the Administering Authority’s assessment of whether the full exit debt is
affordable and whether it is in the interests of taxpayers to adopt the instalment
approach. In making this assessment the Administering Authority will consider the
covenant of the employer and also whether any security is required and available to
back the arrangements.
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Any costs (including necessary actuarial, legal and covenant advice) associated
with assessing this will be borne by the employer and will be charged as an
upfront payment to the Fund.

The following policy and processes will be followed in line with the principles set
out in the statutory guidance published 2 March 2021.

Policy for Spreading Exit Payments

The following process will determine whether an employer is eligible to spread
their exit payment over a defined period.

1.

The Administering Authority will request updated financial information from the
employer including management accounts showing expected financial
progression of the organisation and any other relevant information to use as
part of their covenant review. If this information is not provided, then the default
policy of immediate payment will be adopted.

Once this information has been provided, the Administering Authority (in
conjunction with the Fund Actuary, covenant, and legal advisors where
necessary) will review the covenant of the employer to determine whether it is
in the interests of the Fund to allow them to spread the exit debt over a period
of time. Depending on the length of the period and also the size of the
outstanding debt, the Fund may request security to support the payment plan
before entering into an agreement to spread the exit payments.

This could include non-uniform payments e.g. a lump sum up front followed by
a series of payments over the agreed period. The payments required will
include allowance for interest on late payment.

The initial process to determine whether an exit debt should be spread may
take up to 6 months from receipt of data, so it is important that employers who
request to spread exit debt payments notify the Fund in good time

If it is agreed that the exit payments can be spread, then the Administering
Authority will engage with the employer regarding the following:

a. The spreading period that will be adopted (this will usually be subject to
a maximum of 5 years) except in exceptional circumstances at the sole
discretion of the Fund based on the advice of the Actuary and covenant
advisor.

b. The initial and annual payments due and how these will change over the
period

c. The interest rates applicable and the costs associated with the payment
plan devised (which will be met by the employer unless agreed otherwise
with the Administering Authority)

d. The level of security required to support the payment plan (if any) and
the form of that security e.g. bond, escrow account etc.

e. The responsibilities of the employer during the exit spreading period
including the supply of updated information and events which would
trigger a review of the situation

f. The views of the Actuary, covenant, legal and any other specialists
necessary

g. The covenant information that will be required on a regular basis to allow
the payment plan to continue.
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h. Under what circumstances the payment plan may be reviewed or
immediate payment requested (e.g. where there has been a significant
change in covenant or circumstances)

6. Once the Administering Authority has reached its decision, the arrangement will
be documented, and any supporting agreements will be included.

7. The costs associated with the advice sought and drafting of the Debt Spreading
Agreement will be passed onto the employer and will be charged as an upfront
payment to the Fund.

Termination Basis

A minimum risk approach will apply on termination where liabilities are not being
subsumed, to appropriately reflect the transfer of pension risk from the exiting
employer to the Fund. The discount rate underlying the minimum risk basis is set
with reference to the return on a notional portfolio of fixed interest government
bond yields at the date of termination.

In setting the CPI assumption to apply on the minimum-risk basis, market RPI
inflation will be reduced by 0.3% p.a. to reflect the average difference between
RPI and CPI indices allowing for RPI reform in 2030, consistent with the ongoing
funding approach. However no adjustment will be made for an “inflation risk
premium?” reflecting the fully hedged nature of the notional low-risk portfolio. This
adjustment will be kept under review over time.

The minimum risk financial assumptions that applied at the actuarial valuation date
(31 March 2022) are set out below in relation to any liability remaining in the Fund.
These will be updated on a case-by-case basis, with reference to prevailing
market conditions at the relevant employing body’s cessation date.

Minimum risk assumptions 31 March 2022
Discount Rate 1.7% p.a.

CPI price inflation 3.6% p.a.
Pension increases/indexation of CARE 3.6% p.a.
benefits

All demographic assumptions will be the same as those adopted for the 2022
actuarial valuation, except in relation to the life expectancy assumption. Given the
minimum risk financial assumptions do not protect against future adverse
demographic experience a higher level of prudence will be adopted in the life
expectancy assumption. The termination basis for an outgoing employer will
include an adjustment to the assumption for longevity improvements over time by
increasing the rate of improvement in mortality rates to 2% p.a. from 1.75% used
in the 2022 valuation for ongoing funding and contribution purposes. This
assumption will be reviewed from time to time to allow for any material changes in
life expectancy trends and will be formally reassessed at the next valuation.

Administering Authority discretion on minimum risk assumptions.

The minimume-risk basis of termination will be reviewed as a matter of course at
each actuarial valuation but will also be reviewed in times of extreme events, such
as a material shift in market conditions or shift in economic/fiscal policy which will
affect the assets or liabilities of the exiting employer. This is to ensure that the
approach remains appropriate, given the risk, associated with funding the
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orphaned liabilities left behind by an exiting employer, is being passed to other
Fund employers, and ultimately the taxpayer.

The Administering Authority therefore reserves the right to review the assumptions
(both financial and demographic) if circumstances warrant it. Employers would be
notified of any change (and the rationale for the change). For the avoidance of
doubt the discount rate / investment return assumption will be not greater than the
prudent expected return on the actual investments in which the Fund is reasonably
expected to invest the assets of the terminating employer, as determined by the
Administering Authority after taking appropriate advice.

The Fund also has the discretion to apply a different approach on a case-by-case
basis considering all factors (financial and non-financial) pertaining to the exiting
employer.

SUPPLEMENT 5

ACADEMIES FUNDING POLICY / MULTI
ACADEMY TRUSTS

Introduction to Policy on Pension Funding for new Academies

Previously, the Local Government Pension Scheme (LGPS) Miscellaneous
Regulations 2010 made an amendment to the LGPS (Administration) Regulations
2008 to allow an Academy established under the Academies Act 2010, to become
a Scheme Employer within the LGPS.

Prior to converting to Academy status, schools were pooled together with the
Local Education Authority (LEA) and the other LEA schools for the purpose of
meeting their obligations for LGPS pension provision, in particular for contribution
rate purposes.

This document details the Fund’s policy on the pension funding options available
to newly formed Academies.

By becoming an Academy, a transfer of deficit from the LEA to the new Academy
would take place at the point of conversion to Academy status i.e. as part of a
notional transfer of assets within the Fund alongside the liabilities of current active
members. The level of assets to be transferred, and hence initial deficit, would be
assessed by the Fund Actuary at the point of conversion. The initial transferring
deficit is calculated as the capitalised amount of the funding contributions relating
to past service (based on the local authority recovery period) the school would
have made to the Fund had it not converted to academy status at the conversion
date. The deficit allocated will be subject to a limit to ensure that the minimum
asset share of the new academy is nil. Any liabilities associated with former
employees (i.e. deferred and pensioner members of the Fund) would remain with
the LEA.
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Options

The Fund will offer Academies two choices with regard to how their contributions
to the Fund will be assessed following conversion.

e The first option will be to remain pooled with the LEA (Ealing Council)

e The second option available will be for the Academies to opt to be treated
as a standalone employer within the Fund.

The contribution rates payable by all employers in the Fund include a contribution
towards the cost of pension benefits to be accrued in the future (the Primary
Rate), and a contribution towards the cost of meeting any funding deficit in respect
of benefits accrued to-date (the Secondary Rate). Under a pooled arrangement,
the membership profile, and level of past service deficit, will be assessed across
all of the pooled employers and a share of the pooled deficit (and resulting
contribution outcomes) will be assessed by the Fund actuary at each triennial
valuation assessment. Each employer within the pool will pay the same Primary
Rate. Secondary Rate contributions will reflect the combined funding position of
the pool and will be allocated to each constituent in line with the approach agreed
between the administering authority and the Actuary. At the discretion of the
Council, as administering authority, should any increases in contributions emerge
for a pooled academy following a triennial valuation assessment, such increases
may be phased in over an agreed period (should such phasing be permissible in
line with the Funding Strategy Statement).

Under a standalone arrangement, the profile of the single employer will determine
the contribution requirements.

There is also no guarantee that the contribution rate payable under one option
would be lower, or less volatile, than that under the other. Further details on the
two options are set out below.

In addition, once a decision is made by an Academy, this cannot be reversed by
the Academy. There may be circumstances however where there may be a
Regulatory requirement for a reversal to take place.

The Council, as administering authority, also reserves the right to reconsider the
funding treatment of the Academies (alongside other admitted bodies) — see
further comment below under “Multi-Academy Trusts”.

Cross-Subsidies

By pooling with the LEA, any cross subsidy of cost between the LEA and the
Academy would remain in place in relation to the contributions payable to the
Fund. Under a pooled arrangement the Academy would be exposed to the
experience of the LEA in terms of the risks associated with pension funding and
vice-versa e.g. pay growth, ill-health retirement, death etc.

As a standalone employer, any cross-subsidy of cost with the LEA is removed.
The Academy will also be subject to the funding parameters set out in the Fund’s
Funding Strategy Statement, which governs how contribution rate are determined
at each formal actuarial valuation.

Implementation

From 31 March 2012 the Fund has offered new academies the choice of how they
wish to be treated for the purpose of their pension fund contribution requirements.
Those academies who converted prior to 1 April 2012 (and were previously treated
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as standalone employers for contribution purposes) were given a one-off option of
being able to be pooled going forwards.

As at the 31 March 2022 actuarial valuation, there are currently 8 academies who
are pooled with the Council.

Actuarial Assessment

The contribution rates for all participating employers in the Fund are formally
reassessed by the Fund Actuary every three years as part of an actuarial valuation
exercise.

As denoted above, once a decision is made by an Academy as to how its
contribution requirements should be assessed on conversion, the Academy cannot
choose to reverse this at subsequent actuarial valuation exercises.

Should an Academy opt to pool with the Council, at the point of conversion, the
Academy will continue to pay the same Primary Rate as the Council (and other
pooled academies) together with a Secondary Rate contribution which will be
assessed by the Actuary as part of the assessment of any initial deficit allocated to
the Academy from the Council. At the actuarial valuation exercise following
conversion, the contribution rates for the academy will be set as part of the wider
assessment of the pooled group.

Accounting for Pension Costs

Even if pooled with the LEA, it should be noted that the Academy may still be
required to report under Financial Reporting Standard (FRS) 101 / 102 (depending
on Department for Education guidelines). FRS101 / 102 reporting however would
not impact on the pooled contribution rates payable by the Academy. Therefore,
the Actuary will continue to assess the individual funding positions of each
Academy (pooled and non-pooled) as these will form the basis for any accounting
assessments undertaken.

Statement of Acceptance

All new academies will be required to sign a formal statement of acceptance to
their funding treatment (alongside Ealing Council, as administering authority of the
Fund). This statement is included below.

Multi-Academy Trusts

Multi-Academy Trusts (MATS) are groups of academies managed and operated by
one proprietor. The employer of non-teaching staff in academies is the proprietor
of the Academy Trust and not the individual academy within the Trust. It is
therefore the proprietor who is the employer for LGPS purposes making the MAT
legally responsible for staff across all schools in the pool (see below).
Multi-Academy Trusts are often set up to cover a number of academies across
England. The employees of the former schools can be employed directly by the
Trust so they can be deployed across different academy schools in the Trust if
necessary.

In cases where numerous academies are operated by the same managing Trust,
the Fund is willing to allow a combined funding position and average contribution
requirements to apply to all constituent academies (i.e. a MAT pool). In such
cases, the Actuary will certify a pooled Primary and Secondary contribution rate for
the MAT in the Rates and Adjustments Certificate. Notwithstanding this, the Fund
will continue to track the constituent academies separately, in the interests of
transparency and clarity around entry and exit events.
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Approach to setting contribution rates (MAT pool)

The Fund must have a separate employer number for each academy for
transparency of cashflows, managing risks should an academy need to leave one
Trust for another and for accounting where disaggregated disclosure reports are
required. It should also be noted that the Department for Education (DfE) have
confirmed that the guarantee relates to individual academies and MATSs.

Any new academies joining an existing MAT pool in the Fund can contribute at the
employer contribution rate already established for the MAT, but an actuarial
assessment will still need to be carried out to determine the deficit applicable to
the transferring staff.

Academies requesting to move from LEA Pool to MAT Pool

As stated above, once a decision is made by an Academy to pool with the LEA on
conversion, this cannot be reversed by the Academy. However, there may be
certain circumstances where, at the request of the Academy, the administering
authority permits the Academy to leave the pooled arrangement with the Council in
order to participate in an alternative pooled arrangement with other Academies
within the same Multi Academy Trust.

The same principles set out above in relation to economies of scale and
monitoring of individual funding positions will still apply. In such circumstances, the
Academy leaving the Council pool would not be able to return at a later date.

Outsourcings by Multi Academy Trusts

The Fund’s current policy, in accordance with the Regulations, is to require a
separate admission agreement in respect of separate contracts.

Under Schedule 2, Part 3, paragraph 5. of the 2013 Regulations, if the admission
body is exercising the functions of the scheme employer in connection with more
than one contract or other arrangement under paragraph 1(d)(i), the administering
authority and the admission body shall enter into a separate admission agreement
in respect of each contract or arrangement.

With the development of MATSs, there is a case for the Fund to allow a MAT to
enter into a single admission agreement with the contractor providing similar
services at various sites provided the outsourcing is covered by a single
commercial contract.

The Fund will need to have sight of the contract in order to satisfy the regulatory
requirement that the Admission Agreement covers one contract. The Admission
Agreement will need to have provision for adding future employees should any
academies join the MAT subsequent to the commencement date.

The scheme employer, the Multi Academy Trust in this instance, needs to be a
party to any admission agreement and, as such, is the ultimate guarantor. In the
event of contractor failure, the LGPS regulations provide that the outstanding
liabilities assessed by the Fund’s actuary can be called from the scheme employer
i.e. the Multi Academy Trust.

At every triennial valuation the actuary reviews the funding level of the admitted
body and adjusts its employer contribution rate as required. Once either the
service contract comes to an end or all the LGPS members have left, the
admission agreement terminates and, in accordance with Fund policy, the Trust
becomes responsible for the assets and liabilities standing to the account of the
admitted body. A cessation valuation can be provided by the Fund actuary should
the Trust request it.
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ACADEMIES POOLING - STATEMENT OF ACCEPTANCE BY NEW ACADEMY
REGARDING HOW PENSION FUND CONTRIBUTIONS ARE TO BE ASSESSED

Name of School:

Date of conversion to Academy status:

Following conversion to Academy status, we understand that there are two options
available with regard to how the Academy will be treated for the purpose of how
the Fund’s Actuary assesses the contributions the Academy will be required to pay
into the London borough of Ealing Pension Fund. These options are:

A. treated as a standalone employer
B. treated as pooled employer alongside Ealing Council

We acknowledge the funding risks associated with each treatment and the
treatment that we wish to apply to the Academy, post conversion is:

A/ B (please circle the preferred choice)

We understand that we cannot opt to reverse this decision at subsequent
assessments of the contribution rate by the Fund’s Actuary although Ealing
Council, as administering authority of the Fund, reserves the right to consider the
funding treatment of academies (alongside other admitted bodies). There may
also be Regulatory requirements for the position to be reconsidered.

Signed, on behalf of (name of school)

NAME POSITION DATE

On behalf of Ealing council, as administering authority of the London borough of
Ealing Pension Fund, we acknowledge the decision of the above-named school
with regard to how its contribution requirements to the Fund will be assessed.

Signature

NAME POSITION DATE
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SUPPLEMENT 6

ILL-HEALTH INSURANCE ARRANGEMENTS

Overview of arrangement

[l health retirements can be expensive for employers, particularly small employers

where one or two costly ill health retirements can take them well above the
“average” implied by the valuation assumptions.

For certain employers in the Fund (following discussions with the Fund Actuary)
the Administering Authority have established a captive insurance arrangement to
cover ill-health retirement costs. This will apply to all ill-health retirements from 1
April 2023. It applies only to ill-health retirements involving the early payment of

pension and to the associated benefit costs.
The captive arrangement operates as follows:

¢ “Premiums” are paid by the eligible employers into the captive arrangement

which is tracked separately by the Fund Actuary in the valuation calculations.
The premiums are included in the employer’s primary rate. The premium for
2023/26 is 0.5% of pay per annum.

The captive arrangement is then used to meet strain costs (over and above
the premium paid) emerging from ill-health retirements in respect of active
members i.e. there is no initial impact on the deficit position for employers
within the captive and any subsequent impact should be manageable.

The premiums are set with the expectation that they will be sufficient to cover
the costs in the 3 years following the valuation date. If any excess premiums
over costs are built up in the Captive, these will be used to offset future
adverse experience and/or result in lower premiums at the discretion of the
Administering Authority based on the advice of the Actuary.

In the event of poor experience over a valuation period any shortfall in the
captive fund is effectively underwritten by London borough of Ealing.
However, the future premiums will be adjusted to recover any shortfall over
a reasonable period with a view to keeping premiums as stable as possible
for employers. Over time the captive arrangement should therefore be self-
funding and smooth out fluctuations in the contribution requirements for
those employers in the captive arrangement.

Premiums payable are subject to review from valuation to valuation
depending on experience and the expected ill health trends. They will also
be adjusted for any changes in the LGPS benefits. They will be included in
employer rates at each valuation or on commencement of participation for
new employers.

Employers covered by the arrangement

The Fund has set an initial eligibility criteria of employers whose contribution rates
are not currently pooled with the London borough of Ealing at the valuation date.

These employers have been notified of their participation. New employers
entering the Fund will also be included if they meet these criteria. In certain
circumstances, the Administering Authority retains the discretion to
include/exclude any employer from the arrangement.
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For employers outside the captive arrangement, the current treatment of ill-health
retirements will still apply, whereby an assumption for ill-health retirements is
made within the calculation of employer contributions and any excess costs
associated with ill-health retirements will emerge as part of the subsequent
actuarial valuation assessment, and in any subsequent secondary rate
contributions payable into the Fund.

Employer responsibilities

Apart from the regulatory procedures in place to ensure that ill-health retirements
are properly controlled, employing bodies should be doing everything in their
power to ensure robust processes are in place to determine eligibility for ill health
retirements.

The Fund and the Actuary will monitor the number of retirements that each captive
employer is granting over time. If any employer has an unusually high incidence of
ill health retirements, consideration will be given to the governance around the
eligibility criteria applied by the employer, and it is possible that some or all of the
costs would fall on that employer if the governance.

108



SUPPLEMENT 7

GLOSSARY OF TERMS

Actuarial Valuation

An investigation by an actuary into the ability of the Fund to meet its liabilities. For
the LGPS the Fund Actuary will assess the funding level of each participating
employer and agree contribution rates with the administering authority to fund the
cost of new benefits and make good any existing deficits as set out in the separate
Funding Strategy Statement. The asset value is based on market values at the
valuation date.

Administering Authority

The council with a statutory responsibility for running the Fund and that is
responsible for all aspects of its management and operation.

Admission bodies

A specific type of employer under the Local Government Pension Scheme (the
“LGPS”) who do not automatically qualify for participation in the Fund but are
allowed to join if they satisfy the relevant criteria set out in the Regulations.

Benchmark
A measure against which fund performance is to be judged.

Benefits

The benefits provided by the Fund are specified in the governing legislation
contained in the Regulations referred to within the FSS. Benefits payable under
the Fund are guaranteed by statute and thereby the pensions promise is secure
for members. The Fund is a defined benefit arrangement with principally final
salary related benefits from contributing members up to 1 April 2014 and Career
Averaged Revalued Earnings (“CARE”) benefits earned thereafter. There is also a
“50:50 Scheme Option”, where members can elect to accrue 50% of the full
scheme benefits in relation to the member only and pay 50% of the normal
member contribution.

Best Estimate Assumption
An assumption where the outcome has a 50/50 chance of being achieved.

Bonds
Loans made to an issuer (often a government or a company) which undertakes to

repay the loan at an agreed later date. The term refers generically to corporate
bonds or government bonds (gilts).

Career Average Revalued Earnings Scheme (CARE)

With effect from 1 April 2014, benefits accrued by members in the LGPS take the
form of CARE benefits. Every year members will accrue a pension benefit
equivalent to 1/49th of their pensionable pay in that year. Each annual pension
accrued receives inflationary increases (in line with the annual change in the
Consumer Prices Index) over the period to retirement.
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CMI

Acronym standing for “Continuous Mortality Investigation”. The CMI carry out
research in relation to mortality and morbidity experience, which can then be used
by actuaries to assess the funding required by pension funds and other bodies.

CPI

Acronym standing for “Consumer Prices Index”. CPI is a measure of inflation with
a basket of goods that is assessed on an annual basis. The reference goods and
services differ from those of RPI. These goods are expected to provide lower, less
volatile inflation increases. Pension increases in the LGPS are linked to the annual
change in CPI.

CPIH

An alternative measure of CPI which includes owner occupiers’ housing costs and
Council Tax (which are excluded from CPI).

Contingent Assets

Assets held by employers in the Fund that can be called upon by the Fund in the
event of the employer not being able to cover the debt due upon termination. The
terms will be set out in a separate agreement between the Fund and employer

Covenant

The assessed financial strength of the employer. A strong covenant indicates a
greater ability (and willingness) to pay for pension obligations in the long run. A
weaker covenant means that it appears that the employer may have difficulties
meeting its pension obligations in full over the longer term or affordability
constraints in the short term.

Deferred Debt Agreement (DDA)

A written agreement between the Administering Authority and an exiting Fund
employer for that employer to defer their obligation to make an exit payment and
continue to make contributions at the assessed Secondary rate until the
termination of the DDA.

Deferred Employer
An employer that has entered into a DDA with the Fund.

Deficit

The extent to which the value of the Fund’s past service liabilities exceeds the
value of the Fund’s assets. This relates to assets and liabilities built up to date and
ignores the future build-up of pension (which in effect is assumed to be met by
future contributions).

Deficit recovery period

The target length of time over which the current deficit is intended to be paid off. A
shorter period will give rise to a higher annual contribution, and vice versa.

Derivatives

Financial instruments linked to the performance of specific assets which can be
used to magnify or reduce exposure to those assets

Discount Rate
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The rate of interest used to convert a cash amount e.g. future benefit payments
occurring in the future to a present value.

Early Retirement Strain

The additional cost incurred by a scheme employer as a result of allowing a
Scheme Member aged 55 or over to retire before Normal Retirement Age and to
receive a full pension based on accrued service at the date of retirement without
full actuarial reduction.

Employer's Future Service Contribution Rate (“Primary Rate”)

The contribution rate payable by an employer, expressed as a % of pensionable
pay, as being sufficient to meet the cost of new benefits being accrued by active
members in the future. The cost will be net of employee contributions and will
include an allowance for the expected level of administrative expenses. See also
“Primary Rate” below.

Employing bodies

Any organisation that participates in the LGPS, including admission bodies and
Fund employers.

Equities
Shares in a company which are bought and sold on a stock exchange.

Equity Protection

An insurance contract which provides protection against falls in equity markets.
Depending on the pricing structure, this may be financed by giving up some of the
upside potential in equity market gains.

Exit Credit

The amount payable from the Fund to an exiting employer where the exiting employer
is determined to be in surplus at the point of cessation based on a termination
assessment by the Fund Actuary.

Fund / Scheme Employers

Employers that have the statutory right to participate in the LGPS. These
organisations (set out in Part 1 of Schedule 2 of the 2013 Regulations) would not
need to designate eligibility, unlike the Part 2 Fund Employers. For example, these
include councils, colleges, universities and academies

Funding or solvency Level

The ratio of the value of the Fund’s assets and the value of the Fund’s liabilities
expressed as a percentage.

Funding Strategy Statement

This is a key governance document that outlines how the administering authority
will manage employer’s contributions and risks to the Fund.

Gilts

Loans made to the UK Government, which the Government undertakes to repay at
an agreed later date. The “coupon” (i.e. the interest paid as part of the loan
agreement) and the final settlement amount will be a fixed amount and agreed at
the outset of the loan.
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Government Actuary's Department (GAD)

GAD is responsible for providing actuarial advice to public sector clients. GAD is a
non-ministerial department of HM Treasury.

Guarantee / guarantor

A formal promise by a third party (the guarantor) that it will meet any pension
obligations not met by a specified employer. The presence of a guarantor will
mean, for instance, that the Fund can consider the employer’s covenant to be as
strong as its guarantor’s.

Guarantee of Last Resort

For the purposes of the FSS, a guarantee of last resort refers to the situation
where an employer has exhausted all alternative options for payment of an exit
debt and so the debt is recovered from another employer in the Fund, however the
liabilities are not subsumed in this case.

lll-Health Captive

This is a notional fund designed to protect certain employers against excessive ill
health costs in return for an agreed insurance premium. It works like insurance in
that a fixed premium is paid by employers who are part of the captive and then the
captive arrangement will meet ill health funding costs that may arise in future, in
respect of the employer’s members, providing the policy criteria is met.

Index-Linked Gilts

Loans made to the UK Government, which the Government undertakes to repay at
an agreed later date. The coupon (i.e. the interest paid as part of the loan
agreement) and the final settlement amount are adjusted in line with the
movements in RPI inflation in order to retain their ‘real’ value over time and protect
against the potential effects of inflation.

Investment Strategy

The long-term distribution of assets among various asset classes that considers
the Funds objectives and attitude to risk.

Letting employer

An employer that outsources part of its services/workforce to another employer,
usually a contractor. The contractor will pay towards the LGPS benefits accrued by
the transferring members, but ultimately the obligation to pay for these benefits will
revert to the letting employer.

LGPS

The Local Government Pension Scheme, a public sector pension arrangement put
in place via Government Regulations, for workers in local government. These
Regulations also dictate eligibility (particularly for Scheduled Bodies), members’
contribution rates, benefit calculations and certain governance requirements.

Liabilities

The actuarially calculated present value of all benefit entitlements i.e. Fund
cashflows of all members of the Fund, built up to date or in the future. The
liabilities in relation to the benefit entittements earned up to the valuation date are
compared with the present market value of Fund assets to derive the deficit and
funding/solvency level. Liabilities can be assessed on different set of actuarial
assumptions depending on the purpose of the valuation.
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Long-term cost efficiency

This is a measure of the extent to which the Fund'’s policies properly address the
need to balance immediate budgetary pressures with the undesirability of
imposing an excessive debt burden on future generations.

Maturity

A general term to describe a Fund (or an employer’s position within a Fund) where
the members are closer to retirement (or more of them already retired) and the
investment time horizon is shorter. This has implications for investment strategy
and, consequently, funding strategy.

McCloud Judgment

This refers to the linked legal cases of Sargeant and McCloud, and which found
that the transitional protections (which were afforded to older members when the
public service pension schemes were reformed in 2014/15) constituted unlawful
age discrimination.

Members

The individuals who have built up (and may still be building up) entitlement in the
Fund. They are divided into actives (current employee members), deferreds (ex-
employees who have not yet retired) and pensioners (ex-employees who have
now retired, and dependants of deceased ex-employees).

Minimum risk basis

An approach where the discount rate used to assess the liabilities is determined
based on the market yields of Government bond investments based on the
appropriate duration of the liabilities being assessed. This is usually adopted when
an employer is exiting the Fund.

Orphan liabilities

Liabilities in the Fund for which there is no sponsoring employer within the Fund.
Ultimately orphan liabilities must be underwritten by all other employers in the
Fund.

Percentiles

Relative ranking (in hundredths) of a particular range. For example, in terms of
expected returns a percentile ranking of 75 indicates that in 25% of cases, the

return achieved would be greater than the figure, and in 75% cases the return

would be lower.

Phasing/stepping of contributions

When there is an increase/decrease in an employer’s long term contribution
requirements, the increase in contributions can be gradually stepped or phased in
over an agreed period. The phasing/stepping can be in equal steps or on a
bespoke basis for each employer.

Pooling

Employers may be grouped together for the purpose of calculating contribution
rates, (i.e. a single contribution rate applicable to all employers in the pool). A pool
may still require each individual employer to ultimately pay for its own share of
deficit, or (if formally agreed) it may allow deficits to be passed from one employer
to another.
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Prepayment

The payment by employers of contributions to the Fund earlier than that certified
by the Actuary. The amount paid will be reduced in monetary terms compared to
the certified amount to reflect the early payment.

Present Value
The value of projected benefit payments, discounted back to the valuation date.

Primary Contribution Rate

The contribution rate required to meet the cost of the future accrual of benefits
including ancillary, death in service and ill health benefits together with
administration costs. It is expressed as a percentage of pensionable pay, ignoring
any past service surplus or deficit, but allowing for any employer-specific
circumstances, such as its membership profile, the funding strategy adopted for
that employer, the actuarial method used and/or the employer’s covenant. The
Primary rate for the whole fund is the weighted average (by payroll) of the
individual employers’ Primary rates. For any employer, the rate they are actually
required to pay is the sum of the Primary and Secondary rates. See also
“Employer’s future service contribution rate” above.

Profile

The profile of an employer’'s membership or liability reflects various measurements of
that employer's members, i.e. current and former employees. This includes: the
proportions which are active, deferred or pensioner; the average ages of each
category; the varying salary or pension levels; the lengths of service of active members
vs their salary levels, etc.

Prudent Assumption

An assumption where the outcome has a greater than 50/50 chance of being
achieved i.e. the outcome is more likely to be overstated than understated.
Legislation and Guidance requires the assumptions adopted for an actuarial
valuation to be prudent.

Rates and Adjustments Certificate

A formal document required by the LGPS Regulations, which must be updated at
least every three years at the conclusion of the formal valuation. This is completed
by the actuary and confirms the contributions to be paid by each employer (or pool
of employers) in the Fund for the three-year period until the next valuation is
completed.

Real Return or Real Discount Rate
A rate of return or discount rate net of (CPI) inflation.

Recovery Plan

If the funding level of an employer is above or below 100% at the valuation date
(i.e. the assets of the employer are more or less than the liabilities), a recovery
plan may be needed to return the funding level back to 100% over a fixed period
(“the recovery period”, as defined in the Funding Strategy Statement). The
recovery plan will set out the Secondary contributions payable by an employer
over the recovery period. Secondary contributions can be positive or negative (i.e.
an off-set to future accrual costs) but there are restrictions over which negative
Secondary contributions will be applied, as set out in the Fund’s policy.
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SAB Funding Basis or SAB Basis

A set of actuarial assumptions determined by the LGPS Scheme Advisory Board
(SAB). Its purposes are to set out the funding position on a standardised
approach so that comparisons can be made with other LGPS Funds, and to assist
with the “Section 13 review” as carried out by the Government Actuary’s
Department. As an example, the real discount rate over and above CPI used in
the SAB Basis as at 31 March 2022 was 2.4% p.a., so it can be substantially
different from the actuarial assumptions used to calculated the Fund’s solvency
funding position and contribution outcomes for employers

Scheduled bodies

Types of employer explicitly defined in the LGPS Regulations, whose employers
must be offered membership of their local LGPS Fund. These include Councils,
colleges, universities, police and fire authorities etc., other than employees who
have entitlement to a different public sector pension scheme (e.g. teachers, police
and fire officers, university lecturers).

Secondary Rate of the Employer’s Contribution

An adjustment to the Primary rate to reflect any past service deficit or surplus, to
arrive at the rate each employer is required to pay. The Secondary rate may be
expressed as a percentage adjustment to the Primary rate, and/or a cash
adjustment in each of the three years beginning 1 April in the year following that in
which the valuation date falls. The Secondary rate is specified in the rates and
adjustments certificate. For any employer, the rate they are actually required to
pay is the sum of the Primary and Secondary rates.

Section 13 Valuation

In accordance with Section 13 of the Public Service Pensions Act 2014, the
Government Actuary’s Department (GAD) have been commissioned to advise the
Department for Communities and Local Government (DCLG) in connection with
reviewing the 2019 LGPS actuarial valuations. All LGPS Funds therefore will be
assessed on a standardised set of assumptions as part of this process.

Solvency Funding Target

An assessment of the present value of benefits to be paid in the future. The
desired funding target is to achieve a solvency level of a 100% i.e. assets equal to
the accrued liabilities at the valuation date assessed on the ongoing concern
basis.

Strain Costs

The costs arising when members retire before their normal retirement date and
receive their pensions immediately without actuarial reduction. So far as the Fund
is concerned, where the retirements are not caused by ill-health, these costs are
invoiced directly to the retiring member’s employer at the retirement date and
treated by the Fund as additional contributions, unless agreed with the
administering authority. The costs are calculated by the Actuary.

Surplus Buffer

Where an employer has a funding level above 100%, this is the surplus held back
to act as a cushion against future adverse experience. It is retained in the
employer’s asset share, rather than used to reduce future contributions, to aid
future contribution rate stability.

115



Valuation funding basis

The financial and demographic assumptions used to determine the employer’s
contribution requirements. The relevant discount rate used for valuing the
present value of liabilities is consistent with an expected rate of return of the
Fund’s investments, expressed as an expected out-performance over CPI in the
long term by the Fund’s assets i.e. the “real rate”.

50/50 Scheme

In the LGPS, active members are given the option of accruing a lower personal
benefit in the 50/50 Scheme, in return for paying a lower level of contribution.
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INVESTMENT STRATEGY STATEMENT APPENDIX D

1.1

1.2

1.3

1.4

1.5

1.6

1.7

1.8

. Introduction and background

This is the Investment Strategy Statement (ISS) of the London borough of Ealing
Pension Fund (the Fund), which is administered by Ealing Council (the
Administering Authority or Scheme Manager). The ISS is made in accordance with
Regulation 7 of the Local Government Pension Scheme (Management and
Investment of Funds) Regulations 2016 (“the Regulations”).

The ISS has been prepared by Officers in consultation with Pension Fund Panel
(“the PFP”) having taken advice from the Fund’s strategic investment adviser,
currently Hymans Robertson LLP. The PFP acts on the delegated authority of the
Administering Authority.

This ISS, which was approved by the PFP on 26 November 2020, is subject to
periodic review at least every three years and without delay after any significant
change in investment policy. The PFP has consulted with the Treasury Risk &
Investment Board and Trade Union representatives on the contents of the Fund’s
investment strategy.

Pension Fund Panel

The PFP comprises seven Councillors, two non-voting Trade Union
representatives and one non-voting scheme employer representative and is
advised by an Investment Consultant and the Treasury Risk & Investment Board
(TRIB), whose membership includes the Strategic Director Corporate Resources.
The Panel which meets quarterly is responsible for setting investment policy,
appointing persons to implement that policy and carrying out regular reviews and
monitoring of investment performance. This decision is taken whilst remaining
cognisant of the need to meet the Fund’s liabilities.

This ISS outlines the broad investment principles governing the investment policy
of the pension fund and covers investment responsibilities; scheme liabilities;
eligible assets; social, environmental, and corporate governance considerations.

Investment Responsibilities

Investment Managers have responsibility for the day-to-day management of the
assets and full investment discretion subject to the investment guidelines and
restrictions agreed with the PFP.

The custodians have responsibility for the recording and safekeeping of the assets,
the settlement of transactions as directed by the relevant investment manager and
some administrative matters.

The investment consultant provides advice to the PFP on strategic investment
issues such as the long-term investment strategy (in conjunction with the Fund
Actuary) and the appointment of the investment managers for the Fund. The
Actuary provides advice on the financial position of the Fund and the nature and
extent of its liabilities.
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Liabilities

1.9

The Fund is a defined benefit scheme, which provided benefits related to final
salary prior to 1st April 2014 and career averaged earnings from 1st April 2014
onwards. Each member’s main benefits are specified in terms of a formula based
on salary and service and are unaffected by the investment return achieved on the
assets. There are some discretionary benefits, which can be agreed by the Council,
but these additional benefits will be considered in the light of the overall level of
funding in the Fund. Full Fund benefit details are set out in the LGPS regulations.

1.10 Ealing Council and the other contributing authorities are responsible for meeting

the balance of costs necessary to finance the benefits payable from the Fund. This
is funded from the Council’s revenue budget. Employers’ contribution rates are
determined every three years based on the advice of the Fund’s actuary following
the triennial valuation and are subject to inter-valuation monitoring. The last
actuarial review was on 31 March 2019.

1.11The investment objective is to maximise investment returns over the long term

within specified risk tolerances. Investment returns are defined as overall rates of
return on assets (capital growth and income).

1.12The PFP seeks to invest in accordance with the ISS, any Fund money that is not

2.1

2.2

2.3

needed immediately to make payments from the Fund. The ISS should be read in
conjunction with the Fund’s Funding Strategy Statement which was approved on
the 11 March 2020 as part of the valuation process.

. The suitability of particular investments and types of investments

The primary objective of the Fund is to provide pension and lump sum benefits for
members on their retirement and/or benefits on death, before or after retirement,
for their dependants, on a defined benefits basis. The Fund’s funding position will
be reviewed at each triennial actuarial valuation, or more frequently as required
especially in light of new regulations allowing more flexibility for employers.

The PFP aims to fund the scheme in such a manner that, in normal market
conditions, all accrued benefits are fully covered by the value of the Fund's assets
and that an appropriate level of contributions is agreed by the employer to meet
the cost of future benefits accruing. For employee members, benefits will be based
on service completed but will take account of future salary and/or inflation
increases.

The Committee has translated its objectives into a suitable strategic asset
allocation benchmark for the Fund. This benchmark is consistent with the PFP’s
views on the appropriate balance between generating a satisfactory long-term
return on investments whilst taking account of market volatility, risk, and the nature
of the Fund’s liabilities. The PFP has decided that, given the financial
circumstances of the Fund, it can afford to take on some risk in the pursuit of
incremental return. However, the PFP has decided that the risk level should be
such that the possibility of the funding level falling by 25% from the current level,
over the next five years, is small. Naturally there may be significant market events
such as Covid which can significantly impact the value of the Fund.
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24

25

2.6

2.7

2.8

29

Investment Strategy

The approach that the Fund has taken to setting an appropriate investment
strategy is as follows:

e Commissioning an Investment Adviser to assist

e Determine whether a full or partial asset liability study is required, after the
detailed modelling and changes in the Fund that took place three years ago
no modelling has been instructed at present

e The Fund’s Investment beliefs are reviewed (The Funds investment beliefs
will be reviewed over the coming year)

e Establish the Fund’s constraints, e.g., cash flow constraints for a mature
pension fund, balance between complexity/resources availability

e Establish how returns will be generated (e.g., mix between growth and
income seeking, use of derivatives, Liability Driven Investments, asset class
mix)

e Strategy review

e Manager selection

¢ Monitoring performance of the overall strategy and the investment managers
on a regular basis

¢ Rebalancing as necessary

The PFP review the suitability of the investment strategy on a regular basis,
typically around the triennial Actuarial Valuation. The PFP formally reviewed the
strategy, with the assistance of the Fund's investment consultants, in July 2017,
further changes have been made to the strategy since then in consultation with the
advisers.

The individual managers’ activity transactions plus quarterly and longer-term rolling
performance are reported quarterly to the PFP who question and seek
explanations from the investment consultant and investment managers (when
asked to attend Panel meetings) on their activities and performance. The
investment performance of the managers is calculated independently by the Fund’s
custodian BNY Mellon.

This approach helps to ensure that the investment strategy takes due account of
the maturity profile of the Fund (in terms of the relative proportions of liabilities in
respect of pensioners, deferred and active members), together with the level of
disclosed surplus or deficit (relative to the funding bases used).

In addition, the PFP monitors investment strategy on an ongoing basis, focusing
on factors including, but not limited to:

e Suitability given the Fund’s level of funding and liability profile
e The level of expected risk

e QOutlook for asset returns

The PFP also monitors the Fund’s actual allocation on a regular basis to ensure it
does not notably deviate from the target allocation.
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2.10The Fund’s actual asset allocation can stray from the strategic benchmark due to
a number of reasons e.g.:

e Market movements
e Fund manager under/outperformance relative to benchmark

e Distribution and drawdowns by the Fund

2.11The Fund believes that a rebalancing programme can lead to better returns over
time. This may require the Fund to sell assets that have performed very well and
buy assets which are deemed to be undervalued. Furthermore, rebalancing
enables the Fund to invest in line with the agreed risk budget.

2.12 Officers will review and compare actual asset allocations to target allocation and in
consultation with the advisers, and the PFP and recommend rebalancing. Where
rebalancing needs to be carried out quickly in between meetings then the chair and
Vice Chair of the PFP will be consulted.

Investment Beliefs (to be reviewed in 2021/22)

2.131In September 2015, the Fund’s Investment adviser carried out an exercise through
a questionnaire and interactive session to establish the investment beliefs of the
PFP and this is summarised below. The PFP then undertook a further
questionnaire concentrating on ESG factors in March 2018 another exercise will
be carried out in 21/22.

Objectives and strategy matters

The PFP believe that having a set of well-defined objectives and a robust investment strategy will
have the most influence over the Fund’s future direction, hence they prioritise discussions on
these topics.

Affordability a key area of focus

The PFP believe in striking a balance between an affordable, but stable, contribution and taking
investment risk. It is appreciated that this balance may change over time. The aim is to not take
any more investment risk than is necessary.

Investment horizon
The PFP appreciates that long-term investing tends to improve returns and reduce costs.

Diversification
The PFP believe that diversification is important but are also conscious of the risks associated
with over-diversification (e.g. excessive governance demands and higher fees).

Efficient Markets

The PFP believes that, at times, market inefficiencies can exist and that these can create
opportunities that the Fund may be able to exploit, due to regular dislocations from value and
price.

Market Timing

The PFP does not feel that they are best placed to capture these opportunities. Instead, they
take the view that managers or officers working in conjunction with the Fund’s advisers, that are
closer to the market, will be better positioned to make such tactical calls.

Liquidity
The PFP is willing to accept a degree of illiquidity to enhance returns (net of fees), but not an
excessive amount that it would impact the Fund’s ability to pay benefits.

Equity investment

The PFP believes that global equity markets will generate positive real returns over the long-term
and therefore the Fund is expected to have a notable exposure to this asset class. However, the
PFP has no strong belief that any one equity market will do better than another when it goes to
generating long-term risk adjusted returns.
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Responsible Investments

The PFP believe that environmental, social and governance matters are important. However, they
see it as being one, of a number of factors, which must be considered when making decisions
considering suitable investments for the Fund. The PFP also believe in collective engagement and
have signed up to the LAPFF.

Manager Selection

The PFP believes that active management can add value to pension funds. However, it can be
difficult to identify, with confidence, a manager that will outperform over the long-term, so any
manager appointments require considerable due diligence and expected to be made for the long-
term.

Fees
Investment management fees are a drag on returns and should be managed. However, they are
not the only factor when it comes to selecting a good active manager.

3. Diversification

3.1 The PFP seeks to diversify risk through investing in a range of assets, investment
managers, strategies, and investment styles. The investment policy is to appoint
expert investment managers with clear performance benchmarks and to place
maximum accountability for performance against those benchmarks on the
investment manager. Ealing has adopted an active specialist approach to
investment management.

3.2 The Fund may invest in quoted and unquoted securities of UK and overseas
markets including equities, fixed interest, index linked bonds, cash, property,
infrastructure, and commodities either directly or through pooled funds. The Fund
may also make use of contracts for differences and other derivatives either directly
or in pooled funds investing in these products for the purpose of efficient portfolio
management or to hedge specific risks.

3.3 The PFP reviews the nature of Fund investments on a regular basis, with particular
reference to suitability and diversification. The PFP seeks and considers written
advice from a suitably qualified person in undertaking such a review. If, at any
time, investment in a security or product not previously known to the PFP is
proposed, appropriate advice and training is sought and considered to ensure its
suitability and diversification.

3.4 The Fund'’s current target investment strategy is set out below.

Name of Mandate Target Benchmar Trackin Target Gross
Investment Type Allocatio k Index g Error outperformance
Manager n of Fund band %p.a. (rolling 3
years)
Baillie Gifford Global 18.3% MSCI All 4% to 3.0%p.a. over
Global Alpha Equities Country 6%pa the market cycle
Fund World
Index
LGIM Future Global 18.35% FTSE 0.5% Track the FTSE
World Fund Equities Developed pa Developed index
Index within +/- 0.5%
Fund p.a. for two
years out of
three
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LGIM MSCI Global 18.35% FTSE 0.5% Track the FTSE
World Low Equities Developed pa Developed index
Carbon Target Index within +/- 0.5%
Index Fund p.a. for two
years out of
three
Royal London UK 25% ML Upto 1.0%p.a.
Asset Corporate Sterling 3%
Management Bonds Non-Gilts
(TR)
UK 10% IPD All N/A 0.5%p.a.
Standard Life Commercial Balanced
Hermes Property Fund
Lothbury
JP Morgan Infrastructur 5% N/A Target N/A
Infrastructure e total
Impact return
8-12%
p.a.
Private Debt Enhanced 5% TBC TBC TBC
Yield
Total 100%

3.5 In line with the Regulations, the Fund’s investment strategy does not permit more
than 5% of the total value of all investments of fund money to be invested in entities
which are connected with that authority within the meaning of section 212 of the

Local Government and Public Involvement in Health Act 2007”.

3.6 It is estimated that the maximum that the Fund will invest in each asset will be
around 50% higher than the target allocation, albeit this is unlikely to be the case

in reality, given the regular rebalancing at the Fund

4. Restrictions on investment

4.1 The Regulations have been amended to remove the previous restrictions that
applied under the Local Government Pension Scheme (Management and
Investment of Funds) Regulations 2009. The Fund has agreed a number of its own
restrictions as set out in the table below. Some other investment restrictions have

been negotiated with individual fund managers and the CIV Pool.

4.2 Type of investment, Maximum investment by the Fund % of assets

Table 2: Investment Restrictions

Types of Investment Max
*Contributions invested in any single partnership 5%
*Contributions invested in partnerships 30%
Cash deposits 10%
Investment with any single manager strategy either directly or 25%
via the XYZ pool X% (excluding investments in passive index
tracking strategies)

Total investment in illiquid assets [1] 30%

*Are usually classified as illiquid investments.
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5

5.1

Managers

The PFP has appointed investment managers all of whom are authorised under the
Financial Services and Markets Act 2000 to undertake investment business.

5.2 The PFP, after seeking appropriate investment advice, has agreed specific

benchmarks with each manager so that, in aggregate, they are consistent with the
overall asset allocation for the Fund.

5.3 The PFP have appointed investment managers which invest passively, who have

6.1

the aim of replicating the performance of a market index, and active investment
managers looking to outperformance a particular benchmark index. Active
investment managers will hold a mix of investments which reflects their views
relative to their respective benchmark.

Risk Management

The PFP is aware that the Fund has a need to take risk (e.g. investing in growth
assets) to help it achieve its funding objectives. It has an active risk management
programme in place that aims to help it identify the risks being taken and put in
place processes to manage, measure, monitor and (where possible) mitigate the
risks being taken. One of the PFP’s overarching beliefs is to only take as much
investment risk as is necessary.

The principal risks affecting the Fund are set out below, we also discuss the Fund’s
approach to managing these risks and the contingency plans that are in place: A
full risk register, covering a full range of risks, is maintained, and reported to the
Panel annually.

6.2 Funding risks

Headline Risk

Specifics

Mitigating Actions

Financial mismatch

The risk that Fund
assets fail to grow
in line with the
developing cost of
meeting the
liabilities

As indicated above, the PFP has
set a strategic asset allocation
benchmark for the Fund. This
benchmark was set considering
asset liability modelling which
focused on probability of success
and level of downside risk.

The PFP assesses risk relative to
the strategic benchmark by
monitoring the Fund’s asset
allocation and investment returns
relative to the benchmark. The
PFP also assesses risk relative to
liabilities by monitoring the
delivery of benchmark returns
relative to liabilities.

Changing
demographics

The risk that
longevity improves,
and other
demographic
factors change,
increasing the cost
of Fund benefits

The PFP seeks to understand the
assumptions used in any analysis
and modelling so they can be
compared to their own views and
the level of risks associated with
these assumptions can be
challenged
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Headline Risk

Specifics

Mitigating Actions

This risk is captured within the
Funding Strategy which is
monitored by the Panel.

Systemic risk

The possibility of
an interlinked and
simultaneous
failure of several
asset classes
and/or investment
managers, possibly
compounded by
financial
‘contagion’,
resulting in an
increase in the cost
of meeting the
Fund’s liabilities

The PFP seeks to mitigate
systemic risk through a diversified
portfolio, but it is not possible to
make specific provision for all
possible eventualities that may
arise under this heading.

6.3 Asset Risks

Headline Specifics Mitigating Actions
Risk
Concentration The risk that a e The Fund’s strategic asset allocation
significant benchmark invests in a diversified
allocation to any range of asset classes. The PFP has
single asset put in place rebalancing arrangements
category and its to ensure the Fund’s “actual
underperformance allocation” does not deviate
relative to substantially from its target. The Fund
expectation would invests in a range of investment
result in difficulties mandates each of which has a
in achieving defined objective, performance
funding objectives. benchmark and manager process
which, taken in aggregate, help
reduce the Fund’s asset concentration
risk.
Liquidity Risk | The risk that the e By investing across a range of assets,
Fund cannot meet including liquid quoted equities and
its immediate bonds, the PFP has recognised the
liabilities because it need for access to liquidity in the short
has insufficient term.
liquid assets. e The Fund actively manages its cash
flows over the short and longer term
to ensure liquidity.
Exchange The risk that the e The Fund is a longer term investor
Rate Risk currency of the and can withstand short term currency
Fund’s assets fluctuations.
lrjerllg’ﬁ\r/zetgosrgiling e The Fund invests in arange qf
(i.e. the currency of overseas markets which provides a
the liabilities). diversified approach to currency
markets; the PFP also assess the
Fund’s currency risk during their risk
analysis.
e Any decision to hedge currency is
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delegated to the Fund’s managers.

Environmental,
social and
governance
(“ESG”)

The risk that ESG
related factors

ability to generate

returns.

reduces the Fund’s

long-term expected

Details of the Fund'’s approach to
managing ESG risks are set out later
in this document.

The Fund expects its external
investment managers to undertake
appropriate monitoring of current
investments with regards to their
policies and practices on all issues
which could present a material
financial risk to the long-term
performance of their funds such as
corporate governance and
environmental factors.

The Fund expects its investment
managers to integrate material ESG
factors within its investment analysis
and decision making.

Manager
underperformance

The failure by the
fund managers to
achieve the rate of
investment return
assumed in setting
their mandates.

The PFP has considered the risk of
underperformance by any single
investment manager and have
attempted to reduce this risk by
appointing more than one manager
and having a proportion of the Fund’s
assets managed on a passive basis.
The PFP assess the Fund’s
managers’ performance on a regular
basis, and will take steps, including
potentially replacing one or more of
their managers if underperformance
persists.

Investment Advice
Risk

Risk that the Fund
is negatively
impacted by
investment advice
received.

The PFP regularly considers and
reviews effectiveness of advice given.

Regulatory and
Political Risks

Adverse regulatory
or political change

Risk is mitigated by diversifying
across markets and monitored by
reviewing the investment strategy and
specific investment mandates.

6.4 Other provider risks

Headline
Risk

Specifics

Mitigating Actions

Transition risk

The risk of incurring
unexpected costs in
relation to the
transition of assets
among managers.
When carrying out
significant
transitions, the PFP
seeks suitable
professional advice.

The PFP monitors and manages
risks in these areas through a
process of regular scrutiny of its
providers, and audit of the
operations it conducts for the
Fund or has delegated such
monitoring and management of
risk to the appointed investment
managers as appropriate (e.g.
custody risk in relation to pooled
funds). The PFP has the power to
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Headline
Risk

Specifics

Mitigating Actions

replace a provider should serious
concerns exist.

The risk of incurring additional
costs in relation to transitioning
assets is managed through the
use of professional advisers and
experienced in house staff.

Custody risk

The risk of losing
economic rights to
Fund assets, when
held in custody or

when being traded.

The Fund maintains beneficial
ownership of assets when held in
Custody.

Credit default

The possibility of
default of
counterparty in
meeting its
obligations.

Counterparty risk is managed
through robust procurement and
contracting processes.

Stock-lending

The possibility of
default and loss of
economic rights to
Fund assets.

The Fund does not currently
permit BNY Mellon to lend stock.

Any stock lending within pooled

investments is delegated to the
managers. The success of this
lending programme is assessed
as part of the monitoring of the

overall manager.

6.5 A separate schedule of risks that the Fund monitors is set out in the Fund’s Funding

7.1

Strategy Statement.

Funds approach to Pooling, Collective Investment vehicles (CIV) and Shared
Services.

The Fund is a participating scheme in the London CIV Pool as part of the
Government’s pooling agenda. The proposed structure and basis on which the
London CIV Pool will operate was set out in the July 2016 submission to
Government. The London CIV has been operational for some time and is in the
process of opening a range of sub-funds covering liquid asset classes, with less
liquid asset classes to follow.

Assets to be invested in the Pool

7.2 The key criteria for assessment of Pool solutions will be as follows:

e That the Pool enables access to an appropriate solution that meets the
objectives and benchmark criteria set by the Fund; and

e That there is a clear financial benefit to the Fund in investing in the solution
offered by the Pool, should a change of provider be necessary.

7.3 The current portfolio comprises of two managers, all of which are among the CIVs

preferred managers. One manager, Baillie Gifford, is within the CIV’s Authorised
Contractual Scheme (ACS) structure, while LGIM operate outside the CIV but
under the auspices of the CIV. LGIM investment solutions could not be brought
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into the CIV because they use life funds which are not compatible with the vehicle
operated by the CIV. Authorities however benefit from CIV negotiated fees and the
CIV takes a small proportion in view of the fact that they have negotiated attractive
fees.

7.4 Global equities held within the CIV amount to 18.3% of the Fund and are allocated

as follows:

Asset class Manager % of Fund assets Benchmark and
performance
objective

Baillie Gifford Global 18.3% Benchmark Index: MSCI

Alpha Fund All County World

The objective of the Sub-
fund is to exceed the rate
of return of the MSCI All
Country World Index (the
“Index”)

The fund aims to achieve
capital growth by
outperforming the MSCI
All County World Index by
3% p.a. over the market
cycle

Global equities held with LGIM:

Asset class Manager % of Fund assets Benchmark and
performance
objective

LGIM Future World Fund 18.35% Benchmark Index: FTSE
All-World ex CW Climate
Balanced FI

The objective of the Sub-
fund is to replicate
performance of the Index
and ensure the pooled
fund has similar
characteristics as the
index whilst not
necessarily holding all the
constituents of the Index.

The anticipated annual
tracking error, in normal
market conditions,
relative to the Index is +/-
0.60% in 2 years out of 3.

LGIM MSCI World Low 18.35% Benchmark Index: MSCI
Carbon Target Index World Low Carbon Target
Fund Index

The objective of the Sub-
fund is to track the
performance of the MSCI
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World Low Carbon Target
Index to within +/- 1.00%
p.a. for two years out of
three.

7.5At the time of preparing this statement the Fund has elected not to invest the
following assets via the London CIV Pool:

8 Assets to reside outside of the Pool

8.1 The Fund holds a target of 10% of the Fund within direct property funds and these
will remain outside of the London CIV pool. The cost of exiting these strategies
would have a negative financial impact on the Fund. These will be held as legacy
assets until such time as they mature and proceeds re-invest through the pool
assuming it has appropriate strategies available or until the Fund changes asset
allocation and decides to disinvest. In addition, the holdings shown below will sit
outside the pool.

Asset class % of Fund assets Benchmark Rational for

Manager initially
withholding
Investment

outside of the
London CIV Pool
RLAM - UK 25% ML Sterling Non- This is being held
Corporate Bonds Gilts (TR) outside of the
pool as the Fund
has an allocation
to UK Corporate
Bonds and the
pool only offers a
global solution

JP Morgan Asset 5% Infrastructure

Management - investments are

Infrastructure not currently
available within
the CIV. The
Fund is now

invested in this
illiquid strategy
Private Debt 5% TBC Private Debt was
not available at
the time on
investment

8.2 Any assets not currently invested in the Pool will be reviewed at least every three
years to determine whether the rationale remains appropriate, and whether it
continues to demonstrate value for money. The next such review will take place no
later than April 2021.

9 Structure and governance of the London CIV Pool

9.1 The July 2016 submission to Government of the London CIV Pool provided a
statement addressing the structure and governance of the Pool, the mechanisms
by which the Fund can hold the Pool to account and the services that will be shared
or jointly procured.
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10 Holding the London CIV to account

10.1 The boroughs interact with the London CIV through the Pensions Sectoral Joint
Committee (PSJC) and through the CIV Investment Advisory Committee (IAC).

10.2 London CIV has formal agreements and arrangement in place and is already in the
process of pooling investments for the London Local Authorities.

10.3 There are three levels of interaction between investing authorities and London CIV
as the operating company; the Pension Sectoral Joint Committee (PSJC), the
Investment Advisory Committee (IAC) and regular contact through formal and
informal interaction at borough level. At the time of setting up the London CIV it
was understood that all activities of the CIV are carried out ‘for and on behalf of’
the investing authorities and, while London CIV has to ultimately take decisions
independently of investors (for regulatory reasons) those decisions will be taken
with appropriate levels of collaboration and the best interest of the investing
authorities at heart. Formal agreements and documentation include:

e The Shareholders Agreement which sets out the terms and conditions of the
joint venture and regulates their relationship with each other and certain
aspects of the affairs of and dealings with the Company. The Company has
agreed with the Shareholders that it will comply with the terms and
conditions of the Agreement insofar as it relates to the company and
provided it is legal to do so.

10.4 The PSJC is established under London Councils’ governance arrangements. The
PSJC has specific Terms of Reference which include the following:

e “..toreceive and consider reports and information from the ACS Operator
particularly performance information and to provide comment and guidance
in response (in so far as required and permitted by Companies Act 2006
requirements and FCA regulations).

10.5In addition, members of the Pensions CIV Joint Committee will meet at least once
each year at an Annual General Meeting of the ACS Operator to take decisions on
behalf of the participating London local authorities in their capacity as shareholders
exercising the shareholder rights in relation to the Pensions CIV Authorised
Contractual Scheme operator (as provided in the Companies Act 2006 and the
Articles of Association of the ACS Operator company) and to communicate the
decisions to the Board of the ACS Operator company. These include:

e the appointment of directors to the ACS Operator board of directors;

e the appointment and removal of auditors of the company;

e agreeing the Articles of Association of the company and consenting to any
amendments to these;

¢ receiving the Accounts and Annual Report of the company;

e exercising rights to require the directors of the ACS Operator company to
call a general meeting of the company;”

10.6 As an FCA authorised contractual scheme, the CIV is required to publish a
prospectus which details how the CIV will operate including the valuation, pricing,
and administration of the Scheme.
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10.7 A service level agreement is also currently being drafted which will set out in more
detail agreed service levels between the CIV and the Authorities which will help to
further enable the CIV to be held to account for ensuring that borough investment
strategies are being implemented and the timescales.

11 Environmental Social & Corporate Governance considerations of the Fund

11.1 Regulation 7(2)(e) requires the ISS to state how social, environmental, or corporate
governance considerations are considered in the selection, non-selection,
retention, and realisation of investments.

11.2 The PFP recognise that ESG factors can influence long term investment
performance and the ability to achieve long term sustainable returns. The PFP
consider the Fund’s approach to responsible investment in two key areas:

1. Sustainable investment/ESG factors — considering the financial impact of
environmental, social and governance (ESG) factors on its investments.

2. Stewardship and governance - acting as responsible and active
investors/owner, through considering voting of shares, and engaging with
investee company management as part of the investment process.

11.3 To date, the Fund’s approach to social investments has largely been to delegate
this to their underlying investment managers as part of their overall ESG duties.
The Fund’s managers report on this matter as part of the Fund’s quarterly review.

11.4 The PFP require the Fund’s Investment Managers to have a formal policy on how
they take governance, social and environmental issues into account when
investing on behalf of the Fund. The PFP will review these policies from time to
time and will, where it is deemed necessary, engage the Investment Manager in
discussion on these policies. It will, however, be made clear to the Investment
Managers that any decisions by the Investment Managers should be in the best
long term financial interest of the Fund and its stakeholders.

11.5 The PFP expects its fund managers to integrate material ESG factors within their
investment analysis and decision making.

11.6 The PFP receives ESG training on a regular basis, recent training has included
looking at ESG focused benchmark indices. These are constructed by screening
off or tilting away from companies that fail to meet minimum ESG criteria and
towards those who meet higher standards, rather than automatically investing in
line with market capitalisation. The belief is that companies with good ESG
standards will generate great risk adjusted returns over the long-term.

11.7 The PFP expects its external investment managers (and specifically the London
Collective Investment Vehicle through which the Fund will increasingly invest) to
undertake appropriate monitoring of current investments with regard to their
policies and practices on all issues which could present a material financial risk to
the long-term performance of the fund such as corporate governance and
environmental factors.

11.8 In addition, the Fund expects its investment managers to work collaboratively with

others if this will lead to greater influence and deliver improved outcomes for
shareholders and more broadly
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11.9 Effective monitoring and identification of these issues can enable engagement with

boards and management of investee companies to seek resolution of potential
problems at an early stage. Where collaboration is likely to be the most effective
mechanism for encouraging issues to be addressed, the Fund expects its
investment managers to participate in joint action with other institutional investors
as permitted by relevant legal and regulatory codes.

11.10 The Fund monitors this activity on an ongoing basis with the aim of maximising its

impact and effectiveness.

11.11 The Fund through its participation in the London CIV will work closely with other

12
12.1

12.2

12.3

LGPS Funds in London to enhance the level of engagement both with external
managers and the underlying companies in which invests.

Corporate Governance/Voting

The PFP wishes to be an active shareholder and exercise its voting rights to
promote and support good corporate governance principles in particular with
regard to management and reporting. The Fund recognises that ultimately this
protects the financial interests of the Fund and its ultimate beneficiaries. The Fund
has a commitment to actively exercising the ownership rights attached to its
investments reflecting the Fund’s conviction that responsible asset owners should
maintain oversight of the companies in which it ultimately invests recognising that
the companies’ activities impact upon not only their customers and clients, but
more widely upon their employees and other stakeholders and also wider society.

In practice, investment managers have delegated authority to exercise the Funds’
voting rights in this respect, subject to the PFP’s prerogative to give specific
instructions to the investment managers to vote in accordance with the Fund’s
voting policies. The managers are strongly encouraged to vote in line with their
guidelines in respect of all resolutions at annual and extraordinary general
meetings of companies under Regulation 7(2) (f). The PFP monitor the voting
decisions made by all its investment managers on a regular basis.

The Fund’s voting policies reflect these main concerns:

e To protect its rights as a shareholder.

e To ensure that corporate governance standards are consistent with
protecting shareholder value.

e To promote good corporate governance standards in order to enhance
longer term value.

13 Stewardship

13.1

13.2

The Fund is committed to being a long-term steward of the assets in which it
invests and expects this approach to protect and enhance the value of the Fund
in the long term. In making investment decisions, the Fund seeks and receives
proper advice from internal and external advisers with the requisite knowledge and
skills. In addition, the PFP undertakes training on a regular basis, and this will
include training and information sessions on matters of social, environmental, and
corporate governance

The PFP has formally agreed to adhere to the Stewardship Code as published by

the Financial Reporting Council. The PFP expects both the London CIV Pool and
any directly appointed fund managers to also comply with the Stewardship Code

131



13.3

13.4

13.5

and this is monitored on an annual basis. A copy of the Fund’'s statement of
compliance with the Stewardship code can be found on the Fund’s website. At the
FRC’s most recent review, the fund was rated as a tier B.

However, the PFP believes in the benefit of dialogue and engagement with
companies within which they invest as a means of enhancing shareholder value.
To this end the Fund joined the Local Authority Pension Fund Forum (LAPFF) a
collaboration of over 70 Local Authority Pension Schemes which exists to promote
the interest of the group and engage with companies to ensure that their views are
considered in the management of the affairs of the companies in which they
collectively invest.

The Fund is also a member of the Pension and Lifetime Savings Association
(PLSA) and in this way joins with other investors to magnify its voice and maximise
the influence of investors as asset owners.

The Fund also gives support to shareholder resolutions where these reflect

concerns which are shared and represent the Fund interest and finally the Fund
joins wider lobbying activities where appropriate opportunities arise.
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COMMUNICATIONS POLICY STATEMENT

LONDON BOROUGH OF EALING PENSION FUND
Introduction

This Statement is prepared in compliance with the Local Government Pension
Scheme Regulations 2013 (Regulation 61). It sets out the Policy of London
borough of Ealing, as administering authority, in relation to its Communications
responsibilities for the Local Government Pension Scheme (LGPS).

Communications Objectives

The purpose of this Statement is to promote accurate, effective, and regular
communication with all stakeholders of the Ealing pension fund. The
communications strategy will seek to meet all regulatory requirements to provide
information and to promote the Local Government Pension Scheme (LGPS) to
employees of participating employers.

Stakeholders

This Policy is aimed at the following principal stakeholders of the Ealing pension

fund:

Policy

Elected Members

Scheme members (active, retired and deferred)
Scheme employers

Employee/Trade union representatives
Prospective Scheme members

Other interest groups (e.g. government, CIPFA)

Provision of information and publicity about the Scheme to members,
representatives of members and employers:

Elected members are communicated with through the Pension Fund Panel (PFP),
which meets on a quarterly basis. The PFP is updated on administration,
regulatory, financial, and investment issues. Also, information is provided in
response to direct requests received from Councillors who are members or non-
members of the Panel.

Scheme members:

Active Scheme members are communicated with through newsletters,
intranet, monthly employee’s forum and Annual Benefits Statements as well
as the Annual General meeting

Retired Scheme members are communicated with via newsletters, the
annual pensions increase advice. Also, individual queries are processed by
LPP, the 3rd party administrators and well as the Annual General Meeting.

Deferred members are communicated with through Annual Benefits
Statements. Also, individual queries are processed by LPP, the 3rd party
administrators. Deferred members are also invited to the Annual General
Meeting.

In addition, the PFP reports and minutes, and the pension fund annual report
and accounts are available on the Council’'s website.

133


http://www.ealing.gov.uk/

Scheme employers (previously known as admitted and scheduled bodies) are
communicated with through newsletters and regular employers’ forum. Also, they
are invited to the Pension Fund Annual General Meeting.

Employee/Trade union representatives are communicated with through
newsletters, employees’ forum, intranet. Also, this stakeholder group is
represented on the PFP and receive information circulated to Panel members.

Prospective Scheme members, such as new employees, are issued with the
LGPS member’s Handbook and Application Form. Also, the Scheme is promoted
to new employees at induction programmes.

Other interest groups (e.g. government, CIPFA) receive information in response to
periodic returns or ad hoc information requests.

Review of this Communications Statement

The Treasury and Investments Manager, in consultation with HR, will review this
Statement and approved by the Strategic Director Corporate Resources no less
frequently than annually, or sooner, if there are any material changes in the
Council’'s communications policy.
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GLOSSARY

Active management

A style of investment management which seeks to provide outperformance of a
relevant benchmark through asset allocation, market timing or stock selection (or a
combination of these). Directly contrasted with indexation or passive management.

Actuarial assumptions

The assumptions that an actuary must make in order to arrive at a valuation for a
pension fund. These include life expectancy, rates of inflation, expected earnings
and the income that will be received from pension scheme investments.

Actuarial valuation

A review of the pension fund, which takes place every three years, to ensure that
employers’ contributions are sufficient to maintain the solvency of the fund.

Actuarial value of assets

The value placed on the assets of the fund by the actuary. This may be the market
value or some other measure as deemed appropriate by the actuary.

Actuary

An independent consultant who carries out the actuarial valuation and may also
advise on changes in benefit structure and on investment strategies. The actuary
will perform calculations based on information about prevailing circumstances and
analysis of statistics.

Additional voluntary contributions (AVCs)

An extra pension contribution, which can be made by a member of an
occupational pension scheme.

Administering authority

A local authority required to maintain a pension fund under the local government
pension scheme regulations.

Advisory boards

A private equity board of external advisers, which provides advice and is a focus
for sharing information, provided by a private equity company.

Alternative assets

These are investments such as high yield bonds, hedge funds and private equity.
They are introduced into a portfolio to diversify risk and enhance returns.

Asset allocation

The apportionment of a fund’s assets between asset classes and/or markets (also
see Bet). Asset allocation may be either strategic i.e. long-term, or tactical i.e.
short-term, aiming to take advantage of relative market movements.

Asset classes

A specific category of assets or investments, such as stocks, bonds, cash,
international securities and real estate. Assets within the same class generally
exhibit similar characteristics, behave similarly in the marketplace and are subject
to the same laws and regulations.

Benchmark

A ‘notional’ fund or model portfolio which is developed to provide a standard
against which a manager’s performance is measured, e.g. for a global equity fund
the benchmark against which it will be measured could be made up of 70% UK
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equities and 30% overseas equities. A target return is generally expressed as
some margin over the benchmark.

Bond

A security issued by a corporate or government body borrowing in the capital
markets. Bonds promise to pay interest (coupons) during the life of the bond plus
the main amount borrowed. Corporate bonds may be secured over the assets of
the firm or they can be unsecured.

Corporate bond

A term used for all bonds other than government bonds.
Corporate governance

Governance for local authorities is defined as how they ensure that they do the
right things, in the right way, for the right people in a timely, inclusive, open, honest
and accountable manner. It comprises the systems processes, culture and values,
by which local government bodies are directed and controlled, and through which
they account to, engage with and where appropriate lead their communities.

Custody/custodian

Safe-keeping of securities by a financial institution. The custodian keeps a register
of holdings and will collect income and distribute monies according to client
instructions.

Defined benefit scheme

A scheme where the benefits are defined and paid, irrespective of contributions or
investment performance.

Diversification

The spreading of a fund’s investments among different asset classes, markets and
geographical areas in order to reduce risk. Diversification is a basic principle of
multi-asset management.

Dividend
A payment distributed by a company to equity shareholders
Duration

A measure of a bond’s sensitivity to a change in yield. It can be measured in
years.

Ethical investment

Where investment is restricted to companies undertaking business in accord with
an ethical definition. This could cover companies not engaging in arms
manufacture.

Equities
The general term for ordinary shares issued in UK and overseas companies.
Bonds

An investment that provides a return in the form of fixed periodic payments and
eventual return of principal at maturity. Unlike a variable-income security where
payments change based on some underlying measure such as short-term interest
rates, fixed-income security payments are known in advance.

FTSE

A company that specialises in index calculation. Although not part of a stock
exchange, co-owners include the London Stock Exchange and the Financial
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Times. They are best known for the FTSE 100, an index of the top 100 UK
companies (ranked by size).

Fund managers

Firms of investment professionals appointed by an investments or pensions
committee to make day-to-day investment decisions for the fund within the terms
of an investment management agreement (IMA).

Gilts
Fixed or index linked securities issues by the UK government (bonds).

Hedge fund

A fund, which aims to make money on both rising and falling markets by taking
both long and short positions.

Index-linked securities

UK government issued stocks on which the interest and eventual repayment of the
loan are based on movements in the retail price index.

Investment adviser

A professionally qualified individual or company whose main livelihood is derived
from providing objective, impartial investment advice to companies, pension funds
or individuals, for a stated fee.

Mandate

Instructions given to the manager by the client on the performance target,
restrictions on stocks etc.

Objectives

Objectives for a pension fund may be expressed in several ways, in terms of
performance against the ‘average’, against a specified benchmark or as a target
real rate of return. For example, a reasonable objective for a UK equity fund might
be to outperform the WM/median return for UK equities by 1% per annum over
rolling three year periods.

Option

An agreement giving the holder the right to buy or sell a specific security at a
specified price within a specified period of time.

Outperformance/Underperformance

The difference in returns generated by a particular fund against an average fund
or index over a specified time period.

Passive management

Where performance is sought that seeks to attain market or index returns.

Investments or pensions committee

The body to which the administering authority has delegated responsibility for
deciding upon the best approach to investing the pension fund’s assets.

Performance

A measure, usually expressed in percentage terms, of the change in value of an
investment, fund or part of a fund over a period.

Pooled fund
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A fund managed by a fund manager in which investors hold units. Stocks, bonds,
properties etc are not held directly by each client, but as part of a ‘pool’. This
contrasts with a segregated fund.

Private equity

Investments in new or existing companies and enterprises which are not publicly
traded on a recognised stock exchange.

Projected unit method

A method used by actuaries in which the actuarial liability makes allowance for
projected earnings.

Risk

Generally taken to mean the variability of returns. Investments with a greater
perceived risk must usually promise a higher return than a more stable investment
before rational investors will consider buying them. Generally the higher the
potential return the higher the associated risk.

Scheme Employers

This means a body listed in Schedule 2 of the LGPS Regulations 2013 employing
an employee who is eligible to be a member and includes an admission body.
These were previously referred to as admitted and scheduled bodies.

Securities

Investments in company shares, bonds or index-linked stocks.

Sector

Companies from the same sector are grouped in this way on stock markets.

Solvency

Usually defined as the ratio of the market value of assets, to the current value
placed by the actuary on pension promises made at a given valuation date. This is
expressed as a percentage, i.e. 100% equates to a fund that in the opinion of the
actuary has sufficient assets to meet all the benefits earned by its members at the
date of valuation.

Sovereign debt

Bonds issued by a government.
Stock lending

Stock lending involves the loan of shares or bonds to a third party in return for a
fee and some form of security (collateral) for the period the stock is on loan.
Typical borrowers include market makers seeking liquidity in shares and short
sellers (including hedge funds) delivering stock to their buyers. Although described
as a loan, the transaction is more accurately described as a short-term sale and
transfer of ownership with a binding agreement to buy the asset back at the same
price.

Strategic asset allocation

Long-term allocation between the main asset classes with the aim of meeting the
investors risk and return objectives.

Target funding rate

This is the target level of solvency for the fund. This measure is expressed as a
percentage e.g. 100%.

Tracking error

138



A measure of the variability of investment returns relative to a benchmark or index.

Transaction costs

Costs resulting from managing a portfolio.

Underwriting

Where an institutional investor undertakes to acquire for a fee or commission
shares unsold in a public offering or a rights issue.

Weighting

Proportion of an index or portfolio made up of an individual or group of items.
Yield

A measure of the return earned on an investment.
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