PENSIONS BOARD FOR BEXLEY
Agenda
Members are requested to attend
Date/Time:

Tuesday, 29 March 2016 - 9.30 am

Venue:

G09 - Civic Offices

Contact Officer:

Sandra Baxter

Direct Line:

020 3045 3088

ITEM

TITLE

Page

1.

Apologies for Absence

2.

Minutes - 9 November 2015

1-4

3.

Register of Interests

5-6

4.

Knowledge and Understanding Framework

7 - 10

5.

Governance Update

11 - 62

6.

Appraisal of Pensions Committee Reports

63 - 74

7.

Risk Register for the Pension Fund

75 - 88

8.

Date of Next Meeting - to be confirmed

Membership:
Mr John Meaker, Mr Martin Peat, Mr Geoffrey Smithson and Councillor Howard
Marriner (Chairman)

Fire Procedure: The fire alarm for Bexley Civic Offices is a continuous high pitched tone. If this alarm
sounds, please leave the building by the nearest fire exit and go to the car park at the rear of the Civic
Offices. The Committee Officer will take charge of the evacuation, carrying out Fire Marshal
responsibilities.
Any members of the public that have a disability and may need reasonable adjustments to
be made are requested to contact the Contact Officer by 5pm on the day prior to the meeting.

2
Pensions Board for Bexley
Monday 9 November 2015 at 1pm, Room G05, Civic Offices, Bexleyheath
Present:
Councillor Howard Marriner (Chairman), Mr John Meaker, Mr Martin Peat and Mr
Geoff Smithson.
Also Present:
Alison Griffin – Director of Finance
Nigel Bate – Head of Technical Finance
Keith Lazarus – Head of Financial Planning and Control
Terry Pearce – Pensions and Treasury Manager
Jane Eggleton – Pensions Officer
Sandra Baxter – Committee Officer
1. APOLOGIES FOR ABSENCE
(Agenda Item 1)
There were no apologies for absence.
2. MINUTES – 3 JULY 2015
(Agenda Item 2)
RESOLVED – That the minutes of the meeting held on 3 July 2015 be agreed as
a correct record.
3. EXCUSION OF GENERAL PUBLIC
(Agenda Item 3)
RESOLVED – That the general public be excluded from the meeting during the
consideration of Appendices A (i) to (iii) to Agenda Item 5 because they contain
exempt information as set out in the report.
4. REGISTER OF INTERESTS
(Agenda Item 4)
The Board had agreed that this should appear as a standard item on each
agenda to remind members of the requirement to notify the Council of any
conflicts of interest. It was noted that no actual or potential conflicts of interest
had currently been notified. Councillor Marriner submitted a sheet which referred
members of the public to his Council register of interests.
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5. KNOWLEDGE AND UNDERSTANDING FRAMEWORK
(Agenda Item 5)
The Board considered a report seeking to establish a framework for the Board
members to acquire the necessary knowledge and understanding of pension
regulations, legislation and requirements to enable them to carry out their role
effectively. The report provided an update on action taken since the last meeting
and gave details of three separate proposals to provide personal training plans
for the Board members. Details of the training undertaken by Pensions Board
members were also provided.
RESOLVED – That the training programme proposal from Mercer be accepted.
6. FUND COMMUNICATIONS
(Agenda Item 6)
The Board received a report summarising the Pension Fund’s communications
policy. It was reported that the Local Government Pension Scheme (LGPS)
Regulations required administering authorities to prepare, publish and maintain a
policy statement setting out its strategy for communicating with scheme
members, scheme members’ representatives, prospective scheme members and
their employing authorities. The report set out the methods by which the Council
communicates with these different groups.
7. ANNUAL BENEFIT STATEMENTS 2014/15
(Agenda Item 7)
The Board received a report outlining the difficulties being faced by Bexley, in
common with a number of authorities, in issuing Annual Benefits Statements for
2014/15 and the steps being taken to address them. It was reported that the
difficulties had been caused by the transfer to the new LGPS scheme in April
2014, however it was expected that all statements would be issued by the
Pensions Regulator’s revised guideline of 30 November. This year’s exercise
had also identified other issues which would need to be addressed to ensure that
next year’s statements are issued by the statutory deadline of 31 August and
proposals for addressing these issues were outlined.
8. REPORTING BREACHES TO THE PENSIONS REGULATOR
(Agenda Item 8)
The Board considered a proposed procedure for reporting breaches to the
Pensions Regulator. It was reported that all Pensions Boards were
recommended to have an agreed procedure in place for dealing with alleged
breaches. It was reported that, if the Board was advised to accept the proposed
procedure, it should be recommended to the Pensions Committee for adoption.
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RESOLVED – That the procedure for reporting breaches to the Pensions
Regulator set out in the report be recommended for adoption by the Pensions
Committee.
9. RISK REGISTER FOR THE PENSION FUND
(Agenda Item 9)
The Board considered a proposed risk register for the Pension Fund, which
would be included as a section within the Council’s risk management monitoring
procedures. It was reported that the risk register had been developed in
accordance with the Pensions Regulator’s Code of Practice on governance and
administration of public service pension schemes. Again it was reported that, if
the Board were minded to accept the register, it would need to be recommended
to the Pensions Committee for adoption. Martin Peat queried whether the risk
likelihood had been measured before or after mitigation was considered. Nigel
Bate indicated that the risk likelihood was after mitigation and that he could make
this clear in the covering report. Geoff Smithson queried the risk relating to
employer failure to pay contributions into the scheme. Nigel Bate reported that
this generally only arose in the case of academies where they had just joined the
scheme and processes were still being put in place. He indicated that this was
not a cause for concern.
RESOLVED – That (1) the risk register set out in the report be recommended to
the Pensions Committee for adoption; and
(2) the risk register be reviewed by the Pensions Committee on an annual basis
and the outcome reported to the Pensions Board.
10. APPRAISAL OF PENSIONS COMMITTEE REPORTS
(Agenda Item 10)
The Board received the draft minutes of the last Pensions Committee for
information. Members were requested to email any queries regarding investment
issues to Keith Lazarus and copy in the other Pensions Board members.
It was reported that there would be a training session on the Actuarial Valuation
prior to the next Pensions Committee on 2 December and Board members were
urged to attend this if at all possible.
11. ANY OTHER BUSINESS
John Meaker queried whether the Fund was involved in stock lending as he had
heard some disturbing stories regarding it. Nigel Bate confirmed that, although
there was an officer delegation to agree to stock lending, it was not currently
something the Fund was involved in.
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12. DATE OF NEXT MEETING
It was confirmed that the next meeting would take place on 29 March 2016 at
9.30am.
The Board rose at 1.30pm
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PENSIONS BOARD FOR BEXLEY – 29 MARCH 2016
REGISTER OF INTERESTS
1.

Introduction

The Local Government Pension Scheme Regulations 2013 place a duty on the
Council to satisfy itself that Local Pension Board members do not have conflicts of
interest either at the time of their appointment or at any time during their membership
of the Board. Failure to declare a conflict of interest may result in the Pensions
Board acting improperly or may lead to a perception that the Board has acted
improperly or could result in a challenge to the work carried out by the Board.
Members of the Board are therefore required to notify the Council of any conflicts of
interest or anything which has the potential to become a conflict of interest.
2.

Register of Interests

Councillor Marriner submitted an entry stating that he had no specific interests as
Chairman of the Pensions Board but referring people to his Council register of
interests. No actual or potential conflicts of interest have currently been notified.
This will be a standing item on each agenda to prompt members to consider whether
they have a conflict of interest in relation to any of the issues to be discussed.
3.

Financial and Legal Implications

There are no implications arising directly from this report.
Contact Officer:

Sandra Baxter, Committee Officer DDI 020 3045 3088.
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PENSIONS BOARD FOR BEXLEY – 29 MARCH 2016
KNOWLEDGE AND UNDERSTANDING FRAMEWORK
SUMMARY
This report considers documentation currently available on the Bexley Pensions
website together with an update on the actions that have been taken to date in
developing personalised training plans for Board members as required by the
Pensions Regulator.
Both these separate strands are part of the continuing development of a knowledge
and understanding framework for the Board which will lead to the establishment of a
policy in due course.

1.

Introduction

At the last meeting the Board considered a review on the publication of Pensions
Board Policy documents on Bexley’s Pension Fund website. An update is provided
to the Board on the progress that has been made since the last meeting.
This report also provides a summary of the training that has been provided for the
Board following its acceptance at its last meeting of the training programme proposal
from Mercer. This training programme is designed to provide a training needs
analysis for Board members in order that personalised training plans can be
developed.
2.

Pensions Board Policy Documents

In order to meet the requirements of the Pensions Regulator the Board agreed that
officers would work with Board members to ensure that all documents relevant to
Bexley’s Pension Fund were available from the Fund’s website. Officers also
continue to work with the LPFA, who administer the Pension Fund’s website on the
Council’s behalf, to ensure that full details are maintained of all documentation
available on the Fund’s website and that it continues to meet the requirements of all
users. The Fund’s website may be found at www.yourpension.org.uk/bexley.
It was reported to the last meeting that whilst many of the policy documents and
pensions reports were already published on the Fund’s website the following
improvements might be made:
a)
b)
c)

To aid all members of the Fund when using the Bexley Pensions website it
would be helpful to provide a clear ‘A to Z’ menu tab which lists links to all
pensions documents
Keywords should be amended to aid recognition within the Bexley Pension
Fund’s website search engine eg. Discretions to Discretionary.
The missing policy documents are added to the A to Z list.
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Officers have continued to work with the LPFA on these matters and an A to Z list
has now been implemented which will help members of the Pensions Board and all
Pension Fund members to more easily access documents relevant to Bexley’s
Pension Fund.
3.

Training for Board members

Mercer have provided the following summary of the training programme work
undertaken to date and an outline of the next stages in order that personalised
training plans can be developed for members of the Pensions Board.
The aims of the Board training programme are to:








enable individuals to have sufficient knowledge and understanding such that
all decisions, actions and other activities are carried out in an informed and
appropriate way, and so that advice and guidance can be challenged and
tested appropriately;
ensure that the strategic and operational direction of the Board is a
considered one, of an appropriate high standard in accordance with best
practice and guidance;
ensure the Local Pension Board members apply best practice in their roles;
enable the demonstration of good and robust governance “in action”, and
clear identification of pension fund risks, understanding how to effectively
monitor and mitigate those risks;
comply with the various Codes of Practice and best practice/minimum
standards; and
demonstrate high level of governance and standards, comparing positively
with peer group Funds in the Scheme Advisory Board KPI programme.

This is being achieved through a three-stage process:
1. Assess and review the Board’s training needs;
2. Use that assessment to identify key actions for a training and development
plan which also draws in TPR and Fund needs; and
3. Carry out the relevant training and development in appropriate sized modules.
Under Stage 1 – Assess and Review – the Board members were asked to complete
a survey covering main areas in order to assess their areas of strength and
development needs across those areas. The questionnaire explored knowledge and
understanding levels in:



Rules (ie regulations) governing the scheme, including associated legislation (eg
Finance Acts, Public Service Pensions Acts etc)
Local Scheme Governance including Policy statements, established practice,
roles and responsibilities, interaction with the “Corporate” Local Authority etc, the
Pension Fund Committee and Senior Officers
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The strategic leadership of the Fund including actuarial valuations, investment
strategies, funding strategies, risk management frameworks and the linkage
across each of these components
Scheme activities and communications including; data quality requirements,
benefit statements, scheme booklets, accounts, audit assessments and
compliance
Interaction with external bodies such as the Scheme Advisory Board, The
Pensions Regulator, HMRC, DCLG, The Pensions Ombudsman and, more
locally, third party contractors, advisors and of course the employers.

Three of the four Board members have responded so far with their honest selfassessments, and this has revealed some common areas of development relating to:





Investment strategy, performance and risk;
Funding of LGPS schemes and calculation of contribution rates and plans;
Additional Voluntary Contributions and Defined Contribution; and
Scheme policies and documentation, and legislative requirements.

Once we have the final Board member response the final conclusions will be
circulated, and we would look to liaise with the Board to discuss and agree the next
steps, including a proposed training plan. At this stage, it is likely that our
recommendation will include us delivering a training session/workshop to go through
some of these identified areas, which can then be logged in members' Training
Plans/Records.
4.

Financial and Legal Implications

The costs incurred by Board members in attending training courses and associated
materials will be met by the Pension Fund.
The costs incurred in providing personalised training plans for Board members will
be met by the Pension Fund.
The Public Service Pensions Act 2013 introduces the framework for the governance
and administration of public service pension schemes and provides regulatory
oversight by the regulator. The Pensions Regulator has set out the legal
requirements in respect of the knowledge and understanding pension board
members must possess for the effective governance and administration of public
service pension schemes. The Regulator has published a Code of governance and
administration of public sector pension schemes. The Code, which came into force in
April 2015, is directed at scheme managers and members of pension boards of
public sector pension schemes
Contact Officer:

Jane Eggleton, Pensions Officer, ext 5147
Terry Pearce, Pensions & Treasury Manager, ext 5145.
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PENSIONS BOARD FOR BEXLEY – 29 MARCH 2016

GOVERNANCE UPDATE
SUMMARY
This report provides an update on recent government consultations affecting the
Pension Fund and the responses made to these consultations.
This report also summarises changes to actuarial methodology that were considered
and approved by the Pensions Committee and the revised Funding Strategy
Statement that has been adopted following consultation with employing bodies.

1.

Introduction

Since the last meeting of the Board the government has released proposals affecting
the Pension Fund, both for its management and more detailed proposals on
investment regulations.
These proposals required the Council to respond by 19 February 2016, and the
Pensions Committee of 2 December 2015 gave delegated powers to the Director of
Finance in consultation with the Chairman of the Pensions Committee to respond to
these consultations.
At its meeting of 2 December 2015 the Pensions Committee considered changes to
the actuarial methodology and following the adoption of this revised methodology an
updated Funding Strategy Statement was produced in order that all employing
bodies were consulted on the proposed changes.
2.

Asset Pooling

On 25 November 2015, the Government released proposals on asset pooling.
As part of this exercise the Government required administering authorities to submit
their initial proposals by 19 February 2016. Submissions should include a
commitment to pooling and a description of their progress towards formalising their
arrangements with other authorities. Authorities could choose whether to make
individual or joint submissions, or both, at this first stage.
The Council submitted a response, attached as Appendix A, confirming its
commitment to pooling as evidenced by its membership of the London Common
Investment Vehicle (CIV).
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3.

Investment Regulations

The Government also launched a consultation exercise on revoking and replacing
the Local Government Pension Scheme (Management and Investment of Funds)
Regulations 2009. These draft regulations seek to deregulate and simplify the
regulations that have governed the management and investment of funds since
2009. The proposals take the view that administering authorities should be
responsible for managing their own affairs and making decisions based on prudent
and proper advice.
The Council has also submitted a response to this consultation exercise, having
taken the views of its investment advisor and actuary and this is attached as
Appendix B.
4.

Actuarial Valuation and Funding Strategy Statement

The next triennial actuarial valuation is calculated as at 31 March 2016. Mercer’s
actuarial calculations are based upon two key financial assumptions; the discount
rate and the Consumer Price Index (CPI). Mercer proposed changes to the
methodology behind the derivation of these figures for this actuarial valuation.
The reason for the changes is that the approach used in the 2013 actuarial valuation
is becoming out-dated and does not accurately reflect the liabilities of a modern fund
in the current economic circumstances. The new approach should help to reduce
volatility in employer contribution rates. The Board were informed that there would
be a training session on the Actuarial Valuation prior to the next Pensions Committee
on 2 December and Board members were urged to attend this if at all possible.
The changes to the methodology were approved by the Pensions Committee at its
meeting of 2 December 2015. Following this decision the Fund was required to
consult the employing bodies on the proposed changes and this was achieved by
updating the Funding Strategy Statement (FSS) to reflect these changes and asking
for comments on the resulting document. No responses were received from
employing bodies on the revised actuarial methodology. The updated FSS will now
form the basis of the next actuarial valuation exercise beginning in March 2016.
The updated FSS, which was approved by the Pensions Committee at its meeting of
8 March 2016, is attached as Appendix C.
5.

Summary of Financial Implications

The proposed financial assumption changes to the actuarial methodology should
reduce volatility in the employer contributions to the fund and will provide a more
transparent link between employer costs and actuarial assumptions.
.
The financial implications of the government consultations are not yet known.
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6.

Legal Implications

The legal framework for carrying out actuarial valuations is contained in the Public
Service Pensions Act 2013. The Act confers powers on the Treasury to make
directions and regulations specifying how valuations are to be carried out and how
the employer cost cap mechanism is to operate. These are currently contained in the
Public Service Pensions (Valuations and Employer Cost Cap) Directions 2014 and
the Public Service Pensions (Employer Cost Cap) Regulations 2014. The Council is
required to obtain the next valuation by the actuary as at 31 March 2016 in
accordance with regulation 62 of the Local Government Pension Scheme
Regulations 2013 and that regulation specifies matters which the report must
contain.
The Council is required under regulation 58 of the Local Government Pension
Scheme Regulations 2013 to consult before amending the Funding Strategy
Statement.
The legal implications of the government consultations are not yet known.
7.

Other implications

There are no other immediate implications arising from this report.
Contact Officer:

Terry Pearce, Pensions & Treasury Manager DDI 020 3045
5145.
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Finance Department
Civic Offices, 2 Watling Street
Bexleyheath, Kent, DA6 7AT
020 8303 7777
Fax:
www.bexley.gov.uk
m/r
y/r
The person dealing with this matter is

5
Direct Dial
Date

020 3045 4962
05 February 2016

Keith Lazarus
keith.lazarus@bexley.gov.uk

Dear Sirs
Local Government Pension Scheme: Investment Reform Criteria and Guidance
(DCLG, November 2015) – Initial Proposals for the London Borough of Bexley
In response to the criteria issued by the Department of Communities and Local
Government in November 2015, I am pleased to provide the London Borough of
Bexley’s submission setting out our commitment to pooling and a description of
progress towards formalising arrangements with other authorities.
To that end, please find attached a detailed joint response from the London LGPS
Collective Investment Vehicle Ltd (the “London CIV”) on behalf of the 31 active
members, including the London Borough of Bexley.
As a shareholder in the London CIV, we are confident that Bexley and the other
London Boroughs are able to demonstrate their early ambition to deliver a collective
vehicle for London that fully meets the Government’s criteria, having already
established the London CIV which is now fully authorised by the Financial Conduct
Authority and already taking assets into the Pool.
Consequently we strongly believe that, given the willingness and progress that the
London LGPS funds have made over the last two years, we are able to meet the
criteria to be confirmed as one of the final pools of assets under the Government’s
reform agenda. We recognise that further work is required, but that we are in a strong
position to come forward, in conjunction with the London CIV, with comprehensive
detailed proposals in our final submission in July that fully meet the Government’s
criteria.
Yours sincerely,

Keith Lazarus
Head of Finance (Resources & Reporting)
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Chris Megainey
Deputy Director, Workforce, Pay and Pensions
Department for Communities and Local Government
Fry Building
2 Marsham Street
London
SW1P 4DF
18 February 2016
Dear Chris,
Local Government Pension Scheme: Investment Reform Criteria and Guidance (DCLG,
November 2015)
1. This response to the above criteria and guidance is sent on behalf of London LGPS CIV
Limited (the “London CIV”) and the 31 London local authorities (the “boroughs”, listed at
Attachment 1 for reference) that are currently active participants in establishing the Collective
Investment Vehicle arrangements (the “CIV”).
2. We note that the government requires all LGPS Administering Authorities to respond,
collectively and/or individually, by 19 February 2016. We also note that this initial response
should include a commitment to pooling and a description of the progress made towards that
outcome. A refined and completed submission is required, and will be provided by London
CIV, by 15 July 2016.
3. London Councils’ Leaders’ Committee had the foresight in 2012 to commission London
Councils to facilitate work looking at what might be done to drive down the cost of pension’s
investment through greater collaboration. Since then the boroughs and London Councils have
been at the forefront of working through the detail and laying the ground for others that are
now starting to follow in our footsteps.
4. The CIV has taken two years to implement (facilitated by London Councils, for and on behalf
of the boroughs), but is now established and operational. London CIV is fully authorised by
the FCA as an Alternative Investment Fund Manager (“AIFM”) with permission to operate a
UK based Authorised Contractual Scheme fund (the “ACS Fund”). The ACS Fund, which is
tax transparent in the UK and benefits from international tax treaties in other jurisdictions, is
structured as an umbrella fund with a range of sub-funds providing access, over time, to the
full range of asset classes that the boroughs require to implement their investment strategies.
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5. The first sub-fund has been opened, an active global equities fund, and three authorities are
the initial seed investors with £500m of assets transferred in on 2 December 2015. A further
eight sub-funds, comprising a mix of active and passive equity funds, are being opened over
the coming months, by the end of which it is anticipated that around £6 billion of assets will
have been migrated into the ACS Fund delivering fee savings for the investing boroughs of
some £3 million per annum.
6. London CIV’s ambition is to be…
the investment vehicle of choice for Local Authority Pension Funds, through
successful collaboration and delivery of compelling performance.
7. In summary, the key achievements we aim to deliver between now and 2020 are:
•

At least £23 billion of assets under management;

•

Annual fund management savings rising to more than £30 million per annum;

•

Greater access to and investment in infrastructure;

•

Increased fund management industry influence;

•

Wider benefits of collaboration and knowledge sharing;

8. Turning to the specifics of the four criteria:
A.

Asset pool(s) that achieve benefits of scale:

9. In consideration of the government’s expectation that proposals will demonstrate commitment
and be ambitious, it would seem clear that with 31 of the 33 London local authorities actively
engaged in the development of the CIV such commitment and ambition is amply
demonstrated.
10. The 31 boroughs participating at this time in the London CIV have assets under management,
at 31 March 2015, totalling £27.6 billion. If all London LGPS funds were to participate, which it
is hoped they will, total assets would increase to £29.1 billion. Clearly investment markets
over the period since 31 March 2015 have been volatile and therefore assets may fall short of
the above numbers. Nonetheless, if it is assumed that at least 90 per cent of borough assets
will eventually be invested through the CIV (recognising that boroughs may wish to make the
case for up to 10 per cent of their assets to remain outside of the CIV) then the government’s
threshold of each pool having assets of at least £25 billion will be met.
11. To date development of the CIV and the ACS Fund has been based on a three phase
strategy as described below. This strategy reflects the principles that have been adopted to
steer implementation (see Attachment 2) and the voluntary nature of participation, however it
is recognised that the government’s criteria and guidance have significantly changed the
environment which has led to the strategy coming under review by London CIV’s Board and
the boroughs.
12. Despite this, London CIV and the boroughs still believe that individual boroughs should have
the choice and flexibility to invest through the CIV or not, putting the onus on the CIV to
demonstrate and prove its value through compelling performance, but allowing boroughs to
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maintain investments outside of the CIV where they have specific needs that are not available
through the Fund.
13. It should be noted that, at this stage, sub-funds will either be invested into 3rd party pooled
funds or will be segregated funds with fund management being delegated to 3rd party
Investment Managers (“IM”). However, London CIV is fully authorised to operate in-house
fund management and this option will be explored at a later stage to assess whether it would
deliver additional efficiencies and performance.
Phase 1 – Implementation and fund launch
14. Phase 1 is being delivered through what has become known as the “commonality” strategy.
This broadly involves seeking to aggregate borough investments where two or more boroughs
are invested with the same IM in the same or a very similar mandate, the aim being to
increase efficiency and drive down cost.
15. The commonality strategy is a pragmatic approach that quickly delivers scale benefits for the
boroughs and fee income for London CIV to cover operating costs.
16. Phase 1 is the prime focus of activity in terms of fund opening through the first half of 2016.
17. Implementation of the strategy began with the analysis of investment data gathered from
across the boroughs in 2014, the aim of which was to discover which IMs the boroughs were
invested through, in what asset classes and the underlying mandate strategies. This analysis
showed that the 33 funds had holdings with close to 90 IMs through around 250 separate
mandates. It also showed that while there was significant commonality in some asset classes
(e.g. passive equity) other classes (e.g. fixed income) showed a high degree of dispersion.
18. Early discussions were held with 14 IMs where commonality could be seen, but over time, as
the detail was explored, all but four decided to drop out of the process or were discounted.
There were several influencing factors for this, the most prevalent of which was capacity
constraint, but also included an unwillingness to reduce fees, especially for those IMs that
have a ‘most favoured nation’ clause in their mandates.
19. In summary, the launch phase will deliver nine sub-funds:
•

2 x UK passive equity

•

2 x World Developed ex UK passive equity

•

2 x Emerging Markets passive equity

•

1 x Diversified Growth Fund (hard closed but nonetheless delivering lower fees for the
boroughs currently invested)

•

2 x Global active equity

20. In aggregate, the Phase I sub-funds will account for £6.1bn, or around 23% of the boroughs’
total assets under management and will involve 20 of the 31 participating authorities.
21. Total fee savings are estimated to be a minimum of £2.8 million per annum (simply through
reduced IM Annual Management Charges) but could be £3 million or more per annum based
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on assumptions about additional benefit derived from the tax efficient nature of the ACS Fund
structure. These fee savings will not be spread equally across all the boroughs and this is
largely influenced by each borough’s current fee position – some boroughs have negotiated
better fees than others at this point.
22. It should be noted that since passively managed equities generally have low fee scales, the
ratio of fee savings to assets under management (“AUM”) will increase as the more
‘alternative’ investments such as property and private equity are brought onto the fund.
23. In addition to the fee charged by each IM the London CIV will also apply a fee to each subfund as part of the company’s cost recovery. These charges are applied at a rate appropriate
to the nature of each sub-fund and range from 0.005% for the UK passive equity funds to
0.025% for the active funds.
Phase 2 – Establishing London CIV and developing the ACS Fund
24. The strategy for Phase 2, which has already commenced but with implementation starting in
2016-17, falls into two categories:
i.

Revisiting the Phase I ‘commonality’ strategy with those IMs that had early discussions
but did not progress; and

ii. Beginning the process of developing the fund with new manager selections in new asset
classes.
25. In addition, the original nine launch sub-funds will be opened to investment from ‘new’
investors enabling any of the 11 boroughs (and indeed any other LGPS Fund) not included in
the launch phase to transition assets from their current holdings should they wish to.
26. Attachment 3 presents analysis of the boroughs’ current allocation by asset class, and from
this it can be seen that the major asset classes by AUM are equities (active and passive),
fixed income (active and passive) and multi-asset.
27. Category (i) will essentially follow the same process as was described in Phase I and will be
applied to four Multi-Asset managers and, subject to on-going discussions with IMs and
potentially one further passive equity manager.
28. The Multi-Asset products are significantly heterogeneous, and therefore it is sensible to
present a fairly wide range of choice to the boroughs so that they can select a strategy which
fits their particular risk appetite and investment strategy.
29. Category (ii) is driven by analysis of the borough’s current holdings and the need to build
AUM to deliver fee income that supports London CIV’s operating costs. By reference to
Attachment 3 it is clear that the focus should be on targeting the remainder of the passive and
active equity assets and opening initial opportunities for Fixed Income sub-funds.
30. Passive Fixed Income mandates will be targeted in 2Q 2016-17. Earlier data collected from
the boroughs suggests that the Fixed Income asset class has little in the way of commonality
and conviction, so on current projections there may be approximately £500 million being
transitioned each for Active and Passive. However, the active fixed income mandates are
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likely to require more intensive search and selection, and therefore the bulk of the fixed
income mandates will fall into the Phase 3 category (below).
31. It is anticipated that every participating borough will have opportunities to migrate to the CIV
by March 2017.
32. As currently planned Phase 2 will conclude by March 2018. In terms of AUM, the end of
Phase 2 will deliver an estimated £19 billion or 70 per cent of borough assets. However, the
government should note that the opening of sub-funds is complex and time consuming and
growth at that pace cannot be guaranteed.
Phase 3 – Business as Usual (“BAU”)
33. BAU will be focussed initially on a continuation of developing the fund’s offering and then its
ongoing maintenance and enhancement. This phase will include:
i.

Opening of new asset classes (e.g. infrastructure);

ii. The ongoing process of monitoring sub-funds, closing poor performers and opening new
offerings; and
iii. Development of the CIV’s role in ‘thought leadership’ and being seen as a trusted source
of support and advice for the boroughs.
34. Phase 3 could be seen as starting from April 2018 (i.e. the end of Phase 2), but in reality the
transition from Phase 2 to Phase 3 is unlikely to be linear and there will be an overlap.
35. The successful migration of the boroughs’ fixed income mandates together with the other
mandates as detailed above, will lead to the asset base of London CIV increasing to an
estimated £23 billion, or 86 per cent of total borough assets, by the end of 2019-20. Growth to
the £25 billion threshold would be expected to happen over the following two or three years
as more alternative asset classes are addressed.
36. Based on the fact that we are seeing fund management costs dropping by as much as 50 per
cent (and in some cases more), and that we expect to have more negotiating power as the
Fund develops, we expect to be delivering in the region of £30 million of fund management
savings by 2020 (based on current fund management costs of £109 million). In addition we
will be delivering other savings and benefits through greater tax efficiency, reduced
procurement costs and lower fees for, for example, custody and brokerage.
37. In considering the extent to which boroughs may hold assets outside of the CIV, it can be
seen from Attachment 3 that around 10 per cent of assets are held in property, private equity
and infrastructure and it is in these asset classes that one would expect to find long term
investments that may take several years to mature before transition to the CIV. It is of course
for individual boroughs to make the case to government for holding assets outside of the CIV.
38. London CIV is focussed on delivering value for money for the participating boroughs and as
such resources are tight and many tasks and activities are outsourced to 3rd parties. London
CIV’s current organisational structure is shown at Attachment 4. This in-house resource is
augmented by expertise provided by members of the IAC (see paragraph 38) and the use of
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3rd party providers including the Custodian, the Depositary, the Operating Reporting Partner,
and Investment Consultants and Advisors.
39. Over time the level of resource will increase and more activity will be brought in-house, which
might include in-house fund management. The company’s business strategy is being
reviewed at this time and more detail will be provided in the July submission.
B.

Strong Governance and decision making:

40. Attachment 4 provides a diagram of the core governance structures for the CIV. Strong
governance and mechanisms to ensure that participating boroughs have the assurance that
they need to be confident that their investments are being managed appropriately by the pool
have been critical factors in the design of this structure.
41. Taking each of the core governance structures in turn; the participating local authorities
(London boroughs and potentially other non-London funds) continue to be responsible for
their investment strategy and the asset allocation decisions to deliver it. As the CIV’s ACS
Fund develops the expectation would be that more and more of the underlying investments
would be made through the CIV. Each participating borough is an equal shareholder in
London CIV and a signatory to the Shareholders Agreement that sets out the relationship
between and the responsibilities of each shareholder.
42. Representing the borough level, a Sectoral Joint Committee (“PSJC”) has been established
under the governing arrangements of London Councils. The PSJC effectively fulfils two roles,
one is as a mechanism for convening elected Member representation from each borough
(generally the borough’s Pension Committee Chair), and the other is as the route to
convening the boroughs as shareholders in London CIV. The committee meets most often in
its first guise and has met five times since December 2014 to provide oversight and guidance
as the CIV has been established. Going forward the PSJC will be the channel through which
borough views about how the ACS Fund might be developed will be passed to London CIV
and as a general reporting route for London CIV back to the boroughs. The committee’s
Terms of Reference are provided as Attachment 5. Agendas and minutes of the PSJC are
published on London Councils’’ website and its meetings are held in public.
43. Alongside the PSJC an Investment Advisory Committee (“IAC”) has been established. This
committee is comprised of representative borough Treasurers and Pension Fund Managers,
and provides Officer level input to the oversight and development of London CIV.
44. These two committees ensure that the links with local democratic accountability for the
London CIV are maintained.
45. The CIV itself is comprised of two parts, the operating company (London LGPS CIV Limited)
and the ACS Fund, this structure is described in brief at paragraph 4 above.
46. As government will be aware, London CIV already has dedicated resources working for the
company with a Chief Executive, Investment Oversight Director, and Chief Operating Officer,
as well as support staff. In addition the Company has a highly respected Non-Executive
Board in place, meeting the requirements for strong governance arrangements to be in place.
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47. As an AIFM London CIV must comply with the Alternative Investment Manager Directive
(“AIFMD”) and falls under the regulatory scrutiny and reporting regime of the Financial
Conduct Authority (“FCA”). This includes the requirement for robust systems and processes
and for these to be documented appropriately in policies and manuals. Risk management is a
particular focus for the FCA and London CIV has developed a risk framework and risk register
covering all areas of it operations, including fund management.
48. In addition to the oversight and scrutiny arrangements described above, it is a requirement for
London CIV to engage a Depositary to provide oversight of the Fund Custodian and London
CIV as the fund operator. Northern Trust have been contracted to provide this service, which
is effectively there to provide additional assurance and protection to the boroughs as
investors.
49. As described above the participating boroughs will be closely involved in the development of
the ACS Fund, including in the decisions about what new sub-funds might opened and in
what asset class. The IAC is also expected to be involved in the search and selection process
for IMs. However, the final due diligence consideration and appointment of IMs falls under the
regulatory responsibilities of London CIV through its Investment Oversight Committee and
Board. Boroughs will decide which of the sub-funds they wish to invest in to best deliver their
investment strategy.
50. The processes for London CIV to report on fund performance to the investing boroughs are
still being developed, but in broad terms will include regular written and verbal reports to the
PSJC, the IAC and to individual borough Pension Committees as required. However, the
development of final arrangements for reporting is likely to be an iterative process to ensure
that they are efficient and fit for purpose for both the investors and for London CIV. It is the
intention that every borough will receive performance reporting across every sub-fund
(regardless of whether they are invested in that sub-fund or not), in this way boroughs will be
able to easily compare performance of sub-funds they are invested in with other similar subfunds.
51. With regards to providing assurance on environmental, social and governance issues and
how this will be handled by the CIV, this has already been the subject of consideration by the
company and the PSJC with an agreement that the London CIV should be a separate
member of the Local Authority Pension Fund Forum (the “LAPFF”) – a body which represents
the majority of views of local authority pension funds on these matters. Discussions have
commenced with the LAPFF to put this arrangement in place.
52. London CIV is also currently considering how it will meet the requirements of the Stewardship
Code and anticipates being a signatory to this in due course.
53. The IAC has also established a working group to look at the whole issue of ESG matters and
how funds can best access this through the London CIV and how to assist funds in acting as
long term responsible shareholders.
54. For individual funds, they will of course need to maintain their own policies in respect of ESG
matters and this will comprise part of their new Investment Strategy Statement which replaces
the Statement of Investment Principles later this year.
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C.

Reduced costs and excellent value for money:

55. London CIV anticipates significant fee savings arising over time, from scale and increased
negotiating power with managers. As described above, Phase 1 of the Fund development is
expected to deliver around £3 million of savings p.a. for the 20 boroughs that will be invested.
It should be recognised that the first phase represents relatively low cost asset classes with
the majority being in passive asset classes, it is inevitable that as more complex and
expensive assets are added then fee savings will significantly increase. To date London CIV
has seen fee reductions of up 50 per cent.
56. In addition to the anticipated fee savings, we also expect to accrue significant advantages
from the tax transparent nature of the ACS structure and savings across the entire spectrum
of investment costs, including reduced custodian fees, lower procurement costs etc. In 2012
the Society of London Treasurers in 2012 had the foresight to commission a report from PWC
that estimated that an additional £85 million could be derived in terms of improved investment
returns by delivering superior performance. Whilst clearly this figure is open to some debate,
it does give an indication of what might be achieved for funds through greater collaboration
and delivering improved performance overall.
57. London CIV will be working with the participating boroughs to gather the data necessary to
provide the requested assessment of investment costs and fees as at 31 March 2013, the
current position and estimated savings over the next 15 years. This information will be
provided in the July submission.
58. Transition costs are complex and extremely difficult to estimate in isolation from the case by
case detail of each specific transition. Costs in this area can accrue from fees (e.g. transition
managers, custodians and tax advisors) and transaction costs (e.g. the cost of buying and
selling assets, including unavoidable tax in some jurisdictions). London CIV is working hard to
bear down on transition costs and will continue to do so. It is anticipated that more detail can
be provided in the July submission.
59. In addition to reduced costs and fees the wider governance benefits from information sharing
and improved access to expertise at all levels should not under estimated as significant
advantages from collaboration.
60. LGPS funds clearly understand the need to look at the risk adjusted returns over the longer
time frame and that it is the net value-add that impacts on the fund’s ability to pay pensions
over the longer term. It is clear that avoiding knee jerk reactions when managers experience
periods of underperformance is an important factor and we are pleased to see the
government has recognised this in asking for funds to consider what is achieved over an
appropriate long term period, rather than solely focusing on short term performance
comparisons. London CIV is firmly of the view that ‘churn’ of IMs will be reduced through the
CIV as part of the enhanced governance arrangements and knowledge sharing that is being
established.
D.

An improved capacity to invest in infrastructure:

61. One of the big opportunities from creating the CIV is the potential to use the benefit of scale to
enable the boroughs to access infrastructure as an asset class. London CIV and the

24

5
boroughs have begun to consider infrastructure as an asset class and what different and
innovative approaches might be taken to deliver benefits both in London and nationally.
Detailed proposals are likely to fall towards the end of Phase 2 of our development. Early
discussions have been had with a number of IMs in this area and also with the Pensions
Infrastructure Platform.
62. As can be seen from Attachment 3, LGPS funds across London currently have little or no
assets invested in infrastructure. Most boroughs have limited resources to dedicate to
considering this complex asset class and experience shows that there is a general lack of
suitable investments at the scale that the average borough would wish to invest and with the
required risk/return profile. However, there appears to be no evidence that any London LGPS
fund is strategically opposed to infrastructure investment as an asset class per se.
63. Nonetheless, pooling of each borough’s allocation to infrastructure and opening the
opportunity for those that currently have no allocation will generate a greater capacity to
invest, enabling the CIV to look at opportunities either direct or as co-investments that would
not have been open to individual funds, often simply because of the cost of entry.
64. Determining the proportion of assets to allocate to infrastructure will be a decision for each
investor to take as part of their Asset Allocation strategy. These decisions will depend on the
opportunities that can be made available and on the level of risk and reward generated from
those opportunities when compared against risk/reward in other asset classes.
In conclusion
65. London CIV believes that the work that has been undertaken by those London Boroughs that
have contributed to the development of the CIV demonstrates a clear commitment to the
principles of collaboration and collectivisation. The creation of London CIV has been
instrumental in driving forward the investment reform agenda in London. The scale of asset
pooling that we anticipate will be achieved in London is sufficiently large for the London CIV to
meet the criteria for scale over the timescales being required. We believe that we have
developed both the appropriate structure for London funds and that the governance structures
in place mean that local accountability and decision making on asset allocation are retained.
66. Consequently we strongly believe given the willingness shown and progress made by the
London funds over the last 2 years means that we are able to meet the criteria to be
confirmed as one of the final pools of assets under the government’s reform agenda.
67. We recognise that further work is required, but that London CIV and the participating
boroughs are in a strong position to be able to come forward with comprehensive proposals to
meet the government’s criteria and guidance when submitting these in July 2016.
68. Despite the scale, complexity and untested nature of the London boroughs collaborations, the
London CIV has successfully navigated these challenges and is now well on the way to
achieving the government’s four criteria of scale, costs savings, governance and access to
infrastructure
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Local Government Pension Scheme: Revoking and replacing the Local Government
Pension Scheme (Management and Investment of Funds) Regulations2009 (the
“Regulations”)
69. It is recognised that in application the Regulations do not apply directly to London CIV but do
determine the way that the boroughs manage and invest their funds and therefore have an
influence over how London CIV and its investors will operate in the future. As such London
CIV expects that each borough will respond to the consultation and this response only covers
issues that relate, or could relate to London CIV specifically.
70. London CIV is broadly supportive of relaxing the regulatory framework for LGPS investments
and the move to a ‘prudent’ basis, but as a principle does not support wide ranging powers for
the Secretary of State to intervene. This concern about powers of intervention is especially
true in circumstances where the guidance setting out how the power will be used has not
been published.
71. In the context of LGPS Funds being required to invest through pooling arrangements (e.g.
London CIV) it is not clear whether the Funds would be required to apply Section 9 of the
Regulations when deciding to invest through a pool. London CIV is structured as a Private
Limited Company (wholly owned by the participating authorities) and is authorised by the FCA
as an AIFM with permission to operate an ACS, effectively this means that London CIV is an
Investment Manager. London CIV believes that ‘recognised’ pools should be explicitly
addressed in the regulations to avoid confusion, prevent unnecessary bureaucracy and to
give reassurance to individual LGPS Funds – especially in this period of change.
72. In addition, London CIV is of the view that care should be taken over the wording of Section
7(4) which, as currently drafted, may have the effect of preventing LGPS Funds from
investing in pools where Members or officers of the authority have decision making roles in
those pools as a part owner of that pool. Again specific measures relating to recognised pools
would provide clarity.
73. On the question of the use of derivatives; it should be recognised that derivatives can be use
d to control outcomes in many ways, it is not just about risk per se. Derivatives can be used to
produce more certain outcomes, be more efficient as an instrument to use as an investment
than an actual asset due to increased liquidity and visibility of pricing; be more liquid than
some real assets might be; and allow investment managers to reflect macro-economic views
without having to churn large parts of the portfolio. Although controlling these outcomes is all
about balancing risk and return it is not just risk management – there is a clear difference
between the two and accordingly we would urge that the regulations should not be explicit
that derivatives should only be used as a risk management tool.
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London CIV would welcome the opportunity to discuss this submission in more detail with
government officials and Ministers.
Yours sincerely

Hugh Grover
Chief Executive
Hugh.grover@londonciv.org.uk
020 7934 9942
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Attachment 1: Participating local authorities

City of London Corporation
London Borough of Barnet
London Borough of Barking and Dagenham
London Borough of Bexley
London Borough of Brent
London Borough of Camden
London Borough of Croydon
London Borough of Ealing
London Borough of Enfield
London Borough of Hackney
London Borough of Haringey
London Borough of Harrow
London Borough of Hammersmith and Fulham
London Borough of Havering
London Borough of Hounslow
London Borough of Islington
London Borough of Lambeth
London Borough of Lewisham
London Borough of Merton
London Borough of Newham
London Borough of Redbridge
London Borough of Southwark
London Borough of Sutton
London Borough of Tower Hamlets
London Borough of Waltham Forest
London Borough of Richmond upon Thames
Royal Borough of Greenwich
Royal Borough of Kensington and Chelsea
Royal Borough of Kingston upon Thames
Wandsworth London Borough Council
Westminster City Council
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Attachment 2: London CIV guiding principles

1. Investment in the ACS should be voluntary, both entry and withdrawal.
2. Boroughs choose which asset classes to invest into, and how much.
3. Boroughs should have sufficient control over the ACS Operator.
4. Investing authorities will take a shareholding interest in the Operator.
5. Shareholders will have membership of the Pensions Joint committee.
6. ACS Operator will provide regular information to participating boroughs.
7. ACS will not increase the overall investment risk faced by boroughs.
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Attachment 3: Analysis of current borough holdings
Current asset allocation
The breakdown of the pension fund assets as of 31 March 2015 for the 31 participating
London boroughs can be seen below:
Table 1

NB the multi-asset allocation is done on a “best efforts basis” due to conflicting and out of date data.
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Attachment 4:
London CIV governance diagram

Participating Local Authorities

(Investment decision makers)

Pensions Sectoral Joint Committee
‘Members’

Investment Advisory Committee
‘Officers’

(Defines requirements for the Operator and
are shareholder representatives)

(Provide advice & guidance on investment
mandates)

ACS Operator
(London LGPS CIV Ltd.)

ACS Fund
London CIV

London CIV organisation chart
Board of Directors
Non-executive Chair
3 x Non-executive Directors
3 x Executive Directors

Chief Executive

Investment
Oversight Director

Investment
Oversight Manager

Chief Operating
Officer

Compliance
Manager
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Attachment 5: Pensions Sectoral Joint Committee Terms of Reference
Constitution
1.a.1

The Pensions CIV Joint Committee is a sectoral joint committee operating
under the London Councils governance arrangements. 1

1.a.2

Each London local authority participating in the arrangements shall appoint a
representative to the Pensions CIV Joint Committee being either the Leader of
the local authority or the elected mayor as applicable or a deputy appointed for
these purposes. 2

1.a.3

The Pensions CIV Joint Committee shall appoint a Chair and Vice-Chair.

1.a.4

The Pensions CIV Joint Committee shall meet at least once each year to act
as a forum for the participating authorities to consider and provide guidance
on the direction and performance of the CIV, In addition, members of the
Pensions CIV Joint Committee shall meet at least once each year at an
Annual General Meeting of the ACS Operator in their capacity as representing
shareholders of the ACS Operator.

1.a.5

Subject to Clause 1.1.4 above, meetings of the Pensions CIV Joint Committee
shall be called in accordance with London Councils’ Standing Orders and the
procedure to be adopted at such meetings shall be determined in accordance
with those Standing Orders.

1.a.6

If the Pensions CIV Joint Committee is required to make decisions on
specialist matters in which the members of the Pensions CIV Joint Committee
do not have expertise the Pensions CIV Joint Committee shall arrange for an
adviser(s) to attend the relevant meeting to provide specialist advice to
members of the Pensions CIV Joint Committee.

Quorum
1.a.7

The requirements of the Standing Orders of London Councils regarding
quorum and voting shall apply to meetings of the Pensions CIV Joint
Committee.

The London Councils’ Governing Agreement dated 13 December 2001 (as amended), London Councils’ Standing
Orders, Financial Regulations and other policies and procedures as relevant.
2
Clause 4.5 of the London Councils’ Governing Agreement dated 13 December 2001 (as amended).
1
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Membership
[As amended from time to time]
Terms of Reference
1.a.8

To act as a representative body for those London local authorities that have
chosen to take a shareholding in the Authorised Contractual Scheme (ACS)
Operator company established for the purposes of a London Pensions
Common Investment Vehicle (CIV).

1.a.9

To exercise functions of the participating London local authorities involving the
exercise of sections 1 and 4 of the Localism Act 2011 where that relates to the
actions of the participating London local authorities as shareholders of the
ACS Operator company.
To act as a forum for the participating authorities to consider and provide
guidance on the direction and performance of the CIV and, in particular, to
receive 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).

1.a.10

In 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 these decisions to the Board of the ACS
Operator company. These include:
1.a.10.1

the appointment of directors to the ACS Operator board of
directors;

1.a.10.2

the appointment and removal of auditors of the company;

1.a.10.3

agreeing the Articles of Association of the company and
consenting to any amendments to these;

1.a.10.4

receiving the Accounts and Annual Report of the company;

1.a.10.5

exercising rights to require the directors of the ACS Operator
company to call a general meeting of the company;
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Finance Department
Civic Offices, 2 Watling Street
Bexleyheath, Kent, DA6 7AT
020 8303 7777
Fax:
www.bexley.gov.uk
m/r
y/r
The person dealing with this matter is

5
Direct Dial
Date

020 3045 4962
17 February 2016

Keith Lazarus
keith.lazarus@bexley.gov.uk

Dear Sirs
Local Government Pension Scheme: Revoking and Replacing the Local
Government Pension Scheme (Management and Investment of Funds)
Regulations November 2015 – Response by the London Borough of Bexley
I am pleased to provide the London Borough of Bexley’s submission to the
consultation issued by the Department of Communities and Local Government on 25
November 2015. Our responses to the questions raised in the document are set out
in the attachment.
In general, Bexley is broadly supportive of relaxation and simplification of the
regulatory framework for LGPS investments with the safeguards of the need to adopt
a “prudent person” approach and to ensure proper advice continues to be taken.
Furthermore, the removal of the existing schedule of limitations on investments is
welcomed. As well as causing some level of inconvenience for administering
authorities whilst having little impact on risk reduction, removal will improve the ability
of funds to form more optimal investment strategies.
We believe these sensible reforms will enable administering authorities to adopt a
more flexible approach to investment decision-making, particularly in challenging
circumstances. Furthermore, they will enable authorities to more effectively
implement the Government’s pooling proposals.
However, we have some concerns about the wide-ranging powers for the Secretary
of State to intervene in the absence of further guidance setting out how in is intended
for these powers will be used. Further details are needed for us to form a fuller
response on this particular issue and to enable Bexley as an administering authority
to be satisfied that its fiduciary responsibilities will not be compromised.
Yours sincerely,

Keith Lazarus
Head of Finance (Resources & Reporting)
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1.

Does the proposed deregulation achieve the intended policy aim of
removing any unnecessary regulation while still ensuring that
authorities’ investments are made prudently and having taken advice?

The Council is in favour of the proposals for deregulation which appear to achieve
the intended policy aim in terms of removing unnecessary regulation whilst insuring
that a prudent approach is taken with regard to investment.
2.

Are there any specific issues that should be reinstated? Please explain
why.

The Council does not believe that there is a need for any specific issues to be
reinstated.
3.

Is six months the appropriate period for the transitional arrangements to
remain in place?

The Council would prefer to see the transitional arrangements to remain in place for
twelve months. We view the Investment Strategy Statement (ISS) as being of
significant importance in the Fund’s risk management strategy.
Extending the transitional arrangements to remain in place for twelve months would
allow the Council to fully consider the results of the actuarial valuation and to
incorporate these into the Investment Strategy Statement.
4.

Should the regulation be explicit that derivatives should only be used as
a risk management tool? Are there any other circumstances in which
the use of derivatives would be appropriate?

The Council does not view the use of derivatives as an asset category but rather as a
risk management tool evidenced by the use of derivatives within, for example,
diversified growth funds.
5.

Are there any other sources of evidence that the Secretary of State
might draw on to establish whether an intervention is required?

The Council feel that the advice of the Scheme Advisory Board might be sought
when establishing whether an intervention is required.
6.

Does the intervention allow authorities sufficient scope and time to
present evidence in favour of their existing arrangements when either
determining an intervention in the first place, or reviewing whether one
should remain in place?

Although a timescale has not been provided, the proposed intervention process does
seem reasonable.
7.

Does the proposed approach allow the Secretary of State sufficient
flexibility to ensure that he is able to introduce a proportionate
intervention?

The intervention process does appear to allow sufficient flexibility.
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8.

Do the proposals meet the objectives of the policy, which are to allow
the Secretary of State to make a proportionate intervention in the
investment function of an administering authority if it has not had
regard to best practice, guidance or regulation?

Whilst the intervention process does allow the Secretary of State to make an
intervention the current proposals do not clearly define what best practice is, nor
provide details of the guidance that will be taken into account. Without these further
details, it is not possible to form a proper view. As stated in the accompanying letter,
this is Bexley’s principal area of concern.
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London Borough of Bexley Pension Fund

Funding Strategy Statement

Listening to you, working for you
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London Borough of Bexley Pension Fund
Funding Strategy Statement (FSS)

This Statement has been prepared by London Borough of Bexley (the
Administering Authority) to set out the funding strategy for the London
Borough of Bexley Pension Fund (the Scheme), in accordance with
Regulation 58 of the Local Government Pension Scheme Regulations 2013
and the guidance paper issued in March 2004 (updated in October 2012) by
the Chartered Institute of Public Finance and Accountancy (CIPFA) Pensions
Panel.
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1.

Introduction

The Local Government Pension Scheme Regulations 2013 (“the Regulations”)
provide the statutory framework from which the Administering Authority is
required to prepare this Funding Strategy Statement.
The key requirements which the Administering Authority has met in preparing
this document can be summarised as follows:


It has consulted with all relevant interested parties involved with the
Scheme prior to publishing the funding strategy;



It has had regard to :

the guidance issued by CIPFA for this purpose; and



the Statement of Investment Principles (SIP) for the Scheme
published under Regulation 12 of the Local Government
Pension Scheme (Management and Investment of Funds)
Regulations 2009 (as amended);

The FSS will be revised and published whenever there is a material change in
either the policy on the matters set out in the FSS or the SIP.
Benefits payable under the Scheme are guaranteed by statute and thereby
the pensions promise is secure. The FSS addresses the issue of managing
the need to fund those benefits over the long term, whilst at the same time,
facilitating scrutiny and accountability through improved transparency and
disclosure.
The Scheme is a defined benefit final salary scheme under which the benefits
are specified in the governing legislation (the Local Government Pension
Scheme Regulations 2013 (as amended). The actuary has taken the details of
the Scheme into account in determining employer contribution rates in the
latest actuarial valuation. The required levels of employee contributions are
specified in the appropriate regulations.
Employer contributions are determined in accordance with the Regulations
(principally Regulation 62) which require that an actuarial valuation is
completed every three years by the actuary, including a rates and adjustments
certificate. Contributions to the Scheme should be set so as to “secure its
solvency”, whilst the actuary must also have regard to the desirability of
maintaining as nearly constant a rate of contribution as possible. The actuary
must have regard to the FSS in carrying out the valuation.

London Borough of Bexley Pension Fund
Funding Strategy Statement February 2016
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2.

Purpose of the FSS in policy terms

Funding is the making of advance provision to meet the cost of accruing
benefit promises. Decisions taken regarding the approach to funding will
therefore determine the rate or 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:


to establish a clear and transparent fund-specific strategy which will
identify how employers' pension liabilities are best met going forward;



to support the regulatory requirement to maintain as nearly constant
employer contribution rates as possible; and



to take a prudent longer-term view of funding those liabilities.

The intention is for this strategy to be both cohesive and comprehensive for
the Scheme 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.
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3.

Aims and purpose of the Pension Fund

The aims of the Fund are to:


enable employer contribution rates to be kept as nearly constant as
possible and at reasonable cost to the taxpayers, scheduled and
admitted bodies, subject to the administering authority not taking undue
risk



maintain fund solvency in light of the risk profile of the Fund and the
risk appetite of the administering authority and employers alike



manage employers’ liabilities effectively



ensure that sufficient resources are available to meet all liabilities as
they fall due, and



maximise the likelihood of reaching 100% funding on an ongoing basis
over the next three valuation periods subject to an acceptable level of
downside risk.

The purpose of the Fund is to:


receive monies in respect of contributions, transfer values and
investment income, and



pay out monies in respect of scheme benefits, transfer values, costs,
charges and expenses,

as defined in the Regulations, and in the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2009 (as amended).

London Borough of Bexley Pension Fund
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4.

Responsibilities of the key parties

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 with 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 an FSS and a SIP, both after due consultation
with interested parties



monitor all aspects of the Scheme’s performance and funding and
amend FSS/SIP accordingly, and



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

The Individual Employer should:


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



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



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 scheme benefits, early
retirement strain, and



notify the Administering Authority promptly of all changes to active
membership, actual or proposed, which may affect future funding.

The Fund actuary should:
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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 the FSS and the
Regulations



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



advise on funding strategy, the preparation of the FSS, and the interrelationship between the FSS and the SIP



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, and



ensure that the administering authority is aware of any professional
guidance or other professional requirements which may be of
relevance to his or her role in advising the Fund.

The roles of the Borough’s Pensions Committee, the Fund’s Investment
Managers, Performance Measurement Company, and Investment
Consultant are noted in the SIP. The role of the Pensions Board for Bexley
is explained in the Fund’s Governance Compliance Statement.
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5.

Solvency issues and target funding levels

To meet the requirements of the Regulations the Administering Authority’s
long-term funding objective for the Fund is to achieve and then maintain
assets equal to 100% of projected accrued liabilities, assessed on an ongoing
past service basis. This includes allowance for projected final pay in respect of
benefits earned before April 2014. In the long term, the employer rate would
ultimately revert to the future service rate only which, from April 2014, reflects
benefits being earned on a Career Average Revalued Earnings (CARE),
instead of a final pay, basis.
The actuary is required by the Regulations to assess the solvency of the Fund
by carrying out an actuarial valuation every three years. The actuary agrees
the financial and demographic assumptions to be used in each valuation with
the Administering Authority.
Actuarial Valuation 2013
The key assumptions making up the funding strategy and as adopted for the
2013 actuarial valuation were:


Asset Outperformance Assumption (AOA) is a measure of how much
extra return equity (and other) investments are expected to achieve
above a minimum risk portfolio of gilt investments. The valuation
assumed an AOA of 1.75% for past service liabilities. For future service
accrual the discount rate is assumed to be CPI inflation plus 3%.



Salary Increases were assumed to exceed price increases by 1.50%.
This includes an allowance for salary increments. The price increases
are measured by the Consumer Price Index (CPI) following the use of
this index for future pension increases. However, alternative
assumptions for short term pay growth were assumed for relevant
employers at the discretion of the Administering Authority.



A combined Inflation Risk Premium (IRP) and assumed RPI-CPI gap of
1.0% was applied to compensate for the overstatement of likely
inflation implied by the market pricing of inflation-linked gilts over CPI.



Average normal health retirement age was increased by 1 year to
reflect recent LGPS experience.



The proportion of benefits paid to dependents was increased following
the outcome of further investigations of the Fund’s experience against
national averages, and the likely impact of extension of benefits to
unmarried partners.



Life expectancy was increased further after adopting new mortality
assumptions derived from updated data tables.
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Underlying these assumptions are the following two tenets:


that the Scheme and the major employers are expected to continue for
the foreseeable future; and



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

The current actuarial valuation of the Scheme is effective as at 31 March
2013. The actual results of the valuation indicate that overall the assets of the
Scheme represented 87% of projected accrued liabilities at the valuation date.
The Administering Authority, following consultation with the participating
employers, generally adopted the following objectives to achieve the funding
target for the 2013 valuation:


The deficit recovery period should be 14 years for those bodies with
tax-backed revenues.



Major changes in employer contributions could be phased in over a
period of three years (one valuation period) at the Administering
Authority’s discretion.



The deficit contributions from admitted and scheduled employers
should be expressed as annual financial amounts to ensure that the
deficit reduction is maintained if the salary base reduces.

In determining the deficit recovery period the Administering Authority had
regard to:


the responses made to the consultation with employers on the FSS
principles,



relevant guidance issued by the CIPFA Pensions Panel



the need to balance a desire to attain the target as soon as possible
against the short-term cash requirements which a shorter period would
impose,



the Administering Authority’s views on the strength of the participating
employers’ covenants in achieving the objective, and



the remaining contract period applicable to relevant admitted bodies.

For those admitted bodies with closed schemes the deficit recovery period
has been set to reflect the future working lifetime of the current membership.
For those employers in deficit, and where a rate reduction has emerged using
the 14 year deficit recovery period, this period is adjusted to restrict the
reduction in rate. These are considered more prudent courses of action for the
Scheme as a whole.
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Shorter recovery periods may be adopted by employers if they so wish, or
applied in other circumstances at the discretion of the Administering Authority
such as where the remaining contract period is lower.
Further detail on the actuarial valuation 2013, including the principal method
and assumptions to be used in the calculation of the funding target and in the
contributions payable under the recovery plan are set out in Appendix 1.
Changes to the Actuarial Valuation 2016
Principal Methodology Changes
The next triennial actuarial valuation is calculated as at 31 March 2016. The
actuarial calculations are based upon two key financial assumptions
(alongside demographic assumptions); the discount rate and the Consumer
Price Index (CPI). The actuary has proposed changes to the methodology
behind the derivation of the discount rate as part of initial discussions on the
valuation assumptions.
Given the significantly low yields observed in the gilt markets in recent years,
these yields will not be the starting point for determining the valuation discount
rate as it is felt that they do not necessarily reflect the returns expected from
the Fund’s assets. From 2016, the discount rate will be based on the
expected real returns over CPI from the Fund’s investment strategy. When
determining the Funding Target and subsequent employer contribution
outcomes, suitable margins for prudence will be incorporated into the
derivation of the discount rate adopted. It is expected that this new approach
should help to reduce volatility in employer contribution rates.
Deficit Recovery
The Administering Authority may move to a lump sum deficit recovery
approach depending on the outcome of the actuarial valuation and the
calculated funding level. The Administering Authority will take advice from the
actuary on this.
Funding Principles
Currently contribution rates for individual employers are set separately, so that
they take into account the differences in characteristics of the staff employed
and the recruitment and retirement policies of the bodies concerned.
Investments by the Fund are deemed to apply equally to all employing bodies
as all have similar long term funding objectives. These assumptions have
been considered with each employing body in preparing this FSS and have
been confirmed.
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Since 2008 private contractors have been admitted to the Scheme on a
shared risk basis. This applies where a service has been transferred to the
contractor and Council staff are transferred to them under the Transfer of
Undertaking Protection of Employment (TUPE) regulations. In these cases
pension risks have been shared between the contractor and the Pension
Fund as follows:Contractor risks


Granting early retirement and other discretions



The cost of pay awards in excess of actuarial assumptions



Ill health retirements for tier 2 and tier 3 cases

Pension Fund risks


Investment performance



General demographic trends

The contractors are required to pay the full cost of any events occurring in the
risks they take on (as assessed by the actuary) as soon as they happen so
that no liability for these falls on the Pension Fund. Risks arising from private
sector contractors are regularly reviewed, and are taken account of in the
actuarial valuation.
Since 2010 all admitted and scheduled bodies have been required to meet
100% of early retirement costs once a decision has been taken.
The contribution rates for academies have generally been assessed on a
similar basis to admitted bodies. The overall contribution rate for new
academies is set equivalent to that for the Council except for any cases where
this would not result in the deficit being recovered in the current 14 year
period.
Admission agreements may be terminated in accordance with the terms of the
agreements. The Administering Authority considers that any of the following
items may trigger termination: the contract for services, on which the admission is based, coming to an
end
 the last active member ceasing to participate in the Fund
 the insolvency, winding up or liquidation of the admitted body
 any breach of its obligations that the admitted body has failed to remedy
to the satisfaction of the Fund
 any failure by the admitted body to pay any sums due within the period
required by the Fund
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 the failure by the admitted body to renew or adjust the level of any
indemnity or bond, or to provide a satisfactory guarantor, as required by
the Fund.
In these circumstances the administering authority will instruct the actuary to
carry out a termination valuation to calculate the surplus or deficit arising. In
order to protect the interests of the other employers in the Fund, this valuation
will be carried out using least risk assumptions. The amount outstanding
would be due immediately, subject to any other arrangements at the discretion
of the Administering Authority.
The LGPS as a whole, as well as Bexley’s Fund, is seeing fewer new active
members as the impact of public sector funding cuts is felt. At the same
time the number of actual or deferred pensioners is increasing. This
results in the Fund becoming more mature. It also means that pension
payments may no longer be fully met by contributions into the Fund and
cash flow has to be carefully monitored. The impact of this will also be
taken into account when setting employer contribution rates and deficit
recovery periods.
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6.

Link to investment policy set out in the Statement of
Investment Principles (SIP)

The results of the 2013 valuation showed the liabilities to be 87% covered by
the current assets, with the funding deficit of 13% being covered by future
deficit contributions.
In assessing the value of the Scheme’s liabilities in the valuation, allowance
was made for asset out-performance as described in Section 5, taking into
account the investment strategy adopted by the Scheme, as set out in the
SIP.
It is not possible to construct a portfolio of investments which produces a
stream of income exactly matching the expected liability outgo. However, it is
possible to construct a portfolio which closely matches the liabilities and
represents the least risk investment position. Such a portfolio would consist of
a mixture of long-term index-linked and fixed interest gilts.
Investment of the Scheme’s assets in line with the least risk portfolio would
minimise fluctuations in the Scheme’s ongoing funding level between
successive actuarial valuations.
If, at the valuation date, the Scheme had been invested in this portfolio, then
in carrying out the valuation it would not be appropriate to make any
allowance for out-performance of the investments.
On this basis of
assessment, the assessed value of the Scheme’s liabilities at the 2013
valuation would have been significantly higher, by approximately 41% and the
declared funding level would be correspondingly reduced to approximately
62%.
Departure from a least risk investment strategy, in particular to include equity
investments, gives the prospect that out-performance by the assets will, over
time, reduce the contribution requirements. The funding target might in
practice therefore be achieved by a range of combinations of funding plan,
investment strategy and investment performance.
In February 2011 the long term asset allocation was set by the Pensions
Committee :Benchmark
%
15
45
60

UK Equities
Global Equities
Total Equities
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Gilt Fund
Corporate Bond Fund
Dynamic Bond Fund
Total Bonds
Property
Private Equity
Diversified Growth Fund
Total Alternatives
Cash
Total

2.5
2.5
5
10
10
10
10
30
0
100

The actual impact of this allocation was taken into account in the actuarial
valuation as at 31 March 2013. The funding strategy adopted for the valuation
was based on an assumed asset out-performance of 1.75% in respect of past
service liabilities and CPI inflation + 3% for future service liabilities. The
Administering Authority believes that this was a reasonable and prudent
allowance for asset out-performance, based on the investment strategy
adopted as set out above and in the SIP.
In March 2014 a new long term asset allocation was set by the Pensions
Committee :Benchmark
%
15
45
60
5
5
10
10
7
3
10
30
0
100

UK Equities
Global Equities
Total Equities
Global Bond Fund
Dynamic Bond Fund
Total Bonds
Property
Private Equity
Infrastructure
Diversified Growth Fund
Total Alternatives
Cash
Total

This asset allocation was set following consideration of the results of an asset
liability study, which in turn took the 2013 actuarial valuation into account
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7.

Identification of risks and counter-measures

The funding of defined benefits is by its nature uncertain. Funding of the
Scheme 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 actuary that the greatest
risk to the Scheme’s funding is the investment risk inherent in the
predominantly equity based strategy, so that actual asset out-performance
between successive valuations could diverge significantly from the overall
1.75% per annum assumed in the long term.
The funded nature of the LGPS is itself a risk management tool. The
investments made create a reserve from which future liabilities can be met.
The KEY RISKS that the scheme is subject to are:Financial


Investment markets fail to perform in line with expectations, either in
terms of capital value or in income generation. There is a systemic risk
from interlinked or simultaneous financial market volatility and
macroeconomic risk.



Market yields move at variance with assumptions



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



Asset re-allocations in volatile markets may lock in past losses



Risk of counterparty failure



The failure to spread investment risk (“concentration risk”) across asset
classes, securities and managers.



Each type of investment also has its own associated risks:o equities are exposed to industry, country, size, and individual stock
risk
o fixed income encounters yield curve, credit, duration and market risks
o alternative assets may incur liquidity, property or manager skill risk
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Pay and price inflation significantly more or less than anticipated



Effect of possible increase in employer’s contribution rate on Council
Tax bills, service delivery and admitted/scheduled bodies

Demographic


Longevity horizon continues to expand



Deteriorating pattern of early retirements (including those granted on
the grounds of ill health)



The level of take-up of the 50:50 option at a higher or lower level than
built into the actuarial assumptions

Regulatory


Changes to Regulations or major structural change, changes to the
benefits package, or new entrants to scheme (part-time employees or
auto enrolment)



Changes to national pension requirements, HM Revenue and Customs
rules, or requirements of the Pensions Regulator

Governance


Administering Authority unaware of structural changes in employer’s
membership (e.g. large fall in employee numbers, large number of
retirements). This may manifest itself in the maturity of the scheme



Administering Authority not advised of an employer closing to new
entrants



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



Administering authority dealing with a changing mix or number of
employers. This may arise from outsourcing services or Government
initiatives (such as the establishment of academies)



Changes in Pensions Committee membership.
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COUNTER-MEASURES that the Administering Authority has taken in
response to each of these risks are:Financial


Consultation with the actuary and investment consultant



Set asset allocations, and investment control ranges



Reviewed manager performance with advice from its performance
measurement company



Regularly compares actuarial assumptions to actual experience

Demographic


Mortality assumptions have been amended in line with recent
experience and projections



Reports annually on early retirement policy and requires employers to
meet the majority of costs directly

Regulatory


Reporting changes to the Pensions Committee for consideration/action
as necessary

Governance


Annual reports are made including membership numbers



Specific budget provision has been made for training of the members of
the Pensions Committee and attendance at seminars is encouraged



Training is provided ahead of each Pensions Committee meeting, and
annual reports are made on the knowledge and skills training carried
out



Additional meetings of the Pensions Committee are held as necessary



A Pensions Investment Sub-Committee has been set up to assist the
Pensions Committee to carry out its work.



The Pensions Board for Bexley assists the Pensions Committee to
ensure compliance with LGPS regulations and the requirements of the
Pensions Regulations.
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8.

Monitoring and Review

The Administering Authority has taken advice from the actuary in preparing
this Statement, and has also consulted with all participating employers in the
Scheme.
A full review of this Statement will occur no less frequently than every three
years, to coincide with completion of a full actuarial valuation. Any review will
take account of then 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 triennial valuation process),
for example:


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



if there have been significant changes to the Scheme membership,
fund maturity profile, or LGPS benefits



if there have been changes to the number, type, or individual
circumstances of any of the employing authorities to such an extent
that they impact on or warrant a change in the funding strategy



if there have been any significant special contributions paid into the
Scheme.

This statement was approved in January 2016
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APPENDIX 1
ACTUARIAL VALUATION AS AT 31 MARCH 2013
Method and assumptions used in calculating the funding target
Method
The actuarial method to be used in the calculation of the 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 scheme 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, an alternative method is adopted (the Attained
Age method), which makes advance allowance for the anticipated future
ageing and decline of the current closed membership group.
Financial assumptions
Investment return (discount rate)
A yield based on market returns on UK Government gilt stocks and other
instruments which reflects a market consistent discount rate for the profile and
duration of the Scheme’s accrued liabilities, plus an Asset Out-performance
Assumption (“AOA”) 1.75% per annum.
The asset out-performance assumptions represent the allowance made, in
calculating the funding target, for the long term additional investment
performance on the assets of the Scheme relative to the yields available on
long dated gilt stocks as at the valuation date.
Inflation (Consumer Prices Index)
The inflation assumption will be taken to be the investment market’s
expectation for RPI inflation 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 Scheme’s accrued liabilities, but subject to the following two adjustments:



an allowance for supply/demand distortions in the bond market, and
due to retirement pensions being increased annually by the change in
the Consumer Price Index rather than the Retail Price Index.

The overall reduction to RPI inflation at the valuation date is 1.0% per annum.
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Salary increases


The assumption for real salary increases (salary increases in excess of
price inflation) will be determined by an allowance of 1.5% p.a. over the
inflation assumption as described above. This includes allowance for
promotional increases. In addition, an alternative assumption for short
term pay growth is assumed for relevant employers at the discretion of
the Administering Authority.

Pension increases/Indexation of CARE benefits
Increases to pensions are assumed to be in line with the inflation (CPI)
assumption described above. This is modified appropriately to reflect any
benefits which are not fully indexed in line with the RPI (e.g. Guaranteed
Minimum Pensions in respect of service prior to April 1997).
Demographic assumptions
Mortality
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), making allowance for future
improvements in longevity and the experience of the scheme. The mortality
tables used then have a loading reflecting specific experience. The derivation
of the mortality assumption is set out in a separate paper as supplied by the
Actuary. Current members who retire on the grounds of ill health are assumed
to exhibit average mortality equivalent to that for a good health retiree at an
age 4 years older whereas for existing ill health retirees we assume this is at
an age 3 years older. For all members, it is assumed that the accelerated
trend in longevity seen in recent years will continue in the longer term and as
such, the assumptions build in a minimum level of longevity ‘improvement’
year on year in the future in line with the CMI projections subject to a
minimum rate of improvement of 1.5% per annum.
The mortality before retirement has also been adjusted based on LGPS wide
experience.
Commutation
It has been assumed that, on average, 50% of retiring members will take the
maximum tax-free cash available at retirement and 50% will take the standard
3/80ths cash sum. 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 Demographics
Following an analysis of Scheme experience carried out by the Actuary, the
incidence of retirement in normal health and in ill health and the proportions
married/civil partnership assumption have been modified from the last
valuation. In addition, allowing for take-up of the 50:50 option will be made up
to a maximum of 10% of current and future members for certain employers
(who have sufficient size of current contributing members). Other assumptions
are as per the last valuation.
Expenses
Expenses are met out the Scheme, in accordance with the Regulations. This
is allowed for by adding 1.0% of pensionable pay to the contributions as
required from participating employers. This addition is reassessed at each
valuation. Investment expenses have been allowed for implicitly in
determining the discount rates.
Discretionary Benefits
The costs of any discretion exercised by an employer in order to enhance
benefits for a member through the Scheme 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
Method and assumptions used in calculating the cost of future accrual
The cost of future accrual (normal cost) will be calculated using the same
actuarial method and assumptions as used to calculate the funding target
except that the financial assumptions adopted will be as described below.
The financial assumptions for assessing the future service contribution rate
should take account of the following points:




contributions will be invested in market conditions applying at future
dates, which are unknown at the effective date of the valuation, and
which are not directly linked to market conditions at the valuation date;
and
the future service liabilities for which these contributions will be paid
have a longer average duration than the past service liabilities.

The financial assumptions in relation to future service (i.e. the normal cost)
are not specifically linked to investment conditions as at the valuation date
itself, and are based on an overall assumed real return (i.e. return in excess of
price inflation) of 3.0% per annum, with a long term average assumption for
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consumer price inflation of 2.6% per annum. These two assumptions give rise
to an overall discount rate of 5.6% p.a. (i.e. 3.0% plus 2.6%).
Adopting this approach the future service rate is not subject to variation solely
due to different market conditions applying at each successive valuation,
which reflects the requirement in the Regulations for stability in the “Common
Rate” of contributions. In market conditions at the effective date of the 2013
valuation this approach gives rise to a slightly more optimistic stance (i.e.
allows for a higher AOA) in relation to the cost of accrual of future benefits
compared to the market related basis used for the assessment of the funding
target.
At each valuation the cost of the benefits accrued since the previous valuation
will become a past service liability. At that time any mismatch against gilt
yields and the asset out-performance assumptions used for the funding target
is fully taken into account in assessing the funding position.
Summary of key whole Fund assumptions used for calculating funding
target and cost of future accrual (the “normal cost”) for the 2013
actuarial valuation
Long-term gilt yields
Fixed interest
Index linked
Past service Funding Target financial assumptions
Investment return/Discount Rate
CPI price inflation
Long Term Salary increases
Pension increases/indexation of CARE benefits
Future service accrual financial assumptions
Investment return
CPI price inflation
Long Term Salary increases
Pension increases/indexation of CARE benefits

3.2% p.a.
-0.4% p.a.
4.95% p.a.
2.6% p.a.
4.1% p.a.
2.6% p.a.
5.6% p.a.
2.6% p.a.
4.1% p.a.
2.6% p.a.

Demographic assumptions
The post retirement life expectancies adopted for this valuation are as follows:
Membership
Category
Pensioners
Actives
Deferreds

Male Life
Expectancy
22.9
25.1
23.5

Female Life
Expectancy
25.3
28.2
27.0
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Other demographic assumptions are noted below:
Withdrawal
Other demographics
50:50 Option

As for 2010 valuation
Based on LG scheme specific experience.
Up to 10% take-up for certain employers

Assumptions used in calculating contributions payable under the
recovery plan
The contributions payable under the recovery plan are calculated using the
same assumptions as those used to calculate the funding target.
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If you would like to know more about the services the Council provides,
or would like either a translation of this document or the information
in a different format, please call our Customer Contact Centre on
020 8303 7777 and press 0, quoting reference: 603054/7.10

Listening to you, working for you
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PENSIONS BOARD FOR BEXLEY – 29 MARCH 2016
APPRAISAL OF PENSIONS COMMITTEE REPORTS
SUMMARY
The minutes of the Pensions Committee meeting of 2 December 2015 and the draft
minutes of the Pensions Committee meeting of 8 March 2016 are provided as
Appendices for information.

1.

Introduction

At the last meeting the Board considered how they would wish to consider Pensions
Committee reports. The minutes of the Pensions Committee meeting of 2 December
2015 and the draft minutes of the Pensions Committee meeting of 8 March 2016 can
be read in conjunction with the full Pensions Committee papers which are available
on the London Borough of Bexley’s website.
2.

Minutes of Pensions Committee, 2 December 2015

The minutes of the Pensions Committee meeting of 2 December 2015 are attached
as Appendix A.
The full papers for the Pensions Committee meeting can be accessed on the London
Borough of Bexley’s website at:
http://democracy.bexley.gov.uk/ieListDocuments.aspx?CId=146&MId=27916&Ver=4
3.

Draft minutes of Pensions Committee, 8 March 2016

The draft minutes of the Pensions Committee meeting of 8 March 2016 are attached
as Appendix B.
4.

Financial and Legal Implications

There are no implications arising directly from this report.
Contact Officer:

Terry Pearce, Pensions & Treasury Manager, ext 5145.
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PENSIONS COMMITTEE
2 December 2015
At a meeting of the PENSIONS COMMITTEE held at PUBLIC GALLERY WEST CIVIC OFFICES on WEDNESDAY, 2 DECEMBER 2015 at 7.30 pm
Present:

Councillors Alan Deadman, Louie French (Vice-Chairman),
Joe Pollard, Colin Tandy and John Waters (Chairman).
Mr Colin Cartwright and Mr Chris Cooper (Aon Hewitt)
Mr Ian Kirk and Ms Helen Pryor (Mercer)
Mr Jeff Munroe and Mr James Mitchell – Newton
Mrs Julia Peacock – Pensioners’ Representative
Mrs Susan Clark – Employees’ Representative

26.

APOLOGIES FOR ABSENCE AND SUBSTITUTE MEMBERS
(Agenda Item No. 1)
Apologies were received from Councillor John Husband and Councillor Colin Tandy
had apologised that he would be late for the meeting.

27.

MINUTES - 23 SEPTEMBER 2015
(Agenda Item No. 2)
RESOLVED – That the minutes of the meeting held on 23 September 2015 be
agreed as a correct record.

28.

DECLARATION OF INTERESTS AND DISPENSATIONS
(Agenda Item No. 3)
Councillor Pollard declared that he was the Chairman of the Audit Committee.

29.

STANDING ORDER 65(6)
(Agenda Item No. 4)
There were no items of late business.

30.

EXCLUSION OF THE PRESS AND PUBLIC
(Agenda Item No. 5)
RESOLVED – That the press and public be excluded from the meeting during
consideration of the exempt appendices and relating to Agenda Items 6 and 7 and the
separate document relating to Agenda Item 7 because consideration of these matters in
public would disclose information falling within one of the categories of exempt
information contained in Schedule 12A to the Local Government Act 1972, as specified
in Minutes 31 and 32 and, in all circumstances of the case, the public interest in
maintaining the exemption outweighs the public interest in disclosing the information.

31.

ACTUARIAL VALUATION 2016
(Agenda Item No. 6)
The Committee had resolved, as recorded in Minute 30 above, that the press and public
be excluded from the meeting during consideration of the exempt material relating to
Agenda Item 6 because consideration of this in public disclosed information falling
within paragraph 3 – information relating to the financial or business affairs of any
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Pensions Committee (contd.)
2 December 2015
particular person (including the authority holding that information) – of Schedule 12A to
the Local Government Act 1972, which in all circumstances of the case, the public
interest in maintaining the exemption outweighs the public interest in disclosing the
information.
The Committee considered a report that sought approval for proposed changes to
the actuarial valuation assumptions. Mr Ian Kirk and Ms Helen Pryor from the
Council’s actuaries, Mercer, gave a presentation on the proposed changes which
were considered necessary as the current approach was becoming outdated and did
not accurately reflect the liabilities of a modern fund in the current economic
circumstances. It was reported that, should the Committee accept Mercer’s
proposal, the Funding Strategy Statement would be updated to reflect the changes
and sent out for consultation to the employing bodies with in the scheme.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) the actuarial methodology changes set out in the report be
agreed; and
(2) the Funding Strategy Statement be updated with the actuarial methodology
changes and circulated to admitted and scheduled bodies for consultation.

32.

PENSION FUND INVESTMENT PERFORMANCE - QUARTER ENDED 30
SEPTEMBER 2015
(Agenda Item No. 7)
The Committee had resolved, as recorded in Minute 30 above, that the press and public
be excluded from the meeting during consideration of the exempt material relating to
Agenda Item 7 because consideration of this in public disclosed information falling
within paragraph 3 – information relating to the financial or business affairs of any
particular person (including the authority holding that information) – of Schedule 12A to
the Local Government Act 1972, which in all circumstances of the case, the public
interest in maintaining the exemption outweighs the public interest in disclosing the
information.
The Committee received presentations on the investment performance of the
Pension Fund from the Council’s investment advisers, Aon Hewitt and the Fund’s
Balanced Manager, Newton. Mr Colin Cartwright from Aon Hewitt provided a brief
overview of the markets and on the performance of Newton on behalf of the Pension
Fund.
The Committee then received a presentation from Mr Jeff Munroe and Mr James
Mitchell from Newton. They reported that Newton had exceeded the benchmark by
over 4% in the past year in terms of absolute performance and they considered that a
large part of this was due to stock selection. They outlined areas where the Fund is
either overweight or underweight and the reasons for this and also set out their
process for consideration of environmental, social and governance factors.

33.

ADMINISTRATION AND INVESTMENT UPDATE
(Agenda Item No. 8)
The Committee received a report providing an update on various administrative and
investment issues. The report covered the latest position on London Council’s
Collective Investment Vehicle (CIV), potential changes to the LGPS – including
information on proposals regarding the Markets in Financial Instruments Directive and
its impact on LGPS investments – and custodian arrangements.

66

6
Pensions Committee (contd.)
2 December 2015

It was reported that, subsequent to the agenda despatch, the Government had released
proposals on asset pooling and had also launched a consultation exercise on revoking
and replacing the Local Government Pension Scheme (Management and Investment of
Funds) Regulations 2009. As the deadline for responses was before the next meeting
of the Committee, delegated authority was sought for the Director of Finance to
respond, in consultation with the Chairman of the Committee. It was agreed that the
draft response would be circulated to the other members of the Committee before it was
sent.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That the Director of Finance, in consultation with the Chairman of the
Committee, be given delegated powers to respond to the Government’s request for
initial pooling proposals from the Council and to its consultation.

34.

PENSIONS BOARD UPDATE
(Agenda Item No. 9)
A report was submitted giving detail of reports considered by the Pensions Board at its
meeting on 9 November, which the Pensions Board wished to refer to this Committee.
The matters referred were a procedure for reporting breaches of the law to the
Pensions Regulator and a risk register for the Pension Fund.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) the Committee adopts the Procedure for Reporting Breaches of
the Law to the Pensions Regulator attached as Appendix A to the report; and
(2) the Committee adopts the Pension Fund risk register as set out in Appendix B(i) to
the report and an annual review of the register be included in the Committee’s Business
Plan.

35.

ADMISSION TO THE COUNCIL'S PENSION SCHEME
(Agenda Item No. 10)
The Committee considered a report seeking agreement for ISS Facility Services –
Landscaping (ISS) to be admitted to the Council’s Pension Scheme in respect of staff to
be transferred to the company. Details of the admission agreement were set out and it
was reported that ISS would provide a bond or parental company guarantee which
would be adequate to cover any risk to the Pension Fund if they defaulted.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) admission to the Council’s Pension Scheme be agreed for ISS,
in respect of former Council staff who are eligible to be members of the LGPS under the
existing Kier admission agreement and who transfer to ISS under the Transfer of
Undertakings (Protection of Employment) Regulations 2006 (TUPE);
(2) subject to the conditions of the Local Government Pension Scheme, the continued
participation in and membership of the Council’s Pension Scheme be approved for
those members of staff, currently employed by Kier at the relevant agreed date,
transferring to ISS;
(3) the admission be subject to ISS:
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i.
ii.
iii.
iv.
v.

paying to the Council the employees’ contributions;
paying to the Council the employer’s contributions as determined by the
Fund Actuary;
agreeing to appropriate risk sharing arrangements with the Pension
Fund;
being covered by a bond on an annual basis or providing a parental
guarantee to fully indemnify the Council to cover any outstanding
amounts;
entering into an appropriate legal agreement in a form agreed by the
Council; and

(4) the Head of Legal Services be authorised to complete the necessary agreements.

The Committee rose at 9.35pm
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At a meeting of the PENSIONS COMMITTEE held at Public Gallery West, Civic Offices on
TUESDAY 8 MARCH 2016 at 7.30pm.
Present:

Councillors Alan Deadman, Louie French (Vice-Chairman), John
Husband, Colin Tandy and John Waters (Chairman).
Mr Colin Cartwright and Mr Chris Cooper (Aon Hewitt)
Mr Malcolm Gordon, Mr Steve Magill and Mr Guy Walker - UBS
Mrs Julia Peacock – Pensioners’ Representative

36.

APOLOGIES FOR ABSENCE AND SUBSTITUTE MEMBERS
(Agenda Item 1)
Apologies were received from Councillor Joe Pollard and from Mrs Susan Clark, the
Employees’ Representative.

37.

MINUTES OF THE MEETING HELD ON 2 DECEMBER 2015
(Agenda Item 2)
RESOLVED – That the minutes of the meeting held on 2 December 2015 be agreed
as a correct record.

38.

DECLARATIONS OF INTERESTS AND DISPENSATIONS
(Agenda Item 3)
No declarations were made.

39.

STANDING ORDER 65(6)
(Agenda Item 4)
There were no items of late business.

40.

EXCLUSION OF THE PRESS AND PUBLIC
(Agenda Item 5)
RESOLVED – That the press and public be excluded from the meeting during
consideration of the exempt appendices relating to Agenda Items 6 and 11 and the
separate document relating to Agenda Item 6 because consideration of these
matters in public would disclose information falling within one of the categories of
exempt information contained in Schedule 12A to the Local Government Act 1972,
as specified in Minutes 41 and 46 and, in all circumstances of the case, the public
interest in maintaining the exemption outweighs the public interest in disclosing the
information.

41.

PENSION FUND INVESTMENT PERFORMANCE – QUARTER ENDED 31
DECEMBER 2015
(Agenda Item 6)
The Committee had resolved, as recorded in Minute 40 above, that the press and
public be excluded from the meeting during consideration of the exempt material
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relating to Agenda Item 6 because consideration of this in public disclosed
information falling within paragraph 3 – information relating to the financial or
business affairs of any particular person (including the authority holding that
information) – of Schedule 12A to the Local Government Act 1972, which in all
circumstances of the case, the public interest in maintaining the exemption
outweighs the public interest in disclosing the information.
The Committee received presentations on the investment performance of the
Pension Fund from the Council’s investment advisers, Aon Hewitt and the Fund’s
UK Equity Manager, UBS. Mr Colin Cartwright from Aon Hewitt provided a brief
overview of the markets and on the performance of UBS on behalf of the Pension
Fund.
The Committee then received a presentation from Mr Malcolm Gordon, Mr Steve
Magill and Mr Guy Walker from UBS. They reported that the UK equity market
had been very volatile and this looked set to continue. They believed that there
was plenty of scope for the economy to strengthen but accepted that it would be
difficult for Value Managers to outperform if the economic situation did not
improve.
Although poor performance in the mining sector had affected
performance during the last quarter, gains had been made in this sector at the
start of 2016. UBS also updated the Committee on the work being undertaken to
invest the Fund’s 3% allocation to Infrastructure. UBS were looking at doing 2-3
deals during 2016/17. They had reviewed 123 deals during 2015, 45 of which
were still active.
42.

ANNUAL REVIEW OF INVESTMENT STRATEGY
(Agenda Item 7)
The Committee considered Aon Hewitt’s annual review of the investment strategy of
the Pension Fund, which reviewed how the Fund’s current asset allocations compare
to the current target allocation. Members discussed the fact that, although the
London CIV had originally been set up as a voluntary way of pooling investments,
the Government was now requiring 90% of assets to be in pooled funds by 2020 and
the implications this might have for Bexley’s Fund. It was agreed that it would be
useful to invite the CIV to give a further presentation.

43.

ADMINISTRATION AND INVESTMENT UPDATE
(Agenda Item 8)
The Committee received a report providing an update on various administrative and
investment issues.
The report outlined the latest position on government
consultations on investment pooling and changes to investment regulations. It was
reported that another consultation on pooling was expected and would be discussed
at the next meeting. The report also proposed a Treasury Management Strategy for
the Pension Fund and reported the outcome of the tender exercise for custodian
arrangements. It was reported that Northern Trust had been appointed and the new
contract would result in a significant saving. Finally the Funding Strategy Statement
had been updated to reflect the changes to the actuarial methodology agreed at the
Committee’s last meeting.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) the Pension Fund Treasury Management Strategy be
approved; and
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(2) the Funding Strategy Statement be approved for publication.
44.

ADMISSION TO THE COUNCIL’S PENSION SCHEME – PRE-SCHOOL
LEARNING ALLIANCE
(Agenda Item 9)
The Committee considered a report seeking agreement for Pre-School Learning
Alliance to be admitted to the Council’s Pension Scheme in respect of staff to be
transferred to the company. Details of the admission agreement were set out and it
was reported that, given the currently prohibitive cost of bonds, the client department
would provide a guarantee to the Pension Fund in lieu of a bond.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) admission to the Council’s Pension Scheme be agreed for
Pre-School Learning Alliance, in respect of Council staff employed in the provision of
the childcare offer at Greenmead and West Street Children’s Centre who are to
transfer to the Pre-School Learning Alliance under the Transfer of Undertakings
(Protection of Employment) Regulations 2006 (TUPE) as amended;
(2) subject to the conditions of the Local Government Pension Scheme, the
continued participation in and membership of the Council’s Pension Scheme be
approved for those members of staff currently employed by the Council at the
transfer date, transferring to Pre-School Learning Alliance;
(3) the admission be subject to the contractor:
i.
ii.
iii.
iv.

v.

paying to the Council the employees’ contributions;
paying to the Council the employer’s contributions as determined by the
Fund Actuary;
agreeing to appropriate risk sharing arrangements with the Pension Fund;
being covered by a bond on an annual basis, or a parental guarantee, or a
guarantee by the employing department in lieu of a bond, and agreeing to
suitable contract clauses to fully indemnify the Council to cover any
outstanding amounts; and
entering into an appropriate legal agreement in a form agreed by the Council;
and

(4) the Head of Legal Services be authorised to complete the necessary
agreements.
45.

ADMISSION TO THE COUNCIL’S PENSION SCHEME – NORTHGATE PUBLIC
SERVICES LTD
(Agenda Item 10)
The Committee considered a report seeking agreement for Northgate Public
Services Ltd to be admitted to the Council’s Pension Scheme in respect of staff to be
transferred to the company. Details of the admission agreement were set out and it
was reported that the risk of the contractor not paying for their responsibilities under
the admission agreement was covered by the employer guarantee.
The following motion was moved, seconded and carried without dissent:
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RESOLVED – That (1) admission to the Council’s Pension Scheme be agreed for
Northgate Public Services Ltd, in respect of Council staff employed in ICT Services
who are to be transferred to Northgate Public Services Ltd under the Transfer of
Undertakings (Protection of Employment) Regulations 2006 (TUPE) as amended;
(2) subject to the conditions of the Local Government Pension Scheme, the
continued participation in and membership of the Council’s Pension Scheme be
approved for those members of staff currently employed by the Council at 1 June
2016 transferring to Northgate Public Services Ltd;
(3) the admission be subject to the contractor:
i.
ii.
iii.
iv.

v.

paying to the Council the employees’ contributions;
paying to the Council the employer’s contributions as determined by the
Fund Actuary;
agreeing to appropriate risk sharing arrangements with the Pension Fund;
being covered by a bond on an annual basis, or a parental guarantee, or a
guarantee by the employing department in lieu of a bond, and agreeing to
suitable contract clauses to fully indemnify the Council to cover any
outstanding amounts; and
entering into an appropriate legal agreement in a form agreed by the Council;
and

(4) the Head of Legal Services be authorised to complete the necessary
agreements.
46.

LOCAL GOVERNMENT PENSION SCHEME – EARLY RELEASE OF DEFFERED
BENEFITS ON COMPASSIONATE GROUNDS
(Agenda Item 11)
The Committee had resolved, as recorded in Minute 40 above, that the press and
public be excluded from the meeting during consideration of the exempt material
relating to Agenda Item 11 because consideration of this in public disclosed
information falling within paragraph 3 – information relating to the financial or
business affairs of any particular person (including the authority holding that
information) – of Schedule 12A to the Local Government Act 1972, which in all
circumstances of the case, the public interest in maintaining the exemption
outweighs the public interest in disclosing the information.
The Committee considered a request from a former employee for the early
release of pension benefits on compassionate grounds. The details of the case
were set out in the exempt appendices and it was reported that the grounds were
consistent with those cases that had previously been granted. Members noted
that the former employee would be entitled to unreduced benefits and that early
payment of pension and lump sum in this case would cause a strain on the
Pension Fund and result in additional funding costs of £52,047.77.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That the early release on compassionate grounds of unreduced
benefits be granted.
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The Committee rose at 9.53pm
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PENSIONS BOARD FOR BEXLEY – 29 MARCH 2016
RISK REGISTER FOR THE PENSION FUND
SUMMARY
This report provides an update on the latest risk register for the Pension Fund for the
Board to consider.

1.

Introduction

At its last meeting the Board considered the separate risk register that has been
developed for the Pension Fund. The Board agreed the risk register and requested it
be presented to the Pensions Committee for adoption. The Pensions Committee
meeting of 2 December 2015 considered the Board’s report and agreed that the
Pensions Committee would undertake an annual review of the risk register as part of
its Business Plan.
The risk register has been reviewed by officers and an updated risk register is
attached as an Appendix for the Board’s information. The Pension Fund risk register
will also be included as a section within the Council’s risk management monitoring
procedures.
2.

Pension Fund Risk Register

In April 2015 the Pensions Regulator (the Regulator) published its Code of Practice
no 14 (the Code) Governance and administration of public service pension schemes.
The Code is not a statement of law of itself, but is strong guidance which schemes
are expected to follow. So if determining whether any pensions related legal
requirements have been met, a court or tribunal must take the Code into account.
One section of the Code covers the management of risks. This is seen as a four
stage process: Identify risks
 Evaluate risks
 Manage risks
 Monitor controls
The establishment of a risk register effectively covers the first three stages. It is
suggested that the monitoring and review stage is achieved through regular
monitoring by this Board or the Pensions Committee.
Risk management is a key responsibility of those charged with Pension Fund
Governance and the need for effective risk management is reflected throughout
guidance and regulation in the Local Government Pension Scheme (LGPS), in the
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Regulations 2009 regulation 12(2c) and in the CIPFA publication Delivering Good
Governance in Local Government Pension Funds (2009).
The effective management of risk is also an area which is covered within the CIPFA
Knowledge and Skills framework recognising the importance that those charged with
governance have an understanding of the risks that could impact on the Pension
Fund and what steps can be taken to mitigate such risks.
The risk register identifies the key risks that the Pension Fund may face and the
measures that can and have been put in place to mitigate those risks. The drawing
up of the register has highlighted some areas which will need further clarification and
these will be included when it is presented to the Pensions Committee.
The risks have been categorised over the four areas suggested by the Pensions
Regulator: Operational risks
 Financial Risks
 Funding Risks
 Regulation and Governance Risks
It should be recognised that it may not be possible to eliminate all risks but accepting
and actively managing risk is crucial to fulfilling the governance of the fund. All risks
will be regularly reviewed to ensure that they remain appropriate and that the
controls are in place to manage risks where feasible.
An annual review of the risk register will be included in the Business Plan for the
Pension Board so that the Board understands the risks involved in managing the
Pension Fund. It is suggested that the risk register is also submitted to the Pensions
Committee so that it too can formally acknowledge the risks it is taking and decide
whether it wishes to have a role in the review process.
Risk can be classified by having two measurements that need to be assessed to
determine the scale of the risk. These are:Likelihood – the possibility that a risk will occur
Impact – the consequences if the risk were to occur
The risk register attached has adopted the same scoring scales as the Council itself
uses, and these are explained at the end of the register.
3.

Financial Implications

There are no implications arising directly from this report.
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4.

Legal Implications

Section 249B of the Pensions Act 2004 requires the administering authority to
manage risk by establishing and operating internal controls which are adequate for
the purpose of securing that the scheme is administered and managed—
(a) in accordance with the scheme rules, and
(b) in accordance with the requirements of the law
Internal controls are defined in the Act as:(a) arrangements and procedures to be followed in the administration and
management of the scheme,
(b) systems and arrangements for monitoring that administration and management,
and
(c) arrangements and procedures to be followed for the safe custody and security of
the assets of the scheme;
The Pensions Regulator is required to issue a code of practice for this under section
90A of the Pensions Act 2004. Under the Code referred to in section 2 of this report,
identified risks should be recorded in a risk register and should be reviewed
regularly. Paragraph 105 of the Code states that:“Scheme managers must establish and operate internal controls. These should
address significant risks which are likely to have a material impact on the scheme.
Scheme managers should employ a risk-based approach and ensure that sufficient
time and attention is spent on identifying, evaluating and managing risks and
developing and monitoring appropriate controls. They should seek advice, as
necessary”
Section 5 of the Public Services Pensions Act 2013 and Regulation 106 of the Local
Government Pension Scheme Regulations 2013 places a responsibility on the Board
to assist the administrating authority with the above matters.
Contact Officer:

Terry Pearce, Pensions & Treasury Manager DDI 020 3045
5145.
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Appendix
Operational Risks
Risk
Operational
disaster
(fire/flood etc)

Risk
Risk
Likelihood Impact
F
2

Control Measures

Latest Review

Business continuity procedures in
place for administrator

Report from administrator, used as
basis for continual update

LPFA business resilience plan
was checked as part of April 2014
contract renewal.
Finance business continuity plan
updated in September 2014. HR
business continuity plan
September 2014.
Contracts held in hard copy in
legal document store, and
electronically on relevant area of
Council server
Report awaited following analysis
of employer end of year returns

“Not known at this address” returns
from annual statements

Tracing agencies used to locate
pension fund members

Head of HR
Delivery

Formal agreement in place with
administrator, including SLAs
Authority levels clearly agreed and
kept up to date.

Last awarded April 2014. Five
year agreement.
Agreed as part of April 2014
contract

Head of HR
Delivery
Head of HR
Delivery

Review independent auditor’s report
of administrator’s processes

Annually

Head of HR
Delivery

Ongoing dialogue with administrator

Any issues are raised on an ad
hoc basis, and reviewed at
quarterly meetings

Business continuity plans in place for
scheme manager

Contracts with all advisers and
suppliers are recorded on a central
database
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Member data
incomplete or
inaccurate

Administration
process failure or
maladministration

C

D

3

2

Next
Risk Owner
Review
Head of HR
Delivery
Head of
Finance/Head
of HR
Delivery
Head of Legal
Services

Head of HR
Delivery

11/15

Head of HR
Delivery

1
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Written reports and presentations by
administrator to scheme manager
Complaints addressed through
Council complaints system or
Independent Dispute Resolution
Procedure

Formal contract review meetings
held quarterly. Monthly contract
reports submitted.
Complaints are analysed to inform
changes to systems where
necessary

11/15

Head of HR
Delivery
Head of
Finance/Head
of HR
Delivery
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Financial Risks
Risk
Excessive
charges by
suppliers

81

Fraud or
fraudulent
behaviour

Risk
Risk
Likelihood Impact
E
4

F

1

Control Measures

Latest Review

Next
Risk Owner
Review
Head of
Finance/Head
of HR
Delivery
Head of
Finance/Head
of HR
Delivery
Head of HR
Delivery

Annual review of fund budget

Annual budget included in annual
report October 2015.

Review of scheme suppliers at tender
stage and during contracts

Fee invoices are checked when
received

Monthly check of contributions
payments against schedules

Monthly on receipt

Reconciliation of pension fund bank
account

Daily reconciliation and monthly
statements produced

Head of
Finance

Data matching exercises are carried
out to identify discrepancies

Bi-annual National Fraud Initiative
was last carried out in 2014/15

Head of HR
Delivery

Life statements are issued regularly

The latest set of life statements
were issued in December 2014
and followed up in March 2015

Head of HR
Delivery

Pension fund administration is
reviewed periodically by internal audit

Latest reports issued were October
and December 2014

Head of
Finance/Head
of HR
Delivery

3
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Funding Risks
Risk
The Fund’s
assets are not
sufficient to
meet its long
term liabilities

Risk
Risk
Likelihood Impact
C
2

Control Measures

Latest Review

Assets and liabilities are assessed at
triennial valuations

The last valuation was as at 31
March 2013

The Funding Strategy Statement is
reviewed in line with the triennial
valuation to ensure asset allocation is
appropriate

Asset allocation was reviewed in
March 2014. The latest annual
review was reported to the
Pensions Committee in March
2016
The actuary provides quarterly
reports on funding levels

The Fund’s funding level is assessed
on a regular basis
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The number of
early
retirements
exceeds
actuarial
assumptions
Structural
changes in an
employer’s
membership
leads to nonrecovery of
past service
deficits
Insufficient
assets to meet
short term
liabilities

D

3

Next
Risk Owner
Review
3/16
Head of
Finance/Head
of HR
Delivery
Head of
Finance

3/16

Head of
Finance

Employers meet the strain cost of non
ill health retirements
Ill health retirements are monitored and
factored into future valuations

n/a
Experience in 2014/15 was
reported to Pensions Committee in
June 2015

6/16

Head of HR
Delivery

3/16

Head of
Finance

D

4

Past service deficits are recovered on
a cash basis rather than percentage of
payroll

Basis set at 2013 valuation

D

2

Investment income meets difference
between pensions paid contributions
received

Budgets are set for each year in
the valuation cycle

Head of
Finance
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General fall in
investment
returns as
economy is on
a downturn
Fund managers
fail to achieve
benchmark
returns for their
mandate

Employer
failure to pay
contributions
into scheme

Cash flow is monitored on a daily basis
and withdrawals made from fund
managers when necessary

n/a

Head of
Finance

Most investments are liquid, and are
held in custody at arms length to fund
managers

Percentage is disclosed in annual
report

Head of
Finance

The 2009 LGPS regulations give
pension funds powers to borrow for up
to 90 days

n/a

D

2

Asset allocation is diversified to
withstand short term volatility and is
made on the basis of long term returns

Investment performance is
reported quarterly to Pensions
Committee

C

3

Diversification of managers and asset
allocations mitigates the impact of one
manager under-performing

Asset allocation was reviewed in
March 2014. The latest annual
review was reported to the
Pensions Committee in March
2015
Investment performance is
reported quarterly to Pensions
Committee

D

3

Investment advisors and Pensions
Committee keep managers under
review. Officers meet with managers in
between Pensions Committee
meetings
Monthly monitoring of contribution
payments

3/16

Head of
Finance

Head of
Finance

3/16

Head of
Finance

97% of contributions for 2014/15
were paid on time

Head of HR
Delivery

Dialogue with employers over payment
procedures

Procedures available on
employers’ section of website.

Head of HR
Delivery

Annual audit

Accounts for the year to 31 March
2015 signed off by auditors without

Head of
Finance
5
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qualification.
Contributions are monitored on a
monthly basis

Head of HR
Delivery

Use of bonds and guarantees

All bonds are updated annually
and guarantees are still in place

Head of
Finance

Deficit recovery periods are set taking
contract lengths into account

Deficits are reviewed at each
triennial valuation

Overdue contributions are actively
chased from employers
Failure of
employers

D

2

3/16

Head of
Finance
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Regulation and Governance Risks
Risk
Failure to
interpret rules
or legislation
correctly

Risk
Risk
Likelihood Impact
E
3
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Control Measures

Latest Review

CIPFA have issued a Code of Practice
on the knowledge and skills framework
for the pension fund. The Director of
Finance ensures that the Code is
implemented
Pensions Board members have up to
date training log showing completion of
scheme specific and Pension
Regulator educational material
Pensions Committee members receive
regular training. Induction training is
available for new members

Compliance was reported in the
pension fund annual report in
September 2015

Training on London CIV provided
to September 2015 Committee

12/15

Head of
Finance

Suitably qualified staff are appointed.
Continuous professional development
through professional bodies and other
networks
Technical advice and updates are
made available from actuarial and
investment advisors

Annual staff appraisals completed
May 2015

5/16

Head of
Finance/Head
of HR
Delivery
Head of
Finance/Head
of HR
Delivery

Conflicts of
interest

E

3

Pension Board awareness of legal
responsibilities
All Pensions Board members to
declare actual and potential conflicts

Non-

F

1

Managers are provided with the Fund’s

Next
Risk Owner
Review
9/16
Director of
Finance

Training analysis for Pension
Board members is being prepared

Head of
Finance

Updates received from DCLG
Scheme Advisory Board and
professional advisors are
communicated to relevant staff
and members
All Pensions Board members have
attended training courses.
Register of interests completed at
last Board meeting. Standing item
on each Board agenda.

Head of
Finance
Head of
Democratic
Services

Managers reports are regularly

Head of
7

7
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compliance
with LGPS
investment
regulations

3

86

Statement of Investment Principles and
mandates are clear
Managers assurance reports are
reviewed

inspected

Finance

Completed as part of annual
accounts process

Head of
Finance

Staff training maintained and
knowledge kept up to date
Internal and external audit reviews

CIPFA Pensions Network event
attended October 2015
Accounts were signed off as
unqualified at 31 March 2015

Officers attend Pension Officers
Forum and Technical Group and
CIPFA Pensions Network events
to keep updated on issues. The
last update report to Pensions
Committee was March 2016
Report to Pensions Board
November 2015

Failure to
comply with
Pension Fund
accounting
requirements

E

Regulatory
change

B

1

Monitor and respond where
appropriate to Government
consultations. Update reports to
Pensions Committee on new
developments

Failure to
report breaches
of the law to
the Pensions
Regulator

D

2

Pensions Board, Pensions Committee
and employees all made aware of the
Pensions Regulator’s requirements
and the breaches procedure

2/16
9/16

Head of
Finance
Head of
Finance

3/16

Head of
Finance/Head
of HR
Delivery

12/15

Head of
Finance
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Bexley uses a 4 x 6 matrix to plot probability and impact and has set its risk appetite. The green shaded area on the matrix shows the risks
where there is good control and the Council is comfortable with the risk. Risks in the amber and red zones are those over which closer control
is needed.

A

Risk Probability
F = Very Unlikely
E = Unlikely
D = Possible
C = Likely
B = Very likely
A = Certainty

B
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Probability

C
D

Risk Impact
E

4 = Negligible
3 = Moderate
2 = Serious
1 = Major

F
4

3

2

1

Impact

9

7
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