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Pensions Board for Bexley
Friday 13 January 2017 at 10.00am, Room G09, Civic Offices, Bexleyheath
Present:
Councillor Howard Marriner (Chairman), Mr John Meaker, and Mr Geoff
Smithson.
Also Present:
Alison Griffin – Director of Finance and Corporate Services
Terry Pearce – Pensions and Treasury Manager
Jane Eggleton – Pensions Accountant
Richard Smyth – Pensions Consultant
Sandra Baxter – Committee Officer
1. APOLOGIES FOR ABSENCE
(Agenda Item 1)
Apologies were received from Stephen Wild.
2. APPOINTMENT OF CHAIRMAN AND VICE-CHAIRMAN
The Terms of Reference of the Pension Board indicate that the Chairman and
Vice-Chairman should be appointed from amongst the membership on an annual
basis and it was noted that the current Chairman and Vice-Chairman had been in
post for longer than a year. It was agreed that Geoff Smithson take over as
Chairman of the Board from the end of the meeting and Councillor Marriner to
become Vice-Chairman.
3. MINUTES – 19 JULY 2016
(Agenda Item 2)
RESOLVED – That the minutes of the meeting held on 19 July 2016 be agreed
as a correct record.
4. REGISTER OF INTERESTS
(Agenda Item 3)
No potential conflicts of interest were notified.
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5. REVIEW OF TERMS OF REFERENCE
(Agenda Item 4)
The Board considered a report reviewing the Terms of Reference and proposing
changes in certain areas. The existing Terms of Reference stated that any
substitute members would not have voting rights due to the knowledge and
understanding requirements. However given the small size of the Board and the
requirement for three members to be present for the meeting to be quorate, it
was proposed that formal substitute members should be appointed who would
undergo the same training as full members of the Board and have full voting
rights if they attended a meeting as a substitute. The recent resignation of Martin
Peat had demonstrated that if the Board were a member down it made it much
more likely that a meeting would end up being inquorate.
It was agreed that a maximum of two substitute members should be sought for
both employer and member representatives. Terry Pearce indicated that he
would be writing out to employing bodies within the next week regarding the
Actuarial Valuation and could ask for expressions of interest for a replacement
for Martin Peat and for substitute members. The Pensioners’ Forum could be
approached regarding substitute members for the member representatives.
The Board also discussed the frequency of meetings and it was agreed that the
minimum number of meetings per year should be reduced from 3 to 2, other than
in Actuarial Valuation years. Members then discussed the relationship between
the Pensions Board and the Pensions Regulator. It was agreed that Councillor
Marriner would have informal discussions with the Chairman of the Pensions
Committee regarding the attitude that the Board should have towards the
Pensions Regulator going forward.
6. KNOWLEDGE AND UNDERSTANDING FRAMEWORK
(Agenda Item 5)
A report was submitted outlining the further development of the knowledge and
understanding framework for the Board. Terry Pearce reported that he would be
looking to find a replacement for Martin Peat and appoint substitute members
before moving forward with the main bulk of the training so that everyone would
be at the same point in the process. He reported that officers would carry out the
initial screening process for the appointment of substitute members and then
bring proposals to the Board members.
Geoff Smithson indicated that he had not been receiving Mercer’s ‘Current
Issues’ newsletter although Board members were supposed to have been added
to the distribution list. The other Board members confirmed that they had also
not received it and Terry Pearce agreed to speak to Mercer about it.
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7. ACTUARIAL VALUATION UPDATE
(Agenda Item 6)
The Board received a report updating them on progress on the actuarial
valuation. Terry Pearce reported that discussions had been taking place with
Mercer regarding the individual employers and there were 55 schedules to be
sent out. Jane Eggleton reported that an exercise had also been conducted to
monitor the covenant strength of employing bodies which could potentially lead to
them being allowed a longer deficit recovery period. 55 emails had been sent
and only 20 responses received. Jane Eggleton indicated that she was hoping to
increase the return by persuading employers that it was in their best interests to
provide the information as they could benefit financially. It was reported that
Bexley would try to get the information from the employing bodies but Mercer
would carry out the analysis.
8. FUND COMMUNICATION POLICY REVIEW
(Agenda Item 7)
The Board received a report reviewing the Communications Policy for the
Pension Fund. Richard Smyth reported that the policy was still considered to be
fit for purpose and in keeping with the regulations. The Board discussed the
number of pensions queries received. Richard Smyth reported that there was
generally a higher level of enquiries at times when a large number of people
were being made redundant or considering early retirement. A few queries were
received regarding opting out of the scheme. Richard Smyth agreed to check on
the volume of queries and report back.
Richard Smyth indicated that employer workshops would continue to be offered
despite the last one being cancelled due to lack of interest. He felt that there was
a need for training. Terry Pearce indicated that ways of engaging more with the
employing bodies were being investigated and, now that Bexley was part of
oneSource, we could learn from what Newham and Havering have done in this
regard. The Board queried how easy it was for pensioners without internet
access to get the newsletter. Richard Smyth reported that pensioners could
request a paper version from the LPFA but they encouraged people to use the
portal as much as possible as there was so much information available there and
ways of managing their pension online.
9. RISK REGISTER FOR THE PENSION FUND
(Agenda Item 8)
The Board received an update on the latest risk register for the Pension Fund.
There was one amber risk – the Fund’s assets not being sufficient to meet its
long-term liabilities – which was being addressed through the Actuarial Valuation.
Regulatory change was a red risk purely due to the amount of change taking
place but this did not mean the risk was not being managed.
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10. APPRAISAL OF PENSION COMMITTEE REPORTS
(Agenda Item 9)
The Board received the notes of the latest Pensions Committee meetings.

The Board rose at 10.55am
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PENSIONS BOARD FOR BEXLEY – 6 SEPTEMBER 2017
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 a
member 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 – 6 SEPTEMBER 2017
BUSINESS PLAN 2017/18
SUMMARY
This report proposes a Business Plan for 2017/18 for the Board to consider.

1.

Introduction

The Board’s terms of reference currently suggest that it should have at least two
meetings a year. It is up to the Board to consider the matters it will discuss at these
meetings, although there may be items that the Pensions Committee will request it to
consider as part of the role in ensuring suitable governance of the Pension Fund.
The “Guidance on the creation and operation of Local Pension Boards in England
and Wales” issued by the Local Government Association on behalf of the
Department for Communities and Local Government includes examples of matters
that pension boards might consider.
In 2015/16 which was the first year of the Board’s existence, the majority of the tasks
undertaken by the Board involved appreciation and understanding of all aspects of
the administration of pensions in Bexley. The Business Plan for 2016/17 further built
upon these foundations.
A proposed Business Plan for 2017/18 is detailed below for comments from Board
members.
2.

Business Plan 2017/18

(a)

Appraisal of Pensions Committee reports

The Board will consider the reports and decisions of the Pensions Committee at
each meeting as part of its governance role. This role also assists the Board in
seeing the full range of items considered by the Committee and help inform
decisions about areas to review during the year.
(b)

Knowledge and Understanding Framework

Continuing development will include a focus on issues raised during training
sessions and Pensions Committee meetings attended by Board members. Over the
year the Board will receive regular updates.
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(c)

Fund Communications

The Board will consider an update on communication with Pension Fund members
and whether other funds adopt different approaches. Board members will also have
their own ideas to feed into the process.
(d)

Risk Register

Pension Fund risks are currently managed as part of the Council’s overall risk
management process, which is a continual process. In addition to this separate
documentation identifying these risks from a pension fund point of view has been
developed for the Pension Fund and is regularly monitored by the Board.
(e)

Annual Report

As part of the accountability of the Board itself it produces a short account of its work
each year for inclusion in the Pension Fund’s Annual Report.
(f)

Draft Business Plan

These items could then come forward to the Board’s meetings as follows:September 2017
Knowledge and Understanding Framework
Fund Communications – review
Annual Benefit Statements Update
Pensions Board Annual Report
Risk Register – review and monitoring
Appraisal of Pensions Committee reports
February 2018
Knowledge and Understanding Framework – proposed policy
Fund Communications – draft proposals
Risk Register – review and monitoring
Appraisal of Pensions Committee reports
3.

Financial and Legal Implications

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

Jane Eggleton, Pensions Accountant, ext 5147
Terry Pearce, Pensions Manager, ext 5145.
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PENSIONS BOARD FOR BEXLEY – 6 SEPTEMBER 2017
KNOWLEDGE AND UNDERSTANDING FRAMEWORK
SUMMARY
This report considers the further development of the knowledge and understanding
framework for the Board in the light of the training that Board members have already
undertaken

1.

Introduction

At its meeting of 3 July 2015 the Board agreed to training proposals from Mercer
designed to assist Pensions Board members with the relevant training and support
that they require. Personalised training plans developed by Mercer have further
helped to ensure that Board members have the necessary knowledge and
understanding to effectively meet their legal obligations.
This report provides a summary of the training undertaken by members of the Board
to date, including training sessions provided by Aon Hewitt at Pensions Committee
meetings, together with meetings of the Pensions Committee which Board members
have attended as part of their focus on the 2016 Actuarial Valuation process.
2.

Training for Board members

The aims of the Board training programme are to:








enable individuals 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.

As part of the Board’s training programme, Members of the Board have met and
discussed with Mercer particular areas in which they wish to gain greater
understanding in order to fulfil their oversight role. In particular Pensions Board
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members identified the actuarial valuation process as a particular item of interest.
Following these discussions Board members have attended Pensions Committee
meetings dealing with all aspects of the actuarial valuation, including the
development of the new Investment Strategy which was first considered at a special
meeting of the Pensions Committee on 22 February 2017.
Members of the Pensions Board have attended meetings of the Pensions
Committee, and have also attended the training sessions provided before each
Committee meeting.
At the last meeting the Board considered and approved revised Terms of Reference
which proposed that substitute members be included in the Board’s training
programme. As a result, it is proposed that once substitute members are in place the
training programme will be re-evaluated to cover areas of importance for both full
and substitute members of the Board.
3.

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 Accountant, ext 5147
Terry Pearce, Pensions Manager, ext 5145.
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PENSIONS BOARD FOR BEXLEY – 6 SEPTEMBER 2017

FUND COMMUNICATIONS POLICY UPDATE
SUMMARY
This report provides an update on ongoing work to review the Fund’s communication
policy.

1. Introduction
The Local Government Pension Scheme (LGPS) Regulations require administering
authorities to prepare, publish and maintain a policy statement setting out its
communication strategy for communicating with scheme members, scheme
members’ representatives, prospective scheme members and their employing
authorities.
Sections 2 and 3 of this report outline Bexley’s communication policy which is
published on the website www.yourpension.org.uk/Bexley/Investments/Policies
Section 4 provides an update on ongoing work to review the implementation of the
policy.
2. Principles






To provide clear and consistent information reducing the potential for
confusion and uncertainty.
To provide timely and accurate communications and a proactive information
service that is factual and precise.
To undertake customer satisfaction surveys and to act upon feedback and
comment.
To use the most appropriate communication medium for the customer
audience
To address, where possible, the requirements of a diverse customer base
with regard to information access

3. Method
The administering authority will deliver its communications policy, in partnership with
the London Pensions Fund Authority (LPFA – the Council’s pension scheme
administrators), by the following methods:
a) Scheme Members and Representatives
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b)

Access to the website www.yourpension.org.uk/bexley which contains
scheme details, news items, annual reports and guides to the scheme
with links to other relevant organisations and the option of viewing
personal details via a secure logon.
A comprehensive range of scheme literature is available from the LPFA or
accessible from the website.
Members, including pensioners and deferred members, will be able to
access the Annual Report on the website each year. This provides an
overview of any changes to the scheme and a report of the Fund’s
performance.
Current and deferred scheme members will receive a Benefit Statement
each year detailing the current value of their benefits.
Pensioners will be given access to their personal details and electronic
payslips via the LPFA’s secure website.
An individual annual pension statement will be sent to all pensioners in
April each year. This will notify them of the paydays for the next twelve
months and detail their gross pension payable including any relevant
pensions increase.
P60 statement of earnings will be available via the LPFA’s secure
website, and a paper copy will be sent to pensioners by the end of May
each year – if they opt for this method.
Prospective Members



c)

A
short
scheme
guide
is
available
via
the
website
www.yourpension.org.uk/bexley for prospective employees.
The website also contains information relating to joining the LGPS and the
right to opt-out.
Scheme Employers






An Employer Forum will be held each year where employers will be
informed on changes to the scheme and current topics of interest.
Regular contact will be maintained to ensure prompt communication of
changes to the scheme and topical issues as they arise will be featured
as news items accessible via the website www.yourpension.org.uk/bexley
An ‘employers pack’ detailing the interactions between the administering
authority and employers will be provided and maintained.
Access to a secure portal for Employers via the website for transmission
of data to the LPFA as and when required.

4. Communications Policy Review
Local Pensions Partnership (LPP) are currently sub-contracted by London Pensions
Fund Authority (LPFA) to undertake pensions administration work on behalf of the
London Borough of Bexley. The contract for administration was sub contracted to
LPP in 2016 following LPFA’s partnership with Lancashire Pension Fund and their
decision to provide an administration service.
Currently work is undertaken in accordance with the terms of the original contract
signed with LPFA in 2014. LPP will shortly be providing Bexley with a detailed
proposal on what services they can offer under the new partnership and will be
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attending the Civic Offices to discuss the proposals on 19 September. Some areas
under discussion have a significant impact on the way we implement our
communications policy, such as the provision of a new pension website and a
dedicated employer engagement team. A further update will be made at the next
Local Board meeting.
In the interim, work has recently begun on a root and branch review of the Bexley
pension website to ensure it is up to date and all documents hosted are fit for
purpose. An update on this will also be provided at the next Local Board meeting.
5. Summary of financial implications
The costs of communications from the pension fund are met by the pension fund.
Communications from individual employers around pensions matters generally are
met directly by those employers.
6. Summary of Legal Implications
Regulation 61 of the Local Government Pension Scheme Regulations 2013 requires
an administering authority to prepare, maintain and publish a written statement
setting out its policy concerning communications with members, representatives of
members, prospective members and scheme employers.
There are legislative requirements including the Public Service Pensions Act 2013
and the Occupational and Personal Pension Schemes (Disclosure of Information)
Regulations 2013 which require the administering authority to disclose information
regarding scheme administration and benefits to scheme members and others.
Contact Officer:
Reporting to:

Richard Smyth, Pensions Consultant, Ext: 4592
Mandy Vennard, Head of HR Delivery, Ext: 4101
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PENSIONS BOARD FOR BEXLEY – 6 SEPTEMBER 2017

ANNUAL BENEFIT STATEMENTS 2017 UPDATE
SUMMARY
This report provides an update on the issuing of Annual Benefit Statements 2017.

1. Introduction
The Public Service Pensions Act 2013 requires public service pension schemes
issue annual benefit statements to active members no later than 5 months following
the end of the scheme year. The scheme year runs 1 April to 31 March, therefore
statements providing information about scheme benefits accrued at 31 March 2017
must be issued to active members by 31 August.
This report summarises the position at London Borough of Bexley for statements
relating to scheme year 16/17.
2. Issuing Statements
In keeping with Bexley’s digital by default policy, Annual Benefit statements are
issued electronically for all members who do not specifically elect for a hard copy.
Statements are hosted on the Members Self Service portal, and members are
advised when they are available.
For members where we hold an email address, an email is sent to the address on
record advising the statement is available to view. For members where we do not
hold an email address, a leaflet is sent to the member’s home address advising
statements are available online and how to access them.
Statements are issued summarising active member’s pensionable benefits as at 31
March 2017 following the submission and reconciliation of the end of year return by
employers in the fund.
Below is a summary of the annual benefit statements issued by 31 August 2017:
Hard Copy ABS
ABS on MSS – leaflet to home address
ABS on MSS – Email to member
Total

89
870
3786
4745

Some members are not due an annual benefit statement for a number of reasons
including, they have left the scheme and are due a notification of deferred benefits,
or they are due a refund of contributions. The total number of statements excluded
from the run for these reasons is 484.
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In summary, an annual benefit statement has been issued to 100% of the active
membership by the deadline 31 August.
3. Issues for consideration
Benefit details provided to members in their annual benefit statements are based
upon information provided by employers through the end of year return. One
employer in the fund, Business Academy Bexley, has failed to submit a return in
accordance with our requirements.
Statements have been issued to those members we believe to be active based on
the information held on the pension system. These statements have been produced
using data provided in last year’s exercise uprated to a current value, along with a
disclaimer advising of this. Whilst we have issued statements, they do not represent
a meaningful account of a member’s pensionable entitlement. Furthermore there
may be members we are unaware of who would be due a statement.
Engagement with the Business Academy is ongoing to fully identify the reason the
return was not submitted and ensure this does not happen again, as well as
obtaining the outstanding data so corrected statements can be issued. Once more
information is available surrounding their failure to submit a return, we will need to
assess whether this breach is of material significance, and if so, report that breach to
the Pensions Regulator.
Failure by the Business Academy to provide the End of Year return will have
incurred the Administering Authority additional costs as resources will be required
outside of the usual cycle to secure information, update records and issue corrected
statements. Investigations are being made to determine the scope of these costs so
they may be billed to the employer in accordance with regulation 70 of the Local
Government Pension Scheme Regulations 2013.
4. Summary of Legal Implications
The Public Service Pensions Act 2013 requires public service pension schemes
issue annual benefit statements by 31 August. Where this deadline is not met,
certain people are under a duty to report a breach to the Pensions Regulator if they
consider that breach is likely to be of material significance to them as outlined in the
Pensions Regulator Code of Practice no. 14.
Regulation 70 of the Local Government Pension Scheme Regulations 2013 allows
an Administering Authority to charge a Scheme Employer if it believes it has incurred
additional costs because of that employer’s level of performance
Contact Officer:
Reporting to:

Richard Smyth, Pensions Consultant, Ext: 4592
Mandy Vennard, Head of HR Delivery, Ext: 4101
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PENSIONS BOARD FOR BEXLEY – 6 SEPTEMBER 2017

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 March 2016 meeting the Board considered the Pension Fund risk register. It
was agreed that the risk register would be reviewed annually by both the Pensions
Committee and the Board. The Pensions Committee meeting in September 2017 will
consider an annual review of the risk register as part of its Business Plan.
This report updates the Board on the 2016 Actuarial Valuation, changes to the
Fund’s Funding Strategy Statement (FSS) and the new Investment Strategy
Statement (ISS) adopted by the Fund in March 2017.
The risk register has been reviewed by officers and an updated risk register is
attached as Appendix 1 for the Board’s information. The Pension Fund risk register
is also included as a section within the Council’s risk management monitoring
procedures.
2.

Review of Risks

(a)

Actuarial Valuation and Investment Strategy Review

A major risk for the Fund is the Funding Risks as documented within the risk register.
One of the key controls in this area is the triennial actuarial valuation which was
considered by the special Pensions Committee meeting dealing with the initial
results of the valuation in October 2016 which was attended by Board members.
Board members also attended the special meeting of the Pensions Committee on 22
February 2017 where our investment advisors Aon Hewitt presented the results of an
asset liability study as background to the adoption of an updated asset allocation at
the 8 March 2017 Pensions Committee meeting. The revised allocation seeks to
balance the risk and return of the Fund’s assets against the future liabilities identified
by the triennial actuarial valuation.
At the date of the actuarial valuation the market value of the fund stood at £680m at
31 March 2016 compared to £560m at the time of the last valuation in 2013. In terms
of existing liabilities the fund has a deficit of £45m as at 31 March 2016 and the
overall funding level stands at 94% (compared to £81m and 87% at 31 March 2013).
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The final Actuarial Valuation report is attached for Board Member’s information as
Appendix 2.
As part of the actuarial valuation process, the Fund’s Funding Strategy Statement
(FSS) has been updated and this is attached as Appendix 3. This is also a prime
record that the Fund uses to document its processes and sets out a clear and
transparent funding strategy that will identify how each Fund employer’s pension
liabilities are to be met going forward by ensuring the Pension Fund has sufficient
assets to meet its pension liabilities in the long term.
(b)

Investment Strategy Statement

Updated LGPS Investment Regulations which came into effect from 1 November
2016 included the requirement for the Fund to prepare and approve an Investment
Strategy Statement by 1 April 2017 which must be kept under review and revised
from time to time and at least every three years.
The Fund’s investment advisors, Aon Hewitt, and officers drew up an Investment
Strategy Statement which was considered and approved by the Pensions Committee
at its meeting of 8 March 2017 and is attached as Appendix 4 to this report.
The specific requirements of the Investment Strategy Statement are as follows:







A requirement to invest money in a wide variety of investments
The authority’s assessment of the suitability of particular investments and
types of investments
The authority’s approach to risk, including the ways in which risks are to be
measured and managed
The authority’s approach to pooling investments, including the use of
collective investment vehicles and shared services
The authority’s policy on how social, environmental or corporate governance
considerations are taken into account in the selection, non-selection, retention
and realisation of investments
The authority’s policy on the exercise of rights (including voting rights)
attaching to investments

All other areas of risk noted in the risk register remain under regular review.
3.

Financial Implications

There are no implications arising directly from this report.
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

18

8
(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:

Jane Eggleton, Pensions Accountant DDI 020 3045 5147
Terry Pearce, Pensions Manager DDI 020 3045 5145
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London Borough of Bexley Pension Fund – Risk Register
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

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

C

3

Next
Risk Owner
Review
Head of HR
Delivery
Pensions
Manager/Head
of HR Delivery
Head of Legal
Services
03/18

Head of HR
Delivery
Head of HR
Delivery

1
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London Borough of Bexley Pension Fund – Risk Register
Risk
Administration
process failure or
maladministration

Risk
Risk
Likelihood Impact
D
2

Control Measures

Latest Review

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

Review independent auditor’s report
of administrator’s processes

Annually

Ongoing dialogue with administrator

Any issues are raised on an ad
hoc basis, and reviewed at
quarterly meetings
Formal contract review meetings
held quarterly. Monthly contract
reports submitted.
Complaints are analysed to
inform changes to systems where
necessary

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

Next
Risk Owner
Review
Head of HR
Delivery
Head of HR
Delivery
Head of HR
Delivery
09/17

Head of HR
Delivery
Head of HR
Delivery
Pensions
Manager/Head
of HR Delivery

2

London Borough of Bexley Pension Fund – Risk Register
Financial Risks
Risk
Excessive
charges by
suppliers

Fraud or
fraudulent
behaviour

Risk
Risk
Likelihood Impact
E
4

F

1
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Control Measures

Latest Review

Next
Risk Owner
Review
Pensions
Manager/Head
of HR Delivery
Pensions
Manager/Head
of HR Delivery
Head of HR
Delivery

Annual review of fund budget

Annual budget included in annual
report October 2016.

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

Pensions
Manager

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

Atmos Mortality Screening

Undertaken monthly in line with
payroll deadlines.

Head of HR
Delivery

Pension fund administration and
Pension fund management is reviewed
periodically by internal audit

Latest reports were issued in
2014/15.

Pensions
Manager/Head
of HR Delivery

3

8

8

London Borough of Bexley Pension Fund – Risk Register

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

24

The number of
early
retirements
exceeds
actuarial
assumptions
Structural
changes in an
employer’s
membership
leads to nonrecovery of
past service
deficits

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 2016 and currently in
progress
The latest triennial asset allocation
review is currently in progress and
will be reported to the Pensions
Committee in February 2017
The actuary provides regular
reports on funding levels

The Funding Strategy Statement is
reviewed in line with the triennial
valuation to ensure asset allocation is
appropriate
The Fund’s funding level is assessed
on a regular basis
D

D

3

4

Employers meet the strain cost of non
ill health retirements
Ill health retirements are monitored
and factored into future valuations
Past service deficits are recovered on
a cash basis rather than percentage of
payroll

Next
Risk Owner
Review
3/19
Pensions
Manager/Head
of HR Delivery
2/20
Pensions
Manager
3/20

Pensions
Manager

n/a
Experience in 2016/17 was
6/18
reported to Pensions Committee in
June 2017

Head of HR
Delivery

Basis set at 2016 valuation

Pensions
Manager

3/19

4

London Borough of Bexley Pension Fund – Risk Register
Risk
Insufficient
assets to meet
short term
liabilities

Risk
Risk
Likelihood Impact
D
2

25
General fall in
investment
returns as
economy is on
a downturn
Fund managers
fail to achieve
benchmark
returns for their
mandate

Control Measures

Latest Review

Investment income meets difference
between pensions paid contributions
received

Budgets are set for each year in
the valuation cycle

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

n/a

Pensions
Manager

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

Percentage is disclosed in annual
report

Pensions
Manager

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
Investment advisors and Pensions
Committee keep managers under
review. Officers meet with managers in
between Pensions Committee
meetings

Asset allocation - the latest review
was reported to the Pensions
Committee in February 2017
Investment performance is
reported quarterly to Pensions
Committee

Next
Risk Owner
Review
Pensions
Manager

9/17

Pensions
Manager

Pensions
Manager
9/17

Pensions
Manager

5

8
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London Borough of Bexley Pension Fund – Risk Register
Risk
Employer
failure to pay
contributions
into scheme

Risk
Risk
Likelihood Impact
D
3

Control Measures

Latest Review

Monthly monitoring of contribution
payments

95% of contributions for 2016/17
were paid on time

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
2016 signed off by auditors
without qualification.
Contributions are monitored on a
monthly basis

Pensions
Manager

Use of bonds and guarantees

Where appropriate bonds are
updated annually and guarantees
are still in place

Pensions
Manager

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

Next
Risk Owner
Review
Head of HR
Delivery

Head of HR
Delivery

26

3/19

Pensions
Manager

6

London Borough of Bexley Pension Fund – Risk Register

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

Risk
Risk
Likelihood Impact
E
3

27
Conflicts of
interest

E

3

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 and Resources 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 2016

Training on Investing for Income
provided to December 2016
Committee

9/17

Pensions
Manager

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 2016

5/18

Pensions
Manager/Head
of HR Delivery

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

Next
Risk Owner
Review
9/17
Director of
Finance and
Resources

Training analysis for Pension
Board members is being prepared

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.

Pensions
Manager

Pensions
Manager/Head
of HR Delivery
Pensions
Manager
Head of
Democratic
Services

7

8

8

London Borough of Bexley Pension Fund – Risk Register
F

Failure to
comply with
Pension Fund
accounting
requirements

E

Regulatory
change

B

Failure to
report breaches
of the law to
the Pensions
Regulator

D

1

Managers are provided with the
Fund’s Statement of Investment
Principles and mandates are clear
Managers assurance reports are
reviewed

Managers reports are regularly
inspected

Pensions
Manager

Completed as part of annual
accounts process

Pensions
Manager

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

CIPFA Pensions Conference
event attended November 2016
Accounts were signed off as
unqualified at 31 March 2016

11/17

1

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

9/17

Pensions
Manager/Head
of HR Delivery

2

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

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 December 2016
Annual Report to Pensions Board
September 2016

9/17

Pensions
Manager

3

28

Noncompliance
with LGPS
investment
regulations

9/17

Pensions
Manager
Pensions
Manager

8

London Borough of Bexley Pension Fund – Risk Register
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

29

Probability

C
D

Risk Impact
E

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

F
4

3

2

1

Impact

9

8
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LONDON BOROUGH OF BEXLEY
PENSION FUND

ACTUARIAL VALUATION AS AT 31 MARCH 2016

1
INTRODUCTION
This report is addressed to the Administering Authority of the London Borough of Bexley Pension
Fund (“the Administering Authority”) and is provided to meet the requirements of Regulation 62 of
the Local Government Scheme Regulations 2013 (as amended) (“the Regulations”). It describes
the factors considered by the Administering Authority when carrying out the actuarial valuation as
at 31 March 2016 and the decisions reached as a result.
The purpose of the actuarial valuation is for the Administering Authority to determine:
· The expected cost of providing the benefits built up by members at the valuation date (the
“liabilities”), and compare this against the funds held by the Fund (the “assets”).
· The contributions needed to cover the cost of the benefits that active members will build up in
the future and other costs incurred in running the Fund (the ‘Primary Contribution Rate’).
· An appropriate plan for making up the shortfall if the Fund has less assets than liabilities. This
plan will cover the amounts which will need to be paid (the ‘Secondary Contribution Rate’) and
the timeframe over which they will be paid (‘the Recovery Period’).

SIGNATURE

NAME

Ian Kirk

Helen Pryor

QUALIFICATION

Fellow of the Institute and
Faculty of Actuaries

Fellow of the Institute and
Faculty of Actuaries

31 March 2017

DATE

This report uses various technical terms. These are explained in more detail in the explanatory boxes which
appear throughout this report, and in the Glossary at Appendix I.
This report has been prepared in accordance with the version of the Pensions Technical Actuarial Standard current at
the date this report is signed. It also complies with the relevant requirements of Technical Actuarial Standards R:
Reporting Actuarial Information, D: Data and M: Modelling, where they apply to this report. These Standards are all
issued by the Financial Reporting Council. The calculations referred to in the report use methods and assumptions
appropriate for reviewing the financial position of the Fund and determining a contribution rate for the future. Mercer does
not accept liability to any third party in respect of this report; nor do we accept liability to the Administering Authority if the
information provided in this report is used for any purpose other than that stated. The report may be disclosed to
members and others who have a statutory right to see it. It may also be disclosed to any participating employer and, if
the Administering Authority and Mercer consent, it may be disclosed to other third parties.
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2
FUNDING STRATEGY – KEY ELEMENTS
Fundamental to the valuation results is the funding strategy
adopted by the Fund. This funding strategy is set out in a specific
The FSS is the Administering
document (the Funding Strategy Statement or FSS for short) which
Authority’s key governance
is one of the Administering Authority’s key governance documents
document in relation to the
for the Fund. In essence, the FSS sets out an overview of the
actuarial valuation. It sets out
approach to be used for the actuarial valuation. Amongst other
the funding policies adopted, the
things it outlines the assumptions, both economic and
actuarial assumptions used, and
demographic, to be used in calculating the value of the liabilities
the timescales over which
built up and the contributions required to correct any funding
deficits will be paid off.
shortfall, and the contribution rate required to fund the benefits for
Employers are consulted about
future service. It also sets out the strategy for making good any
the FSS as part of the actuarial
funding shortfall, in particular how any shortfall is expected to be
valuation process.
financed in terms of the balance between future contributions and
future investment returns, and the period over which any shortfall is expected to be recovered.
The principal elements of the funding strategy adopted for this actuarial valuation are as follows:
•

Assumed rate of future CPI inflation – 2.2% p.a., based on the yields available on gilts and
index-linked gilts of appropriate duration less an adjustment of 1% p.a. to allow for the
difference between market-implied future RPI and estimated future CPI inflation.

•

Real investment returns over and above CPI for past service – 2.2% p.a., based on the
anticipated real returns achievable on the Fund’s expected long-term investment strategy with
a suitable margin for prudence.

•

Real investment returns over and above CPI for future service – 2.75% p.a., based on the
anticipated real returns achievable on future invested contributions.

•

Future pay growth – 1% p.a. over the 4 years to April 2020, taking into account the
government’s policy on pay restraint in the public sector, and then 1.5% p.a. over and above
CPI in the longer term.

•

Baseline life expectancy based on a scheme-specific mortality study.

•

Future mortality improvements based on the CMI 2015 model with a long-term improvement
trend of 1.5% p.a.

•

An average recovery period for making good any shortfall of approximately 13 years. The
FSS sets out the circumstances in which this might vary from one employer to another.

MERCER
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3
KEY RESULTS OF THE FUNDING
ASSESSMENT
SOLVENCY FUNDING POSITION
The table below compares the assets and liabilities of the Fund at 31 March 2016. Figures are also
shown for the last valuation as at 31 March 2013 for comparison.

31 MARCH 2013
1,000

Solvency funding level

31 MARCH 2016
Solvency funding level
94%

87%

£m

203
198

500

132
112

680

560
390

331
0
Assets
£560m
Pensioners

Liabilities
£641m
Deferreds

Assets
£680m
Actives

The liability value at 31 March 2016 shown in the table above is
known as the Fund’s “solvency funding target”. The solvency
funding target is calculated using assumptions that the
Administering Authority has determined are appropriate having
consulted with the actuary, and are also set out in the
Administering Authority’s Funding Strategy Statement (FSS).
The chart shows that at 31 March 2016 there was a shortfall
of £45m against the Fund’s solvency funding target. An
alternative way of expressing the position is that the Fund’s
assets were sufficient to cover 94% of its liabilities – this
percentage is known as the solvency funding level of the Fund.
At the previous valuation at 31 March 2013 the shortfall was
£81m, equivalent to a solvency funding level of 87%. The key
reasons for the changes between the two valuations are
considered in Section 4.

Liabilities
£725m
Assets

The LGPS Regulations require the
contributions to be set so as to
secure the Fund’s solvency and
long-term cost efficiency. In this
context solvency means being able
to meet the liabilities as and when
they arise, with long-term cost
efficiency meaning that contribution
levels should not be set so as to
give rise to additional costs at a
later date. In practice, contribution
levels have been set so as to target
a solvency funding level of 100%,
based on the funding parameters
outlined in Section 2 above.

Further details of the way in which the solvency funding target has been calculated are set out in
Appendix A.
MERCER
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PRIMARY CONTRIBUTION RATE
The valuation looks at the normal employer contribution rate
required to cover the cost of the benefits (including death
benefits and expenses) that will be built up over the year
after the valuation date (the “Primary Contribution Rate”). A
summary of the assumptions used is provided in Appendix A.

The “Primary rate” of the employers’
contribution is the contribution rate
required to meet the cost of the future
accrual of benefits including ancillary,
death in service and ill health benefits
together with administration costs.

The table below gives a breakdown of the Primary
Contribution Rate at 31 March 2016 and also shows the
corresponding rate at 31 March 2013 for comparison. In calculating the average Primary
Contribution Rate we have not made any allowance for future members to opt for the 50:50
scheme. At the 31 March 2013 valuation, allowance for future members to opt for the 50:50
scheme was included for certain employers only, as agreed with the Administering Authority.

Active members pay contributions to the Fund as a condition of membership in line with the rates
required under the governing Regulations (see Appendix D).
% of Pensionable Pay
31 March 2016

31 March 2013

Normal Contribution rate for retirement and death benefits

22.0

20.5

Allowance for administrative expenses

1.0

1.0

Total normal contribution rate

23.0

21.5

Average member contribution rate

6.6

6.5

Primary contribution rate

16.4

15.0

PRIMARY CONTRIBUTION RATE

* In line with updated CIPFA guidance, the 2016 Primary Contribution Rate is the weighted average of the individual employer Primary
Contribution Rates as derived based on their individual circumstances (e.g. whether or not they are closed to new entrants).

CORRECTING THE SHORTFALL – SECONDARY CONTRIBUTION RATE
The funding objective as set out in the FSS is to achieve and maintain a solvency funding level of
100% of liabilities (the solvency funding target). In line with the FSS, where a shortfall exists at the
effective date of the valuation a deficit recovery plan will be put in place which requires additional
contributions to correct the shortfall (or contribution reductions to refund any surplus).
The FSS sets out the process for determining the recovery
plan in respect of each employer. At this actuarial valuation
the average deficit recovery period adopted is approximately
13 years, and the total initial recovery payment (the
“Secondary rate” for 2017/18) is approximately £3.6m per
annum in £ terms.

MERCER

The “Secondary rate” of the
employers’ contribution is an
adjustment to the Primary rate to
reflect any past service deficit or
surplus, to arrive at the rate the
employers are required to pay.
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4
EXPERIENCE SINCE LAST VALUATION
SUMMARY OF KEY INTER-VALUATION EXPERIENCE
The last actuarial valuation was carried out with an effective date of 31
March 2013. With effect from 1 April 2014 the scheme’s benefit
structure changed from a Final Salary Scheme to a Career Average
Revalued Earnings (CARE) Scheme, and the 2013 actuarial valuation
took these changes into account.
The average Pensionable Salary increase for the Fund members who
were in service for the whole of the inter-valuation period was 2.4% per
annum.
Pensions in payment (in excess of Guaranteed Minimum Pensions
(GMPs)) were increased as guaranteed under the Fund as follows:

The outcomes from the
valuation are determined
both by the assumptions
adopted for the future, and
the Fund’s historic
experience relative to
assumptions made in the
past. In this section we
consider the effect of the
Fund’s experience over the
last three years.

· April 2014 2.7%
· April 2015 1.2%
· April 2016 0%
Over the intervaluation period, benefit inflation has averaged 1.3% p.a. Over the three years to 31
March 2016 the investment return on the Fund’s assets has averaged 7.9% per annum, meaning
that the average real return has been about 6.5% p.a.
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REASONS FOR THE CHANGE IN FUNDING POSITION SINCE THE LAST
ACTUARIAL VALUATION
The shortfall at the last valuation date was £81m. The chart below sets out the main reasons for
the change in the shortfall between 31 March 2013 and 31 March 2016.

Shortfall at 31 March 2013

-81

Unwinding of deficit interest

-13

Investment return vs 2013 assumption

54

Total contributions paid vs benefits accruing

0

Salary increases vs 2013 assumpton

-9

£m

Pension and deferred increases vs 2013 assumptions

20

Change in financial and demographic assumptions

-19

Assumed short term pay growth (1% pa for 4 years)

10

Leavers

5

Member movements and other factors

-12

Shortfall at 31 March 2016

-45
-100 -80

-60

-40

-20

0

20

40

60

80
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5
CASHFLOWS, RISKS AND ALTERNATIVE
FUNDING POSITIONS
BENEFIT CASHFLOW S
The projected benefit cashflows which result from applying the
past service assumptions as set out in Section 2 are shown in the
chart below. The additional red elements set out how those
projected benefit cashflows would change if we were to assume
inflation of 0.25% p.a. higher than the assumption of 2.2% p.a.
used for the actuarial valuation. Over the 20 years following the
valuation date, the extra benefit payments which would result from
the extra 0.25% p.a. inflation assumption are projected to be
£17m.

The actuarial valuation process
is principally concerned with
projecting all the benefit
cashflows into the future, and
then converting them into
present day values by
discounting them to allow for
assumed future investment
returns. The chart shows those
projected cashflows, and also
illustrates how sensitive they
are to the future inflation
assumption.

£m

Projected benefit cashflows
45

40

35

30

25

20

Baseline (2.2% p.a. CPI)
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Additional (2.45% p.a. CPI)

7

39

8

ACTUARIAL VALUATION AS AT 31 MARCH 2016

LONDON BOROUGH OF BEXLEY
PENSION FUND

PROJECTED FUNDING POSITION AT NEXT ACTUARIAL VALUATION
As part of this valuation, the Administering Authority has set an average recovery plan to pay off
the shortfall of approximately 13 years. The next actuarial valuation will take place with an effective
date of 31 March 2019. If experience up to that date is in line with the assumptions made for this
current actuarial valuation and contributions are paid at the agreed rates or amounts, the shortfall
at 31 March 2019 would be £42m, equivalent to a funding level of 95%.
MATERIAL RISKS FACED BY THE FUND
The Fund is subject to some potentially material risks that are, to an extent, outside the
Administering Authority’s control, but could affect the funding level. Any material worsening of the
funding level will mean more contributions are needed (either at an increased rate or at the same
rate over a longer period) to be able to provide the benefits built up in the Fund – unless
experience acts in other ways to improve the funding level. Examples of such risks, and how the
Administering Authority manages them, are:
· If an Employer becomes unable to pay contributions or to make good deficits in the future, the
Fund’s assets will be lower than expected and the funding level will be worse than expected.
The Administering Authority regularly monitors the financial strength of the Employers so that
actions can be taken to mitigate (but not fully remove) the risk.
· If future investment returns on assets are lower than assumed in the valuation, the Fund’s
assets will be lower, and the funding level worse, than expected. The Administering Authority
has a process in place to monitor investment performance quarterly, and it reviews the Fund’s
investment strategy alongside each actuarial valuation.
· If improvements in life expectancy are greater than assumed, the cost of benefits will increase
because members are living longer than expected. This will mean the funding level will be
worse than expected. The Administering Authority regularly reviews the Fund’s experience and
ensures that the assumptions it makes about members’ life expectancy take the most recent
information available into account.
· If members make decisions about their options which increase the Fund’s liabilities, the funding
level will be worse than expected. An example would be if members commute less possible
pension for cash, than is being assumed. The Administering Authority reviews the Fund’s
experience at each valuation to ensure that their treatment of member options remains
appropriate.

SENSITIVITY OF FUNDING POSITION TO CHANGES IN KEY
ASSUMPTIONS
The value placed on the Fund’s liabilities is critically dependent on the assumptions used to carry
out the calculations. If future experience differs from the assumptions the Administering Authority
has used after consulting with the Employers, then the projected future funding level will be
different from the level described above.
To illustrate how sensitive the funding level is to experience being different from assumed, the
table below shows how the valuation results at 31 March 2016 would have differed given small
changes in the key assumptions.
MERCER
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CHANGE IN
SHORTFALL AT
31 MARCH 2016
(£M)

RESULTANT
SHORTFALL AT
31 MARCH 2016
(£M)

-

45

Real investment return 0.25% lower than assumed

30

75

Pensionable Salary growth 0.25% higher than assumed

4

49

Members live one year longer than assumed

18

63

Growth assets fall by 25%

155

200

ASSUMPTION CHANGE

Original solvency funding position

8

LONDON BOROUGH OF BEXLEY
PENSION FUND

MINIMUM RISK FUNDING POSITION
In assessing the value of the Fund’s liabilities (the solvency funding target), allowance has been
made for investment returns as described in Appendix A, taking into account the investment
strategy adopted by the Fund, as set out in the Fund’s Investment Strategy Statement (ISS).
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 minimum risk investment position. Such a portfolio would
consist mainly of a mixture of long-term index-linked and fixed interest gilts. Investment of the
Fund’s assets in line with the minimum risk portfolio would minimise fluctuations in the Fund’s
ongoing funding level between successive actuarial valuations.
If, at the valuation date, the Fund 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 Fund
investments. In this event the value of the liabilities would have increased substantially, to
£1,062m, and the funding level would have reduced correspondingly to 64%. If the actuarial
assumptions are borne out in practice, the projected funding level on this basis at the next actuarial
valuation would be slightly lower at 61%.
The value of the liabilities on the solvency funding target assumptions was £726m, which is £336m
less than the value on the minimum risk basis. Over the lifetime of the Fund, the funding plan is
therefore making allowance for future investment returns of £336m over and above those available
from the minimum risk investment portfolio.
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A
ASSUMPTIONS
HOW THE BENEFITS ARE VALUED
In order to calculate the liabilities, there is a need to make assumptions about various factors that
affect the cost of the benefits provided by the Fund – for example, how long members will live, or
the future level of inflation. The table below explains the key assumptions being made in the
valuation.
ASSUMPTION

WHY IT IS IMPORTANT AND HOW IT IMPACTS ON THE LIABILITIES

Discount rate

The majority of benefits in a pension fund are paid many years in the future.
In the period before the benefits are paid, the Administering Authority
invests the funds held by the Fund with the aim of achieving a return on
those funds. When calculating how much money is needed now to make
these benefit payments, it is appropriate to make allowance for the
investment return that is expected to be earned on these funds. This is
known as “discounting”.
The higher the investment return achieved, the less money needs to be set
aside now to pay for benefits. The calculation reflects this by placing a lower
value on the liabilities if the “discount rate” is higher.

Inflation

Pensions in payment increase in line with price inflation. Salary growth is
also normally linked to price inflation in the long term. A higher inflation
assumption will, all other things being equal, lead to a higher value being
placed on the liabilities.

Pensionable Salary growth

Benefits earned prior to 1 April 2014 for active members are based on their
salaries immediately before retirement, so it is necessary to make an
assumption about future Pensionable Salary growth. The higher this
assumption, the higher the value placed on the liabilities for active
members.

Life expectancy

Pensions are paid while the member (and potentially their spouse or
partner) is alive. The longer people live, the greater is the cost of providing
a pension. Allowing for longer life expectancy therefore increases the
liabilities.
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The liabilities of the Fund are calculated by projecting forward all of the future benefit cash flows
and discounting them back to the effective date of the valuation, using these assumptions. For
example, the liability for a single pensioner is calculated by estimating the amount of each pension
payment they will receive in the future, multiplying by the probability that the member will still be
alive by the date of each payment, and then discounting each payment back to the effective date of
the valuation; and then summing up all of these discounted amounts. The liabilities for the whole
Fund are calculated by summing the liabilities for each of the individual members.
FINANCIAL ASSUMPTIONS USED TO CALCULATE THE SOLVENCY
FUNDING TARGET
The table below summarises the key financial assumptions used in the calculation of the solvency
funding target and those used for the 31 March 2013 actuarial valuation.
FINANCIAL ASSUMPTIONS

31 March 2016

31 March 2013

Discount rate

4.4% p.a.

4.95% p.a.

Price inflation (CPI)

2.2% p.a.

2.6% p.a.

1% p.a. for 4 years

1% p.a. for 3 years

n/a

2.6% p.a. for 3 years

Salary increases (long term)

3.7% p.a.

4.1% p.a.

Pension increases in payment:

2.2% p.a.

2.6% p.a.

Salary increases (short term)
Salary increases (medium term)

DEMOGRAPHIC ASSUMPTIONS USED
Post-retirement Mortality
Mortality (or life expectancy) tables are typically made up of three elements: a baseline table
(equivalent to the expected current mortality), an allowance for future improvements, and a margin
for prudence. Very few pension funds are large
There are two separate decisions on mortality
enough for them to be able to determine a
assumptions:
bespoke set of baseline assumptions based
– The baseline table for the current rates of
mortality; and
purely on the fund’s own membership
–
The allowance for future improvements.
experience. Typically, the life expectancy
assumptions are set by benchmarking a fund’s
Baseline
Measured by LGPSmembership profile and mortality experience
wide and fund-specific
Life expectancy today
against larger external datasets. For this
study
actuarial valuation, we have benchmarked the
Fund’s membership profile and experience
Future Changes
More uncertain and
against the “S2 tables” published by the CMI.
subjective
How things may change
We have applied weightings and age ratings as
appropriate to adjust the standard tables so as
to arrive at assumptions which are appropriate
Prudence
Margin for uncertainty
for the Fund. We have generally used the
S2PA tables, other than for female dependants
where the S2DA tables have been used. At the 2013 actuarial valuation the S1PA tables were
used (S1DA tables for female dependants).
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The weightings and age ratings applied to the above are set out in the table below.
Current Status

Retirement Type

2016 weighting/rating

2013 weighting/rating

Normal Health

95% males, 85% females

97% males, 97% females

Dependant

119% males, 98% females

159% males, 109% females

Annuitant
Ill Health

95% males, 85% females with an age 97% males, 97% females with an
rating of +3 years in each case
age rating of +3 years in each case

Future Dependant

108% males, 100% females

110% males, 98% females

Normal Health

95% males, 85% females

97% males, 91% females

Active
Ill Health

95% males, 85% females with an age 97% males, 91% females with an
rating of +4 years in each case
age rating of +4 years in each case

Deferred

All

95% males, 85% females

118% males, 105% females

Active/Deferred

Future Dependant

108% males, 100% females

107% males, 99% females

A weighting applied to an actuarial table has the effect of increasing or reducing the chance of survival at each age,
which increases or reduces the corresponding life expectancy. Similarly, an age rating applied to an actuarial table has
the effect of assuming that beneficiaries have a life expectancy equal to those older (or younger) than their actual age.

Future improvements are assumed to follow the CMI 2015 model with a 1.55% p.a. long-term
improvements trend. At the 2013 actuarial valuation the CMI 2012 model with a 1.5% p.a. longterm improvements trend was used.
The mortality assumptions used for the 31 March 2016 valuation result in the following life
expectancies.

Years
Life expectancy for a male aged 65 now

22.9

Life expectancy at 65 for a male aged 45 now

25.1

Life expectancy for a female aged 65 now

25.9

Life expectancy at 65 for a female aged 45 now

28.2
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Pre-retirement Mortality
The following mortality tables (together with any appropriate weightings and age ratings) have
been adopted for mortality rates in the period up to retirement.

31 March 2016
Base Table

31 March 2013

DxL08 tables with
AC00 tables with adjustments
adjustments of 80% (male)
of 73% (male) and 60%
50% (female) to reflect the (female) to reflect the Fund’s
Fund’s membership profile
membership profile

Allowance for Future Improvements

CMI_2015 [1.5%]

N/A

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 a
3/80ths cash sum (the standard for pre April 2008
service). Members have the option to commute part
of their pension at retirement in return for a lump
sum at a rate of £12 cash for each £1 per annum of
pension given up.

Retirement lump sums are less costly for the
Fund to provide than the alternative pension, as
members receive only £12 of each £1 p.a. of
pension given up. If members take the cash
sum option at a higher rate than has been
assumed then this will normally lead to an
improvement in the funding level.

Early retirement
For those members who are entitled to receive their accrued benefits (or part
of those benefits) prior to the Fund’s normal pension age, a proportion of the
active membership is assumed to retire in normal health prior to age 65, as
set out below:

% retiring per
annum

% retiring per
annum

Age

Males

Females

60

10

20

61

8

15

62

8

15

63

8

15

64

8

15

65

100

100

If members take early
retirement to a greater
extent than has been
assumed then this will
typically lead to a
worsening of the
funding level. This is
because many
members are able to
take substantial parts
of their benefits from
age 60 without them
being reduced for early
payment.

The appropriate early retirement factors applied to the relevant tranche of benefits are in line with
GAD guidance.
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Ill health retirement
A small proportion of the active membership has been assumed to retire
owing to ill health. As an example of the rates assumed, the following is an
extract from the decrement table used:

% retiring per
annum

% retiring per
annum

Age

Males

Females

35

0.03

0.02

45

0.07

0.07

55

0.31

0.27

The proportion of ill health early retirements falling into each tier category,
split by males and females, has been assumed to be as set out below:

Male and Female

Tier 1

Tier 2

Tier 3

75%

12.5%

12.5%

The level of ill-health
retirement benefit
provided for a member
falls into one of three
“tiers”, depending on
whether and when the
member might be
expected to resume
gainful employment.
Tier 1, for example, is
on the basis that the
member is unlikely to
be able to do so before
Normal Pension Age.
Full details are set out
in the LGPS
Regulations.

Withdrawal
This assumption relates to those members who leave the scheme
with an entitlement to a deferred pension or transfer value. It has
been assumed that active members will leave the Scheme at the
following sample rates:

% leaving per annum

% leaving per annum

Age

Males

Females

25

20.25

22.38

35

5.09

6.27

45

2.54

3.89

MERCER
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Partners’ and Dependants’ Proportions
It has been assumed that the proportions of members below will on death give rise to a
dependant’s pension (spouse’s and partner’s), and that spouses/partners of female (male)
members are three years older (younger), on average than the member.
If more members than
assumed have
partners then this will
% spouse/partner
% spouse/partner
lead to an increase in
Age
Males
Females
the number of
25
43
46
dependants pensions
35
69
60
coming into payment
45
72
60
over and above that
55
74
60
expected. This would
65
76
55
lead to a worsening of
the funding level.

ASSUMPTIONS USED TO CALCULATE THE PRIMARY CONTRIBUTION
RATE
The cost of future accrual (the Primary Contribution Rate) has been calculated using the same
actuarial assumptions as used to calculate the solvency funding target and recovery plan as set
out above except that the financial assumptions adopted are as described below.
The financial assumptions for assessing the future service contribution rate should take account of
the fact that 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.
The financial assumptions in relation to future service (i.e. the Primary Contribution Rate) 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 2.75% per annum. This
represents a reduction of 0.25% per annum compared to the 2013 valuation, which increases the
estimated cost of providing LGPS benefits. With a long term average assumption for price inflation
of 2.2% per annum, this gives rise to an overall discount rate of 4.95% p.a.
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SUMMARY MEMBERSHIP DATA
The membership data is summarised in the table, with figures at the previous valuation shown for
comparison.
Data in relation to members of the Fund were supplied by the Fund’s administrator on behalf of the
Administering Authority. The accuracy of the data provided has been relied on. While
reasonableness checks have been carried out, they do not guarantee the completeness or the
accuracy of the data. Consequently Mercer does not accept any liability in respect of its advice
where it has relied on data that is incomplete or inaccurate.
31 March 2016

31 March 2013

Number

5,098

4,409

Total Pensionable Salaries (£000s p.a.)

82,785

73,927

Average Pensionable Salary (£ p.a.)

16,239

16,767

Average age (pension weighted)

51.7

52.0

Average past service (pay weighted)

6.2

11.0

Number

4,552

4,152

Total deferred pensions revalued to valuation date
(£000s p.a.)

15,791

6,180

Average deferred pension (£ p.a.)

3,469

1,488

Average age (pension weighted)

50.7

50.7

Number

5,470

4,589

Total pensions payable (£000s p.a.)

24,724

22,099

Average pension (£ p.a.)

4,520

4,816

Average age (pension weighted)

71.1

71.0

Active members

Deferred pensioners

Pensioners

The above pensioner figures include current dependant pensioners.
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ASSETS
The market value of the Fund’s assets was £680,241,000 on the valuation date.
The Administering Authority’s investment strategy is to proportion the Fund’s assets by asset class
as shown in the table below. The actual distribution of assets will vary over time due to changes in
financial markets. The table also shows the distribution of assets at the valuation date.
INVESTMENT
STRATEGY

ACTUAL MARKET VALUE OF ASSETS
AT 31 MARCH 2016

%

£000s

%

UK equities

15

125,997

18.5

Overseas equities

45

271,249

39.9

Private equity

7

68,834

10.1

Corporate bonds

10

56,040

8.2

Infrastructure

3

3,482

0.5

Property

10

82,653

12.2

Diversified growth

10

63,998

9.4

Cash

-

16,065

2.4

Current assets/liabilities

-

(8,077)

(1.2)

100

680,241

100

Total

The Administering Authority also holds additional voluntary contributions (AVCs) which are
separately invested. These assets have been excluded from the market value shown as they
exactly match the value of the benefits they cover.
The details of the assets at the valuation date and the financial transactions during the intervaluation period have been obtained from the audited accounts for the Fund.
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D
SCHEME BENEFITS
The benefits valued within our calculations are those in force at the effective date of the valuation.
Full details of these can be found in the Local Government Pension Scheme Regulations 2013 (as
amended):
The Local Government Pension Scheme Regulations 2013
(http://www.legislation.gov.uk/uksi/2013/2356/contents/made)
The Local Government Pension Scheme (Transitional Provisions, Savings and Amendment)
Regulations 2014 (http://www.legislation.gov.uk/uksi/2014/525/contents/made)
The direction by the Treasury dated 5 April 2016 under Section 59A of the Social Security
Pensions Act 1975 (http://www.lgpsregs.org/images/OtherGuidance/HMTDirectionApr2016.pdf)
We have made no allowance for other changes which may be introduced in the future.
The Fund is also responsible for paying and, where appropriate, recharging to employers the
benefits arising from the award of compensatory added years (CAY) of service on premature
retirement. Unless these CAY benefits have been converted into “funded” benefits, they are
normally recharged to the relevant employer (together with associated pension increases), and so
are excluded from the valuation.
The benefits that will emerge from money purchase AVCs paid by members, and SCAVCs paid by
employers, and the corresponding invested assets in respect of these AVCs and SCAVCs, have
been excluded from the valuation.
UK and European law requires pension schemes to provide equal benefits to men and women in
respect of service after 17 May 1990 (the date of the “Barber” judgement) and this includes
providing equal benefits accrued from that date to reflect the differences in GMPs. There is no
consensus or legislative guidance as to what adjustments have to be made to scheme benefits to
correct these inequalities for ongoing schemes (i.e. for schemes other than those which are in the
Pension Protection Fund). The valuation makes no allowance for removal of these inequalities. It is
consequently possible that additional funding will be required for equalisation once the law has
been clarified. It is recommended that the Administering Authority seek further professional advice
if it is concerned about this issue.
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SUMMARY OF INCOME AND EXPENDITURE
INCOME

2014

YEAR ENDING 31 MARCH
2015
2016

Total

£000s

£000s

£000s

£000s

559,875

596,250

671,951

559,875

Employees

5,093

5,563

5,619

16,275

Employers

15,238

16,669

16,774

48,681

Transfer Values received

1,622

1,955

721

4,298

Investment income

11,976

12,588

12,938

37,502

Change in market value of
investments

34,839

73,437

10,112

118,388

Fund at beginning of year
Contributions to Fund:

YEAR ENDING 31 MARCH
EXPENDITURE

2014

2015

2016

Total

£000s

£000s

£000s

£000s

Pensions for members/
spouses/partners/dependants

21,729

22,981

24,206

68,916

Retiring allowances and death
gratuities

5,099

5,422

7,146

17,667

38

19

37

94

Transfer Values paid

2,768

1,452

760

4,980

Investment expenses

1,735

3,941

5,018

10,694

Administration expenses

1,024

696

707

2,427

596,250

671,951

680,241

680,241

Withdrawals

Fund at end of year

The details of the assets at the valuation date and the financial transactions during the intervaluation period have been obtained from the audited accounts for the Fund.
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ANALYSIS OF MEMBERSHIP EXPERIENCE
The analysis below compares the actual experience over the 3 year period with the assumptions
used for the 2016 valuation.

Ill Health Retirements
Withdrawals
Pensioner Deaths (lives)
Pensioner Deaths (£000 p.a. of pension)

ACTUAL

EXPECTED

%

25

29

86

1,722

460

374

418

375

111

1,319

1,404

94

Note that actual withdrawals can include members moving to another LGPS Fund, bulk transfers
and also transfers under the special transfer club terms.
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RATES AND ADJUSTMENTS CERTIFICATE
ISSUED IN ACCORDANCE WITH REGULATION
62
NAME OF FUND

London Borough of Bexley Pension Fund

PRIMARY CONTRIBUTION RATE
I hereby certify that, in my opinion, the primary rate of the employers’ contribution for the whole
Fund for each of the three years beginning 1 April 2017 is 16.4% of pensionable pay.
The primary rate of contribution for each employer for the three year period beginning 1 April 2017
is set out in the attached schedule.
SECONDARY CONTRIBUTION RATE
I hereby certify that, in my opinion, the secondary rate of the employer’s contribution for the whole
Fund for each of the three years beginning 1 April 2017 is as follows:
2017/18
2018/19
2019/20

£3.6 million
£3.6 million
£3.6 million

The secondary rate of contribution for each employer for each of the three years beginning 1 April
2017 is set out in the attached schedule.
CONTRIBUTION AMOUNTS PAYABLE
The total contribution payable for each employer is the total of the primary and secondary rates as
detailed in the attached schedule. Contributions will be paid monthly in arrears with each payment
normally being due by the 19th of the following month (or the 22nd if paid electronically) unless
otherwise noted in the schedule.
FURTHER ADJUSTMENTS
A further individual adjustment shall be applied in respect of each non-ill health early retirement
occurring in the period of three years covered by this certificate. This further individual adjustment
will be calculated in accordance with methods agreed from time to time between the Fund’s
Actuary and the Administering Authority.
The contributions set out in the attached schedule represent the minimum contribution which may
be paid by each employer in total over the 3 years covered by the certificate. Additional
contributions or a different pattern of contributions may be paid if requested by the employer
concerned at the sole discretion of the Administering Authority as agreed with the Actuary. The
total contributions payable by each employer will be subject to a minimum of zero.
The individual employer contributions may be varied as agreed by the Actuary and Administering
Authority to reflect any changes in contribution requirements as a result of any benefit costs being
insured with a third party or parties including where the third party or parties participate in the
Fund.
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In cases where an element of an existing Scheme employer's deficit is transferred to a new
employer on its inception, the Scheme employer's deficit recovery contributions, as shown on the
schedule to this Certificate in Appendix H, may be reallocated between the Scheme employer and
the new employer to reflect this, on advice of the Actuary and as agreed with the Administering
Authority so that the total payments remain the same overall.
The Administering Authority and employer with advice from the Fund’s Actuary can agree that
contributions payable under this certificate can be sourced under an alternative financing
arrangement which provides the Fund with equivalent cash contributions.
REGULATION 62(8)
No allowance for non-ill health early retirements has been made in determining the results of the
valuation, on the basis that the costs arising will be met by additional contributions. Allowance for
ill health retirements has been included in each employer’s contribution rate, on the basis of the
method and assumptions set out in the report.

Signature:

Name:

Ian Kirk

Qualification:

Fellow of the Institute
and Faculty of Actuaries

Date of signing:

31 March 2017
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H
SCHEDULE TO THE RATES AND ADJUSTMENTS CERTIFICATE DATED
31 MARCH 2017
Notes

Primary rate

Secondary rates

Total Contribution rates

2017/18 to
2019/20

2017/18

2018/19

2019/20

2017/18

2018/19

2019/20

15.7%

£2,443,800

£2,431,900

£2,420,000

15.7% plus
£2,443,800

15.7% plus
£2,431,900

15.7% plus
£2,420,000

14.0%

£1,400

£1,400

£1,400

14.0% plus
£1,400

14.0% plus
£1,400

14.0% plus
£1,400

11.4%

£200

£200

£200

11.4% plus £200

11.4% plus £200

11.4% plus £200

17.7%

£9,400

£9,400

£9,400

17.5%

£17,700

£17,700

£17,700

17.0%

£15,000

£15,600

£16,200

18.0%

£88,100

£87,500

£86,900

20.1%

£80,400

£83,400

£86,500

Bexleyheath Academy (995)

18.0%

£49,800

£51,600

£53,500

Blackfen School for Girls
(996)

17.4%

£63,200

£65,500

£67,900

17.7% plus
£9,400
17.5% plus
£17,700
17.0% plus
£15,000
18.0% plus
£88,100
20.1% plus
£80,400
18.0% plus
£49,800
17.4% plus
£63,200

17.7% plus
£9,400
17.5% plus
£17,700
17.0% plus
£15,600
18.0% plus
£87,500
20.1% plus
£83,400
18.0% plus
£51,600
17.4% plus
£65,500

17.7% plus
£9,400
17.5% plus
£17,700
17.0% plus
£16,200
18.0% plus
£86,900
20.1% plus
£86,500
18.0% plus
£53,500
17.4% plus
£67,900

Employer
Major Scheme Employer
LB Bexley (950)

56

Other Scheme Employers
Hope Community School
(945)
New Generation Schools
Trust (886)
Academies
Barnehurst Infant School
(955)
Barnehurst Juniors School
(943)
Belvedere Junior School
(948)
BETHS Grammar School
(987)
Bexley Grammar School
(988)

1

1
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Notes

Primary rate

Secondary rates

Total Contribution rates

2017/18 to
2019/20

2017/18

2018/19

2019/20

19.4%

£31,300

£32,500

£33,700

17.9%

£12,700

£13,200

£13,700

16.1%

£26,400

£26,400

£26,400

18.3%

£37,700

£39,100

£40,500

16.7%

£16,900

£17,500

£18,100

17.8%

£67,700

£64,900

£62,100

17.8%

£22,900

£22,900

£22,900

16.9%

£34,800

£36,100

£37,400

18.0%

£8,300

£8,300

£8,300

17.9%

£132,400

£137,300

£142,400

16.5%

£18,600

£19,300

£20,000

17.1%

£19,700

£20,400

£21,200

19.9%

£19,100

£19,800

£20,500

Hurst Primary School (944)

18.0%

£36,200

£37,500

£38,900

Hurstmere School (957)

20.4%

£32,800

£34,000

£35,300

Lessness Heath Primary
School (937)

16.7%

£21,100

£21,100

£21,100

Employer
Brampton Primary Academy
(939)
Burnt Oak Junior School
(890)
Bursted Wood Primary
School (946)
Chislehurst and Sidcup
Grammar School (994)

2

Christ Church Primary (947)
Cleeve Park School (999)

57

Days Lane Primary School
(941)
East Wickham Primary
Academy (992)
Eastcote Primary School
(882)
Erith School (986)
Harris Academy Falconwood
(982)
Hillsgrove Primary School
(885)
Holy Trinity C.E. Primary
School (889)

1

2017/18

2018/19

2019/20

19.4% plus
£31,300
17.9% plus
£12,700
16.1% plus
£26,400
18.3% plus
£37,700
16.7% plus
£16,900
17.8% plus
£67,700
17.8% plus
£22,900
16.9% plus
£34,800
18.0% plus
£8,300
17.9% plus
£132,400
16.5% plus
£18,600
17.1% plus
£19,700
19.9% plus
£19,100
18.0% plus
£36,200
20.4% plus
£32,800
16.7% plus
£21,100

19.4% plus
£32,500
17.9% plus
£13,200
16.1% plus
£26,400
18.3% plus
£39,100
16.7% plus
£17,500
17.8% plus
£64,900
17.8% plus
£22,900
16.9% plus
£36,100
18.0% plus
£8,300
17.9% plus
£137,300
16.5% plus
£19,300
17.1% plus
£20,400
19.9% plus
£19,800
18.0% plus
£37,500
20.4% plus
£34,000
16.7% plus
£21,100

19.4% plus
£33,700
17.9% plus
£13,700
16.1% plus
£26,400
18.3% plus
£40,500
16.7% plus
£18,100
17.8% plus
£62,100
17.8% plus
£22,900
16.9% plus
£37,400
18.0% plus
£8,300
17.9% plus
£142,400
16.5% plus
£20,000
17.1% plus
£21,200
19.9% plus
£20,500
18.0% plus
£38,900
20.4% plus
£35,300
16.7% plus
£21,100
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Notes

Primary rate

Secondary rates

Total Contribution rates

2017/18 to

58

2019/20

2017/18

2018/19

2019/20

16.6%

£23,100

£23,100

£23,100

16.3%

£35,800

£37,100

£38,500

16.7%

£29,700

£30,800

£31,900

14.9%

£23,700

£24,600

£25,500

17.8%

£36,300

£37,600

£39,000

17.6%

£12,200

£12,700

£13,200

18.3%

£48,300

£50,100

£52,000

18.5%

£48,800

£48,800

£48,800

18.5%

£11,000

£11,400

£11,800

18.1%

£45,900

£47,600

£49,400

16.4%

£59,000

£61,200

£63,500

16.4%

£65,400

£65,400

£65,400

2

13.8%

£50,600

£52,500

£54,400

Amey (884)

4

22.0%

(£13,200)

(£13,700)

(£14,200)

Avante Partnership (971)

4

19.8%

Nil

Nil

Nil

Employer
Mayplace Primary School
(938)
Normandy Primary School
(936)
Old Bexley CE Primary
School (887)
Pelham Primary School
(949)
Sherwood Park Primary
School (942)
St Augustine of Canterbury
C of E Primary School (963)
St Catherine's Catholic
School (956)
St Columba's Catholic Boys
School (954)
St Paulinus C.E. Primary
School (888)
Townley Grammar School
(998)
Trinity Church of England
School, Belvedere (990)
Welling School (989)
Woodland Academy Trust
(993)
Admitted Bodies

2017/18

2018/19

2019/20

16.6% plus
£23,100
16.3% plus
£35,800
16.7% plus
£29,700
14.9% plus
£23,700
17.8% plus
£36,300
17.6% plus
£12,200
18.3% plus
£48,300
18.5% plus
£48,800
18.5% plus
£11,000
18.1% plus
£45,900
16.4% plus
£59,000
16.4% plus
£65,400
13.8% plus
£50,600

16.6% plus
£23,100
16.3% plus
£37,100
16.7% plus
£30,800
14.9% plus
£24,600
17.8% plus
£37,600
17.6% plus
£12,700
18.3% plus
£50,100
18.5% plus
£48,800
18.5% plus
£11,400
18.1% plus
£47,600
16.4% plus
£61,200
16.4% plus
£65,400
13.8% plus
£52,500

16.6% plus
£23,100
16.3% plus
£38,500
16.7% plus
£31,900
14.9% plus
£25,500
17.8% plus
£39,000
17.6% plus
£13,200
18.3% plus
£52,000
18.5% plus
£48,800
18.5% plus
£11,800
18.1% plus
£49,400
16.4% plus
£63,500
16.4% plus
£65,400
13.8% plus
£54,400

22.0% less
£13,200
19.8%

22.0% less
£13,700
19.8%

22.0% less
£14,200
19.8%
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Notes

Primary rate

Secondary rates

Total Contribution rates

2017/18 to
2019/20

2017/18

2018/19

2019/20

2017/18

2018/19

2019/20

4

19.9%

(£3,300)

(£3,400)

(£3,500)

19.9% less
£3,300
17.7% less
£1,300
20.8% less
£1,700

19.9% less
£3,400
17.7% less
£1,300
20.8% less
£1,800

19.9% less
£3,500
17.7% less
£1,300
20.8% less
£1,900

4

17.7%

(£1,300)

(£1,300)

(£1,300)

4

20.8%

(£1,700)

(£1,800)

(£1,900)

Caterlink (940)

4

18.9%

(£900)

(£900)

(£900)

18.9% less £900

18.9% less £900

18.9% less £900

Cucina Restaurants (883)

4

19.5%

(£100)

(£100)

(£100)

19.5% less £100

19.5% less £100

19.5% less £100

11.5%

£500

£500

£500

11.5% plus £500

11.5% plus £500

11.5% plus £500

20.4% less
£29,500
21.5% less
£2,700
26.5% plus
£41,100

20.4% less
£30,600
21.5% less
£2,700
26.5% plus
£42,600

20.4% less
£31,700
21.5% less
£2,700
26.5% plus
£44,200

Employer
Blenheim CDP (997)
Business Academy Bexley
(976)
Capita Business Services
Ltd (991)

Danson Youth Trust (974)
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Inspire Community Trust
(978)

4

20.4%

(£29,500)

(£30,600)

(£31,700)

ISS (879)

4

21.5%

(£2,700)

(£2,700)

(£2,700)

26.5%

£41,100

£42,600

£44,200

20.6%

Nil

Nil

Nil

20.6%

20.6%

20.6%

London & Quadrant Housing
Trust (964)
LONDON HIRE
(881)
MCCH Society Ltd (975)

5

0.0%

£100,000

£100,000

£100,000

£100,000

£100,000

£100,000

Mytime Active (983)

4

29.4%

(£2,100)

(£2,200)

(£2,300)

29.4% less
£2,100

29.4% less
£2,200

29.4% less
£2,300

Orbit South Housing
Association (965)

5

0.0%

£65,800

£68,200

£70,800

£65,800

£68,200

£70,800

PSLA (880)

19.1%

Nil

Nil

Nil

19.1%

19.1%

19.1%

Rose Bruford College (960)

16.3%

£26,800

£27,800

£28,800

19.4%

(£379,200)

(£379,200)

(£379,200)

16.3% plus
£26,800
19.4% less
£379,200

16.3% plus
£27,800
19.4% less
£379,200

16.3% plus
£28,800
19.4% less
£379,200

Serco Ltd (984)

4
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Notes

Primary rate

Secondary rates

Total Contribution rates

2017/18 to
Employer
Chatsworth Infant School
(878)
Royal Park Primary School
(877)
Upland Primary School
(892)

2019/20

2017/18

2018/19

2019/20

6

18.6%

£11,300

£11,700

£12,200

6

14.3%

£10,700

£11,100

£11,500

6

20.9%

£34,900

£36,200

£37,500

2017/18

2018/19

2019/20

18.6% plus
£11,300
14.3% plus
£10,700
20.9% plus
£34,900

18.6% plus
£11,700
14.3% plus
£11,100
20.9% plus
£36,200

18.6% plus
£12,200
14.3% plus
£11,500
20.9% plus
£37,500
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Notes:
1. Cash payments in respect of £ lump sums are payable by 30 April 2017. These amounts have been reduced to reflect the early payment.
2. Cash payments are payable by 30 April of the year in which they are due. These amounts have been reduced to reflect this early payment;
3. With the agreement of the Administering Authority employers may also opt to pay any other element of their employer contributions early, with
either all three years being paid in April 2017 or payment being made in the April of the year in question. The cash amounts payable will be
reduced in return for this early payment as follows:
• Payments made in the April of the certified year will be reduced by 2.1% (i.e. the above amounts will be multiplied by 0.979)
• 2018/19 payments made in April 2017 will be reduced by 6.3% (i.e. the above amounts will be multiplied by 0.937)
• 2019/20 payments made in April 2017 will be reduced by 10.2% (i.e. the above amounts will be multiplied by 0.898)
Where % contributions are being paid in advance, for these cases the employer will need to estimate in advance the pensionable pay for the entire
period and a balancing adjustment to reflect the actual pensionable pay over the period would be made at the end of the period (no later than 19th
April or 22nd April as appropriate following the year end).
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4. Where this a £ deduction to the primary rate due to an employer being in surplus, the total annual contributions payable by each employer will be
subject to a minimum of zero.
5. This Employer has no active members, contributions are in relation to expenses and/or removal of deficit.
6. These employers were admitted to the Fund after 31 March 2016.
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I
GLOSSARY
Actuarial Valuation: an investigation by an actuary into the ability of the Fund to meet its liabilities.
For the LGPS the Fund Actuary will assess the funding level of each participating employer and
agree contribution rates with the administering authority to fund the cost of new benefits and make
good any existing deficits as set out in the separate Funding Strategy Statement.
Best Estimate Assumption: an assumption where the outcome has a 50/50 chance of being
achieved.
Bonds: loans made to an issuer (often a government or a company) which undertakes to repay the
loan at an agreed later date. The term refers generically to corporate bonds or government bonds
(gilts).
Career Average Revalued Earnings Scheme (CARE): with effect from 1 April 2014, benefits
accrued by members in the LGPS take the form of CARE benefits. Every year members will accrue
a pension benefit equivalent to 1/49th of their pensionable pay in that year. Each annual pension
accrued receives inflationary increases (in line with the annual change in the Consumer Prices
Index) over the period to retirement.
Corporate Bond Basis: an approach where the discount rate used to assess the liabilities is
determined based on the market yields of high quality corporate bond investments (usually at least
AA rated) based on the appropriate duration of the liabilities being assessed. This is usually
adopted when an employer is exiting the Fund.
CPI: acronym standing for “Consumer Prices Index”. CPI is a measure of inflation with a basket of
goods that is assessed on an annual basis. The reference goods and services differs from those of
RPI. These goods are expected to provide lower, less volatile inflation increases. Pension
increases in the LGPS are linked to the annual change in CPI.
Deficit: the extent to which the value of the Fund’s past service liabilities exceeds the value of the
Fund’s assets.
Discount Rate: the rate of interest used to convert a cash amount e.g. future benefit payments
occurring in the future to a present value.
Employer Covenant: the degree to which an employer participating in an occupational pension
scheme is willing and able to meet the funding requirements of the scheme.
Employer's Future Service Contribution Rate: the contribution rate payable by an employer,
expressed as a % of pensionable pay, as being sufficient to meet the cost of new benefits being
accrued by active members in the future. The cost will be net of employee contributions and will
include an allowance for the expected level of administrative expenses.
30
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Equities: shares in a company which are bought and sold on a stock exchange.
Solvency/Funding Level: the ratio of the value of the Fund’s assets and the value of the Fund’s
liabilities expressed as a percentage.
Funding Strategy Statement: This is a key governance document that outlines how the
administering authority will manage employer’s contributions to the Fund.
Solvency Funding Target: an assessment of the present value of benefits to be paid in the future.
The desired funding target is to achieve a solvency level of a 100% i.e. assets equal to the past
service liabilities assessed on the ongoing concern basis.
Investment Strategy: the long-term distribution of assets among various asset classes that takes
into account the Funds objectives and attitude to risk.
Past Service Liabilities: this is the present value of the benefits accrued by members up to the
valuation date. It is assessed based on a set of assumptions agreed between the Administering
Authority and the Actuary.
Prepayment: the payment by employers of contributions to the Fund earlier than that certified by
the Actuary. The amount paid will be reduced compared to the certified amount to reflect the early
payment.
Present Value: the value of projected benefit payments, discounted back to the valuation date.
Primary rate of the employers’ contribution: the contribution rate required to meet the cost of the
future accrual of benefits including ancillary, death in service and ill health benefits together with
administration costs. It is expressed as a percentage of pensionable pay, ignoring any past service
surplus or deficit, but allowing for any employer-specific circumstances, such as its membership
profile, the funding strategy adopted for that employer, the actuarial method used and/or the
employer’s covenant. The Primary rate for the whole fund is the weighted average (by payroll) of
the individual employers’ Primary rates.
Prudent Assumption: an assumption where the outcome has a greater than 50/50 chance of being
achieved i.e. the outcome is more likely to be overstated than understated. Legislation requires the
assumptions adopted for an actuarial valuation to be prudent.
Real Return or Real Discount Rate: a rate of return or discount rate net of CPI inflation.
Recovery Plan: a strategy by which an employer will make up a funding deficit over a specified
period of time (“the recovery period”, as set out in the Funding Strategy Statement.
Secondary rate of the employers’ contribution: an adjustment to the Primary rate to reflect any past
service deficit or surplus, to arrive at the rate each employer is required to pay. The Secondary
rate may be expressed as a percentage adjustment to the Primary rate, and/or a cash adjustment
in each of the three years beginning 1 April in the year following that in which the valuation date
falls. The Secondary rate is specified in the rates and adjustments certificate. For any employer,
the rate they are actually required to pay is the sum of the Primary and Secondary rates.
31
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Secondary rates for the whole fund in each of the three years shall also be disclosed. These will
be calculated as the weighted average based on the whole fund payroll in respect of percentage
rates and as a total amount in respect of cash adjustments.
50/50 Scheme: in the LGPS, active members are given the option of accruing a lower benefit in the
50/50 Scheme, in return for paying a lower level of contribution.
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MERCER LIMITED
No 4 St Paul’s Square,
Old Hall Street,
Liverpool,
L3 9SJ
www.mercer.com

Mercer Limited is authorised and regulated by the Financial Conduct Authority
Registered in England No. 984275 Registered Office: 1 Tower Place West, Tower Place, London, EC3R 5BU
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8
FUNDING STRATEGY
STATEMENT
LONDON BOROUGH OF BEXLEY
PENSION FUND
MARCH 2017
London Borough of Bexley

This Funding Strategy 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 “Fund”), in accordance with Regulation 58 of the Local Government Pension Scheme
Regulations 2013 (as amended) and guidance issued by the Chartered Institute of Public Finance and
Accountancy (CIPFA).
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E X E C UT I V E S U M M A R Y
Ensuring that the London Borough of Bexley Pension Fund (the “Fund”) has sufficient assets to
meet its pension liabilities in the long term is the fiduciary responsibility of the Administering
Authority (London Borough of Bexley). The Funding Strategy adopted by the London Borough of
Bexley Pension Fund will therefore be critical in achieving this.
The purpose of this Funding Strategy Statement (“FSS”) is to set out a clear and transparent
funding strategy that will identify how each Fund employer’s pension liabilities are to be met going
forward.

The details contained in this Funding Strategy Statement will have a financial
and operational impact on all participating employers in the London Borough
of Bexley Pension Fund.
It is imperative therefore that each existing or potential employer is aware of
the details contained in this statement.
Given this, and in accordance with governing legislation, all interested parties connected with the
London Borough of Bexley Pension Fund have been consulted and given opportunity to comment
prior to this Funding Strategy Statement being finalised and adopted. This statement takes into
consideration all comments and feedback received.
THE FUND’S OBJECTIVE
The Administering Authority’s long term objective is for the Fund to achieve a 100%
solvency level over a reasonable time period and then maintain sufficient assets in order
for it to pay all benefits arising as they fall due. This objective will be considered on an
employer specific level where appropriate.
The general principle adopted by the Fund is that the assumptions used, taken as a whole, will be
chosen sufficiently prudently for pensions already in payment to continue to be paid, and to reflect
the commitments that will arise from members’ accrued pension rights.
The funding strategy set out in this document has been developed alongside the Fund’s
investment strategy on an integrated basis taking into account the overall financial and
demographic risks inherent in the Fund. The funding strategy includes appropriate margins to
allow for the possibility of events turning out worse than expected.
SOLVENCY AND LONG TERM COST EFFICIENCY
Each employer’s contributions are set at such a level to achieve full solvency in a
reasonable timeframe. Solvency is defined as a level where the Fund’s liabilities i.e.
benefit payments can be reasonably met as they arise.
Employer contributions are also set in order to achieve long term cost efficiency. Long term costefficiency implies that contributions must not be set at a level that is likely to give rise to additional
costs in the future. For example, deferring costs to the future would be likely to result in those costs
being greater overall than if they were provided for at the appropriate time. Equally, the FSS must

i
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have regard to the desirability of maintaining as nearly constant a primary rate of contribution as
possible.
When formulating the funding strategy, the Administering Authority has taken into account these
key objectives and also considered the implications of the requirements under Section 13(4)(c) of
the Public Service Pensions Act 2013. As part of these requirements the Government Actuary’s
Department (GAD) must, following an actuarial valuation, report on whether the rate of employer
contributions to the Fund is set at an appropriate level to ensure the “solvency” of the pension fund
and “long term cost efficiency" of the Local Government Pension Scheme (the “LGPS”) so far as
relating to the Fund.
DEFICIT RECOVERY PLAN AND CONTRIBUTIONS
As the solvency level of the Fund is 94% at the valuation date (i.e. the assets of the
Fund are less than the liabilities), a deficit recovery plan needs to be implemented such
that additional contributions are paid into the Fund to meet the shortfall.
Deficit contributions paid to the Fund by each employer will be expressed as £s amounts (flat or
increasing year on year) and it is the Fund’s objective that any funding deficit is eliminated as
quickly as the participating employers can reasonably afford given other competing cost pressures.
This may result in some flexibility in recovery periods by employer which would be at the sole
discretion of the Administering Authority. The recovery periods will be set by the Fund, although
employers will be free to select any shorter deficit recovery period if they wish. Employers may
also elect to make prepayments of contributions which could result in a cash saving over the
valuation certificate period.
The objective is to recover any deficit over a reasonable timeframe, and this will be periodically
reviewed. Subject to affordability considerations a key principle will be to maintain the deficit
contributions at least at the expected monetary levels from the preceding valuation (including any
indexation in these monetary payments over the recovery period). Full details are set out in this
FSS.
The target recovery period for the Fund as a whole is 14 years at this valuation which is the same
as the corresponding recovery period from the previous valuation. Individual employer recovery
periods will be considered depending on their own circumstances.
Where there is an increase in contributions required at this valuation, at the sole discretion of the
Administering Authority, the employer will be able to step-up their contributions over a period of up
to 3 years.
ACTUARIAL ASSUMPTIONS
The actuarial assumptions used for assessing the funding position of the Fund and the
individual employers, the “Primary” contribution rate, and any contribution variations due
to underlying surpluses or deficits (i.e. included in the “Secondary” rate) are set out in
Appendix B to this FSS.
The discount rate in excess of CPI inflation (the “real discount rate”) has been derived based on
the expected return on the Fund’s assets based on the long term strategy set out in its Investment
Strategy Statement (ISS). When assessing the appropriate prudent discount rate, consideration
has been given to the level of expected asset returns in excess of CPI inflation (i.e. the rate at
ii
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which the benefits in the LGPS generally increase each year). It is proposed at this valuation the
real return over CPI inflation for determining the past service liabilities and solvency level is 2.2%
per annum and for determining the future service (“Primary”) contribution rates is 2.75% per
annum.
Where warranted by an employer’s circumstances, the Administering Authority retains the
discretion to apply a discount rate based on a lower risk investment strategy for that employer to
protect the Fund as a whole. Such cases will be determined by the Section 151 Officer and
reported to the Committee.
The demographic assumptions are based on the Fund Actuary’s bespoke analysis for the Fund,
also taking into account the experience of the wider LGPS where relevant.
EMPLOYER ASSET SHARES
The Fund is a multi-employer pension fund that is not formally unitised and so
individual employer asset shares are calculated at each actuarial valuation. This
means it is necessary to make some approximations in the timing of cashflows and
allocation of investment returns when deriving each employer’s asset share.
At each review, cashflows into and out of the Fund relating to each employer, any movement of
members between employers within the Fund, along with investment return earned on the asset
share, are allowed for when calculating asset shares at each valuation.
Other adjustments are also made on account of the funding positions of orphan bodies which fall to
be met by all other active employers in the Fund. In addition, the asset share may be restated for
changes in data or other policies.
FUND POLICIES
In addition to the information/approaches required by overarching guidance and
Regulation, this statement also summarises the Fund’s practice and policies in a
number of key areas:
1. Covenant assessment and monitoring
An employer’s financial covenant underpins its legal obligation and crucially the ability to meet its
financial responsibilities to the Fund now and in the future. The strength of covenant to the Fund
effectively underwrites the risks to which the Fund is exposed. These risks include underfunding,
longevity, investment and market forces.
The strength of employer covenant can be subject to substantial variation over relatively short
periods of time and, as such, regular monitoring and assessment is vital to the overall risk
management and governance of the Fund. The employers’ covenants will be assessed and
monitored objectively in a proportionate manner, and an employer’s ability to meet their obligations
in the short and long term will be considered when determining its funding strategy.
After the valuation, the Fund will continue to monitor employers’ covenants in conjunction with their
funding positions over the inter-valuation period. This will enable the Fund to anticipate and preempt any material issues arising and thus adopt a proactive approach in partnership with the
employer. More details are provided in Appendix D to this statement.

iii
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2. Admitting employers to the Fund
Various types of employers are permitted to join the LGPS under certain circumstances, and the
conditions upon which their entry to the Fund is based and the approach taken is set out in
Appendix C. Examples of new employers include:
−
−
−

Fund Employers
Designated bodies - those that are permitted to join if they pass a resolution
Admission bodies - usually arising as a result of an outsourcing or a transfer to an entity that
provides some form of public service and their funding primarily derives from local or central
government.

Certain employers may be required to provide a guarantee or alternative security before entry will
be allowed, in accordance with the Regulations and Fund policies.
3. Termination policy for employers exiting the Fund
When an employer ceases to participate within the Fund, it becomes an exiting employer under the
Regulations. The Fund is then required to obtain an actuarial valuation of that employer’s
liabilities in respect of the benefits of the exiting employer’s current and former employees, along
with a termination contribution certificate.
Where there is no guarantor who would subsume the liabilities of the exiting employer, the Fund’s
policy is that a discount rate linked to government bond yields and a more prudent longevity
assumption is used for assessing liabilities on termination. Any exit payments due should be paid
immediately although instalment plans will be considered by the Administering Authority on a case
by case basis. The Administering Authority also reserves the right to modify this approach on a
case by case basis if circumstances warrant it.

iv
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1
I N T R O DU C T IO N
The Local Government Pension Scheme Regulations 2013 (as amended) (“the 2013
Regulations”) and the Local Government Pension Scheme (Transitional Provisions, Savings and
Amendment) Regulations 2014 (“the 2014 Transitional Regulations”) (collectively; “the
Regulations”) provide the statutory framework from which the Administering Authority is required to
prepare a Funding Strategy Statement (FSS). The key requirements for preparing the FSS can be
summarised as follows:
• After consultation with all relevant interested parties involved with the London Borough of
Bexley Pension Fund (the “Fund”), the Administering Authority will prepare and publish their
funding strategy;
• In preparing the FSS, the Administering Authority must have regard to:
− the guidance issued by CIPFA for this purpose; and
− the Investment Strategy Statement (ISS) for the Fund published under Regulation 7 of the
Local Government Pension Scheme (Management and Investment of Funds) Regulations
2016 (as amended);
• The FSS must be revised and published whenever there is a material change in either the
policy set out in the FSS or the ISS.
BENEFITS
The benefits provided by the Fund are specified in the governing legislation contained in the
Regulations referred to above. Benefits payable under the Fund are guaranteed by statute and
thereby the pensions promise is secure for members. 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 Fund is a defined benefit arrangement with principally final salary related benefits from
contributing members up to 1 April 2014 and Career Averaged Revalued Earnings (“CARE”)
benefits earned thereafter. There is also a “50:50 Scheme Option”, where members can elect to
accrue 50% of the full Fund benefits in relation to the member only and pay 50% of the normal
member contribution.
EMPLOYER CONTRIBUTIONS
The required levels of employee contributions are specified in the Regulations. Employer
contributions are determined in accordance with the Regulations (which require that an actuarial
valuation is completed every three years by the actuary, including a rates and adjustments
certificate specifying the “primary” and “secondary” rate of the employer’s contribution).
PRIMARY RATE
The “Primary rate” for an employer is the contribution rate required to meet the cost of the future
accrual of benefits, ignoring any past service surplus or deficit, but allowing for any employerspecific circumstances, such as its membership profile, the funding strategy adopted for that
employer, the actuarial method used and/or the employer’s covenant.
6
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The Primary rate for the whole fund is the weighted average (by payroll) of the individual
employers’ Primary rates.
SECONDARY RATE
The “Secondary rate” is an adjustment to the Primary rate to arrive at the total rate of contribution
each employer is required to pay. The Secondary rate may be expressed as a percentage
adjustment to the Primary rate, and/or a cash adjustment in each of the three years beginning 1
April in the year following the actuarial valuation.
Secondary rates for the whole fund in each of the three years shall also be disclosed. These will
be the calculated weighted average based on the whole fund payroll in respect of percentage rates
and the total amount in respect of cash adjustments.
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2
P U R P O SE O F F S S I N P O L I CY T E R M S
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 Administering Authority’s long term objective is for the Fund to achieve a 100% solvency level
over a reasonable time period and then maintain sufficient assets in order for it to pay all benefits
arising as they fall due.
The purpose of this Funding Strategy Statement is therefore:
• to establish a clear and transparent fund-specific strategy which will identify how employers’
pension liabilities are best met going forward by taking a prudent longer-term view of funding
those liabilities;
• to establish contributions at a level to “secure the solvency” of the pension fund and the “long
term cost efficiency”,
• to have regard to the desirability of maintaining as nearly constant a primary rate of contribution
as possible.
The intention is for this strategy to be both cohesive and comprehensive for the Fund as a whole,
recognising that there will be conflicting objectives which need to be balanced and reconciled.
Whilst the position of individual employers must be reflected in the statement, it must remain a
single strategy for the Administering Authority to implement and maintain.
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3
A I M S A N D P U RP O S E O F T H E F UN D
THE AIMS OF THE FUND ARE TO:
• manage employers’ liabilities effectively and ensure that sufficient resources are available to
meet all liabilities as they fall due
• enable employer contribution rates to be kept at a reasonable and affordable cost to the
taxpayers, scheduled, resolution and admitted bodies, while achieving and maintaining fund
solvency and long term cost efficiency, which should be assessed in light of the profile of the
Fund now and in the future due to sector changes
• maximise the returns from investments within reasonable risk parameters taking into account
the above aims.
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 Fund benefits, transfer values, costs, charges and expenses as
defined in the 2013 Regulations, the 2014 Transitional Regulations and the Local Government
Pension Scheme (Management and Investment of Funds) Regulations 2016.

9
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4
R E S P O N S IB I L I T I E S O F T H E KE Y P A RT I E S
The efficient and effective management of the Fund can only be achieved if all parties exercise
their statutory duties and responsibilities conscientiously and diligently. The key parties for the
purposes of the FSS are the Administering Authority (and, in particular the Pensions Committee,
the individual employers and the Fund Actuary and details of their roles are set out below. Other
parties required to play their part in the fund management process are bankers, custodians,
investment managers, auditors and legal, investment and governance advisors, along with the
Local Pensions Board created under the Public Service Pensions Act 2013.
KEY PARTIES TO THE FSS
The Administering Authority should:
• operate the pension fund
• collect employer and employee contributions, investment income and other amounts due to the
pension fund as stipulated in the Regulations
• pay from the pension fund the relevant entitlements as stipulated in the Regulations
• invest surplus monies in accordance the Regulations
• ensure that cash is available to meet liabilities as and when they fall due
• take measures as set out in the Regulations to safeguard the fund against the consequences of
employer default
• manage the valuation process in consultation with the Fund’s actuary
• prepare and maintain a FSS and an ISS, both after proper consultation with interested parties,
and
• monitor all aspects of the Fund’s performance and funding, amending the FSS/ISS as
necessary
• effectively manage any potential conflicts of interest arising from its dual role as both fund
administrator and a Fund employer, and
• establish, support and monitor a Local Pension Board (LPB) as required by the Public Service
Pensions Act 2013, the Regulations and the Pensions Regulator’s relevant Code of Practice.
The Individual Employer should:
• deduct contributions from employees’ pay correctly after determining the appropriate employee
contribution rate (in accordance with the Regulations)
• pay all contributions, including their own as determined by the actuary, promptly by the due date
• develop a policy on certain discretions and exercise those discretions as permitted within the
regulatory framework
• make additional contributions in accordance with agreed arrangements in respect of, for
example, augmentation of Fund benefits, early retirement strain, and
• have regard to the Pensions Regulator’s focus on data quality and comply with any requirement
set by the Administering Authority in this context, and
• notify the Administering Authority promptly of any changes to membership which may affect
future funding.
10
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The Fund Actuary should:
• prepare valuations including the setting of employers’ contribution rates at a level to ensure fund
solvency after agreeing assumptions with the Administering Authority and having regard to their
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 etc
• provide advice and valuations on the termination of admission agreements
• provide advice to the Administering Authority on bonds and other forms of security against the
financial effect on the Fund of employer default
• assist the Administering Authority in assessing whether employer contributions need to be
revised between valuations as required by the Regulations
• advise on funding strategy, the preparation of the FSS and the inter-relationship between the
FSS and the ISS, and
• ensure the Administering Authority is aware of any professional guidance or other professional
requirements which may be of relevance to the Fund Actuary’s role in advising the Fund.

11

78

LONDON BOROUGH OF BEXLEY PENSION
FUND

8

FUNDING STRATEGY STATEMENT

5
S O L V E N C Y F U ND I N G T A R G ET
Securing the “solvency” and “long term cost efficiency” is a regulatory requirement. To meet these
requirements the Administering Authority’s long term funding objective is for the Fund to achieve
and then maintain sufficient assets to cover 100% of projected accrued liabilities (the “funding
target”) assessed on an ongoing past service basis including allowance for projected final pay
where appropriate. In the long term, an employer’s total contribution rate would ultimately revert to
its Primary rate of contribution.
SOLVENCY AND LONG TERM EFFICIENCY
Each employer’s contributions are set at such a level to achieve full solvency in a reasonable
timeframe. Solvency is defined as a level where the Fund’s liabilities i.e. benefit payments can be
reasonably met as they arise.
Employer contributions are also set in order to achieve long term cost efficiency. Long term costefficiency implies that contributions must not be set at a level that is likely to give rise to additional
costs in the future. For example, deferring costs to the future would be likely to result in those costs
being greater overall than if they were provided for at the appropriate time.
When formulating the funding strategy the Administering Authority has taken into account these
key objectives and also considered the implications of the requirements under Section 13(4)(c) of
the Public Service Pensions Act 2013. As part of these requirements the Government Actuary’s
Department (GAD) must, following an actuarial valuation, report on whether the rate of employer
contributions to the Fund is set at an appropriate level to ensure the “solvency” of the pension fund
and “long term cost efficiency" of the LGPS so far as relating to the Fund.
DETERMINATION OF THE SOLVENCY FUNDING TARGET AND DEFICIT
RECOVERY PLAN
The principal method and assumptions to be used in the calculation of the funding target are set
out in Appendix A. The Employer Deficit Recovery Plans are set out in Appendix B.
Underlying these assumptions are the following two tenets:
• that the Fund is expected to continue for the foreseeable future; and
• favourable investment performance can play a valuable role in achieving adequate funding over
the longer term.
This allows the Fund to take a longer term view when assessing the contribution requirements for
certain employers.
In considering this the Administering Authority, based on the advice of the Actuary, will consider if
this results in a reasonable likelihood that the funding plan will be successful potentially taking into
account any changes in funding after the valuation date up to the finalisation of the valuation by 31
March 2017 at the latest.
12
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As part of each valuation separate employer contribution rates are assessed by the Fund Actuary
for each participating employer or group of employers. These rates are assessed taking into
account the experience and circumstances of each employer, following a principle of no crosssubsidy between the distinct employers and employer groups in the Fund.
The Administering Authority, following consultation with the participating employers, has adopted
the following objectives for setting the individual employer contribution rates arising from the 2016
actuarial valuation:
•

The Fund does not believe it appropriate for deficit contribution reductions to apply
compared to the existing funding plan (allowing for indexation where applicable) where
deficits remain unless there is compelling reason to do so.

•

Subject to consideration of affordability, as a general rule the deficit recovery period will
remain the same for employers at this valuation when compared to the preceding valuation.
This is to target full solvency over a similar (or shorter) time horizon. Employers will have
the freedom to adopt a recovery plan on the basis of a shorter period if they so wish.
Subject to affordability considerations and other factors, a bespoke period may be applied
in respect of particular employers where the Administering Authority considers this to be
warranted (see Deficit Recovery Plan in Appendix B).

•

Individual employer contributions will be expressed and certified as two separate elements:
o the Primary rate: a percentage of pensionable payroll in respect of the cost of the
future accrual of benefits
o the Secondary rate: a schedule of lump sum monetary amounts over 2017/20 in
respect of an employer’s surplus or deficit
For any employer, the total contributions they are actually required to pay in any one
year is the sum of the Primary and Secondary rates (subject to an overall minimum of
zero). Both elements are subject to further review from April 2020 based on the results
of the 2019 actuarial valuation.

•

Where increases (or decreases) in employer contributions are required from 1 April 2017,
following completion of the 2016 actuarial valuation, at the sole discretion of the
Administering Authority the increase (or decrease) from the rates of contribution payable in
the year 2017/18 may be implemented in steps, over a maximum period of 3 years.

•
• For certain employers, subject to the agreement of the administering authority, the option to
prepay Primary rate contributions may be made available. This option would be on the
proviso that a “top-up” payment would be made by the employer prior to the end of the
prepayment period in order to ensure that no underpayment emerges versus the minimum
required by the valuation certificate.
•

On the cessation of an employer’s participation in the Fund, in accordance with the
Regulations, the Fund Actuary will be asked to make a termination assessment. Any deficit
in the Fund in respect of the employer will be due to the Fund as a termination contribution,
unless it is agreed by the Administering Authority and the other parties involved that the
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assets and liabilities relating to the employer will transfer within the Fund to another
participating employer. The termination policy is set out in Appendix C.

•

In all cases the Administering Authority reserves the right to apply a different approach at
its sole discretion, taking into account the risk associated with an employer in proportion to
the Fund as a whole. Any employer affected will be notified separately.

FUNDING FOR NON-ILL HEALTH EARLY RETIREMENT COSTS
Unless allowance is built into the Employers contribution rate, Employers are required to meet all
costs of early retirement strain by immediate capital payments into the Fund, or in certain
circumstances by agreement with the Fund, through instalments over a period not exceeding 3
years or if less the remaining period of the body’s membership of the Fund.
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6
L I N K T O I NV E S T M E NT P O L I CY A N D T H E
INVESTMENT STRATEGY STATEMENT (ISS)
The results of the 2016 valuation show the liabilities to be 94% covered by the current assets, with
the funding deficit of 6% being covered by future deficit contributions.
In assessing the value of the Fund’s liabilities in the valuation, allowance has been made for
growth asset out-performance as described below, taking into account the investment strategy
adopted by the Fund, as set out in the ISS.
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
represents the “minimum risk” investment position which would deliver a very high certainty of real
returns above assumed CPI inflation. Such a portfolio would consist of a mixture of long-term
index-linked, fixed interest gilts and possible swaps.
Investment of the Fund’s assets in line with this portfolio would minimise fluctuations in the Fund’s
funding position between successive actuarial valuations.
If, at the valuation date, the Fund had been invested in this portfolio, then in carrying out this
valuation it would not be appropriate to make any allowance for growth assets out-performance or
any adjustment to market implied inflation assumption due to supply/demand distortions in the
bond markets. This would result in a real return versus CPI inflation of nil per annum at the
valuation date. On this basis of assessment, the assessed value of the Fund’s liabilities at the
valuation would have been significantly higher, resulting in a funding level of 64%.
Departure from a minimum risk investment strategy, in particular to include growth assets such as
equities, gives a better prospect that the assets will, over time, deliver returns in excess of CPI
inflation and reduce the contribution requirements. The target solvency position of having sufficient
assets to meet the Fund’s pension obligations might in practice therefore be achieved by a range
of combinations of funding plan, investment strategy and investment performance.
The current strategy is:

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
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As documented in the ISS, the investment strategy and return expectations set out above equate
to an overall best estimate average expected return of 3.7% per annum in excess of CPI inflation.
For the purposes of setting funding strategy however, the Administering Authority believes that it is
appropriate to take a margin for prudence on these return expectations.
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7
I D E N T I FI C A T I O N O F R IS K S A N D CO U N T E R MEASURES
The funding of defined benefits is by its nature uncertain. Funding of the Fund is based on both
financial and demographic assumptions. These assumptions are specified in the actuarial valuation
report. When actual experience is not in line with the assumptions adopted a surplus or shortfall
will emerge at the next actuarial assessment and will require a subsequent contribution adjustment
to bring the funding back into line with the target.
The Administering Authority has been advised by the Fund Actuary that the greatest risk to the
funding level is the investment risk inherent in the predominantly equity based strategy, so that
actual asset out-performance between successive valuations could diverge significantly from that
assumed in the long term. The Actuary’s formal valuation report includes quantification of some of
the major risk factors.
FINANCIAL
The financial risks are as follows:•

Investment markets fail to perform in line with expectations

•

Market outlook moves 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

•

Pay and price inflation significantly more or less than anticipated

•

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

Any increase in employer contribution rates (as a result of these risks) may in turn impact on the
service delivery of that employer and their financial position.
In practice the extent to which these risks can be reduced is limited. However, the Fund’s asset
allocation is kept under constant review and the performance of the investment managers is
regularly monitored.

DEMOGRAPHIC
The demographic risks are as follows:•

Longevity horizon continues to expand

•

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

•

Unanticipated acceleration of the maturing of the Fund resulting in materially negative
cashflows and shortening of liability durations

•

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

Increasing longevity is something which government policies, both national and local, are designed
to promote. It does, however, result in a greater liability for pension funds.
17
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Whilst regulatory procedures are in place to ensure that ill-health retirements are properly
controlled, employing bodies also need to recognise that unforeseen costs for them will arise in the
event that the number of ill-health retirements were to exceed the assumptions made. Early
retirements for reasons of redundancy and efficiency do not affect the solvency of the Fund
because they are the subject of a direct charge.
With regards to increasing maturity (e.g. due to further cuts in workforce and/or restrictions on new
employees accessing the Fund), the Administering Authority regularly monitors the Fund’s
cashflow requirements and considers the impact on the investment strategy.
INSURANCE OF CERTAIN BENEFITS
The contributions for any employer may be varied as agreed by the Actuary and Administering
Authority to reflect any changes in contribution requirements as a result of any benefit costs being
insured with a third party or internally within the Fund.
REGULATORY
The key regulatory risks are as follows:•

Changes to Regulations, e.g. changes to the benefits package, retirement age, potential new
entrants to Fund,

•

Changes to national pension requirements and/or HMRC Rules

Membership of the LGPS is open to all local government staff and should be encouraged as a
valuable part of the contract of employment. However, increasing membership does result in
higher employer monetary costs.
GOVERNANCE
The Fund has done as much as it believes it reasonably can to enable employing bodies and Fund
members (via their representatives on the Local Pension Board) to make their views known to the
Fund and to participate in the decision-making process.
Governance risks are as follows:• The quality of membership data deteriorates materially due to breakdown in processes for
updating the information resulting in liabilities being under or overstated
• Administering Authority unaware of structural changes in employer’s membership (e.g. large fall
in employee numbers, large number of retirements) with the result that contribution rates are set
at too low a level
• Administering Authority not advised of an employer closing to new entrants, something which
would normally require an increase in contribution rates
• An employer ceasing to exist with insufficient funding or adequacy of a bond
• Changes in the Committee membership.
For these risks to be minimised much depends on information being supplied to the Administering
Authority by the employing bodies. Arrangements are strictly controlled and monitored, but in most
cases the employer, rather than the Fund as a whole, bears the risk.
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8
M O N IT O R I NG A N D RE V I EW
The Administering Authority has taken advice from the actuary in preparing this Statement, and
has consulted with the employers participating in the Fund.
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 the current economic
conditions and will also reflect any legislative changes.
The Administering Authority will monitor the progress of the funding strategy between full actuarial
valuations. If considered appropriate, the funding strategy will be reviewed (other than as part of
the 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
• have been significant changes to the Fund membership, or LGPS benefits
• have been changes to the circumstances of any of the employing authorities to such an extent
that they impact on or warrant a change in the funding strategy
• have been any significant special contributions paid into the Fund.
When monitoring the funding strategy, if the Administering Authority considers that any action is
required, the relevant employing authorities will be contacted. In the case of admitted bodies, there
is statutory provision for rates to be amended between valuations but it is unlikely that this power
will be invoked other than in exceptional circumstances.
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APPENDIX A –
A C T U A RI A L M ET H O D AN D A S S UM PT I O N S
METHOD
The actuarial method to be used in the calculation of the solvency funding target is the Projected
Unit method, under which the salary increases assumed for each member are projected until that
member is assumed to leave active service by death, retirement or withdrawal from service. This
method implicitly allows for new entrants to the Fund on the basis that the overall age profile of the
active membership will remain stable. As a result, for those employers which are closed to new
entrants, alternative methods are adopted, which make advance allowance for the anticipated
future ageing and decline of the current closed membership group potentially over the period of the
rates and adjustments certificate.
FINANCIAL ASSUMPTIONS – SOLVENCY FUNDING TARGET
Investment return (discount rate)
The discount rate has been derived based on the expected return on the Fund assets based on the
long term strategy set out in the Investment Strategy Statement (ISS). It includes appropriate
margins for prudence. When assessing the appropriate discount rate consideration has been
given to the returns in excess of CPI inflation (as derived below). The discount rate at the valuation
has been derived based on an assumed return of 2.2% per annum above CPI inflation, i.e. a total
discount rate of 4.4% per annum. This real return will be reviewed from time to time based on the
investment strategy, market outlook and the Fund’s overall risk metrics.
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 Fund’s accrued liabilities, but subject to an
adjustment 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.
Salary increases
In relation to benefits earned prior to 1 April 2014, 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 to the long term salary increase assumption allowance has been made for expected short
term pay restraint for some employers as budgeted in their financial plan. For example for public
sector employers this results in a total salary increase of 1.0% per annum to 2019/20 in line with
Government policy.

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
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the CPI (e.g. some Guaranteed Minimum Pensions where the LGPS is not currently required to
provide full indexation).
DEMOGRAPHIC ASSUMPTIONS
Mortality/Life Expectancy
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. The mortality tables used are set out
below, with a loading reflecting LGPS 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.
Other Demographics
Following an analysis of Fund experience carried out by the Actuary, the proportions married/civil
partnership assumption has been modified from the last valuation. No allowance will be made for
the future take-up of the 50:50 option. Where any member has actually opted for the 50:50
scheme, this will be allowed for in the assessment of the rate for the next 3 years. Other
assumptions are as per the last valuation.
Expenses
Expenses are met out the Fund, 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 Fund will be subject to additional contributions from the employer as required by the
Regulations as and when the event occurs. As a result, no allowance for such discretionary
benefits has been made in the valuation
METHOD AND ASSUMPTIONS USED IN CALCULATING THE COST OF
FUTURE ACCRUAL (OR PRIMARY RATE)
The future service liabilities are calculated using the same assumptions as the funding target
except that a different financial assumption for the discount rate is used. A critical aspect here is
21
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that the Regulations state the desirability of keeping the “Primary Rate” (which is the future service
rate) as stable as possible so this needs to be taken into account when setting the assumptions.
As future service contributions are paid in respect of benefits built up in the future, the Primary
Rate should take account of the market conditions applying at future dates, not just the date of the
valuation and a slightly higher expected return from the investment strategy has been assumed. In
addition the future liabilities for which these contributions will be paid have a longer average
duration than the past service liabilities as they relate to active members only.
The financial assumptions in relation to future service (i.e. the normal cost) are based on an overall
assumed real discount rate of 2.75% per annum above the long term average assumption for
consumer price inflation of 2.2% per annum.
EMPLOYER ASSET SHARES
The Fund is a multi-employer pension Fund that is not formally unitised and so individual employer
asset shares are calculated at each actuarial valuation. This means it is necessary to make some
approximations in the timing of cashflows and allocation of investment returns when deriving the
employer asset share.
In attributing the overall investment performance obtained on the assets of the Fund to each
employer a pro-rata principle is adopted. This approach is effectively one of applying a notional
individual employer investment strategy identical to that adopted for the Fund as a whole unless
agreed otherwise between the employer and the Fund at the sole discretion of the Administering
Authority.
At each review, cashflows into and out of the Fund relating to each employer, any movement of
members between employers within the Fund, along with investment return earned on the asset
share, are allowed for when calculating asset shares at each valuation.
Other adjustments are also made on account of the funding positions of orphan bodies which fall to
be met by all other active employers in the Fund. In addition, the asset share may be restated for
changes in data or other policies.
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SUMMARY OF KEY W HOLE FUND ASSUMPTIONS USED FOR
CALCULATING FUNDING TARGET AND COST OF FUTURE ACCRUAL (THE
“PRIMARY RATE”) FOR THE 2016 ACTUARIAL VALUATION

Long-term yields
Market implied RPI inflation
Solvency 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/Discount Rate
CPI price inflation
Long Term Salary increases
Pension increases/indexation of CARE
benefits

3.2% p.a.

4.4% p.a.
2.2% p.a.
3.7% p.a.
2.2% p.a.

4.95% p.a.
2.2% p.a.
3.7% p.a.
2.2% p.a.

Life expectancy assumptions
The post retirement mortality tables adopted for this valuation, along with sample life expectancies,
are set out below:
Current Status

Retirement Type

2016 study
95% S2PMA_CMI_2015[1.5%] /

Normal Health

85% S2PFA_CMI_2015[1.5%]
Annuitant

119% S2PMA_CMI_2015[1.5%] /

Dependant

98% S2DFA_CMI_2015[1.5%]
95% S2PMA_CMI_2015[1.5%] + 3 yrs /

Ill Health

85% S2PFA_CMI_2015[1.5%] + 3 yrs
95% S2PMA_CMI_2015[1.5%] /
Normal Health
85% S2PFA_CMI_2015[1.5%]

Active

95% S2PMA_CMI_2015[1.5%] + 4 yrs /

Ill Health

85% S2PFA_CMI_2015[1.5%] + 4 yrs
Deferred

95% S2PMA_CMI_2015[1.5%] /

All

85% S2PFA_CMI_2015[1.5%]

Other demographic assumptions are set out in the Actuary’s formal report.
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APPENDIX B –
E M P L O Y E R D E F I CI T R E C O V E RY P L A N S
As the assets of the Fund are less than the liabilities at the effective date, a deficit recovery plan
needs to be adopted such that additional contributions are paid into the Fund to meet the shortfall.
Deficit contributions paid to the Fund by each employer will be expressed as £s amounts and it is
the Fund’s objective that any funding deficit is eliminated as quickly as the participating employers
can reasonably afford based on the Administering Authority’s view of the employer’s covenant and
risk to the Fund.
Recovery periods will be set by the Fund on a consistent basis across employer categories where
possible and communicated as part of the discussions with employers. This will determine the
minimum contribution requirement and employers will be free to select any shorter deficit recovery
period and higher contributions if they wish, including the option of prepaying the deficit
contributions in one lump sum either on annual basis or a one-off payment. This will be reflected in
the monetary amount requested via a reduction in overall £ deficit contributions payable.
The determination of the recovery periods is summarised in the table below:
Category

Fund Employers

Open Admitted Bodies

Closed Employers

Employers with a limited participation
in the Fund

Default Deficit Recovery
Period

Derivation

11 years

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

11 years

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

Lower of 11 years and the future
working lifetime of the membership

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

Determined on a case by case basis

Length of expected period of
participation in the Fund

In determining the actual recovery period to apply for any particular employer or employer
grouping, the Administering Authority may take into account some or all of the following factors:
•
•
•

The size of the funding shortfall;
The business plans of the employer;
The assessment of the financial covenant of the Employer, and security of future income
streams;
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Any contingent security available to the Fund or offered by the Employer such as guarantor
or bond arrangements, charge over assets, etc.

The objective is to recover any deficit over a reasonable timeframe, and this will be periodically
reviewed. Subject to affordability considerations a key principle will be to maintain the deficit
contributions at the expected monetary levels from the preceding valuation (allowing for any
indexation in these monetary payments over the recovery period).
Other factors affecting the Employer Deficit Recovery Plans
As part of the process of agreeing funding plans with individual employers and managing risk in the
intervaluation period, the Administering Authority will consider the use of contingent assets and
other tools such as bonds or guarantees that could assist employing bodies in managing the cost
of their liabilities or could provide the Fund with greater security against outstanding liabilities. All
other things equal this could result in a longer recovery period being acceptable to the
Administering Authority, although employers will still be expected to at least cover expected
interest costs on the deficit.
It is acknowledged by the Administering Authority that, whilst posing a relatively low risk to the
Fund as a whole, a number of smaller employers may be faced with significant contribution
increases that could seriously affect their ability to function in the future. The Administering
Authority therefore may in some cases be willing to use its discretion to accept an evidence based
affordable level of contributions for such organisations for the three years 2017/2020. Any
application of this option is at the ultimate discretion of the Fund officers and Section 151 officer in
order to effectively manage risk across the Fund. It will only be considered after the provision of the
appropriate evidence as part of the covenant assessment and also the appropriate professional
advice.
For those bodies identified as having a weaker covenant, the Administering Authority will need to
balance the level of risk plus the solvency requirements of the Fund with the sustainability of the
organisation when agreeing funding plans. As a minimum, the annual deficit payment must meet
the on-going interest costs to ensure, everything else being equal, that the deficit does not
increase in monetary terms.
Notwithstanding the above, the Administering Authority, in consultation with the actuary, has also
had to consider whether any exceptional arrangements should apply in particular cases.
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APPENDIX C –
A D M I S SI O N A N D T E R M I N AT I O N PO L I C Y
This document details the London Borough of Bexley Pension Fund’s (LBBPF) policy on the
methodology for assessment of ongoing contribution requirements and termination payments in the
event of the cessation of an employer’s participation in the Fund. This document also covers
LBBPF’s policy on admissions into the Fund and sets out the considerations for current and former
admission bodies. It supplements the general policy of the Fund as set out in the Funding Strategy
Statement (FSS).
•

Admission bodies are required to have an “admission agreement” with the Fund. In
conjunction with the Regulations, the admission agreement sets out the conditions of
participation of the admission body including which employees (or categories of employees)
are eligible to be members of the Fund.

•

Scheme Employers have a statutory right to participate in the LGPS and their staff
therefore can become members of the LGPS at any time, although some organisations
(Part 2 Scheme Employers) do need to designate eligibility for its staff.

A list of all current employing bodies participating in the LBBPF is kept as a live document and will
be updated by the Administering Authority as bodies are admitted to, or leave the LBBPF.
Please see the glossary for an explanation of the terms used throughout this Appendix.
ENTRY TO THE FUND
Prior to admission to the Fund, an Admitted Body is required to carry out an assessment of the
level of risk on premature termination of the contract to the satisfaction of the Administering
Authority. If the risk assessment and/or bond amount is not to the satisfaction of the Administering
Authority (as required under the LGPS Regulations) it will consider and determine whether the
admission body must pre-fund for termination with contribution requirements assessed using the
minimum risk methodology and assumptions.
Some aspects that the Administering Authority may consider when deciding whether to apply a
minimum risk methodology are:
•

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

•

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

•

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

In order to protect other Fund employers, where it has been considered undesirable to provide a
bond, a guarantee must be sought in line with the LGPS Regulations.
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ADMITTED BODIES PROVIDING A SERVICE
Generally Admitted Bodies providing a service will have a guarantor within the Fund that will stand
behind the liabilities. Accordingly, in general, the minimum risk approach to funding and termination
will not apply for these bodies.
As above, the Admitted Body is required to carry out an assessment of the level of risk on
premature termination of the contract to the satisfaction of the Administering Authority. This
assessment would normally be based on advice in the form of a “risk assessment report” provided
by the actuary to the LBBPF. As the Scheme Employer is effectively the ultimate guarantor for
these admissions to the LBBPF it must also be satisfied (along with the Administering Authority)
over the level (if any) of any bond requirement. Where bond agreements are to the satisfaction of
the Administering Authority, the level of the bond amount will be subject to review on a regular
basis.
In the absence of any other specific agreement between the parties, deficit recovery periods for
Admitted Bodies will be set in line with the Fund’s general policy as set out in the FSS.
Any risk sharing arrangements agreed between the Scheme Employer and the Admitted Body will
be documented in the commercial agreement between the two parties and not the admission
agreement.
In the event of termination of the Admitted Body, any orphan liabilities in the Fund will be
subsumed by the relevant Scheme Employer.
An exception to the above policy applies if the guarantor is not a participating employer within the
LBBPF, including if the guarantor is a participating employer within another LGPS Fund. In order to
protect other employers within the LBBPF the Administering Authority may in this case treat the
admission body as pre-funding for termination, with contribution requirements assessed using the
minimum risk methodology and assumptions
PRE-FUNDING FOR TERMINATION
An employing body may choose to pre-fund for termination i.e. to amend their funding approach to
a minimum risk methodology and assumptions. This will substantially reduce the risk of an
uncertain and potentially large debt being due to the Fund at termination. However, it is also likely
to give rise to a substantial increase in contribution requirements, when assessed on the minimum
risk basis.
For any employing bodies funding on such a minimum risk strategy a notional investment strategy
will be assumed as a match to the liabilities. In particular the employing body’s notional asset share
of the Fund will be credited with an investment return in line with the minimum risk funding
assumptions adopted rather than the actual investment return generated by the actual asset
portfolio of the entire Fund. The Fund reserves the right to modify this approach in any case where
it might materially affect the finances of the Scheme, or depending on any case specific
circumstances.
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EXITING THE FUND
TERMINATION OF AN EMPLOYER’S PARTICIPATION
When an employing body terminates for any reason, employees may transfer to another employer,
either within the Fund or elsewhere. If this is not the case the employees will retain pension rights
within the Fund i.e. either deferred benefits or immediate retirement benefits.
In addition to any liabilities for current employees the Fund will also retain liability for payment of
benefits to former employees, i.e. to existing deferred and pensioner members except where there
is a complete transfer of responsibility to another Fund with a different Administering Authority.
In the event that unfunded liabilities arise that cannot be recovered from the employing body, these
will normally fall to be met by the Fund as a whole (i.e. all employers) unless there is a guarantor or
successor body within the Fund.
The LBBPF’s policy is that a termination assessment will be made based on a minimum risk
funding basis, unless the employing body has a guarantor within the Fund or a successor body
exists to take over the employing body’s liabilities (including those for former employees). This is to
protect the other employers in the Fund as, at termination, the employing body’s liabilities will
become orphan liabilities within the Fund, and there will be no recourse to it if a shortfall emerges
in the future (after participation has terminated).
If, instead, the employing body has a guarantor within the Fund or a successor body exists to take
over the employing body’s liabilities, the LBBPF’s policy is that the valuation funding basis will be
used for the termination assessment unless the guarantor informs the LBBPF otherwise. The
guarantor or successor body will then, following any termination payment made, subsume the
assets and liabilities of the employing body within the Fund. (For Admission Bodies, this process is
sometimes known as the “novation” of the admission agreement.) This may, if agreed by the
successor body, constitute a complete amalgamation of assets and liabilities to the successor
body, including any funding deficit on closure. In these circumstances no termination payment will
be required from the outgoing employing body itself, as the deficit would be recovered via the
successor body’s own deficit recovery plan.
It is possible under certain circumstances that an employer can apply to transfer all assets and
current and former members’ benefits to another LGPS Fund in England and Wales. In these
cases no termination assessment is required as there will no longer be any orphan liabilities in the
LBBPF. Therefore, a separate assessment of the assets to be transferred will be required.
FUTURE TERMINATIONS
In many cases, termination of an employer’s participation is an event that can be foreseen, for
example, because the organisation’s operations may be planned to be discontinued and/or the
admission agreement is due to cease. Under the Regulations, in the event of the Administering
Authority becoming aware of such circumstances, it can amend an employer’s minimum
contributions such that the value of the assets of the employing body is neither materially more nor
materially less than its anticipated liabilities at the date it appears to the Administering Authority
that it will cease to be a participating employer. In this case, employing bodies are encouraged to
open a dialogue with the Fund to commence planning for the termination as early as possible.
Where termination is disclosed in advance the Fund will operate procedures to reduce the sizeable
volatility risks to the debt amount in the run up to actual termination of participation. The Fund will
modify the employing body’s approach in any case, where it might materially affect the finances of
the Scheme, or depending on any case specific circumstances.
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The Fund’s standard policy is to recover termination deficits (including interest and expenses) as a
one off payment. However, at the discretion of the Administering Authority, the deficit can be
recovered over an agreed period as certified by the Actuary. This period will depend on the
Administering Authority’s view on the covenant of the outgoing employer.

MINIMUM RISK TERMINATION BASIS
The minimum risk financial assumptions that applied at the actuarial valuation date (31 March
2016) are set out below in relation to any liability remaining in the Fund. These will be updated on
a case-by-case basis, with reference to prevailing market conditions at the relevant employing
body’s cessation date.

Least risk assumptions

31 March 2016

Discount Rate
CPI price inflation
Pension increases/indexation of CARE benefits

2.2% p.a.
2.2% p.a.
2.2% p.a.

All demographic assumptions will be the same as those adopted for the 2016 actuarial valuation,
except in relation to the life expectancy assumption. Given the minimum risk financial assumptions
do not protect against future adverse demographic experience a higher level of prudence will be
adopted in the life expectancy assumption.
The termination basis for an outgoing employer will include an adjustment to the assumption for
longevity improvements over time by increasing the rate of improvement in mortality rates to 2%
p.a. from 1.5% used in the 2016 valuation for ongoing funding and contribution purposes.
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APPENDIX D –
C O V E N A N T A S S E S S M EN T A N D M O N I T O R I N G
P O L I CY
An employer’s covenant underpins its legal obligation and ability to meet its financial
responsibilities now and in the future. The strength of covenant depends upon the robustness of
the legal agreements in place and the likelihood that the employer can meet them. The covenant
effectively underwrites the risks to which the Fund is exposed, including underfunding, longevity,
investment and market forces.
An assessment of employer covenant focuses on determining the following:
>
>
>
>
>
>

Type of body and its origins
Nature and enforceability of legal agreements
Whether there is a bond in place and the level of the bond
Whether a more accelerated recovery plan should be enforced
Whether there is an option to call in contingent assets
Is there a need for monitoring of ongoing and termination funding ahead of the next
actuarial valuation?

The strength of employer covenant can be subject to substantial variation over relatively short
periods of time and, as such, regular monitoring and assessment is vital.
RISK CRITERIA
The assessment criteria upon which an employer should be reviewed could include:
•
•
•
•
•
•
•

Nature and prospects of the employer’s industry
Employer’s competitive position and relative size
Management ability and track record
Financial policy of the employer
Profitability, cashflow and financial flexibility
Employer’s credit rating
Position of the economy as a whole

Not all of the above would be applicable to assessing employer risk within the Fund; rather a
proportionate approach to consideration of the above criteria would be made, with further
consideration given to the following:
• The scale of obligations to the pension scheme relative to the size of the employer’s operating
cashflow
• The relative priority placed on the pension scheme compared to corporate finances
• An estimate of the amount which might be available to the scheme on insolvency of the
employer as well as the likelihood of that eventuality.
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ASSESSING EMPLOYER COVENANT
The employer covenant will be assessed objectively and its ability to meet their obligations will be
viewed in the context of the Fund’s exposure to risk and volatility based on publically available
information and/or information provided by the employer. The monitoring of covenant strength
along with the funding position (including on the termination basis) enables the Fund to anticipate
and pre-empt employer funding issues and thus adopt a proactive approach. In order to
objectively monitor the strength of an employer’s covenant, adjacent to the risk posed to the Fund,
a number of fundamental financial metrics will be reviewed to develop an overview of the
employer’s stability and a rating score will be applied using a Red/Amber/Greed (RAG) rating
structure.
In order to accurately monitor employer covenant, it will be necessary for research to be carried out
into employers’ backgrounds and, in addition, for those employers to be contacted to gather as
much information as possible. Focus will be placed on the regular monitoring of employers with a
proactive rather than reactive view to mitigating risk.
The covenant assessment will be combined with the funding position to derive an overall risk
score. Action will be taken if these metrics meet certain triggers based on funding level, covenant
rating and the overall risk score
FREQUENCY OF MONITORING
The funding position and contribution rate for each employer participating in the Fund will be
reviewed as a matter of course with each triennial actuarial valuation. However, it is important that
the relative financial strength of employers is reviewed regularly to allow for a thorough
assessment of the financial metrics. The funding position will be monitored (including on the
termination basis) using an online system provided to officers by the Fund Actuary.
Employers subject to a more detailed review, where a risk criterion is triggered, will be reviewed at
least every six months, but more realistically with a quarterly focus.
COVENANT RISK MANAGEMENT
The focus of the Fund’s risk management is the identification and treatment of the risks and it will
be a continuous and evolving process which runs throughout the Fund’s strategy. Mechanisms
that will be explored with certain employers, as necessary, will include but are not limited to the
following:
1.
2.
3.
4.
5.

Parental Guarantee and/or Indemnifying Bond
Transfer to a more prudent actuarial basis (e.g. the termination basis)
Shortened recovery periods and increased cash contributions
Managed exit strategies
Contingent assets and/or other security such as escrow accounts.

APPENDIX E –
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GLOSSARY
Actuarial Valuation: an investigation by an actuary into the ability of the Fund to meet its
liabilities. For the LGPS the Fund Actuary will assess the funding level of each participating
employer and agree contribution rates with the administering authority to fund the cost of new
benefits and make good any existing deficits as set out in the separate Funding Strategy
Statement. The asset value is based on market values at the valuation date.
Administering Authority: the council with a statutory responsibility for running the Fund and that
is responsible for all aspects of its management and operation.
Admission bodies: A specific type of employer under the Local Government Pension Scheme
(the “LGPS”) who do not automatically qualify for participation in the Fund but are allowed to join if
they satisfy the relevant criteria set out in the Regulations.
Benchmark: a measure against which fund performance is to be judged.
Best Estimate Assumption: an assumption where the outcome has a 50/50 chance of being
achieved.
Bonds: loans made to an issuer (often a government or a company) which undertakes to repay
the loan at an agreed later date. The term refers generically to corporate bonds or government
bonds (gilts).
Career Average Revalued Earnings Scheme (CARE): with effect from 1 April 2014, benefits
accrued by members in the LGPS take the form of CARE benefits. Every year members will accrue
a pension benefit equivalent to 1/49th of their pensionable pay in that year. Each annual pension
accrued receives inflationary increases (in line with the annual change in the Consumer Prices
Index) over the period to retirement.
CPI: acronym standing for “Consumer Prices Index”. CPI is a measure of inflation with a basket of
goods that is assessed on an annual basis. The reference goods and services differ from those of
RPI. These goods are expected to provide lower, less volatile inflation increases. Pension
increases in the LGPS are linked to the annual change in CPI.
Covenant: the assessed financial strength of the employer. A strong covenant indicates a greater
ability (and willingness) to pay for pension obligations in the long run. A weaker covenant means
that it appears that the employer may have difficulties meeting its pension obligations in full over
the longer term or affordability constraints in the short term.
Deficit: the extent to which the value of the Fund’s past service liabilities exceeds the value of the
Fund’s assets. This relates to assets and liabilities built up to date, and ignores the future build-up
of pension (which in effect is assumed to be met by future contributions).
Deficit recovery period: the target length of time over which the current deficit is intended to be
paid off. A shorter period will give rise to a higher annual contribution, and vice versa.
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Discount Rate: the rate of interest used to convert a cash amount e.g. future benefit payments
occurring in the future to a present value.
Employer's Future Service Contribution Rate: the contribution rate payable by an employer,
expressed as a % of pensionable pay, as being sufficient to meet the cost of new benefits being
accrued by active members in the future. The cost will be net of employee contributions and will
include an allowance for the expected level of administrative expenses.
Employing bodies: any organisation that participates in the LGPS, including admission bodies
and Fund employers.
Equities: shares in a company which are bought and sold on a stock exchange.
Fund / Scheme Employers: employers that have the statutory right to participate in the LGPS.
These organisations (set out in Part 1 of Schedule 2 of the 2013 Regulations) would not need to
designate eligibility, unlike the Part 2 Fund Employers.
Funding or solvency Level: the ratio of the value of the Fund’s assets and the value of the
Fund’s liabilities expressed as a percentage.
Funding Strategy Statement: this is a key governance document that outlines how the
administering authority will manage employer’s contributions and risks to the Fund.
Government Actuary's Department (GAD): the GAD is responsible for providing actuarial advice
to public sector clients. GAD is a non-ministerial department of HM Treasury.
Guarantee / guarantor: a formal promise by a third party (the guarantor) that it will meet any
pension obligations not met by a specified employer. The presence of a guarantor will mean, for
instance, that the Fund can consider the employer’s covenant to be as strong as its guarantor’s.
Investment Strategy: the long-term distribution of assets among various asset classes that takes
into account the Funds objectives and attitude to risk.
Letting employer: an employer that outsources part of its services/workforce to another employer,
usually a contractor. The contractor will pay towards the LGPS benefits accrued by the transferring
members, but ultimately the obligation to pay for these benefits will revert to the letting employer.
Liabilities: the actuarially calculated present value of all benefit entitlements i.e. Fund cashflows of
all members of the Fund, built up to date or in the future. The liabilities in relation to the benefit
entitlements earned up to the valuation date are compared with the present market value of Fund
assets to derive the deficit and funding/solvency level. Liabilities can be assessed on different set
of actuarial assumptions depending on the purpose of the valuation.
LGPS: the Local Government Pension Scheme, a public sector pension arrangement put in place
via Government Regulations, for workers in local government. These Regulations also dictate
eligibility (particularly for Scheduled Bodies), members’ contribution rates, benefit calculations and
certain governance requirements.
Maturity: a general term to describe a Fund (or an employer’s position within a Fund) where the
members are closer to retirement (or more of them already retired) and the investment time
33
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horizon is shorter. This has implications for investment strategy and, consequently, funding
strategy.
Members: The individuals who have built up (and may still be building up) entitlement in the Fund.
They are divided into actives (current employee members), deferreds (ex-employees who have not
yet retired) and pensioners (ex-employees who have now retired, and dependants of deceased exemployees).
Minimum risk basis: an approach where the discount rate used to assess the liabilities is
determined based on the market yields of Government bond investments based on the appropriate
duration of the liabilities being assessed. This is usually adopted when an employer is exiting the
Fund.
Orphan liabilities: liabilities in the Fund for which there is no sponsoring employer within the
Fund. Ultimately orphan liabilities must be underwritten by all other employers in the Fund.
Percentiles: relative ranking (in hundredths) of a particular range. For example, in terms of
expected returns a percentile ranking of 75 indicates that in 25% of cases, the return achieved
would be greater than the figure, and in 75% cases the return would be lower.
Phasing/stepping of contributions: when there is an increase/decrease in an employer’s long
term contribution requirements, the increase in contributions can be gradually stepped or phased in
over an agreed period. The phasing/stepping can be in equal steps or on a bespoke basis for each
employer.
Pooling: employers may be grouped together for the purpose of calculating contribution rates, (i.e.
a single contribution rate applicable to all employers in the pool). A pool may still require each
individual employer to ultimately pay for its own share of deficit, or (if formally agreed) it may allow
deficits to be passed from one employer to another.
Prepayment: the payment by employers of contributions to the Fund earlier than that certified by
the Actuary. The amount paid will be reduced in monetary terms compared to the certified amount
to reflect the early payment.
Present Value: the value of projected benefit payments, discounted back to the valuation date.
Profile: the profile of an employer’s membership or liability reflects various measurements of that
employer’s members, i.e. current and former employees. This includes: the proportions which are
active, deferred or pensioner; the average ages of each category; the varying salary or pension
levels; the lengths of service of active members vs their salary levels, etc.
Prudent Assumption: an assumption where the outcome has a greater than 50/50 chance of
being achieved i.e. the outcome is more likely to be overstated than understated. Legislation and
Guidance requires the assumptions adopted for an actuarial valuation to be prudent.
Rates and Adjustments Certificate: a formal document required by the LGPS Regulations, which
must be updated at least every three years at the conclusion of the formal valuation. This is
completed by the actuary and confirms the contributions to be paid by each employer (or pool of
employers) in the Fund for the three year period until the next valuation is completed.
34
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Real Return or Real Discount Rate: a rate of return or discount rate net of (CPI) inflation.
Recovery Plan: a strategy by which an employer will make up a funding deficit over a specified
period of time (“the recovery period”), as set out in the Funding Strategy Statement.
Scheduled bodies: types of employer explicitly defined in the LGPS Regulations, whose
employers must be offered membership of their local LGPS Fund. These include Councils,
colleges, universities, police and fire authorities etc, other than employees who have entitlement to
a different public sector pension scheme (e.g. teachers, police and fire officers, university
lecturers).
Section 13 Valuation: in accordance with Section 13 of the Public Service Pensions Act 2014, the
Government Actuary’s Department (GAD) have been commissioned to advise the Department for
Communities and Local Government (DCLG) in connection with reviewing the 2016 LGPS
actuarial valuations. All LGPS Funds therefore will be assessed on a standardised set of
assumptions as part of this process.
Solvency Funding Target: an assessment of the present value of benefits to be paid in the future.
The desired funding target is to achieve a solvency level of a 100% i.e. assets equal to the accrued
liabilities at the valuation date assessed on the ongoing concern basis.
Valuation funding basis: the financial and demographic assumptions used to determine the
employer’s contribution requirements. The relevant discount rate used for valuing the present
value of liabilities is consistent with an expected rate of return of the Fund’s investments. This
includes an expected out-performance over gilts in the long-term from other asset classes, held by
the Fund.
50/50 Scheme: in the LGPS, active members are given the option of accruing a lower personal
benefit in the 50/50 Scheme, in return for paying a lower level of contribution.
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1. Introduction
1.1.

This is the Investment Strategy Statement (ISS) of the London Borough of
Bexley Pension Fund adopted by Bexley Council (the Council) in its capacity
as Administering Authority ("the authority") of the Local Government Pension
Scheme. In this capacity the Council has responsibility to ensure the proper
management of the Fund.

1.2.

The Council has delegated to its Pensions Committee (“the Committee”) “all
the powers and duties of the Council in relation to its functions as
Administering Authority …….. save for those matters delegated to other
committees of the Council or to an officer.”

1.3.

The ISS has been prepared by the Committee having taken appropriate
advice. It meets the requirements of Regulation 7 of The Local Government
Pension Scheme (Management and Investment of Funds) Regulations 2016
(the Regulations).

1.4.

The ISS, which was approved by the Committee on 8 March 2017, is subject
to periodic review at least every three years and without delay after any
significant change in investment policy. The Committee has consulted on the
contents of the Strategy with each of its employers and the Pension Board.
The ISS should be read in conjunction with the Fund’s Funding Strategy
Statement.

2. Statutory Background
2.1.

Regulation 7(1) requires an administering authority to formulate an
investment strategy which must be in accordance with guidance issued by
the Secretary of State.

2.2.

The ISS required by Regulation 7 must include:
a) A requirement to invest money in a wide variety of investments;
b) The authority’s assessment of the suitability of particular investments
and types of investments;
c) The authority’s approach to risk, including the ways in which risks are to
be measured and managed;
d) The authority’s approach to pooling investments, including the use of
collective investment vehicles and shared services;
e) The authority’s policy on how social, environmental or corporate
governance considerations are taken into account in the selection, nonselection, retention and realisation of investments; and
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f) The authority’s policy on the exercise of rights (including voting rights)
attaching to investments.
2.3.

The ISS must also set out the maximum percentage of the total value of all
investments of fund money that it will invest in particular investments or
classes of investment.

3. Directions by the Secretary of State
3.1.

Regulation 8 enables the Secretary of State to issue a Direction if he is
satisfied that an administering authority is failing to act in accordance with
guidance issued by the Department of Communities and Local Government.

3.2.

The Secretary of State’s power of intervention does not interfere with the
duty of elected members under general public law principles to make
investment decisions in the best long-term interest of scheme beneficiaries
and taxpayers.

3.3.

The power of Direction can be used in all or any of the following ways:
a) To require an administering authority to make changes to its investment
strategy in a given timescale;
b) To require an administering authority to invest assets as specified in the
Direction;
c) To transfer the investment functions of an administering authority to the
Secretary of State or a person nominated by the Secretary of State; and
d) To require an administering authority to comply with any instructions
from either the Secretary of State or the appointed person in
circumstances when the investment function has been transferred.

3.4.

Before issuing any Direction, the Secretary of State must consult the
administering authority concerned and before reaching a decision, must
have regard to all relevant evidence including reports under section 13(4) of
the Public Service Pensions Act 2013, reports from the Scheme Advisory
Board or from the relevant local pension board and any representations
made in response to the consultation with the relevant administering
authority. The Secretary of State also has the power to commission any
other evidence or additional information that is considered necessary.
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4. Advisers
4.1.

Regulation 7 requires the Council to take proper advice when making
decisions in connection with the investment strategy of the Fund. In addition
to the expertise of the members of the Committee advice is taken from:
 The Director of Finance and Corporate Services
 The Head of Legal Services
 Aon Hewitt Ltd – investment consultancy
 Mercer Ltd – actuarial services consultancy
 The Fund's investment managers

5. Objective of the Fund
5.1.

The objective of the Fund is to provide pension and lump sum benefits for
members on their retirement and/or benefits on death, before or after
retirement, for their dependants, on a defined benefits basis. The sums
required to fund these benefits and the amounts actually held (ie the funding
position) is reviewed at each triennial actuarial valuation, or more frequently
as required. To achieve this, the operational objective of the Fund is to
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.

5.2.

The assets of the Fund are invested with the primary objective being to
achieve a return that is sufficient to meet the funding objective as set out
above, subject to an appropriate level of risk and liquidity. Over the longterm, it is expected that the Fund’s investment returns will be at least in line
with the assumptions underlying the actuarial valuation.

5.3.

Related objectives are to seek to minimise the level and volatility of employer
contributions necessary to meet the cost of pension benefits.

6. The suitability of particular investments and types of
investments
6.1.

The Committee decides on the investment policies most suitable to meet the
liabilities of the Fund and has ultimate responsibility for investment strategy.

6.2.

The Committee has translated its investment objective into a suitable
strategic asset allocation benchmark for the Fund. This benchmark is
consistent with the Committee’s views on the appropriate balance between
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generating a satisfactory long-term return on investments whilst taking
account of market volatility and risk and the nature of the Fund’s liabilities.
6.3.

The approach seeks to ensure that the investment strategy takes due
account of the maturity profile of the Fund (in terms of the relative
proportions of liabilities in respect of pensioners, deferred and active
members), together with the level of disclosed surplus or deficit (relative to
the funding bases used).

6.4.

As part of the 2016 triennial valuation the Committee at its meeting on 8
March 2017, as advised by Aon Hewitt, considered its investment strategy
alongside its funding objective and agreed the following benchmark structure
and target ranges.

Benchmark
%
0

Target Range
%
0 - 20

Global Equities

40

30 - 60

Total Equities

40

30 - 65

Global Bonds (inc. Corporates)

10

5 - 15

UK Government Bonds

10

0 - 15

Total Bonds

20

5 - 25

Property

15

5 - 25

Private Equity

7

0 - 15

Infrastructure

8

0 - 15

Diversified Growth Fund

10

5 - 20

Total Alternatives

40

20 - 50

Cash

0

0-5

Total

100

100

UK Equities

6.5.

Under the existing strategy, the most significant rationale of the structure is
to invest the majority of the Fund assets in “growth assets” i.e. those
expected to generate ‘excess’ returns over the long term. These include
listed equities and private equity. The structure also includes a small
allocation to bonds and alternative assets, including property, infrastructure
and diversified growth funds, to provide both diversification and expected
returns in excess of liabilities.
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6.6.

The Committee monitors investment strategy on an ongoing basis, focusing
on factors including, but not limited to:




6.7.

Suitability and diversification given the Fund’s level of funding and
liability profile
The level of expected risk
Outlook for asset returns

The Committee also monitors the Fund’s actual allocation on a regular basis
to ensure it does not deviate from the target allocation. If such a deviation
occurs, except for the private equity investment subject to distributions and
drawdowns, a re-balancing exercise is carried out. If necessary the Director
of Finance and Corporate Services as Section 151 officer has delegated
authority to undertake rebalancing but any such rebalancing activity is
reported to the next meeting of the Committee.

7. Asset classes
7.1.

The Fund may invest in quoted and unquoted securities of UK and overseas
markets including equities, government and non-government bonds, cash,
property and other alternative investments either directly or through pooled
funds. The Fund may also make use of contracts for differences and other
derivatives either directly or in pooled funds investing in these products for
the purpose of efficient portfolio management or to hedge specific risks.

7.2.

In line with the Regulations, the Council’s investment strategy does not
permit more than 5% of the total value of all investments of fund money to be
invested in entities which are connected with the Council within the meaning
of section 212 of the "Local Government and Public Involvement in Health
Act 2007”.

7.3.

Apart from the maximum level of investments detailed above the Fund has
no further restrictions.

7.4.

The majority of the Fund’s assets are highly liquid and the Council is
satisfied that the Fund has sufficient liquid assets to meet all expected and
unexpected demands for cash. Assets in the Fund that are considered to be
illiquid include property, infrastructure and private equity. As a long term
investor the Council considers it prudent to include illiquid assets in its
strategic asset allocation in order to benefit from the additional diversification
and extra return this should provide.

109

8
8. Managers
8.1.

The Council has delegated the management of the Fund’s investments to
professional investment managers, appointed in accordance with the Local
Government Pension Scheme Regulations. Their activities are specified in
either detailed investment management agreements or subscription
agreements and regularly monitored. The Committee is satisfied that the
appointed fund managers, all of whom are authorised under the Financial
Services and Markets Act 2000 to undertake investment business, have
sufficient expertise and experience to carry out their roles.

8.2.

The investment style is to appoint fund managers with clear performance
benchmarks and place maximum accountability for performance against that
benchmark with them. Multiple fund managers are appointed to give
diversification of investment style and spread of risk. The fund managers
appointed are mainly remunerated through fees based on the value of
assets under management. Private equity managers are remunerated
through fees based on commitments and also performance related fees.

8.3.

The managers are expected to hold a mix of investments which reflect their
views relative to their respective benchmarks. Within each major market and
asset class, the managers maintain diversified portfolios through direct
investment or pooled vehicles.

8.4.

The management agreement in place for each fund manager sets out, where
relevant, the benchmark, performance target and asset allocation ranges.
The agreements also set out any statutory or other restrictions determined
by the Council. Investment may be made in accordance with The
Regulations in equities, fixed interest and other bonds, in the UK and
overseas markets and alternative assets. The Regulations specify other
investment instruments that may be used, for example, financial futures,
traded options, insurance contracts, stock lending, sub-underwriting
contracts
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8.5.

As at the date of this ISS the details of the managers appointed by the
Committee are as follows:
Manager

Asset Class

Benchmark

Aviva Investors

Property

AREF/IPD All Balanced Funds Index

BlackRock

Global Bonds

3 Month USD Libor (hedged to GBP) + 5%

Newton

Global Equities

MSCI AC World

Dynamic Bonds

1 month GBP Libor +2%

Partners

Private Equity

50% FTSE USA / 40% FTSE Europe / 10%
FTSE W Asia Pacific

Standard Life

Diversified Growth Fund

3 month GBP Libor +4%

UBS

Infrastructure

CPI + 5%

UK Equity

FTSE All Share

8.6.

Where appropriate, custodians are appointed to provide trade settlement
and processing and related services. Where investments are held through
funds, the fund appoints its own custodian.

8.7.

Stock lending is permitted in pooled funds where applicable. Details of
investment managers’ procedures and controls are available on request.
Managers are permitted undertake stock lending of up to 10% of the Fund's
assets subject to the agreement of the Director of Finance and Corporate
Services.

8.8.

Performance targets are generally set on a three-year rolling basis and the
Committee monitors manager performance quarterly. Advice is received as
required from officers, the professional investment adviser and the
independent advisers. In addition, the Committee requires managers
periodically to attend its meetings.

8.9.

The Council also monitors the qualitative performance of the Fund managers
to ensure that they remain suitable for the Fund. These qualitative aspects
include changes in ownership, changes in personnel, and investment
administration

9. Approach to risk
9.1.

The Committee has an active risk management programme in place that
aims to help it identify the risks being taken and put in place processes to
manage, measure, monitor and (where possible) mitigate the risks being
taken.

9.2.

At least once a year the Committee will review its risk register which details
the principal risks identified and the Committee’s approach to managing
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them. The Funding Strategy Statement also includes a section on risk and
the ways it can be measured and managed.
9.3.

The most significant investment risks and methods of managing them are
summarised in paragraphs 9.4 – 9.6 below.

9.4.

Whilst the objective of the Committee is to maximise the return on its
investments, it recognises that this has to be within certain risk parameters
and that no investment is without an element of risk. The Committee
acknowledges that the predominantly equity based investment strategy may
entail risk to contribution stability, particularly due to the short term volatility
that equity investments can involve. The long term nature of the Fund and
the expectation that longer term returns from equity investments will exceed
those from bonds mean, however, that a significant equity allocation remains
an appropriate strategy for the Fund.

9.5.

A policy of diversification for its investments and investment managers helps
the Committee to mitigate overall risk. Benchmarks and targets against
which investment managers are expected to perform are further measures
put in place to manage the risks for the Fund.

9.6.

With investment returns included, the Fund has a positive cash flow that
enables investment in illiquid asset classes e.g. private equity, infrastructure
and property. More than 80% of the fund is invested in equities and bonds
and diversified growth funds that are highly liquid.

9.7.

Funding risks
9.7.1.

The major funding risks identified are:
 Fund assets are not sufficient to meet long term liabilities
 Relative movement in value of Fund assets does not match the
relative movement in Fund liabilities
 Demographic movements, particularly longevity, structural
changes in membership and increases in early retirements. and
 Insufficient assets to meet short and medium term liabilities

9.7.2.

The Committee measures and manages these potential financial
mismatches in two ways. As indicated above, the Committee has
set a strategic asset allocation benchmark for the Fund. This
benchmark was set taking into account asset liability modelling
undertaken in 2013 which focused on probability of success and
level of downside risk. The Committee assesses risk relative to the
strategic benchmark by monitoring the Fund’s asset allocation and
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investment returns relative to the benchmark. The Committee also
assesses risk relative to liabilities by monitoring the delivery of
benchmark returns relative to liabilities; however, key metrics such
as probability of reaching full funding and a key risk measure will be
re-evaluated once the results of the 2017 analysis have been
considered, to ensure the benchmark is still appropriate.

9.8.

9.7.3.

The Committee also seeks to understand the assumptions used in
any analysis and modelling so they can be compared to their own
views and the level of risks associated with these assumptions to be
assessed.

9.7.4.

The Committee seeks to mitigate systemic risk through a diversified
portfolio but it is not possible to make specific provision for all
possible eventualities that may arise.

9.7.5.

Demographic factors including the uncertainty around longevity /
mortality projections (e.g. longer life expectancies) contribute to
funding risk. There are limited options currently available to fully
mitigate or hedge this risk.

Asset risks
9.8.1.

9.8.2.

The major asset risks identified are:
 Significant allocation to any single asset category and its
underperformance relative to expectation.
 General fall in investment markets
 Failure by fund managers to achieve benchmark returns
The Committee measure and manage asset risks as follows:

9.8.2.1. The Fund’s strategic asset allocation policy requires investments in a
diversified range of asset classes, markets and investment
managers. The Committee has put in place rebalancing
arrangements to ensure the Fund’s “actual allocation” does not
deviate substantially from its target. These rebalancing ranges have
been designed to allow the Fund to deviate from target in response
to economic developments. The Fund invests in a range of
investment mandates each of which has a defined objective,
performance benchmark and manager process which, taken in
aggregate, help reduce the Fund’s asset concentration risk. By
investing across a range of assets, including liquid quoted equities
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and bonds the Committee has recognised the need for access to
liquidity in the short term.
9.8.2.2. The Committee has considered the risk of underperformance by any
single investment manager and has attempted to reduce this risk by
appointing more than one manager. The Committee assess the
Fund’s managers’ performance on a regular basis, and will take
steps, including potentially replacing one or more of their managers,
if underperformance persists.
9.9.

Security
9.9.1.

9.9.2.

10.
10.1.

The major asset risks identified are:
 Investment manager may not have an appropriate control
framework in place to protect and value Fund assets
 Custody arrangements may not be sufficient to safeguard fund
assets
 Counterparty default in stock lending programme
The Committee monitors and manages risks in these areas through
the regular scrutiny of the audit of the operations independently
conducted for each of its investment managers. Where appropriate
(e.g. custody risk in relation to pooled funds). The Fund has
delegated such monitoring and management of risk to the appointed
investment managers. The Committee has the power to replace a
provider should serious concerns exist.

Approach to pooling
The Fund, along with all London boroughs, is a shareholder and participating
scheme in London LGPS CIV Limited (“London CIV”). The London CIV is
authorised by the Financial Conduct Authority as an Alternative Investment
Fund Manager with permission to operate a UK based Authorised
Contractual Scheme fund. The structure and basis on which the London CIV
will operate was set out in the July 2016 submission to Government.

10.2. The Fund’s intention is to invest its assets through the London CIV as and
when suitable pool investment solutions become available. At each of its
meetings the Committee considers an update report on progress.
10.3. At the time of preparing this Statement no suitable investment products have
become available. The Fund will transition liquid assets into the London CIV
when there are suitable investment strategies that meet the asset allocation
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and investment strategy available on the London CIV platform. The Fund
anticipates being able to transition some of the liquid assets across in
advance of April 2018.
10.4. The Fund holds 20% of assets in illiquid assets and these are expected to
remain outside of the London CIV pool. The cost of exiting these strategies
early would have a negative financial impact on the Fund. These will be held
as legacy assets until such time as they mature and proceeds re-invest
through the pool assuming it has appropriate strategies available or until the
Fund changes asset allocation and makes a decision to disinvest.
10.5. Any assets deemed not appropriate for investment through the London CIV
will be reviewed at least every three years to determine whether the rationale
remains appropriate, and whether the non-pooled investments continue to
demonstrate value for money. The next such review will take place no later
than 2019.
10.6.

11.

The governance structure of the London CIV has been designed to ensure
that there are both formal and informal routes to engage with all the London
boroughs as both shareholders and investors. This is achieved through a
combination of the London Councils’ Sectoral Joint Committee, comprising
nominated Member representatives from the London boroughs, and the
Investment Advisory Committee formed from nominated borough officers,
which includes both London borough treasurers and pension officers from a
number of boroughs. At the company level it is the Board of Directors that is
responsible for decision making within the company, which includes
decisions to appoint and remove investment managers.

Social, environmental and governance considerations

11.1.

The Council recognises that it has a paramount duty to seek to obtain the
best possible return on the Fund’s investments taking into account a properly
considered level of risk. However, it recognises that environmental, social
and governance factors can influence long term investment performance and
the ability to achieve long term sustainable returns. As a general principle it
considers that the long-term financial performance of a company is likely to
be enhanced if it follows good practice in its environmental, social and
governance activities.

11.2.

At the present time the Committee does not take into account non-financial
factors when selecting, retaining, or realising its investments. The Committee
understand the Fund is not able to exclude investments in order to pursue
boycotts, divestment and sanctions against foreign nations and UK defence
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industries, other than where formal legal sanctions, embargoes and
restrictions have been put in place by the Government.
11.3.

All the Fund’s investments are managed by external fund managers, the
majority of which are in pooled funds, and the Council recognises the
constraints inherent in this policy. Nevertheless it expects its managers,
acting in the best financial interests of the Fund, to consider, amongst other
factors, the effects of environmental, social and other issues on the
performance of companies in which it invests. The Council expects its
managers to have signed up to “The UK Stewardship Code” and to report
regularly on their compliance with the Code and other relevant
environmental, social and governance principles.

11.4.

In addition the Committee meets most of its managers at least once a year
and they are always asked to discuss the activities they undertake in respect
of socially responsible investment and how they consider long term
environmental, social and governance risks in making specific investment
decisions.

11.5. The Fund does not hold any assets which it deems to be social investments.

12.

Exercise of the rights (including voting rights) attaching to
investments

12.1.

The Council sees itself as an active shareholder and seeks to exercise its
rights (including voting rights) to promote and support good corporate
governance principles which in turn will feed through into good investment
performance.

12.2.

In practice, the Fund’s equity holdings are expected to be wholly invested
through pooled funds in which voting and engagement decisions are made
by fund managers. The Council encourages its fund managers to vote and
engage with investee companies worldwide to ensure they comply with best
practice in corporate governance in each locality with the objective of
preserving and enhancing long term shareholder value.

12.3. Accordingly, the Fund’s managers have produced written guidelines of their
process and practice in this regard. The managers are strongly encouraged
to vote in line with their guidelines in respect of all resolutions at annual and
extraordinary general meetings of companies.
12.4.

The fund managers provide reports on their voting and engagement
activities.
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12.5.

13.

Any investments the Fund makes through the London CIV will be covered by
the voting policy of the CIV which has been agreed by the Pensions Sectoral
Joint Committee. Voting is delegated to the external managers and
monitored on a quarterly basis. The CIV will arrange for managers to vote in
accordance with voting alerts issued by the Local Authority Pension Fund
Forum as far as practically possible to do so and will hold managers to
account where they have not voted in accordance with the LAPFF directions

Stewardship

13.1. The Committee has considered, but not yet signed up to, the Institutional
Shareholders Committee Code on the Responsibilities of Institutional
Investors ("The UK Stewardship Code"). The Fund publishes a statement of
compliance with the Stewardship Code on its website and expects its
investment managers to have signed up to The UK Stewardship Code.
13.2.

The Committee also expects the London CIV and all managers which it
appoints to sign up to the Code.

13.3.

The Fund has reviewed the London CIV Statement of Compliance with the
Stewardship Code and has agreed to adopt this Statement.

14.

Compliance with “Myners” Principles

14.1. In Appendix 1 are set out the details of the extent to which the Fund
complies with the six updated “Myners” principles set out in the Chartered
Institute of Public Finance and Accountancy’s publication “Investment
Decision Making and Disclosure in the Local Government Pension Scheme
in the United Kingdom 2012.” These principles codify best practice in
investment decision making
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Appendix 1 - Compliance with “Myners” Principles
1. Effective decision-making
1.1. Administering authorities should ensure that:
 Decisions are taken by persons or organisations with the skills,
knowledge, advice and resources necessary to take them effectively and
monitor their implementation.
 Those persons or organisations should have sufficient expertise to be
able to evaluate and challenge the advice they receive, and manage
conflicts of interest.
1.2. Fund compliance – Full
 The Council has delegated decision making in respect of the Pension
Fund to the Committee, comprising six Councillors with full voting rights
with observers from Admitted and scheduled bodies, pensioners and
employers.
 The Committee, with advice from its Investment Adviser has appropriate
skills for, and is run in a way that facilitates, effective decision making.
 Members of the Committee are provided with training opportunities in line
with the skills and knowledge framework produced by CIPFA and a
training log is maintained. Details of training provided each year are
included in the Fund’s annual report.
 There are sufficient internal resources and access to external resources
for the Committee to make effective decisions.

2. Clear objectives
2.1. An overall investment objective(s) should be set out for the Fund that takes
account of the scheme’s liabilities, the potential impact on local tax payers,
the strength of the covenant for non-local authority employers and the
attitude to risk of both the Administering Authority and scheme employers.
These should be clearly communicated to advisers and investment
managers.
2.2. Fund compliance - Full
 The Fund’s Investment Strategy Statement and Funding Strategy
Statement set out its investment objectives which are agreed after
consultation with the Fund actuary and take into account the Fund’s
liabilities, the impact on employer contribution rates, future cashflows and
the Fund’s attitude to risk.
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Asset allocation, benchmarks and risk parameters are set with the aim of
achieving these objectives.
Fund managers have clear written mandates with individual performance
targets and benchmarks and their performance is measured and reviewed
by the Committee on a quarterly basis.
Full account is taken of the strength of the sponsor covenant for all nonlocal authority employers admitted to the fund and contribution rates set
accordingly.

3. Risks and Liabilities
3.1. In setting and reviewing their investment strategy, administering authorities
should take account of the form and structure of liabilities. These include the
implications for local tax payers, the strength of the covenant for participating
employers, the risk of their default and longevity risk.
3.2. Fund compliance – Full
 A risk register is maintained with specific investment risks identified
 The Committee, in setting its investment strategy, has taken account of
the form and structure of its liabilities following advice from the Fund’s
actuary. The strategy aims to achieve the return required to meet its
liabilities whilst taking into account stability of contributions and
affordability for employers.
 Consideration is given to the payment of a bond by prospective admitted
bodies to the Fund to minimise the financial consequences of default.
 A risk assessment and suggestions as to how the risks can be managed
is included in the triennial valuation.
 Longevity risk is built into the triennial actuarial and is therefore included
when determining the investment strategy
 Investment risk, including that of underperformance is taken into account
in the Investment Strategy Statement and the Fund’s Annual Report.

4. Performance Assessment
4.1. Arrangements should be in place for the formal measurement of the
performance of investments, investment managers and advisers.
Administering authorities should also periodically make a formal policy
assessment of their own effectiveness as a decision-making body and report
on this to scheme members.
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4.2. Fund compliance – Partial
 In addition to overall Fund performance, the Committee considers the
performance of individual investment managers against their benchmarks
on a quarterly basis; matters of poor performance are addressed through
meetings with fund managers and, if necessary, the termination of
contracts.
 Following the cessation of WM as independent performance measurer for
the Fund, Northern Trust, the Fund's custodian is working to provide
quarterly and annual reports detailing the performance of the Fund and its
managers and identifying the achievements resulting from asset allocation
and manager performance.
 The performance of actuaries and advisers is informally assessed on an
ongoing basis.
 The performance of the Fund is reported annually to all scheme members
and is included in the Annual report; the Committee will be considering
ways of improving their accountability, particularly following the
establishment of the Pension Board.

5. Responsible Ownership
5.1. Administering authorities should:
 Adopt, or ensure their investment managers adopt, the Institutional
Shareholders’ Committee Statement of Principles on the responsibilities of
shareholders and agents.
 Include a statement of their policy on responsible ownership in the
Investment Strategy Statement.
 Report periodically to members on the discharge of such responsibilities.
5.2. Fund compliance – Partial
 The Fund’s policy on the extent to which its investment managers take
account of social, environmental and ethical considerations is stated in the
Investment Strategy Statement.
 The Fund expects its managers to engage positively and seek to influence
companies in which the Fund invests to take account of key social,
environmental and ethical considerations.
 Where applicable, the Fund expects its managers to have adopted the
Institutional Shareholders’ Committee Statement of Principles on the
responsibilities of shareholders and agents.
 Whilst the Fund’s equity holdings are wholly invested through pooled
funds in which voting and engagement decisions are made by fund
managers the Council encourages its managers to vote and engage with
investee companies worldwide to ensure they comply with best practice in
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corporate governance in each locality. The fund managers provide
reports on their voting and engagement activities.

6. Transparency and Reporting
6.1. Administering authorities should:
 Act in a transparent manner, communicating with stakeholders on issues
relating to their management of investment, its governance and risks,
including performance against stated objectives.
 Provide regular communication to members in the form they consider
most appropriate.
6.2. Fund compliance – Full
 The Fund makes available a range of documents including:
- Annual Report including Statement of Accounts.
- Communications Policy Statement.
- Investment Strategy Statement.
- Funding Strategy Statement.
- Triennial Actuarial Valuation.
- Agenda and Minutes of the Pensions Committee.
- Annual Statement of Benefits to all active and deferred members.
- Newsletter to pensioners once a year.
- Newsletters to active members at least once a year.
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PENSIONS BOARD FOR BEXLEY – 6 SEPTEMBER 2017
ANNUAL REPORT 2016/17
SUMMARY
This report proposes an Annual Report for 2016/17 for the Board to consider.

1.

Introduction

As part of the Board’s Business Plan for 2016/17 it was agreed that it would be good
practice for it to produce a short account of its work during the year. This could then
be included in the Pension Fund’s Annual Report.
This report proposes an Annual Report for the Board to consider. The Annual Report
is attached as an Appendix.
2.

Financial Implications

There are no implications arising directly from this report.
3.

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:-
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“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:

Jane Eggleton, Pensions Accountant, ext 5147
Terry Pearce, Pensions Manager, ext 5145
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APPENDIX
PENSIONS BOARD FOR BEXLEY - ANNUAL REPORT 2016/17
1.

Introduction

The Pensions Board for Bexley was set up with two core functions:
(a)

to assist the Administering Authority in securing compliance with the
Regulations, any other legislation relating to the governance and
administration of the Scheme, and requirements imposed by the Pensions
Regulator in relation to the Scheme

(b)

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

During 2016/17 the Pensions Board held two meetings. The Business Plan for the
Board was agreed at its meeting of 19 July 2016 and the Board has considered
matters in line with this plan.
2.

Matters considered by the Pensions Board during 2016/17

(a)

Appraisal of Pensions Committee reports

The Board has considered the reports and decisions of the Pensions Committee at
each meeting as part of its governance role. This has also assisted the Board to gain
greater knowledge of the full range of items considered and will inform decisions
about areas to review in 2016/17.
(b)

Knowledge and Understanding Framework

As part of their continual development members of the Board engaged Mercer to
undertake an analysis of training that will help the Board to effectively meet the
requirements of their two core functions. This analysis will continue to be used to
further develop Board members’ skills.








The aims of the Board training programme include: enable individuals 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.
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(c)

Fund Communications

During the year the Board received a report detailing a review of the Fund’s
communication policy. This policy is published on the Fund’s website
www.yourpension.org.uk/Bexley/Investments/Policies
The principles of the policy are:
 To provide clear and consistent information reducing the potential for
confusion and uncertainty.
 To provide timely and accurate communications and a proactive information
service that is factual and precise.
 To undertake customer satisfaction surveys and to act upon feedback and
comment.
 To use the most appropriate communication medium for the customer
audience
 To address, where possible, the requirements of a diverse customer base
with regard to information access
The review of the policy determined that the communications policy covers all the
areas required in accordance with the regulations. No changes have been made to
either the principles or method of communication since the last review. However a
review of the information available on the website resulted in updates made for any
areas where information was outdated.
(d)

Risk Register

Pension Fund risks are currently managed as part of the Council’s overall risk
management process. In addition a separate risk register for the Pension Fund is
regularly monitored by the Board. One of the key controls of the risk register is the
triennial actuarial valuation. Board members attended the special Pensions
Committee meeting dealing with the initial results of the valuation in October 16. The
final results were presented to the Pensions Committee at its meeting on 8 March
2017 alongside the revised Funding Strategy Statement (FSS), which Board
members again attended.
The purpose of the FSS is to set out a clear and transparent funding strategy that
identifies how each Fund employer’s pension liabilities are to be met going forward
by ensuring the Pension Fund has sufficient assets to meet its pension liabilities in
the long term.
Following the findings of the actuarial review our investment advisors Aon Hewitt
undertook an asset liability study to update the Fund’s asset allocation. The revised
allocation sought to balance the risk and return of the Fund’s assets against the
future liabilities identified by the triennial review. Aon Hewitt’s study was presented to
the Pensions Committee at a special meeting on 22 February 2017 to which Board
members attended.
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(e)

Review of Terms of Reference

At the Board’s meeting of 13th January 2017 the Board accepted an updated Terms
of Reference. The Terms of Reference are required to be reviewed at least every
two years. The Board has been in operation for over two years and the benefit of
experience highlighted areas where changes to the Terms of Reference were
appropriate.
In August 2016 Bexley College transferred out of the Fund, as a result Martin Peat
resigned from the Board as an employer representative. A replacement has proved
difficult to find and this led to some concerns regarding this issue in the intervening
period as all three remaining Members need to be present for the meeting to be
quorate. It was therefore proposed that substitute members should be appointed
going forward who will undertake the same training as the Board members and have
full voting rights when they attend the meeting as a substitute member.
It was considered that any costs to the Pension Fund of providing training to
substitute members would be offset by the ability to call on knowledgeable substitute
members when necessary to ensure that the Board is able to make decisions as
required.
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PENSIONS BOARD FOR BEXLEY – 6 SEPTEMBER 2017

APPRAISAL OF PENSIONS COMMITTEE REPORTS
SUMMARY
The minutes of Pensions Committee meetings are provided as Appendices for
information.

1.

Introduction

The minutes of the Pensions Committee meetings of 15 June 2016, 21 September
2016 and 26 October 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, 7 December 2016, 22 February 2017, 8
March 2017 and 27 June 2017

The minutes of the Pensions Committee meetings held since the last Pensions
Board meeting are attached as Appendices.
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.

Financial and Legal Implications

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

Terry Pearce, Pensions Manager, ext 5145.
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PENSIONS COMMITTEE
7 DECEMBER 2016
At a meeting of the PENSIONS COMMITTEE held at Public Gallery West, Civic Offices on
WEDNESDAY 7 DECEMBER 2016 at 7.30pm.
Present:

Councillors Brian Bishop, Louie French (Chairman), Steven Hall, John
Husband, Abena Oppong-Asare, Colin Tandy and John Waters (ViceChairman).

Also Present:

Mr Colin Cartwright and Mr Josh Tipper - Aon Hewitt
Mr Mark McKelvey and Mr David Bint – Standard Life
Mrs Julia Peacock – Pensioners’ Representative
Mrs Susan Clark – Employees’ Representative

31.

APOLOGIES FOR ABSENCE AND SUBSTITUTE MEMBERS
(Agenda Item 1)
There were no apologies for absence.

32.

MINUTES OF THE MEETING HELD ON 26 OCTOBER 2016
(Agenda Item 2)
RESOLVED – That the minutes of the meeting held on 26 October 2016 be agreed
as a correct record.

33.

DECLARATIONS OF INTERESTS AND DISPENSATIONS
(Agenda Item 3)
There were no declarations of interests.

34.

ITEMS OF LATE BUSINESS
(Agenda Item 4)
There were no items of late business.

35.

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 and supplementary report relating to
Agenda Item 6 because consideration of these matters in public would disclose
information falling within one or more of the categories of exempt information
contained in Schedule 12A to the Local Government Act 1972, as specified in
Minute 31 and, in all circumstances of the case, the public interest in maintaining the
exemption outweighs the public interest in disclosing the information.

36.

PENSION FUND INVESTMENT PERFORMANCE – QUARTER ENDED 30
SEPTEMBER 2016
(Agenda Item 6)
The Committee had resolved, as recorded in Minute 35 above, that the press and
public be excluded from the meeting during consideration of the exempt material
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Pensions Committee (contd.)
7 December 2016
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
Diversified Growth Fund Manager, Standard Life. Mr Colin Cartwright from Aon
Hewitt provided a brief overview of the markets and the performance of Standard
Life on behalf of the Pension Fund.
The Committee then received a presentation from Mr David Bint and Mr Mark
McKelvey of Standard Life. They acknowledged that the portfolio had not
performed well during the past 12-18 months and highlighted some of the events
that had occurred which they had not predicted and the implications for the
portfolio. However they were confident that the portfolio was now well positioned
to deliver the expected performance going forward.
37.

ADMINISTRATION AND INVESTMENT UPDATE
(Agenda Item 7)
The Committee considered a report providing an update on various administrative
and investment issues. Members were updated on the latest position in relation to
the London CIV. It was reported that 5 funds had now been launched with 14
London authorities now invested in CIV funds. £2.5 billion assets were under
management, delivering just under £1m net of annualised fee savings. However
although the CIV had delivered significant savings for the investing authorities,
delays in onboarding assets had resulted in budget shortfalls for the CIV. The
Chairman reported that these financial issues were due to be discussed at a meeting
of the Pensions CIV Sectoral Joint Committee on 13 December but this had now
been put back to February. He indicated that there had been a suggestion that,
rather than all 33 members of the CIV contributing extra funds, only those boroughs
who have benefited from the reduced management fees should contribute.
Members also noted officers’ view that, although seeking additional contributions
only from those boroughs who have benefited might be the preferred option,
contributing an extra £100k to get the CIV properly set up for the future was not a
significant amount given the savings that would hopefully be achieved in the future.
The report also set out details on MiFID II, the European Union’s second Markets in
Financial Instruments Directive. As a result of poor investment decisions being
made by some local authorities across Europe, this legislation seeks to ‘protect’ such
authorities from riskier investment options by reclassifying all local authorities to
‘Retail’ clients from their current ‘Professional’ status. The Financial Conduct
Authority (FCA) was carrying out a consultation on their third set of implementation
proposals for MiFID II and, although the London CIV was preparing a response on
behalf of member authorities, it was considered that Bexley should also submit its
own response. Delegated authority was therefore sought for the Director of Finance
and Corporate Services, in consultation with the Chairman of this Committee, to
respond to the consultation by 4 January 2017.
Finally the Committee was advised of new LGPS Regulations which came into effect
from 1 November 2016 and which required the Fund to prepare and approve an
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7 December 2016
Investment Strategy Statement by 1 April 2017. Members were advised that a draft
Investment Strategy Statement would be drawn up for consideration at the
Committee’s meeting in March.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) the Committee’s preferred option would be that only those
boroughs who have already benefited from significant savings through investing
through the London CIV should make additional contributions to support the CIV;
and
(2) the Director of Finance and Corporate Services, in consultation with the
Chairman of this Committee, be authorised to respond to the FCA consultation on
their third set of implementation proposals for MiFID II.

The Committee rose at 9.28pm
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PENSIONS COMMITTEE
22 FEBRUARY 2017
At a meeting of the PENSIONS COMMITTEE held at Public Gallery West, Civic Offices on
WEDNESDAY 22 FEBRUARY 2017 at 7.30pm.
Present:

Councillors Louie French (Chairman), Steven Hall, John Husband, David
Leaf (substitute), Abena Oppong-Asare and John Waters (ViceChairman).

Also Present:

Mr Colin Cartwright and Mr Josh Tipper - Aon Hewitt
Mrs Julia Peacock – Pensioners’ Representative
Mrs Susan Clark – Employees’ Representative

38.

APOLOGIES FOR ABSENCE AND SUBSTITUTE MEMBERS
(Agenda Item 1)
Apologies were received from Councillors Brian Bishop and Colin Tandy and
Councillor David Leaf attended as a substitute for Councillor Bishop.

39.

MINUTES OF THE MEETING HELD ON 7 DECEMBER 2016
(Agenda Item 2)
RESOLVED – That the minutes of the meeting held on 7 December 2016 be agreed
as a correct record.

40.

DECLARATIONS OF INTERESTS AND DISPENSATIONS
(Agenda Item 3)
There were no declarations of interests.

41.

ITEMS OF LATE BUSINESS
(Agenda Item 4)
There were no items of late business.

42.

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 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 Minute 43 and, in all circumstances of the
case, the public interest in maintaining the exemption outweighs the public interest in
disclosing the information.

43.

REVIEW OF INVESTMENT STRATEGY
(Agenda Item 6)
The Committee had resolved, as recorded in Minute 42 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
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Pensions Committee (contd.)
22 February 2017
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 a presentation from Aon Hewitt on their review of the
Investment Strategy for the Fund, following the triennial actuarial valuation. Colin
Cartwright reported that the Fund was now fully funded and the amount of risk in
the investment strategy going forward could therefore be reduced.
The
Committee considered the five alternative strategies set out in the report for
achieving this reduction.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That moves be made towards the implementation of Option 5 as
the preferred strategy going forward.
44.

MRS SUSAN CLARK – EMPLOYEES’ REPRESENTATIVE
The Committee noted that Mrs Susan Clark, the Employees’ Representative on the
Committee, was attending her last meeting as she was shortly due to retire.
Members of the Committee thanked Mrs Clark for her valuable contribution over the
years and wished her well for the future.
The Committee rose at 9.15pm
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PENSIONS COMMITTEE
8 MARCH 2017
At a meeting of the PENSIONS COMMITTEE held at Public Gallery West, Civic Offices on
WEDNESDAY 8 MARCH at 7.30pm.
Present:

Councillors Brian Bishop, Louie French (Chairman), John Husband,
Abena Oppong-Asare, Colin Tandy and John Waters (Vice-Chairman).

Also Present:

Mr Dave Lyons and Mr Josh Tipper - Aon Hewitt
Mr Jeff Munroe and Mr David Moylett – Newton Investment Management
Mrs Julia Peacock – Pensioners’ Representative
Mr Geoff Smithson – Chairman, Pensions Board for Bexley
Councillor Howard Marriner – Member, Pensions Board for Bexley

45.

APOLOGIES FOR ABSENCE AND SUBSTITUTE MEMBERS
(Agenda Item 1)
Apologies were received from Colin Cartwright from Aon Hewitt.

46.

MINUTES OF THE MEETING HELD ON 22 FEBRUARY 2017
(Agenda Item 2)
RESOLVED – That the minutes of the meeting held on 22 February 2017 be agreed
as a correct record.

47.

DECLARATIONS OF INTERESTS AND DISPENSATIONS
(Agenda Item 3)
Councillor Waters declared an interest in Agenda Item 7 insofar as it listed the deficit
recovery contributions in relation to Chislehurst and Sidcup Grammar School and
Danson Youth Trust.

48.

ITEMS OF LATE BUSINESS
(Agenda Item 4)
There were no items of late business.

49.

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 Item 6, the
supplementary report to Agenda Item 6 and the appendices to Agenda Item 8
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 50 and 52 and, in all
circumstances of the case, the public interest in maintaining the exemption
outweighs the public interest in disclosing the information.
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Pensions Committee (contd.)
8 March 2017
50.

PENSION FUND INVESTMENT PERFORMANCE – QUARTER ENDED 31
DECEMBER 2016
(Agenda Item 6)
The Committee had resolved, as recorded in Minute 49 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 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
Pension Fund from the Council’s investment
Global Equity Manager, Newton Investment
Aon Hewitt provided a brief overview of the
Newton on behalf of the Pension Fund.

the investment performance of the
advisers, Aon Hewitt and the Fund’s
Management. Mr Josh Tipper from
markets and on the performance of

The Committee then received a presentation from Mr Jeff Munroe and Mr David
Moylett from Newton. They reported that the last quarter of last year in particular
had been very difficult for them. They had not favoured the more cyclical sectors
such as financials which had impacted on performance. The Dynamic Bond Fund
which Newton also manages had performed well.
51.

ACTUARIAL VALUATION AS AT 31 MARCH 2016
(Agenda Item 7)
The Committee considered a report setting out the outcome of the triennial actuarial
valuation which had now been completed and proposing a Funding Strategy
Statement for adoption. It was reported that all employing bodies had been
consulted on the results of the Actuary’s report and, although they had been given
the option of slightly extended recovery periods to keep deficit payments down, most
had decided to retain the 8-year recovery period.
It was reported that the Funding Strategy Statement had been produced by the
Council’s Actuary, Mercer and only one response had been received to the
consultation.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) the final results of the actuarial valuation of the Pension Fund
as at 31 March 2016 be noted; and
(2) the Funding Strategy Statement set out at Appendix 2 to the report be approved.

52.

REVIEW OF INVESTMENT STRATEGY
(Agenda Item 8)
The Committee had resolved, as recorded in Minute 49 above, that the press and
public be excluded from the meeting during consideration of the exempt material
relating to agenda item 8 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
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8 March 2017
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 on the Investment Strategy for the Fund going
forward in the light of the asset liability study that had been produced by Aon Hewitt
using data from the actuarial valuation. At its previous meeting the Committee had
considered in detail five possible options for reducing the level of risk in the portfolio.
Dave Lyons from Aon Hewitt reiterated the reasons why it was proposed to reduce
the level of risk and the details of the Committee’s preferred option as expressed at
the last meeting.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) moves be made towards the implementation of Option 5 as
the preferred strategy going forward; and
(2) the new Investment Strategy Statement be updated to reflect the implementation
of the preferred investment strategy and the adoption of the new benchmark.
53.

INVESTMENT STRATEGY STATEMENT
(Agenda Item 9)
The Committee considered an Investment Strategy Statement (ISS) which had been
prepared by Aon Hewitt and officers. It was reported that approval of the ISS would
enable the Pension Fund to transition its Newton Global Equity portfolio into the
London CIV. Prior to the meeting, Members had received a training session on
Environmental, Social and Corporate Governance (ESG) and it was reported that
ESG issues were reflected in the statement. Bexley’s general stance was to trust
that our investment managers are professionals and will act in a responsible manner.
Consideration of ESG issues was now incorporated by Fund Managers into their
investment approach. It was agreed that the Pensions Board should also scrutinise
the ISS to ensure compliance.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That the Investment Strategy Statement be approved.

54.

ADMINISTRATION AND INVESTMENT UPDATE
(Agenda Item 10)
The Committee considered a report providing an update on various administrative
and investment issues. Members were updated on the latest position in relation to
the London CIV. The CIV’s Sectoral Joint Committee had approved a new
Development Fund charge of £75,000 for 2017/18, which will reduce on a sliding
scale to 2021 depending on the speed of growth in assets under management. At
its meeting in December the Pensions Committee’s preferred option was that only
those boroughs who had already benefited from significant savings through investing
through the London CIV should make additional contributions to support it. However
it was reported that the fee proposals within the Development Funding Charge
reflected the costs required for the CIV to accelerate its development and
implementation timetable and accordingly these costs could not be covered only by
those boroughs who had already benefited from savings. However the London CIV
had approved a new additional fee, totalling around £260,000 of extra income per
annum, on those boroughs who had already made savings.

139

10

10

Pensions Committee (contd.)
8 March 2017

The Committee also considered the Treasury Management Strategy for the Pension
Fund and the Committee’s proposed work plan for 2017/18.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That the Pension Fund Treasury Management Strategy be approved.
The Committee rose at 9.40pm
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PENSIONS COMMITTEE
27 JUNE 2017
At a meeting of the PENSIONS COMMITTEE held at Public Gallery West, Civic Offices on
TUESDAY 27 JUNE 2017 at 7.30pm.
Present:

Councillors Louie French (Chairman), Steven Hall, John Husband, David
Leaf (Vice-Chairman), Cafer Munur, Abena Oppong-Asare and John
Waters.

Also Present:

Mr Colin Cartwright and Mr Josh Tipper - Aon Hewitt
Mr Dave Sapsford and Ms Catriona Allen – Aviva Investors
Mr Geoff Smithson – Pensions Board Chairman
Councillor Howard Marriner – Pensions Board Vice-Chairman

4.

APOLOGIES FOR ABSENCE AND SUBSTITUTE MEMBERS
(Agenda Item 1)
Apologies were received from Julia Peacock, the Pensioners’ Representative.

5.

MINUTES OF THE MEETING HELD ON 24 MAY 2017
(Agenda Item 2)
RESOLVED – That the minutes of the annual meeting held on 24 May 2017 be
agreed as a correct record.

6.

DECLARATIONS OF INTERESTS AND DISPENSATIONS
(Agenda Item 3)
In relation to Agenda Item 9, Councillor John Waters declared that he was a
governor at Chislehurst and Sidcup Grammar School.

7.

ITEMS OF LATE BUSINESS
(Agenda Item 4)
There were no items of late business.

8.

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 and supplementary report relating to
Agenda Item 6 and the exempt appendices relating to Agenda Items 7 and 10
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 9, 10 and 13 and, in all
circumstances of the case, the public interest in maintaining the exemption
outweighs the public interest in disclosing the information.

141

10

Pensions Committee (contd.)
27 June 2017
9.

PENSION FUND INVESTMENT PERFORMANCE UPDATE
(Agenda Item 6)
The Committee had resolved, as recorded in Minute 8 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 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 independent advisers, Aon Hewitt and the
Fund’s property manager, Aviva Investors.
It was reported that the previous quarter had seen the Fund grow above £800m
for the first time. The quarter had seen good absolute performance although in
some areas the relative return was less than hoped for. However there had still
been a good return for the Fund during the quarter. Mr Josh Tipper of Aon Hewitt
gave an overview of the performance of the Fund and Mr Colin Cartwright gave an
update on the performance of Aviva Investors specifically.
The Committee then received a presentation from Mr Dave Sapsford and Ms
Catriona Allen of Aviva Investors. Catriona Allen reported that there had been a
number of events, such as the increase in stamp duty and the decision to leave
the EU, that had impacted on the housing market and therefore the portfolio was
being positioned fairly cautiously. She set out which areas of the sector they
expected to perform well and those where they would be looking to reduce their
holding.

10.

INVESTMENT STRATEGY REVIEW – TRANSITION PLANNING
(Agenda Item 7)
The Committee had resolved, as recorded in Minute 8 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 considered two reports commissioned from Aon Hewitt exploring
a range of options to allow the Fund to make progress in transitioning to the new
asset allocation as approved by the Committee on 8 March 2017.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) the Fund does not rebalance its portfolio in line with the
summary in Aon Hewitt’s paper attached as exempt Appendix 1 to the report at
this point but defers a decision until the December meeting; and
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(2) the Fund transition assets into the Fund’s new asset allocation as detailed in
exempt Appendix 2.
11.

ANNUAL REPORT ON
TERMINATION 2016/17
(Agenda Item 8)

REDUNDANCY,

SEVERANCE

AND

EARLY

The Committee considered a report detailing the numbers, costs and savings of
redundancy, severance and early terminations for 2016/17 and assessing the
effectiveness of the Council’s early termination policies. It was reported that the
amount of ill-health retirements had reduced to 2 and there were 43 redundancies
overall, a reduction from 70 in 2015/16. It was reported that these redundancies
had provided the Council with significant annual savings. The report also set out
a number of proposed regulatory changes that could impact on the Council’s
Published Policy on Redundancy and Early Termination.
The following motion was moved, seconded and carried without dissent:
RESOLVED – That (1) the numbers, costs and savings of redundancy, severance
and early terminations occurring in 2016/17 be noted;
(2) the numbers of flexible retirements and early release of deferred pension benefits
on compassionate grounds in 2016/17 be noted; and
(3) the assessment of the effectiveness of the Council’s existing early retirement
policies be noted.
12.

ADMINISTRATION AND INVESTMENT UPDATE
(Agenda Item 9)
The Committee considered a report providing an update on various administrative
and investment issues. The Committee was advised that the Council’s global equity
holding with Newton was transitioned into the London CIV on 22 May. The value of
the assets involved at that date totalled £377.8m and might well make Bexley the
largest investor currently in the CIV. Two new sub-funds had been launched by the
CIV and a further four were scheduled for launch in the near future. These were
being monitored and the Council would be looking to move more funds into the CIV
as opportunities arise.
Members were advised that, following the agreement of the transfer of Bexley
College from the London Borough of Bexley Pension Fund to the LPFA, Mercer had
been working with the LPFA to agree the details of the transfer of assets required.
On 8 June 2017, a payment of £15.7m had been made to the LPFA in respect of the
bulk transfer. This was an increase in the figure reported previously but this reflected
the growth in value of Bexley’s Pension Fund which had increased by over 20%
since the original figures were calculated.
Finally the Committee noted that the Actuarial Valuation had been finalised and the
overall funding level now stood at 94% compared to 87% at the time of the last
valuation. The Funding Strategy Statement had been updated as part of the
actuarial valuation process.
The following motion was moved, seconded and carried without dissent:
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RESOLVED – That the Funding Strategy Statement attached as Appendix B to the
report be approved.
13.

PENSION FUND FEES AND CHARGES
(Agenda Item 10)
The Committee had resolved, as recorded in Minute 8 above, that the press and
public be excluded from the meeting during consideration of the exempt appendix to
agenda item 10 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 a report providing a summary of the main direct fees and
charges paid by the Fund during 2016/17, together with initial forecasts of fees that
may be payable in 2017/18. The report also provided further information on the fee
savings that the Fund may realise from the move of the Newton global equity
mandate into the London CIV. It was agreed that this report should be provided on
an annual basis going forward.
The Committee rose at 10.05pm
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