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INTRODUCTION

The main purpose of the Pension Fund Annual Report is to account for the income,
expenditure and net assets of the London Borough of Harrow Pension Fund (‘the Fund’) for
the financial year to 31 March 2017. This Report also explains the administration and
management of the Fund and its investment and funding policy objectives and asset
allocation, as well as highlighting market and Fund performance.

Information about the economic resources controlled by the Fund is provided by the Net
Assets Statement. The actuarial funding level is reported in Note 20 and in the Statement of
the Consulting Actuary on page 48.

The Pension Fund Committee is responsible for overseeing the management, administration
and strategic direction of the Fund. The Committee regularly reviews the Fund’s investment
strategy seeking to achieve appropriate returns within acceptable risk parameters. This in turn
minimises the amount the Council and other employers will need to make in contributions to
the Fund to meet future liabilities.

During 2016-17, all the major asset classes, particularly global equities, performed well and
the Fund's overall investment return was 22.4%

The net assets of the Fund as at 31 March 2017 were £806.6m compared to £661.0m as at 31
March 2016. The Fund is ranked in the top quarter of the local authority annual league table of
investment returns for the year.

@ CC‘JJVer{-

Dawn Calvert - CPFA
Director of Finance
28 September 2017






Independent auditor’s report to the members of the London Borough of Harrow
on the pension fund financial statements published with the Pension Fund
Annual Report

We have examined the pension fund financial statements for the year ended 31 March 2017 on pages 16 to 46
Respective responsibilities of the Director of Finance and the auditor

As explained more fully in the Statement of the Director of Finance's Responsibilities the Direclor of Finance is
responsible for the preparation of the pension fund financial statements in accordance with applicable law and the
Code of Practice on Local Authority Accounting in the United Kingdom 2016/17.

Qur responsibility is to report to you our opinion on the consistency of the pension fund financial statements
included in the Pension Fund Annual Report with the pension fund financial statements included in the annual
published statement of accounts of the London Borough of Harrow, and their compliance with applicable law and
the Code of Practice on Local Authority Accounting in the United Kingdom 2016/17.

In addition, we read the information given in the Pension Fund Annual Report to identify material inconsistencies
with the pension fund financial statements. If we become aware of any apparent matenal misstatements or
inconsistencies we consider the implications for our report.

Our report on the administering authority’'s annual published statement of accounts describes the basis of our
opinion on those financial statements

Opinion

In our opinion, the pension fund financial statements are consistent with the pension fund financia!l statements
included in the annual published statement of accounts of the London Borough of Harrow for the year ended 31
March 2017 and comply with applicable law and the Code of Practice on Local Authority Aceounting in the United
Kingdom 2016/17.

Matters on which we are required to report by exception
The Code of Audit Practice reguires us to report to you if:

e the information given in the Pension Fund Annual Report for the financial year for which the financial
statements are prepared is not consistent with the financial statements: or

e any matters relating to the pension fund have been reported in the public interest under section 24 of the Local
Audit and Accountability Act 2014 in the course of, or at the conclusion of, the audit.

We have nothing to report in respect of these matters

Andrew Sayers

For and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square, Canary Wharf, London, E14 5GL

29 September 2017
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GOVERNANCE ARRANGEMENTS

The Council has delegated to the Pension Fund Committee various powers and duties in
respect of its administration of the Fund. The Committee met four times during the year. It
comprises four Councillors with full voting rights and a non-voting co-optee. Representatives
from the trade unions are able to participate as observers of the Committee but do not have
vating rights.

The Pension Fund Committee has the following terms of reference:

1)

2)

3)

4)

3)

6)

7)

to exercise on behalf of the Council, all the powers and duties of the Counci! in relation
to its functions as Administering Authority of the LB Harrow Pension Fund (the Fund),
save for those matters delegated to other Committees of the Council or to an Officer;

the determination of applications under the Local Government Superannuation
Regulations and the Teachers’ Superannuation Regulations;

to administer all matters concerning the Council's pension investments in accordance
with the law and Council policy;

to establish a strategy for the disposition of the pension investment portfolio;

to appoint and determine the investment managers' delegation of powers of
management of the fund,

to determine cases that satisfy the Early Retirement provision under Regulation 26 of
the Local Government Pension Scheme Regulations 1997 (as amended), and to
exercise discretion under Regulation 8 of the Local Government (Early Termination of
Employment) (Discretionary Compensation) (England and Wales) Regulations 2000
(as amended, subject to the conditions now agreed in respect of all staff, excluding
Chief Officers;

to apply the arrangements set out in (6) above to Chief Officers where the application
has been recommended by the Chief Executive, either on the grounds of redundancy,
or in the interests of the efficiency of the service, and where the application was
instigated by the Chief Executive in consultation with the leaders of the political
groups;

The Committee is advised by two independent advisers and an investment consultant.

The dates of the Pension Fund Committee meetings, along with meeting agendas, reports and
minutes are available on the Harrow Council website:
hitp:/iwww.harrow. gov.ukiwvww2/maCommitteeDetails. aspx ?ID=1297

The Local Pension Board assists the Council and the Pension Fund Committee in the
administration of the Fund. In particular it oversees:

a) the effectiveness of the decision making process

b) the direction of the Fund and its overall objectives

c) the level of transparency in the conduct of the Fund's activities

d) the administration of benefits and contributions



INVESTMENT POLICY AND PERFORMANCE
Investment Market Commentary (provided by Aon Hewitt Limited, April 2017)

Global equities rebounded strongly following a tumultuous start to 2016, with the MSCI AC
World index returning 17.0% over 12 months in local currency terms. The UK economy proved
to be resilient after the surprise Brexit vote in the EU referendum and economic conditions
improved across many regions whilst Donald Trump's win in the US presidential election
further boosted optimism in the US economy towards the end of the year. A pick-up in inflation
across many regions from summer 2016 spurred a rotation from bond markets into equity
markets, although bond markets rallied once more in Q1 2017,

As widely expected after Trump’s win, the US Federal Reserve raised the target federal funds
rate by 25bps to 0.50-0.75% in December. A further 25bps hike to 0.75-1.00% was announced
in March 2017. In conirast, monetary policy eased in other major countries as the Bank of
England (BoE), the European Central Bank and the Bank of Japan all pursued greater
monetary easing, utilising a combination of lower policy rates and extended quantitative
easing.

Commaoadity prices recovered from 2016 lows over the period. The price of Brent crude oil
moved higher as global growth prospects improved and gathered further pace upon OPEC's
decision to cut production late in 2016. However, the swift increase in supply from US shale oil
producers in response to the higher oil price drove US inventories higher which kept a cap on
oil prices. Other commodities also rallied over the period as supply/demand conditions
improved.

UK gilt yields felt dramatically up until the summer of 2016, with an acceleration following the
Brexit result and subsequent monetary easing undertaken by the BoE. From August, however,
there was a turnaround in gilt vields as inflation expectations increased. This upward yield
move reversed somewhat in 2017 as the reflation trade lost momentum with UK yields
trending lower with other markets.

Sterling depreciated sharply on the back of the EU referendum result and renewed monetary
easing. Consequently, the MSC1 All Country World index returned a huge 32.2% in sterling
terms. The US dollar, on the other hand, appreciated on a frade-weighted basis.

UK investment grade corporate bond spreads narrowed by 34bps to end the first quarter of
2017 at 128bps following better than expected economic data and the BoE's extension to
corporate bonds in its asset purchasing programme.

UK property returns remained positive over the period despite concerns over the impact of
Brexit on the cormmercial real estate market. Capital values have recovered but remain below
pre-Brexit levels. The IPD Monthly Index returned 3.9% over the 12 month period to March
2017.

UK equities rose, posting a return of 22.0% over the 12 months {o March 2017 — the most by
any region in local currency terms. This was despite the volatility caused by the Brexit vote
and the uncertainty of its future impact on the UK economy. Many companies listed on the UK
stock exchange earn overseas revenues and the outperformance of these stocks provided a
major lift to large cap stocks.

US equities outperformed other regions in sterling terms (35.2%). Macroeconomic data was
positive especially in the second half of 2016, whilst prospects of fiscal spending under the
new US administration bolstered the equity market. A strong earnings season in early 2017,
especially for financials, was also supportive. Unhedged returns were boosted by US dollar
strength as US monetary policy tightened.
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Investment Policy

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) are reviewed at each triennial actuarial valuation, or more
frequently as required.

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

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

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

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

The Committee aims to achieve its investment objective by maintaining a high allocation to
growth assets, mainly equities, reflecting the security of the sponsor's covenant, the funding
level, the long time horizon of the Fund and the projected asset class returns and volatility.
Diversifying investments reduces the risk of a sharp fall in one particular market having a
substantial impact on the whole Fund.



In the light of the 2016 actuarial valuation and the review of the Funding Strategy Statement
the Investment Strategy will be reviewed in detail during 2017-18.

The following table compares the actual asset allocation as at 31 March 2017 to the agreed
allocation

Investment assets Pelr\:et::alge Ag regd
of Fund Allocation

Global equities-passive 33 3
Developed world equities-active 21 21
Emerging markets equities-active 12 10
Fixed interest securities 10 10
Index-linked securities 3 3
Private equity 2 5
Cash 4 0
Forward currency contracts 0 0
Diversified growth funds 7 10
Pooled property 8 10
Total 100 100

The investment style is to appoint fund managers with clear performance benchmarks and
place maximum accountability for performance against that benchmark with them. The Fund's
ien 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.



Fund performance

The Fund previously used State Street Global Services as its independent investment
performance measurement consultant. However, State Street ceased to provide this service
after 31 March 2016 and during 2016/17 the Fund has contracted with Pensions and

Investment Research Consultants (PIRC) to provide a similar service and this is currently
being developed.

Investment returns over 1, 3, and 5 years are shown below.

Fund Performance 2016-17
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The Fund's return of 22.4% during 2016-17 was due to positive returns from all it's
investments and in particular to outstanding performance from the global equities and UK
bonds mandates.

Although the Fund, in common with all other LGPS funds, has its own unique benchmark and
investment strategy, over the medium term it is reasonable to compare performance with other
funds.

The fund has been in the top third of the 61 funds included in the PIRC benchmark for 1, 3 and
5 years performance.
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STATEMENTS AND PUBLICATIONS

Governance Compliance Statement

The Local Government Pension Scheme Regulations 2013, Regulation 55 requires all
administering authorities to produce a Governance Compliance Statement. This Statement
must set out whether the Administering Authority delegates its function and, if so, what the
terms, structure and operation of the delegation are. The Administering Authority must also
state the extent to which a delegation complies with guidance given by the Secretary of State.
The current Statement was agreed by the Pension Fund Committee on 7 March 2017 and can
be found as Appendix 1.

Communications Policy Statement

The Local Government Pension Scheme Regulations 2013, Regulation 61 requires all
administering authorities to produce a Communications Policy Statement. This statement sets
out the Fund's strategy for communicating with members, members’ representatives,
prospective members and employing authorities, tegether with the promotion of the Scheme to
prospective members and their employing authorities. The current Statement was agreed by
the Pension Fund Committee on 7 March 2017 and can be found as Appendix 2.

Local Government Pension Scheme Guide
A brief guide to the Local Government Pension Scheme can be found as Appendix 3

Investment Strategy Statement

Regulation 7(1) of The Local Government Pension Scheme (Management and Investment of
Funds) Regulations 2016 requires an administering authority to formulate an investment
strategy which must be in accordance with guidance issued by the Secretary of State.

This Statement provides details of the Fund's investment policies including:

« The suitability of particular investments;
* The choice of asset classes, and
» Approach to risk.

The Statement also details the Fund's compliance with the six 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 2009 — a guide to the
application of the 2008 Myners Principles to the management of LGPS Funds’.

The current Statement agreed by the Pension Fund Committee on 7 March 2017 can be found
as Appendix 4.

Funding Strategy Statement

Regulation 58 of the Local Government Pension Scheme (Administration) Regulations 2013
requires all administering authorities to produce a Funding Strategy Statement. The purpose of
the Funding Strategy Statement is to explain the funding objectives of the Fund, in particular;

» How the costs of the benefits provided under the LGPS are met through the Fund;

» The objectives in setting employer contribution rates; and
* The funding strategy that is adopted to meet these objectives.

11



The Funding Strategy Statement is reviewed every three years at the same time as the
triennial actuarial valuation of the Fund. An interim review of the Statement may be carried out
and a revised Statement published if there has been a material change in the policy matters
set out in the Statement or there has been a material change to the Investment Strategy
Statement. The current Statement agreed by the Pension Fund Committee on 7 March 2017
can be found as Appendix 5.

RISK MANAGEMENT

The Fund's primary long term risk is that the assets will fall short of its liabilities (i.e. promised
benefits payable to members). The Pension Fund Committee is responsible for managing and
monitoring risks and ensuring that appropriate risk management processes are in place and
are operating effectively. The aim of risk management is to limit risks to those that are
expected to provide opportunities to add value.

The most significant risks faced by the Fund and the procedures in place to manage these
risks are described below:

Governance and Regulatory Risk

The failure to exercise good governance and operate in line with regulations can lead to
financial as well as reputation risk. These risks are managed through:

» Decisions are taken by the Pension Fund Committee in the light of advice from the
Investment Adviser and officers;

« Regular reviews of the Investment Strategy Statement and Funding Strategy
Statement that set out the high level objectives of the Fund and how these will be
achieved;
Tailored training for members;
Reviews of the Pension Fund Committee agenda and papers by Harrow's Legal
Department; and.

» Establishment of the Pension Board.

Sponsor Risk

The Fund is currently in deficit and achieving a fully funded status may require the continued
payment of deficit contributions. The Actuary reviews the required level of contributions every
three years. To protect the Fund and the Administering Employer, bonds and other forms of
security are re quired fram some of the Admitted employers.

Investment Risk

The Fund is invested in a range of asset classes as detailed in Note 14. This is done in line
with The Local Government Pension Scheme (Management and Investment of Funds)
Regulations 2016 which require pension funds to invest any monies not immediately required
to pay benefits. These Regulations require the formulation of an Investment Strategy
Statement which sets out the Fund’s approach to investment including the management of
risk. The predominant asset class is listed equities, which has both a greater expected return
and valatility than the other main asset classes. Potential risks affecting investments include:

Pricing Risk

The valuation of investments is constantly changing, impacting on the potential realisation
proceeds and income. For example, the value of the Fund's investments increased by 22% in
2016-17 compared to decreasing by 3% in the previous year. Most of the price changes relate
to the value of global equities. Changes of a similar magnitude are possible in future.

12



Procedures in place to manage the volatility of investments include:

o Diversification of the investments between asset classes and geographical areas to
include fixed interest and index linked bonds, property, multi assets mandates and
private equity. The investment strategy is reviewed by the Pension Fund Committee and
market conditions are reviewed to monitor performance at every meeting to determine if
any strategic action is required;

. Global equities are managed by three active managers and one passive manager and
diversified growth funds by two managers to reduce the risk of underperformance
against benchmarks. The Investment Adviser provides quarterly reports on the
performance and skills of each manager to the Pension Fund Commitiee; and

» The benefit liabilities are all Sterling based and to reduce the currency risk fram non
Sterling investments, 50% of the overseas currency exposures are hedged to Sterling.

Liguidity Risk

Investments in some asset classes e.g. private equity and property can be illiquid in that they
cannot be realised at short notice. Around 10% of Harrow's Fund is in illiquid assets. This is
deemed appropriate for a fund that continues to have a positive cashflow. All cash balances
are managed in accordance with the Council's Treasury Management Strategy Statement and
are all currently on overnight deposit and readily accessible.

Counterparty Risk

The failure by a counterparty, including an investee company, can lead to an investment loss.
This risk is mainly managed through wide diversification of counterparties and also through
detailed selection of counterparties by external fund managers.

Actuarial Risk

The value of the liability for future benefits is affected by changes in inflation, salary levels, life
expectancy and expected future investment returns. Although there are opportunities to use
financial market instruments to manage some of these risks, the Pension Fund Committee
does not currently believe these to be appropriate. Recent changes to the benefits structure
have reduced some of these risks. All are monitored through the actuarial valuation process
and additional contributions required from employers should deficits arise.

Operational Risk

Operational risk relates to losses (including error and fraud) from failures in internal controls
relating to investment managers and internally e.g. administration systems.

Controls at external fund managers are monitored through the receipt of audited annual
accounts for each manager together with annual assessments of the control environment
including reviews of internal controls reports certified by reporting auditors.

Controls within the Administering Authority are reviewed by Harrow's Internal Audit Team.

13



CONTACTS

Registered Address

Administration Enquiries

Complaints and Advice

Tracing Service

Pensions Team

London Boarough of Harrow
3rd Floor South Wing,
Civic Centre,

Harrow,

HA1 2XF

Email address: Pension@harrow.gov.uk
Telephone Number:; 020 8416 8087
Website: www.harrowpensionfund.orq

The Pensions Advisory Service
11 Belgrave Road

London

Sw1v 1RB

Telephone Number: 0300 123 1047
Website: www.pensionsadvisoryservice.org.uk

The Pensions Regulator
Napier House

Trafalgar Place

Brighton

BN1 4DW

Telephone Number: 0345 6000707
Website: www.thepensionsrequlator.gov.uk

The Pensions Ombudsman
11 Belgrave Road

London

SW1V 1RB

Telephone Number: 0207 630 2200
Fax Number: 0207 821 0065

Email: enquiries@pensions-ombudsman.org.uk
Website: www.pensions-ombudsman.org.uk

The Pension Tracing Service
Tyneview Park

Whitley Road

Newcastle Upon Tyne

NE98 1BA

Telephone Number: 0800 122 3170
Website: www.gov.uk/find-lost-pension
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STATEMENT OF RESPONSIBILITIES FOR THE FINANCIAL
STATEMENTS

The Council’s Responsibilities
The Council is required:
» To make arrangements for the proper administration of its financial affairs and to
secure that one of its officers has the responsibility for the administration of those

affairs. In Harrow, that officer is the Director of Finance;

» To manage its affairs to secure economic, efficient and effective use of resources and
safeguard its assets; and

s« To approve the Financial Statements.
The Director of Finance’s Responsibilities
The Director of Finance is responsible for the preparation of the Fund's Statement of Accounts
in accordance with proper practices set out in the CIPFA Code of Practice on Local Authority
Accounting.
In preparing this Statement of Accounts, the Director of Finance has:

¢ Selected suitable accounting policies and then applied them consistently;

» Made judgements and estimates that were reasonable and prudent;

*» Complied with the Code of Practice on Local Authority Accounting;

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

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

I certify that these Financial Statements present fairly the financial position of the London

Borough of Harrow Fund of the Local Government Pension Scheme as at 31 March 2017 and
its income and expenditure for the year then ended.

D Glwen

Dawn Calvert — CPFA
Director of Finance
29 September 2017
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Harrow Pension Fund Account for
the year ended 31 March 2017

2015/16

(28,333)
(5,839)
(261)

(34,433}

31,265
3,239
0

34,504

71

4,630

(10,425)

19,568

9,143

13,844
(674,845)

(661,001)

Notes
Dealings with members, employers and others
directly involved in the fund
Contributions 7
Transfers in from other pension funds 8
Other income
Benefits 9
Payments to and on account of leavers 10
Other Expenditure
Net (additions)/withdrawals from dealings with
members
Management expenses 11
Return on investments
Investment income 12
(Profit)/losses on disposal of investments and changes
in the market value of investments 14A

Net return on investments

Net {increase)/decrease in the net assets available for
benefits during the year

Opening net assets of the scheme
Closing net assets of the scheme

16

2016/17

(29,938)
(2,659)
0

(32,597)

31,789
1,832
18

33,639

1,042

5,228

(10,250)

(141,595)

(151,845)

(145,575)
(661,001}

(806,576)




Net Assets Statement as at
31 March 2017

31 March 2016

Investment assets
654,554 Investments
878 Derivative contracts
44 Cash with investment managers
655,476

11,485 Cash deposits

666,961

Investment liabilities
(7,266) Derivative contracts
659,695

2,069 Current assets
(763) Current liabilities

Net assets of fund available to fund
661,001 benefits at the period end

Notes

14
14
14

14

14

21
22

31 March 2017

774,817
2,015
52

776,884

30,914

807,798

(2,256)

805,542

1,374
(340)

806,576

The accounts summarise the transactions of the Fund and deal with the net assets. The
Fund’s financial statements do not take account of liabilities to pay pensions and other benefits
which fall due after the end of the Fund year. The actuarial present value of promised

retirement benefits is disclosed at note 20.

D Guen

Dawn Calvert — CPFA
Director of Finance
29 September 2017
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Notes to the Harrow Pension Fund
Accounts for the year ended

31 March 2017

NOTE 1: DESCRIPTION OF FUND

The Harrow Pension Fund (‘the Fund’) is part of the Local Government Pension Scheme
(“LGPS") and is administered by the London Borough of Harrow. The Council is the reporting
entity for the Fund.

a)

b)

General
The Scheme is governed by the Public Service Pensions Act 2013.
The Fund is administered in accordance with the following secondary legislation:

- The Local Government Pension Scheme Regulations 2013 (as amended)
- The Local Government Pension Scheme (Transitional Provisions, Savings and
Amendment) Regulations 2014 (as amended)

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

It is a contributory defined benefit pension scheme designed to provide pensions and other
benefits for pensionable employees of the Council and a range of other scheduled and
admitted bodies. Teachers, police officers and firefighters are not included as they come
within other national pension schemes.

The Fund is overseen by the Harrow Pension Fund Committee, which is a commitiee of
the Council.

Membership

Membership of the LGPS is voluntary and employees are free to choose whether to join
the Scheme, remain in the Scheme or make their own personal arrangements outside the
Scheme.

Organisations participating in the Fund include the following:

- Scheduled bodies: These are the local authority and similar bodies whose staff are
automatically entitled to be members of the Fund.

- Admitted bodies: These are other organisations that participate in the Fund under an

admission agreement. Admitted bodies include voluntary, charitable and similar bodies
or private contractors undertaking a local authority function following outsourcing.

18



- There are 32 employer organisations within the Harrow Pension Fund including the
Council itself, as detailed below.

7,000

6,000

5,000

4,000

3,000

2,000

1.000

Membership of the Pension Fund

(|

2014/1%

/s 2015/16 13014
Bilcnuoners B Beloired Pemsioner Actirs Membiers

Employer Status Pensioners| Deferred Actives Total %
Harrow Council Scheduled Body 5,179 5,749 4,108 15,037 | 83.01
Harrow College Scheduled Body 148 274 147 569 314
St Dominic's College Scheduled Body 35 0 57 122 067
Stanmaore College Scheduled Body 72 150 69 29 1.60
Alexandra School Scheduled Body 1 8 22 K| 017
Avanti House Free School Scheduled Body 0 5 45 50 028
Avanti School Trust Scheduled Body 0 0 5 5 0.03
Aylward Primary School Scheduled Body o 11 76 a7 0.48
Bentley Woocd Schocl Scheduled Body 7 65 65 137 076
Canons High School Scheduled Body 7 48 99 154 0.85
Harrow High Schoo! Scheduled Body 7 48 60 115 0.63
Hatch End Schoal Scheduled Body 15 132 76 223 1.23
Heathland and Whitefriars School |Scheduled Body 4 25 161 210 1.16
Krishna Avanti Primary School Scheduled Body ¢ 10 18 28 015
Nower Hill High School Scheduled Body 1 116 128 255 1.41
Park High School Scheduled Body 4 55 9 155 0.86
Pinner High School Scheduled Body g ¢ 23 23 013
Rooks Heath College Scheduled Body 9 53 114 176 097
St Bernadette's School Scheduled Body 0 o 30 30 017
St Jerome Schoo! Scheduled Body o 0 8 8 0.04
Salvatorian College Scheduled Body 6 47 40 93 0.51
The Jubilee Academy Scheduled Body o 10 17 27 015
NLCS Community Admission Body 30 3s 70 139 077
Birkin Transferee Admission Body 0 2 7 9 .05
Carillion Services Transferee Admission Body 19 27 45 91 0.50
Chartwells Transferee Admission Body 1 4 14 19 010
Engie (Cofely) Transferee Admission Body 0 1 2 3 0.02
Govindas Transferee Admission Body 0 0 5 5 003
Granary Kids Transferee Admission Body 1 2 0] 3 0.02
Linbrook Services Transferee Admission Body 0 1 4 5 0.03
Sopria Steria Transferee Admission Body 1 0 9 10 0.08
Taylor Shaw Transferee Admission Body 0 0 3 3 0.02

Total 5.557 6.912 5644 18 113 100
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¢) Funding

Full-time, part-time and casual employees, where there is a mutuality of obligation and who
have a contract of more than three months, are brought into the Fund automatically but have
the right to “opt out” if they so wish. Casual employees with no mutuality of obligation are not
eligible for membership.

Employee contribution rates are set by regulations and are dependent upon each member's
full time equivalent salary. Employee contributions attract tax relief at the time they are
deducted from pay.

Employers participating in the Fund pay different rates of contributions depending on their
history, their staff profile and any deficit recovery period agreed with the Fund. Employer
contribution rates are reviewed as part of the triennial actuarial valuation. The last valuation
took place as at 31 March 2016 and showed that the Fund was 74% funded. The deficit is to
be recovered by additional employer contributions over the course of 20 years.

Benefilts are funded by contributions and investment earnings. Contributions are made by
active members of the Fund in accordance with the LGPS Regulations 2013 and range from
5.5% to 12.5% of pensionable pay. Employee contributions are matched by employers’
contributions which are sel based on triennial actuarial funding valuations. Currently almost all,
employer contribution rates fall within the range 20.1% to 31.4% of pensionable pay with the
largest employers paying between 21.4% and 22.5%.

d) Benefits

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

Service pre 1 April 2008 Service post 31 March 2008

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

Lump Sum  Automatic [ump sum of 3 x salary. No automatic lump sum. Part of
In addition, part of the annual the annual pension can be

pension can be exchanged for a exchanged for a one-off tax-free
one-off tax-free cash payment. A cash payment. A lump sum of £12
lump sum of £12 is paid for each is paid for each £1 of pension

£1 of pension given up given up

From 1 April 2014, the Scheme became a career average scheme, whereby members accrue
benefits based on their pensionable pay in each year at an accrual rate of 1/49th. Accrued
pension is uprailed annually in line with the Consumer Price Index.

There are a range of other benefits provided under the Scheme including early retirement,
disability pensions and death benefits. For more details, refer to the '‘Brief Guide to the Local
Government Pension Scheme’ attached as Appendix 3.

20



NOTE 2: BASIS OF PREPARATION

The Statement of Accounts summarises the Fund's transactions for the 2016/17
financial year and its position as at 31 March 2017. The Accounts have been prepared
in accordance with the ‘Code of Practice on Local Authority Accounting in the United
Kingdom 2016/17° issued by the Chartered Institute of Public Finance and
Accountancy (CIPFA) which is based on International Financial Reporting Standards
as amended for the UK public sector.

The Accounts summarise the transactions of the Fund and report on the net assets
available to pay pension benefits. The Accounts do not take account of obligations to
pay pensions and benefits which fall due after the end of the financial year.

NOTE 3: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fund account - Revenue Recognition

a) Contributions income

Normal contributions, both from the members and from employers, are accounted for on
an accruals basis at the percentage rate recommended by the Fund actuary in the
financial year to which they relate.

Employer deficit funding contributions are accounted for on the due dates on which they
are payable under the schedule of contributions set by the Fund actuary or on receipt if
earlier than the due date.

Employers’ augmentation contributions and pensions strain contributions are accounted
for in the period in which the liability arises. Any amount due in year but unpaid will be
classed as a current financial asset. Amounts not due until future years, if significant, are
classed as long term financial assets.

b) Transfers to and from other schemes

Transfer values represent the amounts received and paid during the year for members
who have either joined or left the Fund during the financial year and are calculated in
accordance with The Local Government Pension Scheme Regulations 2013 (see notes
8 and 10).

Individual transfers infout are accounted for when received/paid, which is normally when
the member liability is accepted or discharged.

Transfers in from members wishing 1o use the proceeds of their additional voluntary
contributions to purchase Scheme benefits are accounted for on a receipts basis and are
included in transfers in (see note 8).

Bulk (group) transfers are accounted for on an accruals basis in accordance with the
terms of the transfer agreement.

c) Investment income

i) Interest income is recognised in the Fund account as it accrues, using the
effective interest rate of the financial instrument as at the date of acquisition or
origination. Income includes the amortisation of any discount or premium,
transaction costs (where material} or other differences between the initial
carrying amount of the instrument and its amount at maturity calculated on an
effective interest rate basis.
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ii) Distributions from pooled funds are recognised at the date of issue. Any amount
not received by the end of the reporting period is disclosed in the net asset
statement as a current financiai asset.

iii) Changes in the net market value of investments are recognised as income and
comprise all realised and unrealised gains/losses during the year.

Fund account - Expense items

a) Benefits payable

Pensions and lump-sum benefits payable include all amounts known to be due as at the
end of the financial year. Any amounts due but unpaid are disclosed in the net assels
statement as current liabilities.

b) Taxation

The Fund is a registered public service scheme under section 1(1) of Schedule 36 of the
Finance Act 2004 and as such is exempt from UK income tax on interest received and
from capital gains tax on the proceeds of investments sold. Income from overseas
investments suffers withholding tax in the country of origin, unless exemption is
permitted. Irrecoverable tax is accounted for as a Fund expense as it arises.

c) Management expenses

The Code does not require any breakdown of pension fund administrative expenses.
However in the interest of greater transparency, the Fund discloses its Pension Fund
management expenses in accordance with CIPFA’s Accounting for Local Government
Pension Scheme Management Expenses (2016).

Administrative expenses

All administrative expenses are accounted for on an accruals basis. All staff costs of the
Pension's Administration Team are recharged to the Fund. Associated management,
accommodation and other overheads are apportioned to this activity and recharged as
expenses to the Fund.

Oversight and governance costs

All oversight and governance expenses are accounted for on an accruals basis. All staff
costs relating to the oversight and governance of the Fund's investments are recharged
to the Fund. Associated management, accommodation and other overheads are
apportioned to this activity and recharged as expenses to the Fund.

Investment management expenses
All investment management expenses are accounted for on an accruals basis.

Fees of the external investment managers and custodian are agreed in the respective
mandates governing their appointments. Broadly, these are based on the market value
of the investments under their management and therefore increase or reduce as the
values of these investments change

Where an investment manager's fee invoice has not been received by the balance sheet
date an estimate based on the market value of their mandate as at the end of the year is
used for inclusion in the Fund account in 2016/17.
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Net Assets Statement

a) Financial assets

Financial assets are included in the Net Assets Statement on a fair value basis as at the
reporting date. A financial asset is recognised in the Net Assets Statement on the date
the Fund becomes party to the contractual acquisition of the asset. From this date any
gains or losses arising from changes in the fair value of an asset are recognised in the
Fund account.

The values of investments as shown in the Net Assets Statement have been determined
at fair value in accordance with the requirements of the Code and IFRS 13 (See note
16). For the purposes of disclosing levels of fair value hierarchy, the fund had adopted
the classification gquidelines recommended in ‘Practical Guidance on Investment
Disclosures (PRAG/Investment association, 2016)’

Derivatives

The Fund uses derivative financial instruments to manage its exposure to specific risks
arising from its investment activities. The Fund does not hold derivatives for speculative
purposes. (see note 15)

c) Cash and cash equivalents

Cash comprises cash in hand and demand deposits and includes amounts held by the
Fund's external managers and custodians.

Cash equivalents are short-term, highly liquid investments that are readily convertible to
known amounts of cash and that are subject to minimal risk of changes in value.

d) Financial liabilities

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

e) Actuarial present value of promised retirement benefits

The actuarial present value of promised retirement benefits is assessed on an annual
basis by the Fund actuary in accordance with the requirements of IAS 19 and relevant
actuarial standards.

As permitted under the Code, the Fund has opted to disclose the actuarial present value
of promised retirement benefits by way of a note to the Net Assets Statement (Note 20).

f) Additional Voluntary Contributions

The Fund provides an additional voluntary contribution (AVC) scheme for its members,
the assets of which are invested separately from those of the Fund. The Fund has
appointed Prudential Assurance, Clerical Medical and Equitable Life Assurance Society
as its AVC providers. AVCs are paid to the AVC provider by employers and are
specifically intended for providing additional benefits for individual contributors. Each
AVC contributor receives an annual statement showing the amount held in their account
and the movements in the year.
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AVCs are not included in the accounts in accordance with section 4 (1)(b) of the Local
Government Pension Scheme (Management and Investments of Funds) Regulations
2016 but are disclosed as a note only (Note 23)

Accounting Standards Issued but not yet fully adopted

The following accounting policy changes are not yet reflected in the 2016-17 Code of
Practice. They are not therefore fully implemented in the Statement of Accounts:

- Amendment to the reporting of pension fund scheme transaction costs;
» Amendment to the reporting of investment concentration

Neither of these changes are expected to have a material impact on the Pension Fund
Accounts.

NOTE 4: CRITICAL JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES

Pension Fund liability

The net Pension Fund liability is calculated every three years by the appointed actuary with
annual updates in the intervening years. The methodology used is in line with accepted
guidelines.

This estimate is subject to significant variances based on changes to the underlying
assumptions which are agreed with the actuary and have been summarised in notes 19 and
20.

These actuarial revaluations are used to set the future contributions rates and underpin the
Fund’s mast significant management policies.

Unquoted private equity investments

It is important to recognise the subjective nature of determining the fair value of private equity
investments. They are inherently based on forward-looking estimates and judgements
involving many factors.

NOTE 5: ASSUMPTIONS MADE ABOUT THE FUTURE AND OTHER
MAJOR SOURCES OF ESTIMATION UNCERTAINTY

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

The items in the net assets statement at 31 March 2017 for which there is a significant risk of
material adjustment in the forthcoming financial year are as follows:
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Actuarial present
value of promised
retirement benefits
{Note 20)

Uncertainties

Estimation of the net liability to pay
pensions depends on a number of
complex judgements relating to the
discount rate used, the rate at which
salaries are projected to increase,
changes in retirement ages, mortality
rates and expected returns on
pension fund assets. A firm of
consulting actuaries is engaged to
provide the fund with expert advice
about the assumptions to be applied.

Effect if actual results differ from

assumptions

The effects on the net pension
liability of changes in individual
assumptions can be measured. For
instance:

+ a 0.5% decrease in the discount
rate assumption would result in an
increase in the pensicn liability of
£110m

* a 2% increase in assumed
earnings inflation would increase the
value of liabilities by approximately
£19m

+ a 0.5% increase in Pension
benefits would increase the liability
by approximately £89m

Private equity
{Note 16C)

Private equity investments are valued
at fair value in accordance with
International Private Equity and
Venture Capital Valuation Guidelines
(2012) .These investments are not
publicly listed and as such there is a
degree of estimation involved in the
valuation.

Private equity investments are
valued at £19.3m in the financial
statlements. There is a risk that this
investment may be under or
overstated in the accounts.

NOTE 6: EVENTS AFTER THE REPORTING DATE

These are events that occur between the end of the reporting period and the date when the
financial statements are authorised for issue.

The Fund is not aware of any such events.
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NOTE 7: CONTRIBUTIONS RECEIVABLE

By category
£10005c —oeiigeds = BN = U : ¥ £000. |
(6,599) Employees’ contributions {6,960)
Employers' contributions:
{16.763) Normal contributions (18,041)
(4,549) Deficit recovery contributions (4614)
(422) Pension strain contributions (323)
{21,734} Total employers' contributions (22,978)
{28,333) (29,938)
By authority
L £000 W £'000. ||
(21.504) Administering Authority {22,957)
(5.667) Scheduled bodies (5,975)
{519} Community admission body (588)
{643) Transferee admission bodies {418}
(28,333) (29,938)

NOTE 8: TRANSFERS IN FROM OTHER PENSION FUNDS

2015/16 2016/17

£000 = AR A 3 s £'000 |
{3,304) Group transfers 0
{2,535) Individual transfers (2,659)
(5,839) (2,659)



NOTE 9: BENEFITS PAYABLE

By category
| £'000 1) £'000
26,454 Pensions 27,044
4,074 Commutation and lump sum retirement benefits 4,074
737 Lump sum death benefits 671
31,265 31,789
By authority
I £000 Sl oW S ool
29,070 Administering Authority 29,592
1.508 Scheduled bodies 1,721
290 Community admission body 180
397 Transferee admission hodies 296
31,265 31,789

NOTE 10: PAYMENTS TO AND ON ACCOUNT OF LEAVERS

(£'000, - S0 SR N e _ £000
60 Refunds to members leaving service 80
3,179 Individual transfers 1,752
3,239 1,832

NOTE 11: MANAGEMENT EXPENSES

£000 - e _ _ E'000
642 Administrative costs 646
3,452 |nvestment management expenses 3,996
536 Oversight and governance costs 586
4,630 5,228

NOTE 11A: INVESTMENT MANAGEMENT EXPENSES

£:000 b s __ £000 |
3,427 Management fees 3,798
0 Performance related fees 0
25 Custody fees 72
0 Transaction costs 126
3,452 3,996
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NOTE 12: INVESTMENT INCOME

' 2000 £'000
(6,030) Private equity investments (5.177)
(1,708) Pooled property investments (1.971)
(2,687) Pooled investments - units trusts and other managed funds (3.102)

(10,425) {10,250)

NOTE 13: EXTERNAL AUDIT COSTS

2015/16 2016/17

£000 B e e B £:000
{21) Payable in respect of external audit (21)
{21) {21)

NOTE 14: INVESTMENTS

31 March 2016 31 March 2017
' :ﬁh[u = e 4= bl ! = _:‘;'l'[!llr‘:
Investment assets

437,087 Pooled equities investments 531,614

86,978 Pooled bonds investments 100,883

56,287 Pooled alternative investments 58,420

53,481 Pooled property investments 64,409

150 Equity in London CIV 150

20,571 Private equily 19,341

878 Derivative contracts; forward currency 2,015

44 Cash with investment managers 52

655,476 776,884

11,485 Cash deposits 30,914

666,961 Total investment assets 807,798
Investment liabilities

{7,266) Derivative contracts: forward currency (2,256)

{7,266) Total investment liabilities {2,256)

659,695 Net investment assets 805,542



NOTE 14A: RECONCILIATION OF MOVEMENTS IN INVESTMENTS AND
DERIVATIVES

Net
Purchases Sales change
during the  during the i

Market
value 31

year and year and March

derivative derivative
paymenis receipts

the year
i e = £'000 £'000. . £'000 £:0000
Investment assets
Pooled equities investments 437,087 0 (46,492} 141,019 531,614
Pooled bonds investments 86,978 4,208 (1,134) 10,831 100,883
Pooled alternative investments 56,287 0 {414) 2,547 58,420
Pooled property investments 53,481 10,000 (378) 1,306 64,409
Equity in London CIV 150 0 0 150
Private equity 20,571 0 {350) (880) 19,341
Derivative contracts: forward currency 6.388) 19,375 (13.228) {241)
648,166 33,583 (48,768) 141,895 774,576
Cash with investment managers 44 52
Cash deposits 11,485 30,914
11,529 30,966
Net investment assets 659,695 805,542
Net
Purchases Sales change
during the  during the in WETT
value 31
year and year and market March
derivative  derivative value 2016
payments receipts during
the year
- __£000  £'000 .
Investment assets
Pooled equities investments 449979 0 (1.742) (11,150) 437,087
Pooled bonds investments 86,377 4,162 (653) {2,908) 86,978
Pooled alternative investments 59,535 0 (365) (2.883) 56,287
Pooled property investments 50,562 0 (474) 3,393 53,481
Equity in London CIV 0 150 0 0 150
Private equity 22,954 0 (564) {1,819) 20,571
Derivative contracts: forward currency (2.649) 3,867 (3.405) (4,201) (6,388)
Cash re transition 268 0 (268) 0 0
667,026 8,179 (7,471) (19,568) 648,166
Cash with investment managers 869 44
Cash deposits 5793 S e . 11,485
6,662 11,529
Net investment assets 673,688 659,695
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NOTE 14B: ANALYSIS OF INVESTMENTS

31 March 2016

E UU0

69,401
17,577
53,481

140,459

219,424
217,663

437,087

29,216
27,071

56,287

20,571

878
150

44
11,485

666,961

(7.266)
(7,266)

659,695

Pooled Funds

UK

Fixed Interest Securities
Index Linked Securities
Managed Funds - Property

Global

Managed Funds - Equities
Managed Funds - Equities

Managed Funds - Alternatives
Managed Funds - Alternatives

Managed Funds - Private Equity

Other Funds

Derivatives

Equity in London CIV

Cash with investment managers
Cash Deposits

Total Investment Assets

Investment Liabilities
Derivatives

Total Investment Liabilities

Net Investment Assets

30

Corporate
Public Sector
Unit Trusts

Unitised Insurance
Policy
QOther

Unit Trusts
Other

Other

31 March 2017

80,804
20,079
64,409

165,292

267,790
263,824

531,614

29,324
29,096

58,420

19,341

2,015
150
52
30,914

807,798

(2,256)
(2,256)

805,542



NOTE 14C: INVESTMENTS ANALYSED BY FUND MANAGER

Market Market
investmant asses
2016 2017
£'000 op ; = £'000 r
53,481 8 Aviva Pooled property 64,409 8
44 0 BlackRock Cash with investment managers 52 0
69,401 11 BlackRock Fixed interest securities 80,804 10
17,577 3 BlackRock Index-linked securities 20,079 3
11,485 2 Cash Deposits 30,901 4
71,463 11 GMO Emerging markets equities-active 94,156 12
27,071 4 Insight Diversified growth fund 29,096 3
0 0 JP Morgan Cash with investment managers 13 0
150 0 London CIV UK equities-passive 150
75,499 11 Longview Developed world equities-active 86,213
70,701 11 Oldfields Developed world equities-active 83,455 10
20,571 3 Pantheon Private equity 19,341 2
(6,388) {1) Record Forward currency contracts {241} 0
29,216 4 Standard Life Diversified growth fund 29,324 4
219,424 33 State Street Global equities-passive 267,790 33
659,695 100 805,542 100

The following investments represent more than 5% of the net assets
of the Fund

Market

yalug;3d tﬁ:t::lf Investment assets
March fund
2016
000 AL EUNSCIIE & sl N i R T T

219,424 33 SSGA MPF All World Equity Index Sub-Fund 267,790 33
71,463 1 GMO Emerging Domestic Opportunities Equity Fund 94,156 12
75499 11 Longview Partners - Global Pooled Equities FD K Class 86,213 11
70,701 11 Overstone Global Equity CCF (USD Class A1 Units) 83455 10
69401 11 BlackRock Institutional Bond Fund - Corp Bond 10 yrs A Class 80,804 10
53,481 8 Aviva Investors UK Real Estate Fund of Funds 64,409 8

559,969 85 Total over 5% holdings 676,827 84
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NOTE 14D: STOCK LENDING

Within the Investment Strategy Statement stock lending is permitted within pooled funds. At
present, use of this facility is restricted to the State Street Global Advisors' mandate.

The State Street lending programme covers equity and fixed income assets around the world
and is designed to generate incremental returns for investors with appropriate risk controls.

The programme benefits from a counterparty default indemnity from State Street Bank & Trust
Company pursuant to its Securities Lending Authorisation Agreement.

NOTE 15: ANALYSIS OF DERIVATIVES

Objectives and policies for holding derivatives

Most of the holding in derivatives is to hedge liabilities or hedge exposures to reduce risk in
the Fund. Derivatives may be used to gain exposure to an asset more efficiently than holding
the underlying asset. The use of derivatives is managed in line with the investment
management agreement agreed between the Fund and the various investment managers.

In order to maintain appropriate diversification and to take advantage of overseas investment
returns, a significant proportion of the Fund's equity portfolio is in overseas stock markets. To
reduce the volatility associated with fluctuating currency rates, the Fund has a passive
currency programme in place managed by Record Currency Management Limited. The Fund
hedges 50% of the exposure in various developed world currencies within the equities
portfolio.

Open forward currency contracts

value

£000
(36)
(38)
(38)
(88)
{140)
(61)
(3)
(12)
(1.071)
(24)
{240)
(3)
(1)
(11)
(5)
(212)
(268)

Settlement Currency Local value Currency Local value Asset liability
bought sold value
_ 000 _00C £'000
Up to one month AUD 5,462 GBP (3.370)
Up to one month CAD 9,506 GBP (5,740)
Up to one month CHF 5,204 GBP (4,199)
Up to one month EUR 8,353 GBP (7.235)
Up to one month GBP 3,305 AUD (5.646)
Up to one month GBP 2218 JPY (317.300)
Up to one month GBP 1,171 SEK (13.083)
Up to one month GBP 594 SGD (1.059)
Up to one month GBP 23,741 usD (31,023)
Up to one month HKD 43,584 GBP (4.509)
Up to one month JPY 1,877,000 GBP (13.716)
Up to one month NOK 2,648 GBP (250)
Up to one month NZD 190 GBP (107)
Up to one month SEK 13,083 GBP (1.184)
Up to one month SGD 950 GBP (548)
Up to one month usD 36,307 GBP (29,252)
One to six months GBP 11,985 JPY (1,704,100)
One to six months UsD 1,595 GBP (1.278)
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Up to one month
Up to one month
Up to one month
Up to one month
Up to one month
Up to one month
Up to one month
Up to one month
Up to one month
Up to one month
One to six months
One to six months
One to six months
One to six months
One to six months
One to six months
One to six months
One to six months
One to six months
One to six months
Over six months
Over six months
QOver six months

AUD
GBP
GBP
GBP
GBP
GBP
GBP
GBP
GBP
SGD
GBP
GBP
GBP
GBP
GBP
GBP
GBP
GBP
GBP
GBP
GBP
GBP
GBP

184
5,734
4,161
7,242
4,574

11,880

248

110
4,296

109
3,358
5,735
3,697
6,873
4,508

250

107
1,187

548

29476

6,957
12,389
27,837

GBP
CAD
CHF
EUR
HKD
JPY
NOK
NZD
usD
GBP
AUD
CAD
CHF
EUR
HKD
NOK
NzZD
SEK
SGD
usD
EUR
JPY
usD

Open forward currency contracts at 31 March 2017

Net forward currency contracts at 31 March 2017

Prior year comparative
Open forward currency contracts at 31 March 2016

Net forward currency contracts at 31 March 2016

i3

(112)
(9.508)
(5,204)
(8,353)

(43,584}

(1,559,700)

(2,648)
(190)
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89
681

70
36
38
38

23

1

489

70
113
202

2,015

(2,256)
(241)

878

(7,266)
(6,388)



NOTE 16: FAIR VALUE - BASIS OF VALUATION

The basis of the valuation of each class of investment asset it set out below. There has been
no change in the valuation techniques used during the year. All assets have been valued
using fair value techniques which represent the most appropriate price available at the
reporting date

4 Valuation ey Obsarvable and Key sensitivitias affacting the
D ti f Assat Basis of Valuation
A on.o Hierarchy. uncbhservabla inputs _ _valuations provided.
Market quoted investments Published bid markel
including pooled funds for global price ruling on the finat
equities, corporate and UK index Leve! 1 . Not required Not required
. . day of the accounting
linked bonds and diversified eriod
growth funds P
Market quoted investments Published market price
including pooled funds for global or other value ruling on . )
equities and diversified growth Level 1 the final day of the b ST Not required
funds accounting period
. Closing bid price where
Pooled invesiments - property Level 1 bid and offer prices are Not required Not required
funds X
published
. Market forward
sor?nraltd WIS U Level2  exchangerales atthe Exchange rate risk Not required
erivatives
year end.
c ble valuati Valuations could be affected by
f"’T‘pﬁ“‘ © va uai |oni EBMTDA multiph material events occuring between
© sm:ja; com!::n es in Revenue n:lultli) ?é the date of the financial statements
. acco a‘ ce wi . - Pie, provided and the Pension Fund's
Unquoted equity Level 3  International Private  Discount for lack of B
Equity and Venfure  marketability, Control O (6POTting date, by changes to
qufy ’aca’ 6;. Y ; . expected cashflows, and by any
2%‘:’ 2a vation premium differences between audited and
f ) unaudited accounts

NOTE 16A: FAIR VALUE HIERARCHY

Asset and liability valuations have been classified into three levels, according to the quality
and reliability of information used to determine fair values. Transfers between levels are
recognised in the year in which they occur.

Level 1

Assets and liabilities at level 1 are those where the fair values are derived from unadjusted
quoted prices in active markets for identical assets or liabilities. Products classified as level 1
comprise quoted equities, quoted fixed securities, quoted index linked securities and unit
trusts.

Level 2

Assets and liabilities at level 2 are those where quoted market prices are not available; for
example, where an instrument is traded in a market that is not considered to be active, or
where valuation techniques are used to determine fair value.

Level 3

Assets and liabilities at level 3 are those where at least one input that could have significant
effect on the instrument's valuation is not based on observable market data.
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Sensitivity of assets valued at Level 3

The Fund has determined that the sensitivity of the level 3 investments should be at the level
determined by independent advisers for equity investments generally. Set out below is the
consequent potential impact on the closing value of investments held at 31 March 2017

Asses_sed Valuation at 31 Value on Value on
valuation March 2017 increase decrease
range (+/-)

Private Equity 10% 19,341 21,275 17,407

The following table provides an analysis of the financial assets and liabilities of the Fund
grouped info levels 1 to 3, based on the level at which the fair value is observable.

Quoted Using With
market ohservable significant
price inputs  uncbservable
inputs
Values at 31 March 2017, : Level 1 Level2 Level3  Total
B =i = _ £'000 £000.  £'000. _£000
Financial assets at fair value through
profit and loss 755,476 2,015 19,341 776,832
Financial liabilities at fair vaiue through
profit and loss 0 (2,256) 0 {2,256)
Net Investment asset 755,476 (241) 19,341 774,576
Quoted Using With
market cobservable significant
price inputs uncbservable
inputs
\Values at 31 March 2018 l-evel 1 Level 2 Level 3. Total |
S S S _£'000 £000 __£'000_ £'000:
Financial assets at fair value through
profit and loss 633,983 878 20,571 655,432
Financial liabilities at fair value through
profit and loss 0 (7.266) 0 (7,266)
Net Investment asset 633,983 (6,388) 20,571 648,166
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NOTE 16B: TRANSFERS BETWEEN LEVELS 1 AND 2

There have been no transfers during 2016/17

NOTE 16C: RECONCILIATION OF FAIR VALUE MEASUREMENTS
WITHIN LEVEL 3

Period
2016/17

Market Value 1 April
2016
Transfers into level 3
Transfers out of level 3
Purchases during the
year and derivative
Sales during the year
and derivative receipts
Unrealised
gains/{losses)
Realised gains/(losses)
Market Value 31 March

I

L

- Al _£000.  £000
Private
Equity 20,571 ] 0 0 (350) (880) 1] 19,341

|
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NOTE 17: FINANCIAL INSTRUMENTS

NOTE 17A: CLASSIFICATION OF FINANCIAL INSTRUMENTS

The following table analyses the carrying amounts of financial instruments by category and net
assets statement heading. No financial instruments were reclassified during the accounting
period.

31 March 2016 31 March 2017
Fair value Loansand Financial Fairvalue Loansand Financial
through receivables liabilities through receivables liabilities
profit and E profit and at
loss amortised loss amortised
cost cost
£000  £'000 £000 E— . _£000  £000  £'000 |
Financial assets
437,087 o 0 Pooled equities investments 531,614 0 0
86,978 0 0 Poooled bonds investments 100,883 0 0
56,287 0 0 Pooled alternative investments 58,420 0 0
53,481 0 0 Pooled property investments 64,409 0 0
150 0 0 Equity in London CIV 150 0 0
20,571 0 0 Private equity 19,341 0 0
878 ] 0 Derivative contracts 2,015 0 0
0 13,281 0 Cash 0 32,028 0]
0 37 0 Debtors 0 312 0
655,432 13,598 0 776,832 32,340 0
Financial liabilities
(7.266) 0 0 Derivative contracts (2.256) 0 0
0 0 (763} Creditors 0 0 {340)
(7,266) 0 (763) (2,256) 0 (340)
648,166 13,598 (763) 774,576 32,240 {(340)
661,001 Grand Total 806,576
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NOTE 17B: NET GAINS AND LOSSES ON FINANCIAL INSTRUMENTS

31'March 2016 31/ March 2017

Financial assets

(15.367) Fair value through profit and loss 154,823

0 Loans and receivables 0
Financial liabilities

(4.201) Fair value through profit and loss (13,228)

0 Financial Liabilities at amortised cost 0

{19,568) Total 141,595

The authority has not entered into any financial guarantees that are required to be accounted
for as financial instruments.

NOTE 18: NATURE AND EXTENT OF RISKS ARISING FROM
FINANCIAL INSTRUMENTS

Risk and risk management

The Fund's primary long-term risk is that its assets will fall short of its liabilities (i.e. promised
benefits payable to members). Therefore the aim of investment risk management is to
minimise the risk of an overall reduction in the value of the Fund and to maximise the
opportunity for gains across the whole Fund portfolio. The Fund achieves this through asset
diversification to reduce exposure 1o market risk (price risk, currency risk and interest rate risk)
and credit risk to an acceptable level. in addition, the Fund manages its liquidity risk to ensure
there is sufficient liquidity to meet its forecast cash flows. The Council manages these
investment risks as part of its overall Pension Fund risk management programme.

Responsibility for the Fund's risk management strategy rests with the Pension Fund
Committee. The Committee reviews the Fund's risk register on an annual basis.

Market risk

Market risk is the risk of loss from fluctuations in equity and commodity prices, interest and
foreign exchange rates and credit spreads. The Fund is exposed to market risk from its
investment activities, particularly through its equities holdings. The level of risk exposure
depends on market conditions, expectations of future price and yield movements and the
asset mix.

The objective of the Fund’s risk management strategy is to identify, manage and control
market risk exposure within acceptable parameters.

In general, excessive volatility in market risk is managed through the diversification of the
portfolio in terms of geographical and industry sectors and individual securities. To mitigate
market risk, the Council and its investment advisers undertake appropriate monitoring of
market conditions and benchmark analysis.
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Price risk

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

The Fund’s investment managers mitigate this price risk through diversification.

Following analysis of historical data and expected investment return movement during the
financial year, in consultation with the Fund’'s advisers, the Council has determined that the
following movements in price risk are reasonably possible.

Assets type

Potential market
movements {+/-)

Total equities 10.00%
Fixed interest & index linked securities 9.50%
Allernative investments 6.30%
Pooled property investments 2.80%
Cash and equivalents 0.00%

Had the market price of the Fund investments increased/decreased in line with the above the
change in the net assets available to pay benefits would have been as follows:

Asset type Value as at  Percentage Value  Value on

31 March change on decrease
2017 increase
| % 1 £000 %  £000  £000

Investment portfolio assets:

Total equities 551,105 10.00 606,216 485,995

Fixed interest & index linked securities 100,883 9.50 110,467 91,299

Alternative investments 58,420 6.30 62,100 54,740

Pooled property investments 64,409 2.80 66,212 62,606

Derivative contracts: net forward

currency (241) 0.00 (241) (241)

Total 774,576 844,754 704,399

Asset type Value as at  Percentage Value  Value on
31 March change on decrease

2016 increase
Sl . E'000! % £000  £'000

Investment portfolio assets:

Total equities 457,808 10.07 503,909 411,707

Fixed interest & index linked securities 86,978 9.07 94,867 79,089

Alternative investments 56,287 7.36 60,430 52,144

Pooled property investments 53,481 2.37 54,748 52,214

Derivative contracts: net forward

currency (6,388) 0.00 {6,388) (6,388)

Total 648,166 707,566 588,766
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Inferest rate risk

The Fund invests in financial assets for the primary purpose of obtaining a return on
investments. These investments are subject to interest rate risks, which represent the risk that
the fair value or future cash flows of a financial instrument will fluctuate because of changes in
market interest rates.

The Council recognises that interest rates can vary and can affect both income to the Fund
and the carrying value of Fund assets, both of which affect the value of the net assets
available to pay benefits

The Fund's direct exposure to interest rate movements as at 31 March 2017 and 31 March
2016 and the impact of a 1% movement in interest rates are as follows:

Carrying amount Haii
Assets exposed to interest rate movement on  Value on Value on
: as at 31 March 5 = ;
risk 1% change in  increase decrease
2017 ;
interest rates
e e = £'000 : _ £'000. £000
Cash and cash equivalents 30,966 0 30,966 30,966
Fixed interest securities 80,804 808 81,612 79,996
Total change in assets available 111,770 808 112,578 110,962
Carrying amount AL
Assets exposed to interest rate movementon Value on Value on
: as at 31 March - = -
risk 1% change in  increase decrease
2016 :
interest rates
. i B e ST ___£'000 1 _ £'000 £'000
Cash and cash equivalents 11,529 0 11,529 11,529
Fixed interest securities 69,401 694 70,095 68,707
Total change in assets available 80,930 694 81,624 80,236

This analysis demonstrates that changes in interest rates do not impact on the value of cash &
cash equivalents balances but do affect the fair value on fixed interest securities.

Changes in interest rates affect interest income received on cash balances but have no effect
on income from fixed income securities.

Currency risk

Currency risk represents the risk that the fair value of future cash flows of a financial
instrument will fluctuate because of changes in foreign exchange rates. The Fund is exposed
to currency risk on its global equities pooled fund investments, some of which are
denominated in currencies other than Sterling. To mitigate this risk, the Fund uses derivatives
and hedges 50% of the overseas equity portfolio arising from the developed market
currencies.

Following analysis of historical data in consultation with the Fund's advisers the Council
considers the likely volatility associated with foreign exchange rate movements to be 5.56%

A 5.56% strengthening/weakening of the pound against the various currencies in which the
fund holds investments would increase/decrease the net assets available as follows.

40



Currency Exposure - Asset Value'as at*  Change to net assets
asset type 31 March 2017

= 1

£'000

Overseas Equities 480,403 507,113 453,693

Currency Exposure - Asset Value as at Change to net assets
asset type 31 March 2016
+3.77% -3.77%
_ £'000 £:000 £'000
Overseas Equities 390,763 405,485 376,031

Credit risk

Credit risk represents the risk that the counterpanty to a transaction or a financial instrument
will fail to discharge an obligation and cause the Fund to incur a financial ioss. The market
values of investments generally reflect an assessment of credit in their pricing and
consequently the risk of loss is implicitly provided for in the carrying value of the Fund's
assets and liabilities.

In essence the Fund's entire investment porifolio is exposed to some form of credit risk, with
the exception of the derivatives positions. However the selection of high quality counterparties,
brokers and financial institutions by Fund managers should minimise the credit risk that may
oceur.

Cash deposits are not made with banks and financial institutions unless they are rated
independently and meet the Council's Treasury Management investment criteria.

The Council believes it has managed its exposure to credit risk, and has had no experience of
default or uncollectable deposits over the past five years.

The Fund's cash holding at 31 March 2017 was £31.0m (31 March 2016: £11.5m). This was
held with the following institutions.

Balances at 31 March 2017 Balances at 31 March 2016

= LI £'000 | £'000
Bank accounts
Royal Bank of Scotland 30,901 10,048
JP Morgan 13 1,437
BlackRock 52 44
30,966 11,529
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Liquidity risk
Liquidity risk represents the risk that the Fund will not be able to meet its financial obligations

as they fall due. The Council therefore takes steps to ensure that the Pension Fund has
adequate cash resources to meet its commitments.

The Council has immediate access to its Pension Fund cash holdings.

The Fund considers liquid assets to be those that can be converted to cash within three
months. llliquid assets are those assets which will take longer than three months to convert in
to cash. As at 31 March 2017 the value of illiquid assets was £83.7m, which representied 10%
of the total Fund assets (31 March 2016: £74.1m, which represented 11% of the total Fund
assets).

All financial liabilities at 31 March 2017 are due within one year.
Refinancing risk

The Pension Fund does not have any financial instruments that have a refinancing risk.

NOTE 19: FUNDING ARRANGEMENTS

In line with The Local Government Pension Scheme Regulations 2013, the Fund's Actuary
undertakes a funding valuation every three years for the purpose of setting employer
contribution rates for the forthcoming triennial period. The last such valuation took place as at
31 March 2016. The next valuation takes place as at 31 March 2019.

The key elements of the funding policy are:

= to ensure the long-term solvency of the Fund, i.e. that sufficient funds are
available to meet all pension liabilities as they fall due for payment;

= to ensure that employer contribution rates are as stable as possible;

= to minimise the long-term cost of the Scheme by recognising the link between
assets and liabilities and adopting an investment strategy that balances risk and
return;

» to reflect the different characteristics of employing bodies in determining
contribution rates where the administering authority considers it reasonable to do
so; and

» to use reasonable measures to reduce the risk to other employers and ultimately
to the Council Tax payer from an employer defaulting on its pension obligations.

The aim is to achieve 100% solvency over a period of 20 years and to provide stability in
employer contribution rates by spreading any increases in rates over a period of time.
Solvency is achieved when the funds held, plus future expected investment returns and future
contributions, are sufficient {o meet expected future pension benefits payable.

At the 2016 actuarial valuation, the Fund was assessed as 74% funded (70% at the March
2013 valuation). This comesponded to a deficit of £228m (2013 valuation: £234m).

Contribution increases are being phased in over the 3 years' period ending 31 March 2020.

Individual employers' rates vary depending on the demographic and actuarial factors particular
to each employer. Full details of the contribution rates payable can be found in the 2016
actuarial valuation report on the Fund’s website.

The valuation of the Fund has been undertaken using the projected unit method under which
the salary for each member is assumed to increase until they leave aclive service by death,
retirement or withdrawal from service. The principal assumptions were as follows:
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Financial assumptions

Other financial assumptions 2016 2013
% %
Price inflation (CP!) 22 25
Salary increases 2.4 3.8
Pension increases 22 25
Gilt based discount rate 2.2 3.0
Funded basis discount rate 38 46

Demographic assumptions

The life expectancy assumptions are based on the Fund's Hymans Robertson's VitaCurves
with improvements in line with the CMI 2013 model, assuming the current rate of
improvements has reached a peak and will converge to a long term rate of 1.25% per annum.

Future life expectancy based on the Actuary’s Fund-specific mortality review is as follows:

Male Female
Current pensioners 22.2 years 24 .4 years
Future pensioners {(assumed to be aged 45) 24.0 years 26.4 years

Commutation assumption

It is assumed that 50% of future retirees will elect to exchange pension for additional tax free
cash up to HMRC limits for service to 1 April 2008 and 75% for service from 1 April 2008.

NOTE 20: ACTUARIAL PRESENT VALUE OF PROMISED
RETIREMENT BENEFITS

In addition to the triennial funding valuation, the Fund's actuary also undertakes a valuation of
the Pension Fund liabilities, on an IAS 19 basis, every year using the same base data as the
funding valuation rolled forward to the current financial year, taking account of changes in
membership numbers and updating assumptions to the current year. This valuation is not
carried out on the same basis as that used for setting Fund contribution rates and the Fund
accounts do not take account of liabilities to pay pensions and other benefits in the future.

In order to assess the value of the benefits on this basis, the Actuary has updated the actuarial
assumptions (set out below) from those used for funding purposes (see Note 19). The actuary
has also valued ill health and death benefits in line with IAS 19,

© 31 March 2016 31 March 2017

LT’ 1T}

(I933) Present value of prorni-sed retirement beneﬁts. {"1 ,102)
594 Fair value of scheme assets 733
(339) Net Liability {369)
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As noted above, the liabilities are calculated on an IAS 19 basis and therefore will differ from
the results of the 2016 triennial funding valuation because IAS 19 stipulales a discount rate
rather than a rate which reflects market rates.

1AS19 Assumptions used

2016/17 2015/16

0/, pa o pa
Inflation/pensions increase rate assumption 2.4 2.2
Salary increase rate 2.7 3.7
Discount rate 25 3.5
NOTE 21: CURRENT ASSETS
31 March 31 March
2016 2017
L0001 s - £'000°
Debtors:
297 Contributions due - employers 142
20 Sundry debtors 170
1,752 Cash owed to Fund 1,062
2,069 1,374
Analysis of debtors
31 March 31 March
2016 2017
=y €000 - 2 0 o e _£'000
0 Central Government bodies 12
1,752 Other local authorities 1,062
4 NHS bodies 4
297 Scheduled/Admitted bodies 142
16 Other entities and individuals 154
2,069 1,374



NOTE 22: CURRENT LIABILITIES

31 March 31'March
2016 2017
A e e % E'000
(167) Sundry creditors (202)
(430) Transfer values payable {(leavers) 0
(166) Benefits payable (138)
{763) (340)

Analysis of creditors

31 March 31 March
2016 2017
. £000 - _ £1000..
{15} Central government bodies (7)
{431) Other local authorities 0
{317) Other entities and individuals (333)
(763) {340)

NOTE 23: ADDITIONAL VOLUNTARY CONTRIBUTIONS

AVC contributions of £0.43m were paid directly to the providers during the year (2015/16:
£0.31m)

Market value Market value
31 March 2016 31 March 2017
— UE'000S . ____ £'000
1,233 Prudential Assurance 1,382

741 Clerical Medical 667

237 Equitable Life Assurance Society 239

2,211 2,288

NOTE 24: AGENCY SERVICES

There were no payments of this type



NOTE 25: RELATED PARTY TRANSACTIONS

Harrow Council

The Fund is required under I1AS24 to disclose details of material transactions with related
parties. The Council is a related party to the Pension Fund. Details of the contributions made
to the Fund by the Council and expenses refunded to the Council are set out above.

The Pension Fund has operated a separate bank account since April 2011. However to avoid
any undue cost to the Fund some minor transactions continue to be processed through the
Council's bank account and these transaction are settled on a monthly basis.

31 March 2016 31 March 2017

{16.351) Employer's Pension Contributions to the Fund (17.514)

853 Administration expenses paid to the Council 826
1,752 Cash held by the Council 1,062
Governance

Each member of the Pension Fund Committee is required to declare their interests at each
meeting.

NOTE 25A: KEY MANAGEMENT PERSONNEL

The key management personnel of the fund is the Councils’ Director of Finance (S151 Officer).
During 2015-16 the Director of Human resources also fell into this category. Total
remuneration payable from the Pension Fund to these key management personnel is set out

below:
34 March 2016 31'March 2017

£'000 _ E'00C
43 Short-term benefits 35
0 Termination benefits 21

NOTE 26: CONTINGENT LIABILITIES AND CONTRACTUAL
COMMITMENTS
Outstanding capital commitments at 31 March 2017 totalled £3.0m (31 March 2016: £2.9m).

These commitments relate to outstanding call payments due on unquoted limited partnership
funds held by Pantheon Ventures in the private equity part of the portfolio.

NOTE 27: CONTINGENT ASSETS

Two admitted body employers in the Fund hold insurance bonds or guarantees to guard
against the possibility of being unable to meet their pension obligations. These bonds are
drawn in favour of the Fund and payment will only be triggered in the event of employer
default.
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Pension Fund Accounts Reporting Requirement

CIPFA’s Code of Practce on Local Authoniy Accounting 2016/17 requires Administerng Authorities of LGPS
tunds tha: prepare pension fund accounts to disciose what [AS26 refers to as the actuana! present value of
promised retirement benefi's | have been instructed by the Administering Authionty to provide the necessary
information for the London Borough of Harrow Pension Fund (the Fund”)

The actuarial present value of promised retrement henefils is to be calculated similarty to the Defined Beneft
Obhgation under IAS19 There are three options for ds disclosure in the pension fund accounts

« showing ihe figure in the Net Assets Statement, in which case it requires the siatement {o disclose the
resulting sumlus or deficit;

+ as anote to the accounts, or

« by reference to this information in an accompanying actuanal repor

It an actuanal valuation has not been prepared at the date of the financial statemienis, IAS26 requires the mos!
recent valuation to lie used as a base and the date of the valuation disclosed. The valuation should be carmied
oul using assumptons in line vith 1AS13 and not the Fund's funding assumptions

Year ended 31 March 2017 31 March 2016
Active members (Em) 440 496
Deferred members (£m) 250 1€9
Pensioners (£m) 497 351
Total {Em}) 1187 1,016

The promised retirement benefits at 31 March 2017 have been projected using a roll forward approxmation
from the iatest formal funding valuation as at 31 March 2016 The approximation involved in the roll foreard
model means that the split of benefits between the three classes of member may noi be reliable  However, | am
satisfied that the tolal figure 15 a reasonable estimale of the actuanal present value of benefit promises

‘The above figures include both vested and non-vested benefits, altthough the 1atter s assumed to have a
neqligihle value. Further, | have not made any allowance for unfunded benefils

It shouid be noted the above figures are appropriate for the London Borough of Harrow oniy for preparation of
the pension fund accounis They should not be used for any other purpose (1 e. companng aganst liability
measures on a funding bhasis or a cessation basis)

The assumptions used are those adopted for the Admnistenng Authority's 14519 report and are different as at
31 March 2017 and 31 March 2016 | estmate that the impact of the change in financial assumptons to 31
March 2017 15 to increass the actuanal present value by £171m. | estimate that the impact of the change in
demaographic and longevity assumptions is to decrease the actuarial present value by £13m




Year ended (% p.a.) 31 March 2017 31 March 2016
Pension Increase Rate

Salary Increase Rate

Discount Rate

Life expectancy 15 based on the Fund's VitaCurves with improvements in line with the CMI 2013 model,
assuming the current rate of improvements has reached a peak and will converge to ‘ong term rale of 1.25%
p.a Based on these assumpiions, the average future life expectancies at age 65 are summarised below

Males Females
Current pensioners 222 years 24 4 years
Future pensioners (assumed to be aged 45 at the lates! formal valuation) 24 0 years 26 4 years

Please note that the longevity assumpiions have changed since the previous 1AS26 disciosure for the Fund

An allowance is mcluded for fulure retirements to elect to take 50% of the maximum additional tax-free cash up
10 HMRC imits for pre-Apnl 2008 service and 75% of the maximum tax-free cash for post-April 2008 sefvice

CIPFA guidance requires the disclosure of the senstivity of the resulls to the methods and assumptions used
The sensitiviiies regarding the principal assumptions used to measure the habiities are sef oui below

Sensitivity to the assumptions for the year ended Approximate % Approximate monetary
31 March 2017 increase to liabilities amount (£m)
0.5% p a increase in the Pension Increase Rate 8% 89

0.5% pa. increase in the Salary Increase Rale 2% 19

0 5% p a. decrease in the Real Discount Rate | 9% | 110

The pnncipal demographic assumpton s the longevity assumplion. For sensitivity purposes, | estimate thata 1
year increase in kfe expectancy would approximacely increase the liabilities by around 3-5%

This paper accon:panies my covenng report tiled ‘Actuanal Valuation as at 31 March 2017 for accounting
purposes’  The covering repor identifies the appropriate reliances and limitations for the use of the figures in
this paper, together with turther delails regarding the professional requirements and assumplions

Prepared by -
4’5%
(
Gemma Seftan FFA

25 Apnil 2017

For and on xehalf of Hymans Robernson LLP
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GOVERNANCE COMPLIANCE STATEMENT
Introduction

This is the Governance Compliance Statement of The London Borough of
Harrow Pension Fund, administered by Harrow Council, the Administering
Authority. The statement provides an overview of Harrow's approach towards the
governance of the Pension Fund.

Any enquiries in relation to this Statement should be sent to:

Treasury and Pension Fund Manager
London Borough of Harrow

3" Floor, West Wing

Civic Centre

Station Road

Harrow

HA1 2XF

TEL: 020 8424 1450

Tl
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GOVERNANCE COMPLIANCE STATEMENT
Regulatory Framework

This Statement is required by Regulation 55 of the Local Government Pension
Scheme (Scheme) Regulations 2013.

The Regulation requires Harrow Council as the Administering Authority to
prepare a written statement setting out:

“... (a)whether the authority delegates its function, or part of ils funclions under
these Regulations to a committee, a sub-committee or an officer of the
authority;

(b) if the authority does so—
(i} the terms, structure and operational procedures of the delegation,
(i} the frequency of any committee or sub-committee meetings,

(iii} whether such a commiftee or sub-commitlee includes representatives
of Scheme employers or members, and, if so, whether those
representatives have voting rights;

{c) the extent to which a delegation, or the absence of a delegation, complies
with guidance given by the Secretary of State and, to the extent it does
not so comply, the reasons for not complying, and

(d) details of the terms, structure and operational procedures relating to the
local pension board established under regulation 53(4) (Scheme
managers)}.”

This Statement will be revised and republished following any material change in
any of the matters set out above. A current version of the Statement will always
be available either at the address on page three or on the intranet under -
‘Employment with the Council’ — 'Employees Pension’ ~ ‘Policy Statements’ -
‘Governance Compliance Statement'.

C%/{mwd )
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GOVERNANCE COMPLIANCE STATEMENT
Delegated Functions

The Council has delegated its functions to the following:
» Pension Fund Committee
e Officer Sub — Group
¢ Director of Finance

s Chief Officers

Pension Fund Committee

The Pension Fund Committee comprises four Members representing two
different political parties with voting rights and a co-optee, an investment adviser
and two independent advisers without voting rights. Council senior officers attend
each meeting and trade union representatives of Scheme members (UNISON
and GMB}) are also invited as observers.

The Committee meets approximately four times a year and has the following
responsibilities:

1) to exercise on behalf of the Council, all the powers and duties of the
Council in relation to its functions as Administering Authority of the LB
Harrow Pension Fund (the Fund), save for those matters delegated to
other Committees of the Council or to an Officer;

2} the determination of applications under the Local Government
Superannuation Regulations and the Teachers' Superannuation
Regulations;

3) to administer all matters concerning the Council’'s pension investments
in accordance with the law and Council policy;

4) to establish a strategy for the disposition of the pension investment
portfolio;

5) to appoint and determine the investment managers’ delegation of
powers of management of the fund;

6) to determine cases that satisfy the Early Retirement provision under
Regulation 26 of the Local Government Pension Scheme Regulations
1997 (as amended), and to exercise discretion under Regulation 8 of
the Local Government (Early Termination of Employment)
(Discretionary Compensation) (England and Wales) Regulations 2000

C/fcllr/wd )
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GOVERNANCE COMPLIANCE STATEMENT
(as amended, subject to the conditions now agreed in respect of all
staff, excluding Chief Officers;

7) to apply the arrangements set out in (6) above to Chief Officers where
the application has been recommended by the Chief Executive, either
on the grounds of redundancy, or in the interests of the efficiency of the
service, and where the application was instigated by the Chief
Executive in consultation with the leaders of the political groups

Officer Sub - Group

The Officer Sub — Group comprises the Director of Finance and the Director of
Legal and Governance Services. Other senior officers attend meetings as
required.

The Sub-Group meets on an ad-hoc basis and has the responsibility to
determine all early retirement applications in line with Council policy

Director of Finance
Pension Fund Investment

In respect of the discretionary management arrangements the Director of
Finance has the following responsibilities:

¢ |n the name of the Mayor and Burgesses of Harrow Council and on behalf
of the Pension Fund and in consultation with the Fund's managers, to
invest in stocks and shares as authorised by the Trustee Investments Act
and Pension Fund Regulations, and to authorise the Council’s seal to be
affixed to stock transfer forms, rights issues and other investment forms.

* To enter into agreements on the terms and conditions on which these
investments are made by the Fund’'s managers.

* To enter into under-writing agreements.

* To monitor the investment decisions of the Fund managers and under the
terms of the Local Government Pension Scheme {(Management and
Investment of Funds) Reguiations 2009 as amended to ensure the need
for diversification and stability of investments

[§]

Cﬁéfrﬂm )

1ONDON




GOVERNANCE COMPLIANCE STATEMENT
Chief Officers

Chief Officers are specifically authorised to take decisions on behalf of the
Council or its non-Executive Committees in cases of urgency, using the
procedure for non-executive decisions on minor matters or the procedure for
urgent non-executive decisions.

Urgent Non-Executive Decisions and Minor Matters

In relation to matters which are the responsibility of a Council Committee, subject
to consultation with the Chair of the relevant commitiee and the nominated
members of the two main political groups or their nominees, Chief Officers shall
have the power to act on behalf of the Council in cases of urgency and on minor
matters, where the urgent matter is of such a nature that it may be against the
Council’s interest to delay and where it is not practicable to obtain the approval of
the Council Committee. In the event of disagreement between the Members
consulted, the matter shall be referred to the Chief Executive who may take the
decision after consultation with the Leaders of all political groups or their
nominees, and if appropriate, with the statutory officers. The safeguards set out
below must be iollowed.

Safeguards

The procedure must only be used when considered essential to achieving the
efficient administration of the service and for urgent matters consideration must
be given to whether the matter can wait until the next scheduled meeting or
whether the calling of a special meeting can be justified.

All decisions taken by officers under this delegated power must be reported for
information to the next meeting of the appropriate committee.

Pension Board

As required under the Public Service Pensions Act 2013 the Council has set up a
Local Pension Board. Its responsibility under the Act is to assist the
Administering Authority in ensuring the effective and efficient governance and
administration of the Scheme including:

* Securing compliance with the Scheme regulations and other legislation
relating to the governance and administration of the LGPS;

e Securing compliance with requirements imposed in relation to the LGPS
by the Pensions Regulator; and

* Such other matters the LGPS regulations may specify.

C%/dl‘/‘ﬂdo’ )
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GOVERNANCE COMPLIANCE STATEMENT

In particular the Board oversees:
¢ the effectiveness of the decision making process
* the direction of the Fund and its overall objectives
* the level of transparency in the conduct of the Fund's activities
e the administration of benefits and contributions

Under the provisions of the Act the Board must include equal numbers of
employer and member representatives and it is made up as follows:

e Employer representative — London Borough of Harrow
Employer representative — Scheduled and admitted bodies
Scheme members' representative — Active members
Scheme members’ representative — Pensioners
Independent member.
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GOVERNANCE COMPLIANCE STATEMENT

Statement of compliance to guidance

Regulation 55(1)(c) requires Scheme administering authorities to measure their
governance arrangements against the principles set out in the statutory
guidance. Where compliance does not meet the published standard, there is a
requirement to give, in their Governance Compliance Statement, the reasons for
not complying.

Principle A — Structure

a) The management of the administration of benefits and strategic management
of fund assets clearly rests with the main committee established by the
appointing council.

b) That representatives of participating LGPS employers, admitted bodies and
Scheme members (including pensioner and deferred members) are members of
either the main or secondary commitiee established to underpin the work of the
main committee.

c) That where a secondary committee or panel has been established, the
structure ensures effective communication across both levels.

d) That where a secondary committee or panel has been established, at least
one seat on the main committee is allocated for a member from the secondary
committee or panel.

Not Compliant” Fully Compliant
a} N
b} v
c) NA
d) NA

* Please use this space to explain the reason for non-compliance.

The Pension Fund Committee comprises representatives of the main employer,
London Borough of Harrow, but there is no representation of other employers or
scheme members. Two trade unions have observer status. The Pension Board
includes a representative of non-Gouncil employers, active scheme members
and pensioner members and the views of the Board are reported to the
Committee.
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GOVERNANCE COMPLIANCE STATEMENT
Principle B — Representation

a) That all key stakeholders are afforded the opportunity to be represented within
the main or secondary committee structure. These include:-

* employing authorities (including non-Scheme employers, eg, admitted
bodies);
Scheme members {including deferred and pensioner Scheme members),
where appropriate, independent professional observers, and

e expert advisors {(on an ad-hoc basis).

b) That where lay members sit on a main or secondary committee, they are
treated equally in terms of access to papers and meetings, training and are given
full opportunity to contribute to the decision making process, with or without
voting rights.

Not Compliant” Fully Compliant
a) T

|
b) | v

* Please use this space to explain the reason for non-compliance.

The Pension Fund Committee comprises representatives of the main employer,
London Borough of Harrow, two independent advisers and an expert investment
adviser but no representation for other employers or scheme members. Two
trade unions have observer status.

Principle C — Selection and role of lay members

a) That committee or panel members are made fully aware of the status, role and
function they are required to perform on either a main or secondary committee.

b) That at the start of any meeting, committee members are invited to declare
any financial or pecuniary interest related to specific matters on the agenda.

Not Compliant* Fully Compliant
a) N
b) )

* Please use this space to explain the reason for non-compliance.

I
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GOVERNANCE COMPLIANCE STATEMENT
Principle D — Voting

a) The policy of individual administering authorities on voting rights is clear and
transparent, including the justification for not extending voting rights to each body
or group represented on main LGPS committees.

Not Compliant” Fully Compliant

a) | | | | v

* Please use this space to explain the reason for non-compliance

Principle E — Training/Facility time/Expenses

a) That in relation to the way in which statutory and related decisions are taken
by the administering authority, there is a clear policy on training, facility time and
reimbursement of expenses in respect of members involved in the decision-
making process.

b) That where such a policy exists, it applies equally to all members of
committees, sub-committees, advisory panels or any other form of secondary
forum.

¢) That the administering authority considers the adoption of annual training
plans for committee members and maintains a log of all such training undertaken

Not Compliant” Fully Compliant
a) N
b) V
c) Y

* Please use this space to explain the reason for non-compliance.

The Council policy is that the Pension Fund Committee are aware of the six
areas of knowledge and skills relating to the LGPS which CIPFA has identified as
being the core technical requirements for those involved in decision making.
They are frequently advised of training opporiunities and are advised of facility
time and the reimbursement of expenses.
A training log for all elected members is maintained.
Included in the Terms of Reference for the Pension Board is:
Following appointment each member of the Board should be conversant with:

» The legislation and associated guidance of the LGPS

e Any document recording policy about the administration of the LGPS
which is for the time being adopted by the Fund

Cﬁfmwd )

LONDODN




GOVERNANCE COMPLIANCE STATEMENT

The Administering Authority will provide a training programme which all
Committee and Board members will be encouraged to attend

Principle F — Meetings {frequency/quorum)

a) That an administering authority’s main committee or committees meet at least
quarterly.

b) That an administering authority's secondary committee or panel meet at least
twice a year and is synchronised with the dates when the main committee sits.

¢) That an administering authority who does not include lay members in their
formal governance arrangements, provide a forum outside of those
arrangements by which the interests of key stakeholders can be represented

Not Compliant” Fully Compliant
a) V
b} NA
c) v

* Please use this space to explain the reason for non-compliance.

Key stakeholders including non-Council employers and the trade unions are
consulted on an ad hoc basis eg actuarial valuation, Investment Strategy
Statement, Funding Strategy Statement

Principle G — Access

a) That subject to any rules in the council's constitution, all members of main and
secondary committees or panels have equal access to committee papers,
documents and advice that falls to be considered at meetings of the main
committee.

Not Compliant” Fully Compliant

a) | l I | v

* Please use this space to explain the reason for non-compliance.
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GOVERNANCE COMPLIANCE STATEMENT

Principle H — Scope

a) That administering authorities have taken steps to bring wider Scheme issues
within the scope of their governance arrangements

Not Compliant” Fully Compliant
a) I | | v

" * Please use this space to explain the reason for non-compliance.

Principle | — Publicity

a) That administering authorities have published details of their governance
arrangements in such a way that stakeholders with an interest in the way in
which the Scheme is governed, can express an interest in wanting to be part of
those arrangements.

J Not Compliant* Fully Compliant

La) | l | | v

* Please use this space 1o explain the reason for non-compliance.

Please use this space if you wish to add anything to explain or expand on the
ratings given above
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Introduction

This is the Communications Policy Statement of the London Borough of Harrow
Pension Fund, administered by Harrow Council, the Administering Authority.

The Fund liaises with a number of employers, namely:-

s Alexandra School

* Avanti House Free School

* Aylward Primary School

* Bentley Wood School

» Canons High School

» Carillion Services

* Engie

* Govindas

* Harrow College

* Harrow High School

* Hatch End School

* Heathland and Whitefriars School
* Krishna Avanti Primary School
* Linbrook Services

* North London Collegiate School
* Nower Hill High School

¢ Park High School

* Pinner High School

* Rooks Heath College

* Salvatorian College

» St Bernadette's Catholic School
e St. Dominic’'s College

* St Jerome School

* Sopria Steria

e Stanmore College

* The Jubilee Academy

» Wales
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And, at 31 March 2016 the Fund had 17,699 scheme members (5,561 active
members, 6,700 deferred members and 5,438 pensioner members). The delivery of
the benefits payable under the Local Government Pension Scheme involves
communication with a number of interested parties. This Statement provides an
overview of how we communicate and how we measure whether our
communications are successful.

It is effective from 1 April 2017.
Any enquiries in relation to this Statement should be sent to:
Lesley Freebody

Team Leader
Pensions Team

Harrow Council

3 Floor, South Wing
Civic Centre

Station Road
Harrow

HA1 2XF

telephone: 0208 416 8087

email: Lesley.freebody@harrow.gov.uk
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Regulatory Framework

This Statement is required by the provisions of Regulation 61 of the Local
Government Pension Scheme Regulations 2013. The provisions require the Council
as the Administering Authority to:

“...prepare, maintain and publish a written statement setting out its policy
concerning communications with:

(a) members.

(b}  representatives of members.

(c)  prospective members and

(d)  Scheme employers.”

In addition it specifies that the statement must include information relating to:

“fa) the provision of information and publicity about the Scheme to members,
representatives of members and Scheme employers;

(b)  the format, frequency and method of distributing such information or publicity;
and

{c)  the promotion of the Scherme to prospective members and their employers.”

As a provider of an occupational pension scheme, the Council is already obliged o
satisfy the requirements of the Occupational Pension Schemes (Disclosure of
information) Regulations and other relevant legislation, for example the Pensions Act
2014. The Regulations are supported by a Code of Practice. While the Code itself is
not a statement of the law, and no penalties can be levied for failure to comply with
it, the Courlts or a tribunal must take account of it when determining if any legal
requirements have not been met. A summary of our expected timescales for
meeting the various disclosure of information requirements are set out in the
Performance Measurement section of this document.
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Responsibilities and Resources

Communications material is provided through the Pensions Team and validated
through the Communications Unit. The Team write all internally produced
communications including information published on the internet/intranet. The Team
is also responsible for arranging all forums and meetings covered within this
Statement. The Team report through the Council's management structure with
ultimate responsibility for ensuring compliance with the Regulations resting with the
Corporate Director — Resources and Commercial.

Printing documentation is carried out internally.
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Communication with key audience groups

Our audience

The Pensions Team communicates with a number of stakeholders on an on-going
basis. For the purpose of this Statement, the Team engages with the following
audience groups:

® active members;

deferred members;

° pensioner members;

. prospective members;

. scheme employers;

. union representatives;

. Elected Members;

. Pension Board;

. Pensions Team staff;

. local taxpayers and residents;

. other stakeholders / interested parties

In addition there are a number of other stakeholders with whom the Council
communicates on a regular basis including Her Majesty’s Revenue and Customs
(HMRC), Department for Communities and Local Government (DCLG), Department
of Works and Pensions {DWP), Pensions Advisory Service, solicitors, actuaries and
other pension providers. The Council has also considered, as part of this policy, how
it communicates/engages with these interested parties.
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How we communicate

General communication

The Council has put in place a number of initiatives that will assist in moving towards
the Government’s e-gov agenda. However, pensions information, for the most part,
is still delivered through paper based communications. The Council has developed
alternative communications media (e.g. documents in Braille and large print, audio
tapes, etc) to ensure that it caters for the needs of special groups. Additionally the
Team utilises the Council’'s internet/intranet facilities and is developing both email
and internet self-service facilities that will enable a gradual move away from paper
communications and reduce communication costs.

Within the Pensions Team stalf are responsible for all administration of the Local
Government Pension Scheme. Any member of staif within the Team can deal with
general telephone calls, written correspondence or visitors. Communications on
more complicated pensions issues are managed amongst the senior management.

Telephone calls are either routed through a dedicated direct dial number or,
alternatively, through main Harrow contact centre and then onwards 1o one of the
Pension Team’s extensions.

Branding

As the Pension Fund is administered by Harrow Council, all literature and
communications conform to the Council's branding policy.

Accessibility

The Council serves a culturally rich and diverse client base and is conscious of the
fact that access to information requires varied forms of communication. Any material
required in an alternative format or language is managed in line with a specific
request. All publications include details of how a request for alternative
communication format can be requested.
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Policy on Communication with Active, Deferred and Pensioner

Members

Our objectives with regard to communication with members as groups are:

. to facilitate the LGPS to be used as a tool in the recruitment and retention of
employees, thereby assisting both the Council and associated bodies in
becoming employers of choice.

. to educate and explain to members the benefits of the LGPS.

. o provide the diverse client base with increased opportunity to engage on
pension related matters through the most appropriate medium.

. as a result of improved communication, for enquires and complaints to be
resolved at the earliest opportunity and to the client’s satisfaction.

. in line with the Government’s agenda in relation to individuals making
adequate financial arrangements for retirement, increase take up of LGPS
membership.

. to ensure that all relevant stakeholders have sufficient material to hand to

inform pension-related judgements.

In addition, as required, appropriate communications with individual members
covering their own particular circumstances are arranged.

Our objectives are met by providing the following communications:

Method of Media Frequency of Method of Audience
communication issue distribution group
{active,
deferred or
pensioner
members or
all members)
Scheme Guide Paper based At joining and at Post to home Active
and through the time of major | address, via members
Harrow's scheme changes | scheme

internet/intranet

employers and
online

Newslelters Paper based Annually and ad Post to home Separately for
and through hoc 1o ensure address and active,
Harrow's timely notification | online deferred and
internet/intranet | of major scheme pensioner
changes members
Pension Fund Paper based and | Annually Hard copy on All members
Annual Report and | through Harrow's request and
Financial internet/intranet online
Stalemenis
9
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Pension Fund Paper based and | Annually Post to home All members

Financial through Harrow'’s address and

Statements internet/intranet anline

Summary

Annual Benefit Paper based Annually Post to home Active and

Statlemenls address deferred

members

Fact sheels Paper based and | Topic specific Post to hame Active and
through Harrow’s | information sheets | address and deferred
internetfintranet online members

Website — Harrow Electronic Continually Loaded for key All members

Intranet available communications

One to one Personal On request As requested All members

educaltion sessions | inlerview

Explanation of communications

Scheme Guide - A booklet providing a relatively detailed overview of the LGPS,
including who can join, how much it costs, the retirement and death benefits and how
to increase the value of benefits.

Newsletters — Mainly an annual newsletter which provides updates in relation to
changes to the LGPS as well as other related news, such as European / UK pension
matters, payroll pay dates/deadlines, a summary of the accounts for the year,
contact details, elc.

Pension Fund Annual Report and Financial Statements — Details of the value of
the Pension Fund at the end of the financial year, income and expenditure during the
year as well as other related details, {e.g. current employer bodies and scheme
membership numbers. This is a somewhat detailed and lengthy document and,
therefore, it will not be routinely distributed except on request. A summary
document, as detailed below, will be distributed.

Pension Fund Financial Statements Summary — A handy summary of the position
of the Pension Fund at the end of the financial year, income and expenditure during
the year as well as other related details.

Annual Benefit Statements — For active members these include the current value
of benefits to 31 March as well as the projected benefits at Normal Pension Age.
The associated death benefits are also shown as well as details of any individuals
the member has nominated to receive the lump sum death grant. For deferred
members, the benefit statement includes the current value of the deferred benefits
and the earliest payment date of the benefits as well as the associated death
benefits.

Fact sheets — These are leaflets that provide some detail in relation to specific
topics, such as topping up pension rights, death benefits and pension rights on
divorce etc.
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Harrow Intranet — The intranet provides scheme specific information, forms that can
be printed or downloaded, access to documents (e.g. newsletters and Annual
Report), frequently asked questions and answers, links to related sites and contact
information.

One to one education sessions — These sessions offer the individual a confidential
interview with a member of the team.

11
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Policy on Communication with Prospective Members and their
Employing Bodies

Our objectives with regard to communication with prospective members are:

to facilitate the LGPS to be used as a tool in the recruitment and retention of
employees, thereby assisting both the Council and associated bodies in
becoming employers of choice.

to educate and explain to members the benefits of the LGPS.

to provide the diverse prospective client base with increased opportunity to
engage on pension related matters through the most appropriate medium.

in line with the Government's agenda in relation to individuals making
adequate financial arrangements for retirement, increase take up of LGPS
membership.

to ensure that prospective members have sufficient material to hand to inform
pension-related judgements.

The Pensions Team do not have immediate access to prospective members but the
benefits of a defined benefits scheme are referenced in job vacancy advertisements.
Promotional material and educational visits are provided for employing bodies.

Our objectives are met by providing the following communications:

Method of Media Frequency of | Method of Audience

Communication Issue Distribution Group

Overview of the LGPS - | Paper based, | On Starter pack New

Guide and Internet commencing employees
employment

Explanation of communications

Overview of the LGPS — Guide - A brief guide that summarises the costs of joining
the LGPS and the benefits of doing so. All this information is available on Harrow's
Pension Fund internet pages.

12
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Policy on Communication with Employing Bodies

Our objectives with regard to communication with employers are:

*

to establish sound working arrangements o assist with a free flow of relevant
information.

given the costs associated with funding a defined benefits scheme, to provide
the employing bodies with sufficient information to assist them in their
planning for future employer contribution rates.

to provide an infrastructure that will assist in maintaining an accurate
database.

ioc provide literature and processes around starters, changes during
employment, leavers and retirees thereby ensuring smooth data transfers in
relation to all staffing issues.

to ensure that each employing body understands the benefits of being an
LGPS employer.

. to assist the employing body in the development of its discretionary policies.

Our objectlives are met by providing the following communications:

Method of Media Frequency of Method of Audience Group
Communication issue Distribution
Employers Guide | Paper based and | At joining and Post, email | Main contact for
electronic file updated as and data all employers
format necessary slorage
medium
Employers Meeting with key | Triennially Meeting Employing body
meeting employing body management
personnel
Pension Fund Paper based and | Annually Internet Employing body
Annual Report and | through Harrow's
Financial intranet/internet
Statements
FRS102 report Electronic file Annuaily Data storage | Employing body.
format. medium.
Service Level Paper based and | Start of admission | Hard copy Admitted body
Agreement electronic file agreement and post and data
format. revised at storage
Contract renewal | medium
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Explanation of communications

Employers Guide - A detailed publication that provides guidance on the employer’s
duties and responsibilities. It assists an employer in ensuring that it meels its
statutory obligations within the prescribed timescales {e.g. publication of policy on
discretions).

Employers Meeting — A formal seminar style event where the Pensions Team
provide an update on the triennial actuarial valuation.

Pension Fund Annual Report and Financial Statements — Details of the value of
the Pension Fund at the end of the financial year, income and expenditure during the
year as well as other related details, (e.g. current employer bodies and scheme
membership numbers. This is a somewhat detailed and lengthy document and,
therefore, it will not be routinely distributed except on request. A summary
document, as detailed below, will be distributed.

FRS102 Report — This is a national accounting standard that ali authorities
administering pension funds must follow. FRS102 requires an organisation to
account for retirement benefits when it is committed to provide them, even if the
actual provision will well in the future.

Service Level Agreement — A document that sets out, alongside the admission
agreement, the duties and responsibilities of the Council and the employing body for
the duration of the service contract.

14
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Policy on communication with Union Representatives

Our objectives with regard to communication with union representatives are:

. o foster close working relationships in communicating the benefits of the
Scheme to union members

. 1o ensure the unions are aware of the Pension Fund'’s policy in relation to any
decisions that need to be taken concerning the Scheme

. to engage in discussions over the future of the Scheme and to ensure that
Union representatives have sufficient knowledge and opportunity to respond
on all DCLG and HMRG consultations

. to harness union communications in a joint venture to explain the benefits of
the LGPS to prospective and current members

. to liaise with unions and provide assistance in supporting union officers in
their learning and understanding of the LGPS

Our objectives are met by providing the following communications:

Method of Media Frequency of Method of Audience
communication Issue Distribution Group
Consultation on | Paper based As and when Email or hard Union
strategy and electronic | required copy observers on
statements Pension Fund
commitiee
Education Paper based On request Various Union
sessions and electronic representatives
Pension Fund Reports and In line with Notification Named union
Committee meetings published through observers
meetings Committee Committee
meeting cycle Services

Explanation of communications

Consultation papers— documents dealing with key issues and developments
relating to the LGPS and the Fund.

Education sessions - sessions that are available on request for union
representatives, [e.g. to improve their understanding of the basic principles of the
scheme or to explain possible changes to policies]

Pension Fund Committee meetings — formal meetings of Elected Members,
attended by Council senior officers, investment managers, invited pensions
specialists and union members.
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Policy on communication with Elected Members

Qur objectives with regard to communication with Elected Members are:

. to ensure that Elected Members receive sulfficient reports, briefings and
training to allow them to carry out their statutory duties and responsibilities in
line with LGPS legislation.

. to seek Elected Member approval to the development or amendment of
discretionary policies,

. to seek Elected Members approval to formal responses to government
consultation in relation to the scheme

Our objectives are met by providing the following communications:

Method of Media Frequency of Method of Audience
Communication Issue Distribution Group
Training Pension Following member | LGPS specific | All Elected
SeS5I0NS seminars elections orin a seminars Members but
timely manner specifically the
briefings to ensure Pension Fund
Elected Members Commitiee.
are aware all
relevant aspects of
the Scheme
Brieling papers | Paper based As and when Email or hard All Elected
and electronic | required copy Members but
specilically the
Pension Fund
Commitiee
Pension Fund Meeting In line with the Email or hard All members of
Commitlee published copy the Pension
Meetings Commitiee cycle. Fund
Commitiee
Report and Meeting As and when Report and All Elected
verbal briefing required verbal briefing | Members but
specifically the
Pension Fund
Commiitee
16
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Explanation of communications

Training Sessions — providing a broad overview of the main provisions of the
LGPS, and Elected Member's key duties and responsibilities.

Briefing papers - briefings highlight key issues and developments in the LGPS.
Pension Fund Committee Meetings — reports submitted to the Commitiee.

Report and Verbal Briefing — occasions when Members require briefing on
forthcoming pension changes that could impact on Corporate Priorities or have
significant budget implications.

17
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Policy on communication with Pension Board

Qur objective with regard to communication with the Pension Board is:

. to ensure that the Board members receive sufficient reports, briefings and
training to allow them to carry out their statutory duties and responsibilities in
line with LGPS legislation.

Our objective is met by providing the following communications:

Method of Media Frequency of Method of Audience
Communication Issue Distribution Group
Training Pension Following the LGPS specitic | All Board
sessions seminars appeintment / seminars Members.

election of

members of the

Board orin a

timely manner to
ensure they are
aware all relevant
aspecls of the

Scheme
Briefing papers | Paper based As and when Email or hard All Board
and electronic | required copy members
Pension Board | Meeting In line with the Email or hard All Board
Meetings published copy members

Committee cycle.

Explanation of communications

Training Sessions — providing a broad overview of the main provisions of the
LGPS, and the Board's key duties and responsibilities.

Briefing papers — a briefing that highlights key issues and developments to the
LGPS.

Pension Board Meetings — reports submitted to the Board.
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Policy on communication with Pensions Team

Our objectives with regard to communication with Pensions Team staff are:

U to ensure they are aware of changes and proposed changes to the LGPS
scheme.

U to provide new and established staff with access to both internal and external
training

. through a combination of utilising task management and re-engineering

service processes to monitor and develop potential for service improvements;

readjusting performance measures and targets, where appropriate

Our objectives are met by providing the following communications:

Method of Media Frequency of | Method of Audience
Communication Issue Distribution Group
Identify Appraisal Annual Appraisal All Pensions
training/development | documentation | exercise, process Team stalf
needs as part of reviewed at 6
Appraisal months.

Informal bi-

maonthly

meetings
Staff meetings Informat As and when By All Pensions

briefings required arrangement Team staff

Attendance at Externally As and when By email, paper | All Pensions
external courses provided required based Team staff

Explanation of communications

Appraisal — Formal staff review process where future training/development needs

are identified in relation to the Team’s strategic priorities.

Staff meetings - Informal training sessions which provide new and established staff

with timely update on changes to pensions legisiation or processes

Attendance at external courses — to provide more tailored training where it is cost-

effective to use external trainers
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Policy on communication with tax payers and residents
Our objective with regard to communication with tax payers is:

. to provide key information in a timely manner, ensuring full compliance with
the requirements of the Data Protection and Freedom of Information Acts.

Our objectives will be met by providing the following communications:

Method of Media Frequency of | Method of Audience
Communication Issue Distribution Group
Reportsiwritten Various Reports Various All Harrow tax
response/electronic published payers and
postings annually and residents

when otherwise

required in

relation to

general

enguiries

Explanation of communications

Reports/written response/electronic postings — Annual reports are published
either through established communications (e.g. newsletters) or posted on the
Council's Pension Fund internet site. Other ad hoc requests are responded to in light
of the specific information requested utilising the most appropriate communications
medium.
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Policy on communication with other stakeholders / interested

parties

Our objectives with regard to communication with other stakeholder/interested

parties are:

. to meet our staiutory obligations in relation to notifications and consultations
. to ensure the proper administration of the Scheme

. to deal with the resolution of pension disputes

L to administer the Fund's Additional Voluntary Contribution schemes

Qur objectives will be met by providing the following communications:

Method of Media Frequency of Method of Audience
Communication Issue Distribution Group
Pension Fund Electronic Every three Email DCLG, HMRC
Valuation reports years and all Scheme
employers
¢ Rates and
Adjustment
Certificate
¢ Revised Rates
and
Adjustment
Certificate
¢ Cessation
valuations
New admission Hard As new Post/electronic | New “admitted”
agreements copy/electronic | employers are submission bodies
format entered into the
Fund
Resolution of Hard copy or As and whena | Email or post Scheme
pension disputes | electronic format | dispute requires member or
resolution his/her
representatives,
the Pensions
Advisory
Service/ the
Pensions
Ombudsman
Completion of Hard copy or As and when Email or post As required
questionnaires electronic format | required
21
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Explanation of communications

Pension Fund Valuation Reports — a statutory report issued every three years by
the Scheme appointed actuary, setting out the estimated assets and liabilities of the
Fund as a whole, as well as setting out individual employer contribution rates for a
three year period commencing one year from the valuation date

Resolution of pension disputes - a formal notification of pension dispute
resolution, together with any additional correspondence relating to the dispute
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Performance Measurement

The Pensions Team already has performance measures set in place and in order to
measure the success of our communications with active, deferred and pensioner

members, we will use the following methods:

Timeliness

We will measure against the following target delivery timescales:

Communication

Audience

Statutory delivery
period

Target delivery
period

Scheme booklet

New joiners to the
LGPS

Within two months of
joining

Within 3 working
days of joining

Annual Benefit
Statements as at 31
March

Active members

On request

July each year

Telephone calls

All

Not applicable

All calls to be
answered within 3
rings

Issue of retirement
benefits

Active and deterred
members retiring

Within two months of
retirement

Within 5 working
days of retirement

Issue of deferred
benefits

Leavers

Within two months of
withdrawal

Within 10 working
days of relevant
paperwork being
received

Transfers in

Joiners/active
members

Within two months of
request

Within 10 working
days of relevant
paperwark being
received

Issue of forms i.e.
expression of wish

Active members

N/A

Within 3 days ot
joining the LGPS

Changes to scheme
rules

Active/deferred and
pensioner members,

Within two months of
the change coming

Within one month of
change coming into

as required into effect effect
Annual Pension All Within two months of | Within five working
Fund Report and request days

Financial
Statements
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Quality

against system
report

task management
pre-defined
performance
measures.

" Audience | Method | To consider [ Notes
Active and deferred | Paper based | All services Client can benchmark |
members survey with against published
annual benefit service largets.
slatements
All member types Assessment Performance against | One task chosen each

quarter from:
¢ retirements

* new starls and
transfers in

¢ transfers out

¢ deferred leavers

Employers

Electronic

Scheduled / Admitted
body specific issues

feedback

Results

The Pension Board receives reports on performance at each of its meetings.
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Review Process

Our Communications Policy Statement will be reviewed on an annual basis, to
ensure it meets audience needs and regulatory requirements. A current version of
the Statement will always be available either from the Pensions Team at

Harrow Council

3" Floor, South Wing
Civic Centre

Station Road

Harrow

HA1 2XF

or on our internet site under www.harrowpensionfund.org
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Igps

A brief guide to the Local Government Pension Scheme (LGPS)

Employees in England and Wales

Highlights of the LGPS
The LGPS gives you:

Secure benefits —
the scheme provides you with a future income, independent of share prices and stock market
fluctuations.

At a low cost to you —
with tax-efficient savings.

And your employer pays in too —
the scheme is provided by your employer who meets the balance of the cost of providing your
benefits in the LGPS.

You can look forward to your retirement with the LGPS with:

A secure pension -

worked out every scheme year and added to your pension account. The pension added to your
account at the end of a scheme year is, if you are in the main section of the scheme, an amount
equal to a 49" of your pensionable pay in that year. At the end of every scheme year the total
amount of pension in your account is adjusted to take into account the cost of living (as currently
measured by the Consumer Prices Index (CPI)).

Flexibility to pay more or less contributions —

you can boost your pension by paying more contributions, which you would get tax relief on. You also
have the option in the LGPS to pay half your normal contributions in return for half your normal
pension. This is known as the 50/50 section of the scheme and is designed io help members stay in
the scheme when times are financially tough.

Tax-free cash -
you have the option when you draw your pension to exchange part of it for some tax-free cash.

Peace of mind —

your family enjoys financial security, with immediate life cover and a pension for your spouse, civil
partner or eligible cohabiting partner and eligible children in the event of your death in service. If
you ever become seriously ill and you've met the 2 years vesting period, you could receive
immediate ill health benefits.



Freedom to choose when to take your pension —

you do not need to have reached your Normal Pension Age in order to take your pension as, once
you've met the 2 years vesting period, you can choose to retire and draw your pension at any time
between age 55 and 75. Your Normal Pension Age is simply the age you can retire and take the
pension you've built up in full. However, if you choose to take your pension before your Normal
Pension Age it will normally be reduced, as it's being paid earlier. If you take it later than your Normal
Pension Age it's increased because it's being paid later.

Redundancy and Efficiency Retirement —

if you are made redundant or retired in the interests of business efficiency at or aiter age 55 you will,
provided you've met the 2 years vesting period, receive immediate payment of the main benefits
you've built up (but there would be a reduction for early payment of any additional pension you have
chosen to buy).

Flexible retirement —

if you reduce your hours or move to a less senior position at or after age 55 you can, provided your
employer agrees, and you've met the 2 years vesting period, draw some or all of the benefits you
have already built up, helping you ease into retirement, although your benefits may be reduced for
early payment.

The scheme

This guide is a short description of the conditions of membership and main scheme benefits that apply
if you pay into the LGPS on or after 1 April 2014.

What kind of scheme is it?

The LGPS is a tax approved, defined benefit occupational pension scheme which was set up under
the Superannuation Act 1972 (but, in the fulure, scheme rules will be made under the Public Service
Pension Schemes Act 2013). The LGPS was contracted out of the State Second Pension scheme
(S2P) until 5 April 2016; from 6 April 2016 the ‘contracted out’ status ceased to exist for all pension
schemes due to the introduction of the single tier State Pension. The LGPS meets the government's
standards under the automatic enrolment provisions of the Pensions Act 2008. The amount of pension
you earn in a scheme year is worked out each year and added to your pension account. The total
amount of pension in your pension account is revalued at the end of each scheme year so your
pension keeps up with the cost of living. The LGPS is very secure because the benefits are set out in
law.

Who can join?

The LGPS covers employees working in local government and for other organisations that have
chosen to participate in it. To be able to join the LGPS you need to be under age 75 and work for an
employer that offers membership of the scheme. If you are employed by a designating body, such as
a town or parish council, or by a non-local government organisation which participates in the LGPS
(an admission body), you can only join if your employer nominates you for membership of the
scheme. Police officers, operational firefighters and, in general, teachers and employees eligible to
join another statutory pension scheme (such as the NHS Pension Scheme) are not allowed to join the
LGPS.

If you start a job in which you are eligible for membership of the LGPS you will be brought into the
scheme, if your contract of employment is for 3 months or more. If it is for less than 3 months and you
are, or during that period become, an Eligible Jobholder you will be brought into the scheme from
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the automatic enrolment date (unless your employer issues you with a posiponement notice to delay
bringing you into the scheme for up to @ maximum of 3 months) or if your contract is extended to be
for 3 months or more or you opt to join by completing an application form, you will be brought into the
scheme from the beginning of the pay period after the one in which your contract is extended or you
opt to join.

If you are brought into the scheme you have the right to opt out. You cannot complete an opt out form
until you have started your employment.

How do | ensure that | have become a member of the LGPS?

On joining the LGPS relevant records and a pension account (for each employment in the scheme, if
you have more than one)} will be set up and an official notification of your membership of the LGPS will
be sent to you. You should check your pay slip to make sure that pension contributions are
being deducted.

Can | opt-out of the LGPS and re-join at a later date?

Yes, you can opt-out of the scheme but if you are thinking of opting out you might want to first
consider an alternative option which is to elect to move to the 50/50 section of the scheme. The 50/50
section allows you to pay half your normal contributions in return for half your normal pension build up.
To find out more, see the section on flexibility to pay less.

If having considered the 50/50 option you still decide the LGPS is not for you, you can leave the LGPS
at any time on or after your first day of eligible employment by giving your employer notice in writing.
You might, however, want to take independent financial advice before making the final decision to opt
out.

If you opt out of the LGPS before completing 3 months membership you wili be treated as never
having been a member and your employer will refund to you, through your pay, any contributions you
have paid during that time.

If you opt out of the LGPS with 3 or more months membership and before completing the 2 years
vesting period you can take a refund of your contributions (less any statutory deductions) or transfer
out your pension to another scheme.

If you opt out of the LGPS after meeting the 2 years vesting period you will have deferred benefits in
the scheme and will generally have the same options as anyone leaving their job before retirement,
except you cannot draw your deferred benefits unless you have left your job. Also, if you re-join the
scheme you will not be permitted to join your deferred benefit with the pension account that will be
created when you re-join the scheme. Instead, you will have two separate sets of pension benefits.

If you opt-out, you can, provided you are ctherwise eligible to join the scheme, opt back into the
scheme at any time before age 75.

If you opt out of the LGPS then:

* on the date your employer is first required to comply with the automatic enrolment provisions under
the Pensions Act 2008, your employer will automatically enrol you back into the LGPS if you are an
Eligible Jobholder at that time in the job you've opted out from, or

e if on the date your employer is first required to comply with the automatic enrolment provisions
under the Pensions Act 2008 you are not an Eligible Jobholder in the job you opted out from,



your employer will, if you subsequently become an Eligible Jobholder in that job, automatically
enrol you back into the LGPS ifrom the automatic enrolment date.

Your employer must notify you if this happens. You would then have the right to again opt out of the
LGPS.

If you stay opted out your employer will normally automatically enrol you back into the LGPS
approximately every 3 years from the date they have to comply with the automatic enrolment
provisions provided, at the date your employer has to enrol you back in, you are an Eligible
Jobholder.

However, in any of the above cases, your employer can choose not to automatically enrol you if:

s you had opted out of the LGPS less than 12 months prior to the date you would have been
automatically enrolled in the job, or

¢ notice to terminate employment has been given before the end of the period of 6 weeks beginning
with what would have been automatically enrolled in the job, or

* your employer has reasonable grounds to believe that, on what would have been the date they
would have automatically enrolled you, you hold Primary Protection, Enhanced Protection, Fixed
Protection, Fixed Protection 2014, or Individual Protection 2014, Fixed Protection 2016 or
Individual Protection 2016 (see the section on Tax Controls and Your LGPS Benefits), or

» you hold office as a director of the company by which you are employed,

* you are a member of a limited liability partnership (LLP), have earnings payable by the LLP but
you are not treated for income tax purposes as being employed by the LLP.

What do [ pay?

Your contribution rate depends on how much you are paid but it's currently between 5.5% and 12.5%
of your pensionable pay. If you elect for the 50/50 section of the scheme you would pay half the rates
listed below. The rate you pay depends on which pay band you fall into. When you join, and every
April afterwards, your employer will decide your contribution rate. Also, if your pay changes throughout
the year, your employer may decide to review your contribution rate.

Here are the pay bands and the rates that apply from April 2017,

Contribution table 2017/18

If your actual pensionable pay is: You pay a contribution rate of:
Up to £13,700 5.5%
£13,701 to £21,400 5.8%
£21,401 to £34,700 6.5%
£34,701 to £43,900 6.8%
£43,901 to £61,300 8.5%
£61,301 to £86,800 9.9%
£86,801 to £102,200 10.5%
£102,201 to £153,300 11.4%
£153,301 or more 12.5%

The contribution rates and / or pay bands in the table above will be reviewed periodically and may
change in the future.

Do | get tax relief?



As a member of the LGPS, your contributions will attract tax relief at the time they are deducted from
your pensionable pay. There are restrictions on the amount of tax relief available on pension
contributions. If the value of your pension savings increase in any one year by more than the standard
annual allowance of £40,000 (2017/18) you may have to pay a tax charge. Most people will not be
affected by the annual allowance.

Does my employer contribute?

Your employer currently pays the balance of the cost of providing your benefits in the LGPS. Every
three years an independent review is undertaken to calculate how much your employer should
contribute to the scheme.

Is there flexibility to pay less contributions?

Yes, in the scheme there is an option known as 50/50 which provides members with the facility to pay
half the normal contributions and to build up half the normal pension during the time the reduced
contributions are being paid - see the section on flexibility to pay less.

Can | make extra contributions to increase my benefits?

You can increase your benefits by paying additional contributions, known as Additional Pension
Contributions (APCs), to buy extra LGPS pension, or by making payments to the scheme’s Additional
Voluntary Contributions (AVC) arrangement. Your pension fund can give you more information on
these options. Contact details are at the end of this guide.

You are also able to make payments to a personal pension or stakeholder pension or free-standing
AVGC scheme of your own choice. You may wish to take independent financial advice before you make
a decision about paying extra.

What if I've been a member before and can now re-join the LGPS?

If you rejoin the LGPS and you have deferred benefits in an LGPS fund in England or Wales (which
you were awarded other than as a result of electing, on or after 11 April 2015, to opt out of
membership of the scheme) your deferred benefits will normally be automatically joined with your new
active pension account. If, for benefits that are normally automatically joined together, you want to
retain separate deferred benefits then you must make such an election within 12 months of rejoining
the scheme (or such longer period as your employer and pension fund may allow).

If you have deferred benefits in an LGPS fund in England or Wales which you were awarded as a
result of electing, on or after 11 April 2015, to opt out of membership of the scheme, you cannot join
those benefits with your new active pension account. They will remain as a separate deferred
benefit.

If you rejoin the LGPS in England or Wales and have a deferred refund this must be joined with your
new active pension account.

What about any non-LGPS pension rights | have?

If you have paid into another non-LGPS pension arrangement or to the LGPS in Scotland or Northern
Ireland, you may be able to transfer your previous pension rights into the LGPS (provided you are not
already drawing them as a pension). You only have 12 months from joining the LGPS to opt to transfer
your previous pension rights, unless your employer and pension fund allows you longer.

What if I'm already receiving an LGPS pension — will it be affected?

If you are already drawing a pension from the scheme, some or all of which you built up before 1 April

2014, and you are re-employed in local government or by an employer who offers membership of the
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LGPS you must tell the LGPS fund that pays your pension about your new position, regardless of
whether you join the scheme in your new position or not. They will let you know whether your pension
in payment is affected in any way.

If you are drawing a pension from the scheme, all of which you built up after 31 March 2014, and you
are re-employed in local government or by an employer who offers membership of the LGPS you do
not need to inform the LGPS fund that pays your pension as there is no effect on your pension in
payment. The only exception to this is if you are in receipt of an LGPS ill-health pension of the type
that is stopped if you are in any gainful employment, in which case you must inform the employer who
awarded you that pension and they will let you know whether your pension in payment should be
stopped.

Contribution Flexibility

Flexibility to pay less

When you join the scheme you will be placed in the main section of the scheme. However, once you
are a member of the scheme you will be able to elect in writing, at any time, to move to the 50/50
section if you wish.

The 50/50 section gives you the ability to pay half your normal contributions. This ilexibility may be
useful during times of financial hardship as it allows you to remain in the scheme, building up valuable
pension benefits, as an alternative to opting out of the scheme.

A 50/50 option form is available from your employer. If you have more than one job in which you
contribute to the scheme you would need to specify in which of the jobs you wish to be moved to the
50/50 section.

if you elect for 50/50 you would be moved to that section from the next available pay period. You
would then start paying half your normal contributions and build up half your normal pension during
the time you are in that section. When you make an election for the 50/50 section your employer must
provide you with information on the effect this will have on your benefits in the scheme.

If you were to die in service whilst in the 50/50 section of the scheme the lump sum death grant and
any survivor pensions would be worked out as if you were in the main section of the scheme. If you
are awarded an ill-health pension which includes an amount of enhanced pension, the amount of
enhanced pension added to your pension account is worked out as if you were in the main section of
the scheme.

The 50/50 section is designed to be a short-term option for when times are tough financially. Because
of this your employer is required to re-enrol you back into the main section of the scheme
approximately three years from the date they first have to comply with the automatic enrolment
provisions of the Pensions Act 2008 {(and approximately every three years thereafter). If you wished to
continue in the 50/50 section at that point you would need to make another election to remain in the
50/50 section.

There is no limit to the number of times you can elect to move between the main and the 50/50
section, and vice versa.

Flexibility to pay more
There are a number of ways you can provide extra benefits, on top of the benefits you are already
looking forward to as a member of the LGPS.



You can improve your retirement benefits by paying:

Additional Pension Contributions {APCs) to buy extra LGPS pension,

Additional Voluntary Contributions (AVCs) arranged through the LGPS (in-house AVCs),
Free Standing Additional Voluntary Contributions (FSAVCs) to a scheme of your choice,
Contributions to a stakeholder or personal pension plan.

Your pension fund can give you more information on the first two of these options. Contact details are
at the end of this guide.

Your Pension
Your LGPS benefits are made up of:

* An annual pension that, after leaving, increases every year in line with the cost of living for the rest
of your life, and

* The option to exchange part of your pension for a tax-free lump sum paid when you draw your
pension benefits.

How is my pension worked out?

Every year, you will build up a pension at a rate of 1/49™ of the amount of pensionable pay (and
assumed pensionable pay) you received in that scheme year if you are in the main section of the
scheme (or half this rate of build up for any period you have elected to be in the 50/50 section of the
scheme). If during the scheme year you had been on leave on reduced contraciual pay or no pay due
to sickness or injury, or had been on relevant child related leave or reserve forces service leave
then, for the period of that leave, your pension is based on your assumed pensionable pay (other
than during any part of relevant child related leave where the pensionable pay you received was
higher than your assumed pensionable pay). The amount of pension built up during the scheme
year is then added to your pension account and revalued at the end of each scheme year so your
pension keeps up with the cost of living.

If you joined the LGPS before 1 April 2014, your benefits for membership before 1 April 2014 were
built up in the final salary scheme and are calculated differently using your membership built up to 31
March 2014 and your final year's pay.

The examples below show how benefits based on membership in the LGPS built up after 31 March
2014 are worked out.

If you are nearing retirement and you were a member of the scheme before 1 April 2014 there is
an additional protection in place to ensure that you will get a pension at least equal to that which you
would have received in the scheme had it not changed on 1 April 2014. This protection is known as
the underpin.

The underpin applies to you if you were:

* an active member on 31 March 2012, and
¢ you are within 10 years of your protected Normal Pension Age on 1 April 2012, and



* you haven't had a continuous break in active membership of a public service pension scheme of
more than 5 years (after 31 March 2012), and

e you've not drawn any benefits in the LGPS before protected Normal Pension Age, and

* you leave with an immediate entitlerment to benefits.

The underpin will not apply to you if you elect to opt out of the scheme before your protected Normal
Pension Age or you wish to draw benefits from an age where you would have required employer
consent to do so under the pre 1 April 2014 scheme (normally before age 60) or you leave the scheme
with a deferred benefit and, at the date of leaving, you would have required your employer's consent
to take payment of those benefits under the 1 April 2014 scheme (normally before age 60}).

If you are covered by the underpin a calculation will be performed at the date you cease to contribute
to the Scheme, or at your protected Normal Pension Age it earlier, to check that the pension you
have built up {or, if you have been in the 50/50 section of the scheme at any time, the pension you
would have built up had you always been in the main section of the scheme) is at least equal to that
which you would have received had the scheme not changed on 1 April 2014. If it isn't, the difference
will be added into your pension account when you draw your benefits.

What pensionable pay is used to work out the pension | build up after 31 March 2014?

The amount of pension added into your pension account at the end of the scheme year is worked
out using your pensionable pay which is the amount of pay on which you pay your normal pension
contributions.

However if during the scheme year you had been on leave on reduced contractual pay or no pay due
to sickness or injury, or had been on refevant child related leave or reserve forces service leave
then, for the period of that leave, your pension is worked out based on your assumed pensionable
pay (other than during any part of relevant child related leave where the pensionable pay you
received was higher than your assumed pensionable pay).

Can | exchange part of my pension for a lump sum?

You can exchange part of your annual pension for a one off tax-free cash payment. You will receive
£12 lump sum for each £1 of pension given up. You can take up to 25% of the capital value of your
pension benefits as a lump sum providing the total lump sum does not exceed £250,000 (2017/18
figure), or if you have previously taken payment of (crystallised) pension benefits, 25% of your
remaining lifetime allowance. Details of the maximum tax-free cash payment you can take will be
given to you shortly before your retirement. It is at that time you need to make a decision.

How is my pension worked out - an example
Let's look at the build-up in a member's pension account for 5 years in the scheme.

Let's assume that the member joins the scheme on 1 April 2014, that their pensionable pay is
£24,500 in scheme year 1 and their pensionable pay increases by 1% each year. The cost of living
(revaluation adjustment) for the end of the scheme years ending 31 March 2015, 31 March 2016 and
31 March 2017 is 1.2%, -0.1% and 1% respectively. Let's assume that the cost of living {revaluation
adjustment) for the following 2 years is 2% each year.



Scheme | Opening |Pension Build | Total Cost of Living | Updated
Year Balance up in Scheme | Account | Revaluation | Total
Year 31 March | Adjustment Account
Pay/ Build up rate =
Pension
1 £0.00 £24,500/ 49 = £500 1.2% = £6 £500 + £6 =
2014/15 £500 £506
2 £506 £24,745/ 49 = £1,011.00 [-0.1% =-£1.01 | £1,011.00 + -
£505 £1.01 =
2015/16 £1,009.99
3 £1,009.99 | £24,99245/49= | £1,520.04 | 1% =£1520 |[£1,520.04 +
£510.05 £15.20 =
2016/17 £1,535.24
4 £1,635.24 | £25,242.37/49 = | £2,050.39 | 2% = £41.01 £2,050.39 +
£515.15 £41.01 =
2017/18 £2,091.40
5 £2,091.40 | £25,494.79/49 = |£2,611.70 |2% =£52.23 |£2,611.70 +
£520.30 £52.23 =
2018/19 £2,663.93

If you joined the LGPS before 1 April 2014, your benefits for membership before 1 April 2014 are
calculated differently.

For membership built up to 31 March 2008, you receive a pension of 1/80™ of your final pay plus
an automatic tax-free lump sum of 3 times your pension.

For membership built up from 1 April 2008 to 31 March 2014, you receive a pension of 1/60"™ of
your final pay. There is no automatic lump sum for membership built up after March 2008, but you do
have the option to exchange some of your pension for a tax-free lump sum.

Taking AVCs as cash

If you pay Additional Voluntary Contributions (AVCs) via the LGPS you may elect to take all of
your AVC fund as a tax-free lump sum if you draw it at the same time as your main LGPS benefits
provided, when added to your LGPS lump sum, it does not exceed 25% of the overall value of your
LGPS benefits (including your AVC fund) and the total lump sum doesn't exceed £250,000' (2017/18
figure).

Details of this option will be given to you shortly before your retirement.
Retirement
When can | retire and draw my LGPS pension?

You can choose to retire and draw your pension from the LGPS at any time from age 55 to 75,
provided you have met the 2 years vesting period in the scheme.

'Or if you have previously taken payment of (crystallised) pension benefits the total lump sum should not exceed 25% of
vour remaining lifetime allowance



The Normal Pension Age in the LGPS is linked to your State Pension Age (but with a minimum of
age 65). If the State Pension Age changes in the future then this change will also apply to your
Normal Pension Age for benefits built up after 31 March 2014.

If you choose to take your pension before your Normal Pension Age it will normally be reduced, as
it's being paid earlier. If you take it later than your Normal Pension Age it's increased because it's
being paid later. You must draw your benefits in the LGPS before your 75" birthday.

You may have to retire at your employer's instigation, perhaps because of redundancy, business
efficiency or permanent ill health. Your LGPS benefits, even in these circumstances can, provided you
have met the 2 years vesting period in the scheme, provide you with an immediate retirement
pension, which may even be enhanced.

If you voluntarily choose to retire before, on or after your Normal Pension Age you can defer drawing
your benefits but you must draw them before age 75. If you draw your pension after your Normal
Pension Age, your benefits will be paid at an increased rate to reflect late payment.

If you built up membership in the LGPS before 1 April 2014 then you will have membership in the final
salary scheme. These benefits have a different Normal Pension Age, which for most is age 65.

Will my pension be reduced if | voluntarily retire before my Normal Pension Age?

If you choose to retire before your Normal Pension Age your benefits will normally be reduced to take
account of being paid for longer. Your benefits are initially calculated as detailed under the heading
How is my pension worked out? and are then reduced. How much your benefits are reduced by
depends on how early you draw them.

if you were a member of the LGPS at any time between 1 April 1998 and 30 September 2006,
some or all of your benefits paid early could be protected from the reduction if you have rule of 85
protection.

What if | lose my job through redundancy or business efficiency?

If you are aged 55 or over you will be entitled to the immediate unreduced payment of your LGPS
benefits, provided you have met the 2 years vesting period in the scheme. However, any additional
pension you paid for by Additional Pension Contributions (APCs) or paid for by Shared Cost Additional
Pension Contributions (SCAPCs) would be paid at a reduced rate if the retirement occurred before
your Normal Pension Age (to take account of the additional pension being paid for longer). Also if
you have bought additional pension by Additional Regular Contributions (ARCs), that additional
pension would be paid at a reduced rate if the retirement occurred before your pre 1 April 2014
Normal Pension Age which, for most, is age 65.

What happens if | have to retire early due to ill health?
If you have to leave work due to iliness you may be able to receive immediate payment of your
benefits.

To qualify for ill health benefits you have to have met the 2 years vesting period in the scheme and
your employer, based on an opinion from an independent occupational health physician appointed by
them, must be satisfied that you will be permanently unable to do your own job until your Normal
Pension Age and that you are not immediately capable of undertaking gainful employment.
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Il health benefits can be paid at any age and are not reduced on account of early payment - in fact,
your benefits could be increased to make up for your early retirement if you are unlikely to be capable
of gainful employment within 3 years of leaving.

What if | want to have a gradual move into retirement?

This is known as flexible retirement. From age 55, if you reduce your hours or move to a less senior
position, and provided you have met the 2 years vesting period in the scheme and your employer
agrees, you can draw some or all of the pension benefits you have built up = helping you ease into
retirement. If you take flexible retirement before your Normal Pension Age your benefits may be
reduced to take account of their early payment unless your employer agrees to waive the reduction in
whole or in part. If your employer agrees to flexible retirement you can still draw your wages / salary
from your job on the reduced hours or grade and continue paying into the LGPS, building up further
benefits in the scheme. Flexible retirement is at the discretion of your employer and they must set out
their policy on this in a published statement.

What if | carry on working after my Normal Pension Age?

If you carry on working after your Normal Pension Age you will continue to pay into the LGPS,
building up further benefits. When you eventually retire you will receive your pension unless you
choose to delay drawing it. You must draw your pension by no later than age 75. Your pension will be
paid at an increased rate to reflect the fact that it wilt be paid for a shorter time.

How does my pension keep its value?

On retiring on or after age 55 your LGPS pension increases in line with the cost of living every year
throughout your retirement. As the cost of living increases, so will your pension. If you are retired onill
health grounds, your pension is increased each year regardless of your age.

Protection for your family

What benefits will be paid if | die?
If you die in service as a member of the LGPS the following benefits are payable:

A lump sum death grant of three times your assumed pensionable pay.

» Pensions for eligible children.

¢ A spouse's (from an opposite sex or same sex marriage), civil partner’s or, subject to certain
qualifying conditions, an eligible cohabiting partner’s pension. For each year of membership
you built up from 1 April 2014 to your date of death you would have been credited with a pension
equal to a proportion {i.e. 1/49th or, for any period you were in the 50/50 section of the scheme,
1/981h) of the pensionable pay (or assumed pensionable pay where applicable) you received
during that year. The pension payable toa spouse civil partner or eligible cohabiting partner is
calculated on a different proportion i.e. 1/160" of your pens:onable pay (or assumed
pensionable pay where applicable) to which is added 49/1 60" of the amount of any pension
credited to your pen5|or| account following a transfer of pension rights into the scheme, plus an
amount equal to 1/160™ of your assumed pensionable pay for each year of membership you
would have built up from your date of death to your Normal Pension Age. For final salary
membershlp built up before 1 April 2014 the pension payable to a spouse or civil partner is equal
to 1/160™ of your final pay times the period of your membership in the scheme up to 31 March
2014 upon which your pension is based. For an eligible cohabiting partner the calculation is the
same but the pension is only based on the period of membership after 5 April 1988 (plus any of
your membership before 6 April 1988 for which you've paid additional contributions so that it
counts towards an eligible cohabiting partner’s pension}.
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If you are in the 50/50 section of the scheme when you die this does not impact on the value of any
pension for your spouse, civil partner, eligible cohabiting partner or eligible children.

If you die after retiring on pension, a spouse's {from an opposite sex or same sex marriage), civil
partner’s or, subject to certain qualifying conditions, an eligible cohabiting partner’s pension and
pensions for efigible children are payable. For each year of membership you built up from 1 April
2014 to your date of death you would have been credited with a pension equal to a proportion (i.e.
1/49" or, for any period you were in the 50/50 section of the scheme, 1/98") of the pensionable pay
(or assumed pensionable pay where applicable) you received during that year {plus 1/49™ of
assumed pensionable pay for any enhancement given if retirement had been on ill health grounds).
The pension payable to a spouse, civil partner or eligible cohabiting partner is calculated on a
different proportion i.e. 1/160"™ of the fensionable pay (or assumed pensionable pay where
applicable) to which is added 49/160™ of the amount of any pension credited to your pension
account following a transfer of pension rights into the scheme from another pension scheme or
arrangement. For final salary membershie built up before 1 April 2014 the pension payable to a
spouse or civil partner is equal to 1/160" of your final pay times the period of your membership in
the scheme up to 31 March 2014 upon which your pension is based, unless you marry or enter into a
civil partnership after retiring in which case it could be less. For an eligible cohabiting partner the
calculation is the same but the pension is only based on the period of membership after 5 April 1988
{plus any of your membership before 6 April 1988 for which you've paid additional contributions so that
it counts towards an eligible cohabiting pariner’'s pension).

A lump sum death grant will be paid if you die after retiring on pension, less than 10 years pension
has been paid and you are under age 75. The amount payable would be 10 times the level of

your annual pension prior to giving up any pension for a tax-free cash lump sum, reduced by

any pension already paid fo you and the amount of any tax-free cash lump sum you chose to take
when you drew your pension at retirement. There is a slight modification to this calculation for any
part of the pension you are drawing which relates to membership prior to 1 April 2014. If you are
receiving a pension and are also an active member of the scheme, or have a separate deferred
benefit when you die this may impact on the death grant you receive.

What conditions need to be met for an eligible cohabiting partner’s survivor’s pension to be
payable?

If you have a cohabiting partner, of either opposite or same sex, they will be entitled to receive a
survivor's pension on your death if they meet the criteria to be considered to be an eligible
cohabiting partner.

For an eligible cohabiting partner’s survivor's pension to be payable, ali of the following conditions

must have applied for a continuous period of at least 2 years on the date of your death:

* you and your cohabiting partner are, and have been, free to marry each other or enter into a civil
partnership with each other, and

* you and your cohabiting partner have been living together as if you were a married couple, or civil
partners, and

* neither you or your cohabiting partner have been living with someone else as if you/they were a
married couple or civil partners, and

» either your cohabiting partner is, and has been, financially dependent on you or you are, and have
been, financially interdependent on each other.

On your death, a survivor's pension would be paid to your cohabiting partner if:

» all of the above criteria apply at the date of your death, and
12



» your cohabiting partner satisfies the pension fund that the above conditions had been met for a
continuous period of at feast 2 years immediately prior to your death.

Who is the lump sum death grant paid to?

The LGPS allows you to indicate who you would like any death grant to be paid to by completing and
returning an expression of wish form. This form is available from the Harrow pension fund. The
scheme’s administering authority, however, retains absolute discretion when deciding on who to pay
any death grant to. You can find out how to contact the pension fund at the end of this guide.

Leavers without an immediate entitlement to benefits

If you leave your job before retirement and have met the 2 years vesting period you will have
built up an entitlement to a pension. You will have two options in relation to that pension entitlement:

¢ Yyou can choose to keep your benefits in the LGPS. These are known as deferred benefits and will
increase every year in line with the cost of living, or
e alternatively, you may be able to transfer your deferred benefits to another pension arrangement.

If you leave your job before retirement and have not met the 2 years vesting period you will have
three options:

you will normally be able to claim a refund of your contributions, or

you may be able to transfer your benefils to a new pension arrangement, or

you can delay your decision until you either re-join the LGPS, transfer your benefits to a new
pension arrangement, or want to take a refund of contributions. A refund of contributions must, in
any event, be paid within 5 years of your leaving the scheme (or age 75 if earlier).

Refunds of Contributions

If you leave, or opt out of the scheme after 3 months’ membership, and you've not met the 2 years
vesting period you will normally be able to take a refund of your contributions. There will be a
deduction for tax and the cost, if any, of buying you back into the State Second Pension scheme (S2P)
in relation to any membership before 6 April 2016. A refund of contributions must be paid within 5
years of your leaving the scheme (or age 75 if earlier).

Deferred benefits

If you leave before your Normal Pension Age and you meet the 2 years vesting period you will be
entitled to deferred benefits within the LGPS. Your deferred LGPS benefits will be calculated as
described in the How is my pension worked out section using the length of your membership up to
the date that you left the scheme. During the period your pension benefils are deferred they will be
increased each year in line with the cost of living.

Unless you decide to transier your deferred benefits to another pension scheme, they will normally be

paid unreduced at your Normal Pension Age, but:

* they may be put into payment earlier and in full if, because of ill health, you are permanently
incapable of doing the job you were working in when you left the LGPS and you are unlikely to be
capable of undertaking any gainiul employment within 3 years of applying for the benefit or by your
Normal Pension Age, whichever is the earlier; or

* you can, if you wish, elect to receive your deferred benefits early from age 55 onwards, or

* you can, if you wish, elect not to draw your deferred benefits at your Normal Pension Age and
defer drawing them till some time later (although they must be paid by age 75).
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Benefits paid earlier than your Normal Pension Age, other than on the grounds of permanent ill
health, may be reduced to take account of their early payment and the fact that your pension will be
paid for longer. Conversely, benefits paid after your Normal Pension Age will be increased.

If you leave with deferred benefits and you die before they come into payment, a lump sum death
grant equal to 5 years' pension will be paid. If you have deferred benefits and are also an active
member of the scheme when you die this may impact on the death grant you receive. The LGPS
allows you to say who you would like any death grant to be paid to by completing an expression of
wish form. This form is available from the Harrow pension fund. You can find out how to contact the
pension fund at the end of this guide. The scheme's administering authority, however, retains absolute
discretion when deciding on who to pay any death grant to.

If you leave with deferred benefits and die before they come into payment a spouse's, civil partner’s
or, subject to certain qualifying conditions, an eligible cohabiting partner’s pension and pensions
for eligible children are payable. For each year of membership you built up from 1 April 2014 to your
date of death you would have been credited with a pension equal to a proportion (i.e. 1/49" or, for any
period you were in the 50/50 section of the scheme, 1/98") of the pensionable pay (or assumed
pensionable pay where applicable) you received during that year. The pension payable to a spouse,
civil partner or eligible cohabiting partner is calculated on a different proportion i.e. 1/160™ of the
pensionable pay (or assumed pensionable pay where applicable) to which is added 49/1 60" of the
amount of any pension credited to your pension account following a transfer of pension rights into
the scheme from another pension scheme or arrangement. For final salary membershile built up
before 1 April 2014 the pension payable to a spouse or civil partner is equal to 1/160™ of your final
pay times the period of your membership in the scheme up to 31 March 2014 upon which your
pension is based, unless you marry or enter into a civil partnership after retiring in which case it
could be less. For an eligible cohabiting partner the calculation is the same but the pension is only
based on the period of membership after 5 April 1988 (plus any of your membership before 6 April
1988 for which you've paid additional contributions so that it counts towards an eligible cohabiting
partner’s pension).

What if | have two or more LGPS jobs?

If you have two or more jobs in which you pay into the LGPS at the same time and you leave one (or
more) but not all of them, and you are entitled to deferred benefits from the job (or jobs) you have left,
your deferred benefits from the job that has ended are automatically transferred to the active pension
account for the job you are continuing in, unless you elect to keep them separate. If you wish to keep
your deferred benelfits separate you must elect to do so within 12 months of re-joining the LGPS,
unless your employer allows you longer. If you are not entitied to deferred benefits from the job (or
jobs) you have left, you cannot have a refund of your contributions and you must transfer your benefits
to the pension account for the job you are continuing in.

Transferring your benefits

If you leave the scheme and you are entitled to deferred benefits or a refund you can generally
transfer the cash equivalent of your pension benefits into another pension arrangement or a new
employer's pension scheme. This may even be to an overseas pension scheme or arrangement that
meets HM Revenue and Customs conditions. You cannot transfer your benefits if you leave with less
than 3 months membership or (other than in respect of Additional Voluntary Contributions (AVCs)) if
you leave less than one year before your Normal Pension Age. An option to transfer (other than in
respect of Additional Voluntary Contributions (AVCs)) must be made at least 12 months before your
Normal Pension Age.
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Your new pension provider will require a transfer value quotation which, under the provisions
introduced by the Pensions Act 1995, your pension fund will guarantee for a period of three months
from the date of calculation.

Alternatively, if you return to employment with an employer participating in the LGPS and rejoin the
LGPS after having previously built up LGPS pension rights (i.e. you previously left an LGPS
employment with deferred benefits) then these deferred benefits will normally automatically be
transferred to the active pension account for your new job, unless you elect to keep them separate.
If, for benefits that are normally automatically transferred, you wish to keep your deferred benefits
separate you must elect to do so within 12 months of re-joining the LGPS, unless your employer
allows you longer. If you rejoin the LGPS after having previously left an LGPS employment without
building up pension rights but you deferred taking a refund of contributions (normally where you have
less than two years membership) then this deferred refund must be joined with your new active
pension account in the scheme.

Transferring your benefits to a flexible benefit scheme

Flexible benefits were introduced by the Government from 6 April 2015 to allow members of defined
contribution schemes, who are over age 55, more freedom on how they take money from their pension
pot.

The LGPS is not a defined contribution pension scheme (it is a defined benefit scheme) and as such,
it is not directly affected by these changes. However, if you stop paying into the LGPS and you have
three or more months' membership, then unless you are retiring with immediate effect due to
redundancy, business efficiency or ill health, you will have the right to transfer your LGPS pension to a
defined contribution scheme providing flexible benefits.

Please note that you will be required by law to take independent financial advice if the value of your
pension benefits in the LGPS (excluding AVCs) is more than £30,000. You are not required to take
independent financial advice if the value of your benefits is less than £30,000. However, transferring
your pension rights is not always an easy decision to make and seeking the help of an independent
financial adviser before you make a decision to transfer could help you in making an appropriate
decision.

There are four main options for members, aged over 55, who are in a defined contribution scheme
which provides flexible benefits, including:

purchasing an annuity

flexi-access drawdown

taking a number of cash sums at different stages
taking the whole pot as cash in one go

Keep in touch — remember to let the pension fund know if you move house.

Help with pension problems

Who can help me if | have a query or complaint?

If you are in any doubt about your benefit entitiements, or have a problem or question about your
LGPS membership or benefits, please contact your pension fund. They will seek to clarify or put right
any misunderstandings or inaccuracies as quickly and efficiently as possible. If your query is about
your contribution rate, please contact your employer's personnel/HR or payroll section so they can
explain how they have decided which contribution band you are in.
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It you are still dissatisfied with any decision made in relation to the scheme you have the right to have
your complaint reviewed under the Internal Disputes Resolution Procedure and, as the scheme is well
regulated. There are also a number of other regulatory bodies that may be able to assist you.

The various procedures and bodies are:

+ Internal Disputes Resolution Procedure
In the first instance you should write to the adjudicator appointed by the body who made the
decision about which you wish to appeal. You must do this within six months of the date of the
notification of the decision or the act or omission about which you are complaining (or such longer
period as the adjudicator considers reasonable). This is a formal review of the initial decision or act
or omission and is an opportunity for the matter to be reconsidered. The adjudicator will consider
your complaint and notify you of his or her decision. If you are dissatisfied with that person’s
decision, (or their failure to make a decision) you may apply to the scheme’s administering authority
to have it reconsidered.

A leaflet explaining the internal Disputes Resolution Procedure including relevant time limits is
available from the pension fund.

» The Pensions Advisory Service (TPAS)
TPAS is available at any time to assist members and beneficiaries of the scheme in connection with
any pension guery they may have or any difficulty which they cannot resolve with the scheme
administrator. TPAS can be contacted at:

11 Belgrave Road
London
SW1V 1RB Telephone 0300 1231047
Website www.pensionsadvisoryservice.org.uk

« The Pensions Ombudsman (TPO)
In cases where a complaint or dispute has not been satisfactorily resolved through the Internal
Disputes Resolution Procedure or with the help of TPAS, an application can be made to the
Pensions Ombudsman within three years of the event that gave rise to the complaint or dispute.
The Ombudsman can investigate and determine any complaint or dispute involving
maladminisiration of the scheme or matters of fact or law and his or her decision is final and binding
(unless the case is taken to the appropriate court on a point of law). Matters where legal
proceedings have already started cannot be investigated by the Pensions Ombudsman. The
Pensions Ombudsman can be contacted at:

11 Belgrave Road
London
SW1V 1RB Telephone 0207 630 2200
Website www.pensions-ombudsman.org.uk

¢ The Pensions Regulator
This is the regulator of work based pension schemes. The Pensions Regulator has powers to
protect members of work based pension schemes and a wide range of powers to help put matters
right, where needed. In extreme cases, the regulator is able to fine trustees or employers, and
remove trustees from a scheme. You can contact the Pensions Regulator at:

Telephone 0345 6000707
Website www.thepensionsrequlator.aov.uk
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How can | trace my pension rights?

The Pension Tracing Service holds details of pension schemes, including the LGPS, together with
relevant contact addresses. It provides a tracing service for ex-members of schemes with pension
entitlements (and their dependants) who have lost touch with previous schemes. All occupational and
personal pension schemes have to register if the pension scheme has current members contributing
to the scheme or people expecting benefits from the scheme. If you need to use this tracing service
please write to:

The Pension Tracing Service
The Pension Service 9
Mail Handling Site
Wolverhampton
Wvasg 1LU Telephone 0345 6002 537
Website www.gov.uk/find-lost-pension

Don't forget to keep your pension providers up to date with any change in your home address.

Some terms we use

Additional Voluntary Contributions {(AVCs)
These are extra payments to increase your future benefits. You can also pay AVCs to provide
additional life cover.

All local government pension funds have an AVC arrangement in which you can invest money through
an AVC provider, often an insurance company or building society. AVCs are deducted directly from
your pay and attract tax relief.

Admission Body
An admission body is an employer that chooses to participate in the scheme under an admission
agreement. These tend to be employers such as charities and contractors.

Assumed Pensionable Pay

This provides a notional pensionable pay figure to ensure your pension is not affected by any
reduction in pensionable pay due to a period of sickness or injury on reduced contractual pay or no
pay, or relevant child related leave or reserve forces service leave.

If you have a period of reduced contractual or no pay due to sickness or injury or you have a period of
relevant child related leave or reserve forces service leave then your employer needs to provide
the pension fund with the assumed pensionable pay you would have received during that time
unkess during the period of relevant child related leave the pensionable pay received was higher
than the value of the assumed pensionable pay. This requires a calculation to be carried out by your
employer to determine what your pay would have been for the period when you were on reduced
contractual pay or no pay due to sickness or the period of relevant child related leave or reserve
forces service leave.

The assumed pensionable pay is calculated as the average of the pensionable pay you received
for the 12 weeks {(or 3 months if monthly paid} before the pay period in which you went on to reduced
pay or no pay because of sickness or injury or you started a period of refevant child related leave or
reserve forces service leave. In calculating the average, any reduction due to authorised leave of
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absence or due to a trade dispute is ignored. The resulting figure is then grossed up to an annual
figure and then divided by the period of time you were on reduced pay or no pay for sickness or injury
or on relevant child related leave or reserve forces service leave.

Assumed pensionable pay is also used to work out any enhancement to your pension awarded as a
result of ill health retirement, any lump sum death grant following death in service, and any
enhancement which is included in survivor benefits following death in service. The assumed
pensionable pay for these purposes is calculated as the average of the pensionable pay you
received for the 12 weeks {or 3 months if monthly paid) before you died in service or before you left
employment due to ill-health retirement. In calculating the average, any reduction due to authorised
leave of absence or due to a trade dispute is ignored. Also, where an independent registered medical
practitioner certifies that, during the period used to determine assumed pensionable pay, you were
working reduced contractual hours because of the ill-health which led to your retirement or death in
service, the assumed pensionable pay is to be calculated on the pay you would have received
during that period had you not been working reduced contractual hours. The resulting figure is then
grossed up to an annual figure.

Automatic enrolment date

This is the earlier of:

+ the day you reach age 22 provided you are earning more than £10,000 (2017/18 figure) a year in
the job, or

» the beginning of the pay period in which you first earn more than £10,000 (2017/18 figure) in the
job, on an annualised basis, provided you are aged 22 or more and under State Pension Age at
that time.

Civil Partnership (Civil Partner)
A Civil Partnership is a relationship between two people of the same sex (civil partners) which is
formed when they register as civil partners of each other.

Consumer Prices Index (CPI)

The Consumer Price Index (CPl) is the official measure of inflation of consumer prices in the United
Kingdom. This is currently the measure used to adjust your pension account at the end of every
scheme year when you are an active member of the scheme and, aiter you have ceased to be an
active member, it is used to increase (each April} the value of your deferred pension in the scheme
and any pension in payment from the scheme. The adjustment ensures your pension keeps up with
the cost of living.

Eligible children

Eligible children are your children. They must, at the date of your death:

o be your natural child {who must be born within 12 months of your death), or

« be your adopted child, or

« be your step-child or a child accepted by you as being a member of your family (this doesn't
include a child you sponsor for charity} and be dependent on you.

Eligible children must meet the following conditions:

» be under age 18, or

e be aged 18 or over and under 23 and in full-time education or vocational training (although your
administering authority can continue to treat the child as an eligible child notwithstanding a break in
full-time education or vocational training), or

« be unable to engage in gainful employment because of physical or mental impairment and either:

o has not reached the age of 23, or
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the impairment is, in the opinion of an independent registered medical practitioner, likely to
be permanent and the child was dependent on you at the date of your death because of that
mental or physical impairment.

Eligible cohabiting partner

An eligible cohabiting partner is a partner you are living with who, at the date of your death, has met

all of the following conditions for a continuous period of at least 2 years:

= you and your cohabiting partner are, and have been, free to marry each other or enter into a civil
partnership with each other, and

¢ you and your cohabiting pariner have been living together as if you were a married couple, or civil
partners, and

» neither you or your cohabiting partner have been living with someone else as if you/they were a
married couple or civif partners, and

* either your cohabiting partner is, and has been, financially dependent on you or you are, and have
been, financially interdependent on each other.

Your partner is financially dependent on you if you have the highest income. Financially
interdependent means that you rely on your joint finances to support your standard of living. It doesn't
mean that you need to be contributing equally. For example, if your partner's income is a lot more than
yours, he or she may pay the mortgage and most of the bills, and you may pay for the weekly
shopping.

On your death, a survivor's pension would be paid to your cohabiting partner if:

¢ all of the above criteria apply at the date of your death, and

e your cohabiting partner satisfies your pension fund that the above conditions had been met for a
continuous period of at least 2 years immediately prior to your death.

You are not required to complete a form to nominate a cohabiting partner for entitlement to a
cohabiting partner’s pension. However, you can provide your pension fund with your cohabiting
partner’s details. Your pension fund will require evidence upon your death to check that the conditions
for a cohabiting partner's pension are met.

Eligible Jobholder
An eligible jobholder is a worker who is aged a least 22 and under State Pension Age and who
earns more than the annual amount of £10,000 (2017/18 figure).

Final pay

This is usually the pay in respect of {i.e. due for) your final year of scheme membership on which you
paid contributions, or one of the previous 2 years if this is higher, and includes your normal pay,
contractual shift allowance, bonus, contractual overtime (but not non-coniractual overtime), Maternity
Pay, Paternity Pay, Adoption Pay, Shared Parental Pay and any other taxable benefit specified in your
contract as being pensionable.

Normal Pension Age

Normal Pension Age is linked to your State Pension Age for benefits built up from April 2014 (but
with a minimum of age 65) and is the age at which you can take the pension you have built up in full. If
you choose to take your pension before your Normal Pension Age it will normally be reduced, as it's
being paid earlier. If you take it later than your Normal Pension Age it's increased because it's being
paid later.
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You can use the Government’'s State Pension Age calculator {www.gov.uk/calculate-state-pension)
to find out your State Pension Age.

Remember that your State Pension Age may change in the future and this would also change your
Normal Pension Age in the LGPS for benefits built up from April 2014. Once you start drawing your
pension any subsequent change to your State Pension Age will not affect your Normal Pension Age
in the LGPS.

If you were paying into the LGPS before 1 April 2014 your final salary benefils retain their protected
Normal Pension Age - which for most is age 65. However all pension benefits drawn on normal
retirement must be taken at the same date i.e. you cannot separately draw your final salary benefits
(built up before April 2014) at age 65 and your benefits built up in your pension account (built up from
April 2014) at your Normal Pension Age (which for your benefits built up from April 2014 is linked to
your State Pension Age but with a minimum of age 65).

Pension Account

Each scheme year the amount of pension you have built up during the year is worked out and this
amount is added into your active pension account. Adjustments may be made to your account during
the scheme year to take account of any transter of pension rights into the account during the year,
any additional pension you may have decided to purchase during the year or which is granted to you
by your employer, any reduction due to a Pension Sharing Order or qualifying agreement in Scotland
{following a divorce or dissolution of a civil partnership) and any reduction due to an Annual
Allowance tax charge that you have asked the scheme to pay on your behalf. Your account is then
revalued at the end of each scheme year to take account of the cost of living. This adjustment is
carried out in line with the Treasury Revaluation Order index which, currently, is the rate of the
Consumer Prices Index (CPI).

You will have a separate pension account for each employment. That pension account will hold the
entire pension built-up for that employment.

In addition to an active member's pension account there are also:
a deferred member's pension account,

a deferred refund account;

a retirement pension account,

a flexible retirement pension account,

a deferred pensioner member's account;

a pension credit account; and

a survivor member’'s account.

These accounts will be adjusted by any debits for any Pension Sharing Order or qualifying agreement
in Scotland (following a divorce or dissolution of a civil partnership) and for any Annual Allowance
tax charge that you have asked the scheme to pay on your behalf. These accounts are currently
increased each April in line with the Consumer Prices Index (CPI).

Pensionable Pay

The pay on which you normally pay contributions is your normal salary or wages plus any shift
allowance, bonuses, overtime (both contractual and non-contractual), Maternity Pay, Paternity Pay,
Adoption Pay , Shared Parental Pay and any other taxable benefit specified in your contract as being
pensionable.



You do not pay contributions on any travelling or subsistence allowances, pay in lieu of notice, pay in
lieu of loss of holidays, any payment as an inducement not to leave before the payment is made, any
award of compensation (other than payment representing arrears of pay) made for the purpose of
achieving equal pay, pay relating to loss of future pensionable payments or benefits, any pay paid by
your employer if you go on reserve forces service leave nor (apart from some historical cases) the
monelary value of a car or pay received in lieu of a car.

Relevant Child Related Leave

Relevant child related leave includes periods of Ordinary Maternity, Adoption or Shared Parental
Leave (normally first 26 weeks), Paternity Leave and any periods of paid Additional Maternity or
Adoption Leave (normally after week 26 weeks up week 39) or Shared Parental Leave.

Reserve Forces Service Leave

This occurs when a Reservist is mobilised and called upon to take part in military operations. The
period of mobilisation can range from three months or less and up to 2 maximum of 12 months. During
a period of reserve forces service leave you will, if you elect to stay in the LGPS during that leave,
continue to build up a pension based on the rate of assumed pensionable pay you would have
received had you not been on reserve forces service lfeave.

Scheme Year
The scheme year runs from 1 April to 31 March each year.

State Pension Age

This is the earliest age you can receive the state basic pension. State Pension Age is currently age
65 for men. State Pension Age for women is currently being increased to be equalised with that for
men and will reach 65 by December 2018.

State Pension Age equalisation timetable for women

Date of Birth | New State Pension Age
Before 6 April 1950 60
6 April 1950 - 5 April 1951 In the range 60 - 61
6 April 1951 - 5 April 1952 In the range 61 - 62
6 April 1952 - 5 April 1953 In the range 62 - 63
6 April 1953 - 5 August 1953 In the range 63 - 64

6 August 1953 - 5 December 1953 In the range 64 - 65

The State Pension Age will then increase to 66 for both men and women from December 2018 to
October 2020.

Increase in State Pension Age from 65 to 66 for men and women

Date of Birth New State Pension Age
6 December 1953 - 5 October 1954 In the range 65 - 66
After 5 October 1954 66

Under current legislation the State Pension Ageis due to rise to 67 between 2026 and 2028 and to
68 between 2044 and 2046. However, the government has announced plans to link rises in the State
Pension Age above age 67 to increases in life expectancy. To find out your State Pension Age
please visit hilps.//www.gov.uk/calculate-state-pension.
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Vesting Period
The vesting periodin the LGPS is 2 years. You will meet the 2 years vesting period if:

e you have been a member of the LGPS in England and Wales for 2 years, or

* you have brought a transfer of pension rights into the LGPS in England or Wales from a different
occupational pension scheme or from a European pensions institution and the length of service
you had in that scheme or institution was 2 or more years or, when added to the period of time you
have been a member of the LGPS is, in aggregate, 2 or more years, or

e you have brought a transfer of pension righis into the LGPS in England or Wales from a pension
scheme or arrangement where you were not allowed to receive a refund of contributions, or

* you have previously transferred pension rights out of the LGPS in England or Wales to a pension
scheme abroad (i.e. to a qualifying recognised overseas pension scheme), or

e you already hold a deferred benefit or are receiving a pension from the LGPS in England or Wales
{other than a survivor's pension or pension credit member's pension), or

e you have paid National Insurance contributions whilst a member of the LGPS and cease to
contribute to the LGPS in the tax year of attaining pension age,

* you cease to contribute to the LGPS at age 75, or

* you die in service.

Further information and disclaimer

This guide is for employees in England or Wales and reflects the provisions of the LGPS and
overriding legislation as at April 2017,

The national web site for members of the LGPS is www.lgpsmember.org

This guide cannot cover every personal circumstance. For example, it does not cover all ill health
retirement benefits. Nor does it cover rights that apply to a limited number of employees e.g. those
whose total pension benefits exceed the lifetime allowance (£1 million in 2017/18), those whose
pension benefits increase in any tax year by more than the annual allowance (£40,000 in 2017/18) or
for high earners, the tapered annual allowance), those to whom protected rights apply, those whose
rights are subject to a pension sharing order following divorce or dissolution of a civil parinership. In
the event of any dispute over your pension benefits the appropriate legislation will prevail. This short
guide does not confer any contractual or statutory rights and is provided for information purposes only.
More detailed information about the scheme is available from:

Harrow Council Pension Fund
Pension Team

3 Fioor South Wing

Civic Centre

Harrow

HA1 2XF

Telephone No: 020 8424 1186

Version 1.6 April 2017
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Executive Summary

The London Borough of Harrow Pension Fund investment Strategy
Statement has been prepared in accordance with the relevant Local
Government Pension Scheme Regulations.

The objective of the Fund is to provide pension and lump sum benefits for its
members and their dependants.

To assist in the achievement of this objective the Fund makes investiments
in accordance with:

% its investment beliefs;

its asset allocation strategy reflecting its views on the suitability of
particular investments and types of investmenits;

% its approach to risk, including its measurement and management;
% its approach to pooling;
its policy on social, environmental and governance considerations;

its policy as regards the stewardship of its assets including the
exercise of voting rights; and

% its compliance with the “Myners Principles”
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Introduction

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

The Council has delegated to its Pension Fund 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.”

The 1SS has been prepared by the Commitiee having taken appropriate advice. It
meets the requirements of The Local Government Pension Scheme (Management
and Investment of Funds) Regulations 2016 (the Regulations).

The 1SS, which was approved by the Committee on 7 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, the Pension Board and the two trade union
observers. The ISS should be read in conjunction with the Fund’s Funding
Strategy Statement also approved by the Committee on 7 March 2017,

Statutory background

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

Directions by Secretary of Siate

Regulation 8 of the Regulations 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 for Communities and Local Government.

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.
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Advisers

Regulation 7 of the Regulations 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 Pension Fund Committee and
Council officers such advice is taken from:

. Aon Hewitt Ltd — investment consultancy

. Independent advisers

Actuarial advice, which can have implications for investment strategy, is provided
by Hymans Robertson LLP

Objective of the Fund

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) are reviewed at
each triennial actuarial valuation, or more frequently as required.

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 long-term it is expected that the
Fund's investment returns will be at least in line with the assumptions underlying
the actuarial valuation.

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

Investment beliefs

The Fund's fundamental investment beliefs which inform its strategy and guide its
decision making are:

. The Fund has a paramount duty to seek to obtain the best possible
return on its investments taking into account a properly considered level
of risk.

. A well-governed and well-managed pension fund will be rewarded by
good investment performance in the long term

o  Strategic asset allocation is the most significant factor in investment
returns and risk; risk is only taken when the Fund believes a
commensurate long term reward will be realised

. Asset allocation structure should be strongly influenced by the quantum
and nature of the Fund's ligbilities and the Funding Strategy Statement
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7.2

7.3
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¢  Since the lifetime of the liabilities is very long, the time horizon of the
invesiment strategy should be similarly long term

. Equities are likely to outperform most other asset classes in the long
term and, in view of its current assets / liabilities structure, the Fund's
investments should be heavily biased towards this asset class

. Performance advantage is likely to be realised from the successful
selection of active asset managers

o Risk of underperformance by active equity managers is mitigated by
allocating a significant portion of the Fund's assets to a passive equities
manager and other asset classes

s The impact of currency mismatches is mitigated by implementing a
currency hedging strategy

. Long-term financial performance of companies in which the Fund
invests is likely to be enhanced if they follow good practice in their
environmental, social and governance policies

. Costs need to be properly managed and transparent

The suitability of particular investments and types of investments

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

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 generating a satisfactory
long-term return on investments whilst taking account of market volatility and risk
and the nature of the Fund's liabilities.

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) and the liabilities arising
therefrom, logether with the level of disclosed surplus or deficit (relative to the
funding bases used).

The Committee has set a sirategic asset allocation benchmark for the Fund as
detailed in the table below. This benchmark was set in 2013 following the decision
to invest into diversified growth funds. It has subsequently been reviewed
regularly with the concept of liability driven investments being given particular
consideration.



7.5

7.6

MANAGEMENT

ASSET CLASS APPROACH ALLOCATION RANGE
% %

Equities
Global Passive 31.0
Globai Active Unconstrained 20.7
Emerging Markels Aclive Unconstrained 10.3
TOTAL 62.0 58-68
Bonds
Corporate Active 10.4
Index Linked Gilis Aclive 2.6
TOTAL 13.0 11-15
Alternative
Investments
Diversified Growth Funds Active 10.0
TOTAL 10.0 8-12
Property Aclive 10.0 8-12
Private Equity Aclive 5.0 4-6

TOTAL 100.0

The most significant rationale of the structure is to invest the majority of the Fund
assets in “growth assets” i.e. those expecied to generate ‘excess’ returns over the
long term. These include equities, and private equity. The structure also includes
a small allocation to “cash flow matching” assets, mainly corporate bonds. The
investments in property and diversified growth funds provide both diversification

and expected returns in excess of liabilities.

The Committee monitors investment strategy on an ongoing basis, focusing on

factors including, but not limited to:

*  Suitability and diversification given the Fund's level of funding and
liability profile

The level of expected risk
] Qutlook for asset returns
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The Committee also monitors the Fund’s actual allocation on a regular basis to
ensure it does not deviate from within the target range. If such a deviation occurs,
except for the private equity investment which is now subject to significant
distributions, a re-balancing exercise is carried out to ensure that the allocation
remains within the range set. if necessary the Section 151 officer has delegated
authority to undertake rebalancing but any such rebalancing activity is reported to
the next meeting of the Commitiee.

It is intended that the Fund's investment strategy will be reviewed at least every
three years, following actuarial valuations of the Fund. The investment strategy
review will typically involve the Committee, in conjunction with its advisers,
undertaking an in-depth Asset Liability Modelling exercise to understand the risks
within the Fund's current investment strategy and establish other potentially
suitable investment strategies for the Fund in the future.

At the time of drafting of this Statement, the finalised results of the Fund's 2016
actuarial valuation were not available. The intention is for an Asset Liability
Modelling exercise to be undertaken and the strategy reviewed once the results of
the valuation become available.

In the meantime, the Fund's investment consultants have undertaken some high
level modelling, using a return based model, to provide some relevant statistics in
relation to the Fund.

The table below outlines the 10 year expected returns and volatilities, on an
absolute basis, for the asset classes in which the Fund invests. Expected volatility
in this context means that in any given year, approximately 95% of the possible
return outcomes will be within the range of the expected return plus or minus two
times the volatility



Asset Class 10 Year 10 Year

Expected Volatility

Return

{% p.a.) (% p.a.)
Passive Global Equities 7.0 20.2
Passive Global Equities {currency hedged) 6.5 17.4
Active Global Equities 8.5 2183
Active Global Equities (currency hedged) 8.0 18.6
Emerging Market Equities {Active) 8.7 31.7
Private Equity (Global) 8.0 27.6
UK Property 5.3 12.5
Diversified Growth {(GARS) 5.5 11.2
Diversified Growth {Capital Preservation) 4.5 10.2
Corporate Bonds (AA rated, 10 year duration) 1.9 8.9
Index Linked Gilts (25 year duration) 0.2 11.7

Analysis based on Aon Hewill 10 year capilal market assumptions as at 30 September 2016. All
assumplions for aclive management assume funds are Aon buy rated

7.12 Using the same assumptions as above, as at 30 September 2016 the 10 year
expected absolute return of the Fund's investment strategy was 7.0% p.a., with a
10 year expected volatility of 14.7% p.a. Modelling the current investment strategy
relative to a proxy for the Fund's liabilities', the 10 year relative return was 6.4%
p.a. with an expected volatility of 17.4%. More detailed analysis of the Fund's
expected returns and risks will be undertaken as part of the Asset Liability
Modelling exercise, to be completed once the 2016 actuarial valuation has been
completed.

' The following assumptions have been used in the modelling: 1) Liability duration has
been approximated from a 0.5% stress test resulting in a duration of 16 years. 2) The
split between the Pension Fund's fixed and inflation-linked liabilities have been assumed
to be approximately 18% and 82% respectively. 3) The liabilities have been
approximated using a combination of gilts and index-linked gilts with a similar duration
and nature as described above.
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Further details on the Fund's risks, including the approach to mitigating them, is
provided in section 11.

Asset classes

The Fund may invest in quoted and unquoted securities of UK and overseas
markets including equities and fixed interest and index linked bonds, cash,
property and commodities either directly or through pooled funds. The Fund may
also make use of contracts for differences and other derivatives either directly or
in pooled funds investing in these products for the purpose of efficient portiolio
management or to hedge specific risks.

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.

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

With investment returns included, the Fund has a positive cash flow that enables
investment in illiquid asset classes e.g. private equity and property. Over 70% of
the Fund's assets are highly liquid i.e. can be readily converted into cash, and the
Council is satisfied that the Fund has sufficient liquid assets to meet all expected
and unexpected demands for cash. However, 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 exira return this should
provide.

For most of its investments the Council has delegated to the fund managers
responsibility for the selection, retention and realisation of assets.

Fund managers

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 subscriplion agreements and
reqularly 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.
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9.5.1

9.5.2

9.5.3

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.

Except for the passive global equities manager, 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.

The management agreement in place for each fund manager, sets out, where
relevant, the benchmark and performance targets. 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 and property, in the UK and overseas markets. The Regulations specify
other investment instruments that may be used, for example, financial futures,
traded options, insurance contracts, stock lending, sub-underwriting contracts.

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

State Street Global advisors Ltd

Asset class —~ Global equities

Benchmark — FTSE All-World Index

Performance objective — Match the performance of the benchmark

Longview Partners
Asset class — Developed World equities
Benchmark — MSCI World (Local) (TR Net)

Performance objective — +3% to +3.5% p.a. (gross) over three year rolling periods

Oldfield Partners

Asset class — Developed World equities

Benchmark — MSCI World NDR

Performance objective — Outperform the benchmark by 2-3% net of fees over the
long term



9.5.4 GMO LLC

9.5.5

9.5.6

9.5.7

9.5.8

9.5.9

Asset class — Emerging Markets equities
Benchmark — MSCI Emerging Markets
Performance objective — Qutperform the index over a market cycle

BlackRock Investment Management (UK) Ltd

Asset class — Corporate bonds

Benchmark — iBoxx Sterling Non-Gilts 10+ Years Index
Performance objective — Match the performance of the benchmark

BlackRock Investment Management (UK) Ltd

Asset class — Index linked gilts

Benchmark — FTSE Actuaries UK Index Linked Gilts Over 5 Years index
Performance objeclive — Match the performance of the benchmark

Insight Investment

Asset class - Diversified Growth Fund

Benchmark — 3 Month GBP LIBID

Performance objective — Sterling 3-month LIBID + 3-5%p.a. net of fees

Standard Life Investments

Asset class — Diversified Growth Fund

Benchmark — 3 Month GBP LIBOR

Performance objective — LIBOR (6 month) +5% p.a. over rolling 3 year periods
{gross of fees)

Pantheon Ventures

Asset class — Private equity

Benchmark: Europe Fund V ‘A’ LP - MSCI Europe Net TR; FTSE Europe Net TR;
Russell Europe Index

Benchmark: USA Fund VII LP — S&P 500 Total Return Net Index; Russell 2000
Net TR; MSCI US Total Return Net index

Benchmark: Global Secondary Fund Il ‘A’ LP - FTSE All-World Net TR; MSCI AC
World Net TR; Russell Global Net TR

Performance objective — Qutperiorm the quoted benchmarks by 3-5% over the
long term.



9.5.10 Aviva Investors Global Services Ltd
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Asset class — Property

Benchmark — IPD UK PPF All Balanced Fund

Performance objective — To outperform the benchmark by maximising total returns
through a combination of capital growth and income return.

Where appropriate, custodians are appointed to provide trade settlement and
processing and related services. Where investiments are held through pooled
funds, the funds appoint their own custodians.

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 {o attend its meetings.

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

Stock lending

Stock lending is permitted in pooled funds where applicable. Details of investment
managers’ procedures and controls are available on request.

Approach to risk

The Committee has an active risk management programme in place that aims 1o
help it identify the risks being taken and put in place processes to manage,
measure, monitor and {(where possible) mitigate the risks being taken.

At least once a year (most recently on 21 June 2016) the Committee reviews its
risk register which details the principal risks identified and the Committee's
approach to managing them. The Funding Strategy Statement also includes a
section on risk and the ways it can be measured and managed.

Funding risks

11.3.1 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



J Demographic movements, particularly longevity, struclural changes in
membership and increases in early retirements. and
. Insufficient assets to meet short and medium term liabilities

11.3.2 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 in 2013 following the decision
to invest into diversified growth funds. It has subsequently been reviewed
regularly with the concept of liability driven investments being given particular
consideration. As mentioned earlier, a detailed review of the Fund's investment
strategy will be undertaken once the 2016 actuarial valuation has been completed.
The Committee assesses risk relative to the strategic benchmark by monitoring
the Fund’s asset allocation and investment returns relative to the benchmark. The
Committee also assesses risk relative to liabilities by monitoring the delivery of
benchmark returns relative to liabilities.

11.3.3 On a quarterly basis the Committee receives a report from the Investment Adviser
on de-risking “triggers” that could be catalysts for a move towards a more liability
driven investment strategy. The “triggers” are related to:

. The Fund's funding level
The 20 year spot yield
. Aon Hewitt's view of bond yields

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

11.3.5 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. The Council
monitors liabilities using a specialist service provided by Club Vita, a “sister”
company of the Fund's Actuary, Hymans Robertson. Club Vita carries out a
comprehensive analysis of the Fund's longevity data to facilitate an understanding
which helps to manage this issue in the most effective way.

11.4 Asset risks
11.4.1 The major asset risks identified are:

*  Significant allocation to any single asset category and its
underperformance relative to expectation.

e General fall in investment markets

. Failure by fund managers to achieve benchmark returns



11.4.2 The Committee measure and manage asset risks as follows:

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.
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 and bonds the Committee has recognised the need for access to
liquidity in the short term.

The Committee has considered the risk of underperiormance by any
single investment manager and has attempted to reduce this risk by
appointing several managers and having a significant portion of the
Fund's assets managed on a passive basis. 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
underperforrnance persists.

Whilst part of 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 invelve. 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 high equity allocation remains an appropriate strategy for the
Fund.

The Council has established a currency hedge covering 50% of the
global equity portfolio to dampen the effect of foreign currency
fluctuations against sterling. Approximately 10 major currencies are
hedged most notably the US Dollar, Japanese Yen and Euro.

11.5 Security risks

11.5.1 The major security 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 and foreign exchange
forward contracts



11.5.2 The Committee monitors and manages risks in these areas through the regular
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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 arise.

Approach to pooling

In line with the Government's pooling agenda 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 is operating were set out in the July 2016 submission to Government.

The London CIV is in the process of opening a range of sub-funds covering liquid
asset classes, with less liquid classes to follow.

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. At its meeting on 21 June
2016 the Committee agreed that “subject to suitable investment products being
available” they envisaged 96% of the Fund's assets being invested with the
London CIV by the end of 2020.

The Committee's view is that, in principle, due to the potential costs of
disinvestment the only assets held by the Fund which would not be suitable for
pooling are its private equity invesiments.

However, it has since become clear that, in accordance with Government
guidance, assets held in life funds should be retained outside pools. The Fund's
allocation of 31% of its total assets in a global equities passive mandate is held in
a life fund which thereby reduces the “poolable” universe to 65%. Nevertheless,
the Fund agrees that the London CIV should monitor its passive fund as part of
the broader pool.

At the time of preparing this Statement no suitable investment products have yet
become available.

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.



12.8

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 (in Harrow's case the Pension Fund
Committee Chair}, and the Investment Advisory Commitiee 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.

13 Social, environmental and governance considerations
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As considered earlier, 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. It also 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.

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

All the Fund's investments are managed by external fund managers in pooled
funds, one of which is passively managed, 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 they invest. Further, it expects its managers to follow good practice and
use their influence as major institutional investors and long term stewards of
capital to promote good practice in companies in which they invest and markets to
which the Fund is exposed.

The Fund expecls its investment managers (and especially the London CIV
through which the Fund will increasingly invest) to undertake appropriate
monitoring of current investments with regard to their policies and practices on all
issues which could present a material financial risk to the long term performance
of the Fund. Effective monitoring can inform engagement with boards and
management of investee companies to seek the resolution of potential problems at
an early stage. Where collaboration is likely to be the most effective mechanism
for encouraging issues to be addressed the Fund expects its managers to



13.5

13.6

13.7

13.8

13.9

14

14.1

14.2

14.3

participate in joint action with other institutional investors as permitted by relevant
legal and regulatory codes.

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.

Over the last year each of the Fund's investment managers has been asked:

. Whether they had signed up to UN Principles for Responsible Investment
(PRI)

*  Whether they had signed up to "The UK Stewardship Code”

. To provide reports on their engagement and voting actions

The responses to these queries are available on the Fund’s website (Pension
Fund Committee meeting 21 March 2016).

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.

The Fund is a member of the Local Authority Pension Fund Forum (LAPFF) which
engages with many companies on a wide range of environmental, social and
governance issues.

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

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

The Fund recognises the importance of its role as a steward of capital and of the
need to seek to ensure the highest standards of governance and corporate
responsibility in the underlying companies in which its investments reside.

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.

In practice, 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 fund managers to vote and engage with invesiee
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.



14.4

14.5
15

151

15.2

15.3

15.4

16

16.1

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.

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

Whilst the Committee expects its investment managers to have signed up to The
institutional Shareholders Committee Code on the Responsibilities of Institutional
Investors (“The UK Stewardship Code”) it has not yet done so itself. It will be
considering whether to do so during the next year

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

The Fund also believes in collective engagement and is a member of the LAPFF
which exercises a voice on behalf of over 70 local authority pension funds across
a range of corporate governance issues.

Additionally the Fund is a member of the Pensions and Lifetime Savings
Association through which it joins with other investors to maximize the influence of
investors as asset owners.

Compliance with “Myners” Principles

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”

Effective decision-making

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 conlflicts of interest.

Fund compliance — Full

L]

2

The Council has delegated decision making in respect of the Pension Fund to the
Pension Fund Committee, comprising four Councillors with full voting rights with
representatives from the trade unions invited.

The Committee, with advice from its Investment Adviser and independent advisers
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.

There are sufficient internal resources and access to external resources for the
Pension Fund Committee to make effective decisions.

Clear objectives

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.

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.

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 non-local
authority employers admitted to the fund and contribution rates set accordingly.



3

Risks and Liabilities

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.

Fund compliance — Full

4

A risk register is maintained with specific investment risks identified

The Committee, in setling 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 afferdability for employers.

Consideration is given to the payment of a bond by prospective admitted bodies to
the Fund to minimise the financial consequences of defaulk.

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.

Performance Assessment

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.

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.

Up to 31 March 2016 regular performance measurement reports were received
from State Street Global Services, the most active provider of these services o
Local Government Pension Scheme administering authorities. State Street no
longer provide these services.

The Council has now agreed a contract with Pensions and Investment Research
Consultants Ltd for them 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 relationships between the Committee and the Pension Board are being
developed in order that the Board can assist the Committee in its work.

5 Responsible Ownership

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.

Fund compliance — Partial

¢ The Fund's policy on the extent to which its investiment managers take account of
social, environmental and ethical considerations is stated in the Investment
Strategy Statement.

+ The Fund expects ils 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 corporate governance in each locality.
The fund managers provide reporis on their voting and engagement activities.

6 Transparency and Reporting

Administering authorities should:

s Actin a transparent manner, communicating with stakeholders on issues relating
to their management of investment, its governance and risks, including
performance against stated objectives.

s Provide regular communication to members in the form they consider most
appropriate.

Fund compliance — Full
*» The Fund publishes a Communications Policy Statement detailing its policy and
strategy for communicating information to members, prospective members and
their employers, union representatives, elected Members, tax payers and other
interested parties. The Fund makes available a range of documents including:



- Annual Report including Statement of Accounts.

- Governance Compliance Statement which inciudes level of compliance.
- Communications Policy Statement.

- Investment Strategy Statement.

- Funding Strategy Statement.

- Triennial Actuarial Valuation.

- Agenda and Minutes of Pension Fund Committee and Pension Board.

- Annual Staterment of Benefits to all active and deferred members.

- Newsletter to pensioners once a year.

- Newsletters to active members at least once a year.

» The Communications Policy Statement details the methods of communication
available for each “target” group which include:
- The Council’'s website
- Hard copy
- Annual employers meeting
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1 Introduction

1.1 What is this document?
This is the Funding Strategy Statement {(FSS) of the London Borough of Harrow Pension Fund {"the Fund"},
which is administered by Harrow Council, {"the Administering Authority™).

It has been prepared by the Administering Authority in collaboration with the Fund's actuary, Hymans Robertson
LLP, and after consultation with the Fund's employers and invesiment adviser. i is effective from 7 March
2017.

1.2 Whatis the London Borough of Harrow Pension Fund?

The Fund is part of the nalional Local Government Pension Scheme (LGPS). The LGPS was set up by the UK
Government to provide retirement and death benelits for local government employees, and those employed in
similar or related bodies, across the whole of the UK. The Administering Authority runs the London Borough of
Harrow Fund to make sure it:

e receives the proper amount of contribulions from employees and employers, and any lransfer payments;

= nvesls lhe conlributions appropriately, wilth the aim thal the Fund's assets grow over time with invesiment
income and capital growth: and

« uses the assets to pay Fund benefits to the members {as and when they retire, for the rest of their hves),
and lo their dependants {as and when members die}, as defined in the LGPS Regulalions. Assels are also
used to pay transler values and administration costs.

The roles and responsibilities of the key parties involved in the management of the Fund are summarised in
Appendix B,

1.3  Why does the Fund need a Funding Strategy Statement?

Employees’ benefits are guaranieed by the LGPS Regulations, and do not change with market values or
employer contributions. Investment returns will help pay for some of the benefits, but probably not all, and
certainly with no guaraniee. Employees’ contributions are fixed in those Regulations also, at a level which
covers only part of the cost of the benefils.

Therefore, employers need to pay the balance of the cosi of delivering the benefits o members and their
dependanis.

The FSS focuses on how employer liabilities are measured, the pace at which these liabililies are funded, and
how employers or pools of employers pay for their own liabilities, This Statement sels out how the Adminislering
Authority has balanced the conllicting aims of:

aftordability of employer contributions,

* {ransparency of processes,

stability of employers’ coniributions, and
s prudence in the funding basis.

There are also regulatory requirements for an FSS, as given in Appendix A.

The FS5 1s a summary of the Fund's approach {o funding its hiabilities, and this includes reference 1o the Fund's
other policies; it is not an exhaustive stalement of policy on all issues. The FSS forms part of a framewaork
which includes:
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the LGPS Regulations;

the Rates and Adjustments Cerlificate (confirming employer contnbution rates lor the next three years)
which can be found in an appendix lo the formal valuation report;

actuarial factors tor valuing individual transfers. early retiremeni cosls and the costs of buying added
service; and

the Fund's Statement of Investment Principles / Investment Strategy Statement (see Section 4)

How does the Fund and this FSS affect me?

This depends on who you are:

1.5

a member of the Fund, i.e. a currenl or former employee, or a dependant: the Fund needs to be sure it is
collecting and holding enough money so thal your benefits are always paid in full;

an employer in the Fund {or which is considering joining the Fund): you will want 1o know how your
coniributions are calculated from time to lime, that these are fair by comparison 1o other employers in the
Fund, and in what circumstances you might need to pay more. Note thal the FSS applies to all employers
participating in the Fund;

an Elected Member whose council participales in the Fund: you will want to be sure that the Council
balances the need to hold prudent reserves for members’ retirement and death benelits, wilh the other
compeling demands tor Council money:

a Council Tax payer: your Council seeks o sirike the balance above, and also to minimise cross-subsidies
between different generations of laxpayers.

What does the FSS aim to do?

The FSS sets oul the objectives of the Fund's funding strategy. such as:

to ensure the long-term solvency of the Fund, using a prudent long term view. This will ensure {hat
sufficienl funds are available lo meet all members'/dependants’ benelits as they fall due lor payment;

to ensure that employer contribution rates are reasonably stable where appropnate;

to minimise the long-term cash conlributions which employers need to pay lo the Fund, by recognising the
link belween assels and liabililies and adopting an investment stralegy which balances risk and return (NB
this will also minimise the costs to be borne by Gouncil Tax payers);

to reflect the different characleristics of different employers in determining coniribution rates. This involves
the Fund having a clear and transparent funding straiegy to demonsirate how each employer can best meet
ils own liabilities over {uture years; and

to use reasonable measures to reduce the risk 1o other employers and ullimately to the Council Tax payer
from an employer defaulting on ils pension obligations.



1.6 How do | find my way around this document?
In Seclion 2 there is a brief inlroduction to some of the main principles behind funding, i.e. deciding how much
an employer should conlribute to the Fund from time o time.

In Section 3 we oulline how the Fund calculates the contributions payable by different employers in different
situations.

In Section 4 we show how the funding strategy s linked with the Fund's investment siralegy.
in the Appendices we cover various issues in more detail:

A, the regulatory background, including how and when the FSS is reviewed,
who is responsible for what,
what issues the Fund needs to monitor, and how it manages its risks,

some more details aboul the actuarial calculations required,

m o o

the assumpliens which the Fund actluary currently makes about the fulure,
F. a glossary explaining the lechnical terms occasionally used here.

If you have any other queries please conlact lan Talbot, Treasury and Pension Fund Manager in the first
instance al e-mail address ian.talbot@harrow.gov.uk or on telephone number 0208 424 1450,



2 Basic Funding issues
iMore delailed and extensive descriptions are given in Appendix D).

2.1  How does the actuary measure the required contribution rate?
In essence this 1s a three-siep process:

1. Calculate the ultimale funding target for that employer, i.e. the ideal amount ol assels it shoultd hold in
order 0 be able to pay all its members' benefils. See Appendix E for more detalls of what assumplions
are made to delermine that funding target;

2 Delermine the time horizon over which the employer should aim to achieve that funding targel. See lhe
table in 3.3 and Note (¢} for more details;

3. Calculate the employer contribution rate such that it has al least a given probability of achieving that
funding target over that time honzon, allowing lor difierent likelihoods of vartous possible economic
oulcomes over thal time horizon. See 2.3 below, and the lable in 3.3 Nole (e] for more details.

2.2 What is each employer’s contribution rate?
This is described in more detail in Appendix D. Employer conlribulions are normally made up of two elemenits:

a) the estimated cost of benelits being buill up each year, after deductling the members’ own contributions
and including administration expenses. This is referred 1o as the “Primary rate”, and is expressed as a
percentage of members’ pensionable pay; plus

b} an adjusiment lor the difference belween the Primary rale above, and the actual contribution the
employer needs lo pay, relerred o as the "Secondary rate”. In broad lerms, payment of the Secondary
rate will aim to return the employer to full funding over an appropriate period (the “time horizon™). The
Secondary rale may be expressed as a percentage of pay andfor a monetary amount in each year.

The rates for all employers are shown in the Fund's Rates and Adjusimenis Cerlificate, which forms pari of the
formal Actuarial Valuation Report. Employers’ contributions are expressed as minima. with emplayers able lo

pay contnbutions at a higher rate. Accouni of any higher rate will be taken by the Fund actuary at subsequent
valuations, i.e. wilt be reflected as a credit when nexl calculating the employer’s conlributions.

2.3 What different types of employer participate in the Fund?

Historically the LGPS was inlended for local authority employees only. However over the years, with the
diversification and changes to delivery of local services, many more lypes and numbers ol employers now
participate. There are currently more employers in the Fund than ever belore, a significant number of whom are
new academies

In essence, parlicipation in the LGPS is open o public sector employers providing some form of service to the
local community. Whilst the majority of members will be local authorily employees (and ex-employees). the
majority of participaling employers are those providing services in place of (or alongside) local authority
services: academy schools, contraclars, housing associations, charities, elc.

The LGPS Regulations define various types of employer as follows:

Scheduled bodies - councils, and oiher specified employers such as academies and further education
establishments. These musi provide access to the LGPS in respeci of their employees who are nol eligible to
join another public sector scheme {such as the Teachers Scheme). These employers are so-called because
they are specified in a schedule lo the LGPS Regulations.



it 1s now possible for Local Education Authority schools (o converl to academy status, and for other forms of
school {(such as Free Schools) to be established under the academies legislation. All such academies (or Multi
Academy Trusts), as employers of non-teaching staif, become separale new employers in the Fund. As
academies are defined in the LGPS Regulations as "Scheduled Bodies”, the Administering Authority has no
discretion over whether to admit them to the Fund, and the academy has no discretion whether to continue to
allow its non-teaching staff to join the Fund. There has also been guidance issued by the DCLG regarding the
terms of academies’ membership in LGPS Funds.

Designating employers - employers such as lown and parish councils are able to participate in the LGPS via
resolution {and the Fund cannot refuse them entry where the resolution is passed). These employers can
designate which of their employees are eligible {o join the scheme.

Other employers are able 1o participate in the Fund via an admission agreement, and are referred to as
‘admission bodies’. These employers are generally those with a "communiy of interest” with another scheme
employer — community admission bodies (“CAB") or those providing a service on behalf of a scheme
employer - transferee admission bodies ("TAB"). CABs will include housing associations and charities, TABs
will generally be coniractors. The Fund is able to set ils criteria for parlicipation by these employers and can
refuse entry if the requirements as set oul in the Fund's admissions policy are not met. {NB The terminology
CAB and TAB has been dropped from recent LGPS Regulations, which instead combine both under the single
term ‘admission bodies’; however, we have retained the old terminology here as we consider il to be helpful in
setling funding stralegies for these dilterent employers).

2.4 How does the measured contribution rate vary for different employers?
All three steps above are considered when setting conliributions (more details are given in Section 3 and
Appendix D}.

1. The funding target is based on a sel of assumptions aboul the future, (e.g. invesiment returns, inflation,
pensioners’ life expectancies). However, if an employer is approaching the end of ils participation in the
Fund then iis funding target may be set on a more prudent basis, so that its liabilities are less likely 1o be
spread among olher employers after its cessation;

2. The time horizon required is. in broad terms, the period over which any delficit is to be recovered. A
shorter period will ead 1o higher contributions, and vice versa (all other things being equal). Employers
may be given a lower time honzon if they have a less permanent anticipated membership, or do not have
tax-raising powers (o increase coninbulions if investment returns under-perform; and

3. The probability of achieving the funding target over that time horizon will be dependent on the Fund's
view of the strenglh of employer covenant and its funding profile. Where an employer is considered lo be
weaker, or potentially ceasing its memberstup of the Fund, then the required probability will be set higher,
which in turn will increase the required contributions (and vice versaj).

For some employers il may be agreed to pool contributions, see 3.4
Any cosls of non ill-health early retirements must be paid by the employer, see 3.6.

Cosis of lll-health early retirements are covered in 3.7 and 3.8



2.5 How is a deficit {or surplus) calculated?
An employer's “funding level” is defined as the ratio of:

+ the market value of the employer's share of assets (see Appendix D, section DS, {or further details of how
this is calculated}, to

= the value placed by the actuary on the benefits buiit up 1o date for the employees and ex-employees (the
‘liabilies”). The Fund actuary agrees with the Administering Authority the assumptions to be used in
caleulating this value

If this is less than 100% then it means the employer has a sherliall, which is the employer’s deficit; if it is more
than 100% then the employer is said {o be in surplus. The amount of deficit or shortfall is the difference
between the assel value and the liabilities value.

It is importanl to note that the deficit/'surplus and funding level are only measurements at a particular point in
time, on a particular set of assumplions about the fulure. Whilst we recognise that various parties will take an
interest in these measures, for most employers the key issue is how likely it is that their contributions will be
sufficient 1o pay for their members’ benefits (when added to their existing asset share and anticipated
investment refurns),

In shorl, deficits and funding levels are short term measures, whereas contribution-setting is a longer term
issue.

2.6 How does the Fund recognise that contribution levels can affect Council and employer service
provision, and Council Tax?

The Administering Authority and the Fund actuary are acutely aware that. all other things being equal, a higher

coniribution reguired to be paid to the Fund will mean less cash available for the employer lo spend on the

provision of services. For instance:

. Higher Pension Fund contribulions may result in reduced Council spending, which in turn could aflect the
resources available for services, and/or greater pressure on Council Tax levels;

. Contributions which academies pay to the Fund will therefore not be available 1o pay for providing
education; and

- Other employers will provide various services 1o the local community, perhaps through housting
associalions, chaniable work, or contracting Council services. Il they are required to pay more in pension
contributions to the LGPS then this may aifect their abilily 1o provide the local services al a reasonable
cosl.

Whilst all this 1s true, it should also be borne in mind that.

. The Fund provides invaluable financial secunty 1o lacal families, whether to those who formerly worked in
lhe service of the local communily who have now retired, or to their families after their death:

. The Fund musl have the assels available to meet these retirement and death benefits, which in turn
means that the various employers must each pay lheir own way. Lower contributions today will mean
higher conlribulions in the future: deferring payments does not alter the employer’'s ullimate obligation to
the Fund in respect of iis current and former employees;

. Each employer will generally only pay for its own employees and ex-employees (and their dependants),
not for those of other employers in the Fund:



. The Fund strives o maintain reasonably stable employer contribution rales where appropriate and
possible. However, a receni shift in regulatory locus means that solvency within each generation is
considered by the Government to be a higher priority than stability of contribution rates;

. The Fund wishes to avoid lhe situation where an employer falls so far behind in managing its funding
shortiall that its deficit becomes unmanageable in practice; such a situahon may lead to employer
insolvency and the resulting deficit falling on the other Fund employers. In that situation, those employers’
services would in turn sufler as a result;

. Council contributions to the Fund should be at a suitable level, to protect the interests of ditferent
generations of Council Tax payers. For instance, underpayment of contributions for some years will need
o be balanced by overpayment in other years; the Council will wish to minimise the extenl to which
Council Tax payers in one period are in effect benefitting at the expense of those paying in a different
period.

Qverall, therefore, there is clearly a balance to be struck between the Fund's need for maintaining prudent
funding levels, and the employers’ need to aliocaie their resources appropriaiely. The Fund achieves this
through various iechniques which affect coniribution increases to varicus degrees (see 3.1}). In deciding which
of these techniques 1o apply to any given employer, the Administering Authonly takes a view on the financial
standing of the employer, i.e. its ability to meel its funding commitments and the relevant time horizon.

The Administering Authority will consider a risk assessment of that employer using a knowledge base which is
regularly monitored and kept up-lo-date. This database will include such information as the type of employer, ils
membership profile and funding position, any guarantors or security provision, material changes anlicipaled, etc.

For instance, where the Adminisiering Authority has reasonable confidence that an employer will be able o
meet its funding commitments, then the Fund will permit options such as slabilisation (see 3.3 Nole {b)}, a
longer time horizon relative to other employers, and/or a lower probability of achieving their funding target. Such
options will temperanly produce lower contribution levels than would otherwise have applied. This 1s permitted
in the expectation thal the employer will still be able to meet its obligations for many years 1o come.

On the other hand, where there 1s doubt thal an employer will be able to meet its funding commitments or
withstand a significanl change in its commiiments, then a higher funding targel. and/or a shorter deficit recovery
period relative to other employers, and/or a higher probability of achieving the target may be required.

The Fund actively seeks employer inpul, including to ils funding arrangements, through various means: see
Appendix A.



3 Calculating contributions for individual Employers

3.1 General comments

A key challenge for the Administering Authority is to balance the need for stable, afiordable employer
contributions with the requirement to take a prudent, longer-lerm view of funding and ensure the sclvency of the
Fund. With this in mind, the Fund's three-step process identifies the key issues:

1. What is a suitably {but not overly) prudent funding target?

2. How long should the employer be permitted lo reach thal target? This should be realistic but not so long
that the funding target is in danger of never actually being achieved.

3. Whalt probability is required to reach that funding target? This will always be less than 100%: as we cannot
be certain of fulure markel movements. Higher probability "bars” can be used for employers where the
Fund wishes to reduce the risk that the employer ceases leaving a deficit lo be picked up by other
employers.

These and associated issues are covered in this Section.

The Administering Authority recognises that there may occasionally be pariicular circumstances affecting
individual employers that are not easily managed within the rules and policies set out in the Funding Strategy
Statement. Therefore the Administering Authority may, al its sole discrelion, direct the acluary 1o adopt
alternative funding approaches on a case by case basis for specilic employers.

3.2 The effect of paying lower contributions

in limited circumsiances lhe Administering Aulharity may permil employers to pay contributions al a lower level
than is assessed for the employer using the three step process above. At their absolule discretion the
Administering Authorily may:

= extend the time horizon for targeling full funding;

s adjust the required probability of meeting the funding target:

* permil an employer {o participate in the Fund's siabilisalion mechanisms;
* permit exlended phasing in of coniribution rises or reductions;

* pool contributions amongsl employers with similar characteristics; and/or

» accept some form of security or guarantee in lieu of a higher contribution rale than would otherwise be the
case.

Employers which are permitted to use one or more of the above methods will often be paying, for a time,
contributions tess than required to meel their funding targel, over the appropnale time horizon with the required
likelihood of success. Such employers should appreciale that:

* heir true long term liability (i.e. the actual eventual cosl of benefits payable to their employees and ex
employees) is not affected by the pace of paying contributions;

¢ |ower contributions in the short term will be assumed lo incur a greater loss of investiment returns on the
deficit. Thus, deferring a certain amounl of coniribution may lead to higher contributions in the long-term;
and

* it may {ake longer to reach their funding target, all other things being equal.



Overleaf (3.3) is a summary of how the main funding policies ditier for different types of employer, followed by
more detailed notes where necessary.

Seclion 3.4 onwards deals wilh various other funding issues which apply to all employers.
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Note (a) (Basis for Community Admission Bodies and Designating Employers closed to new entrants)

In the circumstances where:

= the employer is a Designaling Employer, or an Admission Body but not a Transferee Admission Body, and
= the employer has no guarantor. and

+ the admission agreemenl is likely to terminale, or the employer is hkely 1o lose its last aclive member, within
a tlimeframe considered appropriate by the Administering Authority to prompt a change in funding.

the Administering Authority may set a higher funding target {e.g. using a discouni rate set equal to gilt yields) by
the lime the agreement terminates or the last active member leaves. in order to protect olher employers in the
Fund. This policy will increase regular coninbulions and reduce, but not entirely eliminate, the possibilily of a
final deficit payment being required from the employer when a cessation valuation is carried out.

The Adminisiering Authority also reserves the right to adopt the above approach in respect of those Designating
Employers and Admission Bodies with no guaranior. where the sirength of covenant 1s considered 1o be weak
but there i1s no iImmediale expeciation that the admission agreement will cease or the Designating Employer
alters its designation.

Note (b) (Stabilisation)

Stabilisation s a mechanism where employer contribution rate varialions from year to year are kepl within a pre-
determined range, thus allowing lhose employers’ rales lo be relatively stable. In the interests ol stability and
aftordability of employer contribulions, the Administering Authorily, on the advice of the Fund Actuary, believes
thal stabilising coninbutions can still be viewed as a prudent longer-term approach. However. employers whose
conlribution rates have been “stabilised” {and may therefore be paying 'ess than their theorelical contribution
rate) should be aware of the risks of this approach and should consider making additional payments 1o the Fund
if possible.

This stabilisation mechanism allows shorl term investmenl market volalility to be managed so as not o cause
volatiily in employer contribution rales. on the basis that a long term view can be taken on net cash inflow,
invesimenl returns and sirength of employer covenant.

The current stabilisation mechanism applies il:

+ the employer satislies the eligibility criteria sel by the Administering Authority {see below} and.

* there are no material events which cause the employer lo become ineligible, e.g. significant reductions in
active membership {due 1o outsourcing or redundancies). or changes in the nature of the employer (perhaps
due to Government restructuring}, or changes in the security of the employer.

On the basis of extensive modelling carried out for the 2016 valuaiion exercise (see Section 4), the slabilised
details are as follows:

Type of employer

Council Pool

Academies

Max cont increase

1% for three years
1.5% thereaiter

1% for three years
1.5% thereafter

Max cont
decrease

0.6%

0.6%




The stabikisation criteria and limits will be reviewed at the 31 March 2019 valuation, {o take efiect from 1 April
2020. However the Administering Authority reserves the right to review the stabilisation criteria and limils al any
time before then, on the basis of membership and/or employer changes as descrnibed above

At the 2016 valuation, exisling academies were given the option to pay a stabilised rale of conlribulion or
continue paying their individually calculated coniribution rate. Those opting lo stabilise contnbutions were
certified an initial contribution rate for 2016/17 equal to the contnbution rate payable by the London Borough of
Harrow in that year.

in future, new Academigs will be given the option to either pay their individual calculaled rate at the conversion
date or be slabilised. For those elecling to siabilise, the initial contribution rate payable will be the conliributian
in payment by the London Borough of Harrow at the Academy’s commencement date. The decision to stabilise
would be one-off in nature - that is, Academies would make the decision only on conversion, and would not be
able to choose the lower of lwo different rates at each iriennial valuation.

Note (c) (Maximum time horizon)

The maximum time horizon slarts at the valuation date {31 March 2016 for the 2016 valuation). The
Administering Authority would normally expect the same period to be used at successive triennial valuations,
but would reserve the right to propose alternative time horizons, for example where there were no new entranis.

Note (d) (Secondary rate}

The Secondary contribution rate for each employer covering the three year period unlil the next valuation will be
set as a monetary amount

Note (e} (Probability of achieving funding target)

Each employer has ils funding target calculated, and a relevant time horizon over which lo reach thal target.
Conltributions are set such thal, combined wilh the employer’s current asset share and anticipated market
movemenls aver the time horizon, the funding target is achieved with a given minimum probability. A higher
required probability bar will give rise to higher required contributions, and vice versa.

The way in which conlnbutions are set using these three steps, and relevant economic projections, is described
in further detail in Appendix D.

Ditferent probabilities are set for different employers depending on their nature and circumstances: in broad
terms, a higher probability will apply due to one or more of the following:

+ |he Fund believes the employer poses a greater funding risk than other employers,

* the employer does not have lax-raising powers;

+ ihe employer does not have a guarantor or other sufficient security backing its funding position; andior
= the employer is likely lo cease participation in the Fund in the short or medium term

Note (f} (Regular Reviews)

Such reviews may be triggered by significanl evenls including but not limited to: significant reductions in payroll,
allered employer circumstances, Government restructuring affecting the employer's business, or lailure 1o pay
contributions or arrange appropriate secunly as required by the Administering Authonty.



The result of a review may be to require increased conlributions {by strengihening the acluarial assumptions
adopled and/or moving to monetary levels of deficit recavery contributions), and/or an increased level of security
or guaraniee.

Note (g) (New Academy conversions)
The Fund's policies on academies’ tunding issues are as follows:

I The new academy will be regarded as a separate emploayer in its own right and will nol be pooled with
other employers in the Fund. The only exception is where the academy is part of a Multi Academy Trust
{MAT) in which case the academy's figures will be calculated as below but can be combined with those of
the other academies in the MAT;

in. The new academy's past service fiabililies on conversion will be calculated based on its active Fund
members on the day before conversion. For the avoidance of doubt, these habiliies will include all past
service of those members, but will exclude the liabilities relating to any ex-employees of the school who
have deferred or pensioner slatus;

i, The new academy will be allocated an inilial asset share from the Council's assels in the Fund. This
assel share will be calculated using the estimaled funding position of the Council at the date of academy
conversion, The share will be based on the active members' funding level, having first allocated assels in
the Council’s share to fully fund delerred and pensicner members. The assel allocation will be based on
market conditions and the academy's active Fund membership on the day prior {o conversion;

v The new academy's initial contribution rate will be calculated using market conditions, the Council funding
posilion and, membership data, all as at the day prior to conversion.

As an alternative to (iv), the academy will have the option al conversion 1o pay a siabilised rale of
contnbution as described in nole (b). However, this eleclion will nol alter its assel or ability allocahion as
per {il) and {ni) above. Ultimalely, all academies remain responsible for their own allocated deficil.

The Fund's policies on academies are subject 1o change in the light of any amendments to DCLG guidance.
Any changes will be nolified to academies, and will be reflecled in a subsequent version of this F§S.

Note (h) (New Admission Bodies)

With effect from 1 October 2012, the LGPS 2012 Miscellaneous Regulations infroduced mandatory new
requirements for all Admission Bodies brought into the Fund from thal date. Under these Regulations, all new
Admission Bodies will be required 1o provide some lorm of security, such as a guarantee from the letting
employer, an indemnity or & bond. The security is required 1o cover some or all of the lollowing:

¢ the strain cosl of any redundancy early retiremenis resulting from the premalure termination of the contract;
¢ allowance for lhe risk of assel underperformance,

e allowance for the nsk of a fall in gill yields;

s allowance for lhe possible non-payment of employer and member contributions to the Fund; and/or

¢ lhe current deficit.



Transleree Admission Bodies: For all TABs, the security must be 1o the satisfaction of the Administering
Authority as well as the letting employer, and will be reassessed on an annual basis, See also Nate (i) below.

Community Admission Bodies: The Adminislering Authanty will only consider requests from CABs (or olher
similar bodies, such as section 75 NHS partnerships) lo join the Fund if they are sponsored by a Scheduled
Body with 1ax raising powers, guaranteeing their liabilities and also providing a lorm of security as above.

The above approaches reduce the risk, 1o other employers in the Fund, of potentially having to pick up any
shartfall in respect of Admission Bodies ceasing with an unpaid deficit.

Note (i) {New Transferee Admission Bodies)

A new TAB usually joins the Fund as a result of the letting/outsourcing of some services {rom an exisling
employer {(normally a Scheduled Body such as a council or academy) to another organisalion {a “contractor”).
This involves the TUPE transfer of some staff from the letting employer to the contractor. Consequently, for the
duration of the contract. the contractor is a new participaling employer in the Fund so thal the translerring
employees maintain their eligibility for LGPS membership. At the end of the conlract the employees revert o
the letting employer or {o a replacement coniraclor.

Ordinarily, the TAB would be sel up in the Fund as a new employer with responsibility for all the accrued
benelits of the transferring employees; in this case. the contractor would usually be assigned an inilial asset
allocation equal to the pasi service liability value of the employees’ Fund benefits. The quid pro quo is that the
contraclor is then expecled to ensure that its share of 1he Fund is also fully funded at the end of the contracl:

see Note ({).

Employers which “outsource” have flexibility in the way that they can deal with the pension risk potenlially laken
on by the contractor. In particular there are three difierent routes that such employers may wish to adopl.
Clearly as the risk ultimalely resides with the employer letling the contract, it is for them to agree the appropriate
route with the contracior:

i} Poaling

Under this option the contractor is pooled with the letting employer. In this case, the conlractor pays the
same rale as the letting employer, which may be under a stabilisation approach.

ii} Letting employer relains pre-coniracl risks

Under this option the letling employer would retain responsibility for assets and liabililies in respect of
service accrued prior lo the contract commencement date. The contractior would be responsible for the
future liabilties that accrue in respect of transterred stalf. The contractor’s contribution rate could vary
from one valuation to the next. It would be liable for any deficit at the end of the contract term in respect
of assets and liabilities atiributable to service accrued during the contract term.

iii) Fixed coniribulion rate agreed

Under this oplion the contraclor pays a fixed contribution rate and does not pay any cessation deficil.

The Administering Authorily is willing to administer any of the above options as long as the approach is
documented in the Admission Agreement as well as the transfer agreemenl. The Admission Agreement should
ensure that some element of risk transfers 10 the coniractor where it relates to their decisions and it is unfair to
burden the letting employer with that risk. For example the contractor should typically be responsible for
pension costs that arise irom:



+ above average pay increases, inciuding the effect in respect ol service prior to coniract commencement
even il the letting employer takes on responsibility for the latter under (i) above: and

+ redundancy and early retirement decisions.

Note (j) (Admission Bodies Ceasing)

Notwithstanding the provisions ol the Admission Agreement, the Administering Authority may consider any of
the following as tnggers for the cessation of an admission agreement with any type of body:

« Lasl active member ceasing participation in the Fund (NB recent LGPS Regulation changes mean that the
Administering Aulhorily has the discretion lo defer laking action for up to three years. so thal if the employer
acquires one or more active Fund members during that period then cessation is not triggered. The current
Fund policy 1s thal this is left as a discrelion and may or may not be applied in any given case);

* The insolvency, winding up or liquidation of the Admission Body,

e Any breach by the Admission Body of any of its obligations under the Agreement that they have lailed o
remedy o the satisfaction of the Fund,

e Afailure by the Admission Bady lo pay any sums due 1o the Fund wilhin the pericd required by the Fund: or

¢ The failure by the Admission Body to renew or adjust the level of the bond or indemnity, or to confirm an
appropriale alternalive guaranior, as required by the Fund.

On cessation, the Administering Authority will instruct the Fund actuary to carry oul a cessation valuation to
determine whether there is any deficll or surplus. Where there i1s a deficit, paymenl of this amount in full would
normally be sought from the Admission Body: where there is a surplus il should be noted that current legislation
does not permit a refund payment to the Admission Body.

For non-Transteree Admission Bodies whose participation is volunianly ended either by themselves or the
Fund. or where a cessation event has been triggered, the Administering Authority must look 1o protect the
interests of other ongoing employers. The actuary will therefore adopl an approach which, to the extent
reasonably practicable, prolects the other employers from the likelihood of any malenal loss emerging in future

(a8) Where a guarantor does not exist then, in order o protect other employers in the Fund, the cessation
liabilities and final deficit wili normally be calculaied using a “gilis cessation basis”, which is more
prudent than the ongoing basis. This has ne allowance for polential fulure invesiment oulperlormance
above gilt yields, and has added allowance for future improvements in life expectancy. This could give
rise to significant cessation debts being required.

(b)  Where there is a guarantor for luture deficits and contributions, the delails of lhe guarantee will be
considered prior 1o the cessation valualion being carried oul. In some cases lhe guaranior is simply
guarantor of last resort and therefore the cessation valuation will be carried out consistently with the
approach laken had there been no guarantor in place. Alternalively, where the guarantor is not simply
guaranlor of {ast resorl, the cessation may be calculaled using the ongomg basis as described in

Appendix E;:

(cy  Again, depending on the nature of the guaraniee, it may be possible to simply lransier the lormer
Admission Body's liabilities and assets to the guarantor, without needing 1o crysiallise any deficit. This
approach may be adopted where the employer cannot pay the contributions due, and this is within the
terms of the guarantee.



Under (a} and (c}. any shortfall would usually be levied on the departing Admission Body as a single lump sum
payment. If this is not possible then the Fund would spread the payment subject to there being some security in
ptace for the employer such as a bond indemnily or guaraniee.

In the event that the Fund is not able to recover the required payment in full, then the unpaid amountis fall to be
shared amongst all of the other employers in the Fund. This may require an immediate revision fo the Rates
and Adjustments Certificate affecting other employers in the Fund, or instead be reflected in the contnibution
rates set at the next formal valuation following the cessation date.

As an alternative, where the ceasing Admission Body is continuing in business, the Fund at its absolute
discretion reserves the right to enter inlo an agreement with the ceasing Admission Body. Under this
agreement the Fund would accept an appropriate allernative security to be held against any deficil, and would
carry out the cessation valuation on an ongoing basis: delicit recovery paymenis would be derived from this
cessalion debt. This approach would be monitored as part of each tniennial valuation: the Fund reserves the
rnght to revert to a "gilts cessalion basis” and seek immediate payment of any funding shortfall identified. The
Administenng Authority may need to seek legal advice in such cases, as the Body would have no contributing
members.

3.4 Pooled contributions
From time to time, with the advice of the Actuary, the Adminislering Authorilty may set up pools for employers
with similar or complementary characteristics.

Community Admission Bodies thal are deemed by the Administering Authority to have closed to new entranis
are nol usually permilied to participale in a pool.

Smaller Transteree Admission Bodies may be pooled with the letting employer, provided all parties (particularly
the letting employer) agree.

Employers who are permitted to enter (or remain in} & pool at the 2016 valuation will nol normally be advised of
their individuat contribution rate unless agreed by the Adminislering Authorily.

Schools generally are also pooled with the Council. However Ihere may be exceptions for specialist or
independent schools

Those employers which have been pooled are idenlified in the Rales and Adjustments Certificate.

3.5 Additional flexibility in return for added security
The Administening Authority may permi greater flexibilily to the employer’'s contnbutions if the employer
provides added security lo the satisfaction of the Administering Authority.

Such flexibility includes a reduced raie of coniribulion, an extended time horizon, or permission {o join a poo!
with anolher body {e.g. the Local Authonty}.

Such security may include, but 1s not limiled to, a suitable bond, a legally-binding guarantee from an appropnate
third party, or security over an employer assel of sufficient value.

The degree of flexibilily given may 1ake into account factors such as:

* the exteni of the employer’s defreit or surplus;
* the amounl and quality of the securty offered,

= jhe employer's financial securily and business plan; and



* whether lhe admission agreemenl is likely lo be open or closed lo new entrants

3.6  Nonill health early retirement costs

It is assumed that members’ benefils are payable from the earliest age thal the employee could retire withowt
incurring a reduction lo their benefit {(and without requiring their employer’'s cansent to retire). (NB the relevant
age may be diferenl for difierent periods of service, following the benefil changes irom April 2008 and April
2014). Employers are required to pay additional contributions {'strain’) wherever an employee retires belore
attaining this age. The actuary's funding basis makes no allowance {or premature retirement except on grounds
of ill-healh.

3.7 Il health early retirement costs
In the event of a member's early retirement on the grounds of ill-health, a funding strain will usually arise, which
can be very large. Such sirains are currently mel by each employer, although individual employers may elect to
take external insurance (see 3.8 below).

Admitted Bodies will usually have an 'ill health allowance’; Scheduled Bodies may have this also, depending on
their agreement terms with the Administering Authority. The Fund may monitor each employer's ill health
experience on an ongoing basis. If the cumulative cost of ill health retirement in any financial year exceeds the
allowance at the previous valuation, the employer may be charged additional contributions on the same basis as
apply for nonill-health cases. Details will be included in each separale Admission Agreement.

3.8 External Il health insurance
If an employer provides salisfactory evidence to the Adminisiering Authority of a current external insurance
policy covering ill health earty retiremenit strains, then:

the employer's contribution to the Fund each year is reduced by the amount of thal year's insurance
premium, so that the total contnbution is unchanged. and

there ts no need for monitoring of allowances.

The employer must keep the Administenng Authority nobified of any changes in the insurance policy’s coverage
or premium terms, or if the policy is ceased.

3.9 Employers with no remaining active members

In general an employer ceasing in the Fund, due to the departure of the 1asi aclive member, will pay a cessation
debt on an appropriate basis {see 3.3, Note (j}} and consequenlly have no further obligation 1o the Fund.
Thereafter it i1s expected that one of lwo situations will eventually arise:

a) The employer's asset share runs out before all its ex-employees’ benefils have been paid. In this situation
the other Fund employers will be required to contribute to pay all remaining benefiis. this will be done by
the Fund actuary apportioning the remaining liabilties on a pro-raia basts at successive formal valuations;

b) The last ex-employee or dependanl dies before the employer's asset share has been fully utlised. In this
situation the remaining assets would be apporlioned pro-rata by the Fund's acluary to the other Fund.

In exceptional circumstances the Fund may permit an employer with no remaining active members to
continue contributing to the Fund. This would require the provision of a swilable security or guaraniee. as
well as a wrilten ongoing commitment to fund the remainder of the employer's obligations over an
appropriate period. The Fund would reserve the right o invoke the cessation requirements in the future,
however. The Adminisiering Authority may need to seek legal advice in such cases, as the empioyer
would have no coniributing members.

L%
—



3.10 Policies on bulk transfers
Each case will be treated on its own merits, but in general:

¢ The Fund will not pay bulk transiers greater than the lesser of (a) the asset share of the transfernng
employer in the Fund, and {b) the value of the past service liabithties of the translerring members;

»  The Fund will not grani added benefits to members bringing in entitiements from another fund unless the
assel transier 1s sulfficient to meel the added liabilities; and

* The Fund may permit shortfalls to anise on bulk transfers if the Fund employer has suitable strength of
covenant and commils to meeting that shortfall in an appropriate penod. This may require the employer’'s
Fund contribulions to increase belween valuations



4 Funding strategy and links to investment strategy

4.1  What is the Fund's investment strategy?
The Fund has buill up asseis over the years, and continues to receive contribution and other income. All of this
must be invested in a suitable manner, which is the invesimenit strategy.

Invesiment strategy is set by the administering authority, alter consultation with the employers and after taking
investment advice. The precise mix, manager make up and target returns are set oul in the Statement of
Investiment Principles {being replaced by an Investment Strategy Stalement under new LGPS Regulations),
which is available to members and employers.

The investment strategy 1s set for the long-term. bul 1s reviewed from time to time. Normally a full review is
carried out as part of each actuarial valuation, and is kepl under review annually between acluarial valuations to
ensure {hat it remains appropriate to the Fund's liability profile.

The same investment strategy is currenlly followed for all employers.

4.2 What is the link between funding strategy and investment strategy?

The Fund must be able to meet all benefit payments as and when they fall due. These paymenis will be met by
conltribulions (resulling from the funding sirategy) or assel returns and income {resulting from the investment
sirateqgy). To lhe extent that investiment returns or income fall short, then higher cash contributions are required
from employers, and vice versa

Therefore, the funding and investment sirategies are inextricably linked

4.3 How does the funding strategy reftect the Fund's investment strategy?

In the opinion of the Fund actuary, the current funding policy i1s consistent with the current investment strategy of
the Fund. The assel outperformance assumption contained in the discount rale (see Appendix E3) 1s within a
range that would be considered acceptable for funding purposes; it is also considered lo be consistent wilh the
requirement to {ake a "prudent longer-term view” of the funding of liabilities as required by the UK Government
(see Appendix At1).

However, in the short term — such as the three yearly assessments al {ormal valuations - there 1s the scope {or
considerable volatility and there is a material chance that in the shori-term and even medium term, asset returns
will fail short of this target. The slabilily measures described in Section 3 wili damp down, but not remove, the
effect on employers’ contribulions.

The Fund does not hold a conlingency reserve to protect it against the volalility of equily investments,

4.4 How does this differ for a large stable employer?
The Actuary has developed lour key measures which capture the essence of the Fund's strategies, both funding
and investment:

Prudence - the Fund should have a reasonable expeciation of being fully funded in the long term:;
Alfordability - how much can employers afiord;

Slewardship — the assumptions used should be sustainable in the long term. without having to resort to overly
optimistic assumptions about the future 1o mainlain an apparently healthy funding position; and

Siability — employers should not see significant moves in their contribution rates from one year to the nexl, {o
help provide a more stable budgeting environment.

The key problem is that the key objectives oflen conilict. For example, minimising the long term cost of the
scheme (i.e. keeping employer rates affordable) 's best achieved by investing in higher relurning assels e.g.



equities. However, equities are also very volatile {i.e. go up and down (airly frequenily in fairly large moves),
which conflicts with the objective to have slable contribution rates.

Therefore, a balance needs o be maintained between risk and reward, which has been considered by the use
of Assel Liability Modelling: this is a set of calculation lechniques applied by the Fund's acluary to model the
range of potential future solvency levels and coniribution rates.

The Acluary was able 1o model the impact of these four key areas, for the purpose of selling a stabilisation
approach (see 3.3 Note (b)). The modelling demonstraled thal retaining the present invesimeni strategy,
coupled with constraining employer coniribution rate changes as described in 3.3 Note (b), struck an
appropnate balance between the above objectives. In particular the stabilisation approach currently adopted
meels the need for stability of contributions without jeopardising the Administering Authority's aims of prudent
stewardship of the Fund.

Whilst the current stabilisation mechanism is 1o remain in place until 2020, it should be noted that this will need
to be reviewed following the 2019 valualion.

4.5 Does the Fund monitor its overall funding position?
The Administering Authorily monitors the relative funding position, i.e. changes in the relationship between
asset values and the liabilities value, quarterly. It reporis this 1o the Pension Fund Commitiee meetings.



5 Statutory reporting and comparison to other LGPS Funds

5.1 Purpose

Under Section 13(4)(c) of the Public Service Pensions Acl 2013 {"Section 137}, the Government Actuary's
Department must. following each triennial acluarial valuation, report 1o the Department of Communilies & Local
Governmenlt {DCLG) on each of the LGPS Funds in England & Wales. This report will cover whether, for each
Fund, the rate of employer contributions are sel al an appropnate level to ensure both the solvency and the long
term cost efficiency of the Fund.

This additiona!l DCLG oversight may have an impact on the strategy lor selting contnbution rates at future
valuations

5.2 Salvency
For the purposes of Section 13, the rate of employer contributions shall be deemed to have been set at an
appropriate level to ensure solvency if:

{a) 1he rate of employer contribulions is set o target a funding level for the Fund of 100%, over an
appropriate time period and using appropriate actuarial assumptions (where approprialeness is
considered in both absolule and relative lerms in comparison wilh other funds); and either

{b}  employers collectively have the financial capacity lo increase employer contnbutions, and/or the Fund 1s
able 1o realise contingent assets should future circumstances require, in order lo continue {o largel a
funding level ol 100%; or

{c} 1ihere is an appropriate plan in place should there be, or if there is expecled n future 1o be, a matenal
reductton in the capacily of fund employers to increase coniributions as might be needed.

5.3 Long Term Cost Efficiency
The rate of employer contributions shall be deemed to have been sel al an appropriate level to ensure long term
cosl efficiency if:

i. the rate of employer coniribulions is suflicient lo make provision for the cosl of current benelit accrual,
iil. with an appropriate adjustment o thal rate for any surplus or deficit in the Fund.

in assessing whether the above condition is met, DCL.G may have regard lo various absolute and relative
considerations. A relative consideralion is primarily concerned with comparing LGPS pension funds with other
LGPS pension funds. An absolute consideration is primarily concerned with comparing Funds with a given
objeclive benchmark.

Relative considerations include:

1. the implied deficit recovery period; and

2. the investment return required lo achieve fult funding after 20 years.



Absolute considerations include:

1. the extent {o which the contribulions payable are sufficient to cover the cost of current benefit accrual and
the inlerest cost an any deficit;

2. how the required investiment return under "relative considerations” above compares 1o the eslimated
future return being targeied by the Fund's current invesiment siraieqy,

3. the extent to which contributions actually paid have been in line with the expecled coninbutions based on
the extant rates and adjustment certificate; and

4. the extent {o which any new delicit recovery ptan can be directly reconciled with, and can be
demonstraled to be a continuation of, any previous deficit recovery plan, after allowing for actual Fund
experience

DCLG may assess and compare these metrics on a suitable standardised market-related basis, lor example
where the local funds’ actuarial bases do not make comparisons straightforward



Appendix A — Regulatory framework

Al Why does the Fund need an FSS?
The Department for Communities and Local Government {DCLG) has stated thai the purpose of the FSS 1

“to establish a clear and transparent fund-specific strategy which will identify how employers’ pension
liabilities are best me! going forward;

lo support the regulatory framework (o maintain as nearly constant employer contribution rates as possible.
and

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

These objeclives are desirable individually, bul may be mutually conilicting.

The requirement 1o maintain and publish a FSS is contaned in LGPS Regulations which are updated from time
to time. In publishing the FSS the Administering Authority has io have regard to any guidance published by
Chartered Institute of Public Finance and Accountancy (CIPFA)} (most recently in 2016) and o ils Statement of
Investiment Principles / Investmenl Strategy Stalemenl.

This is the framework within which the Fund's actuary carries out triennial valuations to set employers’
contributions and provides recommendattons to the Adminisiering Authority when other funding decisions are
required, such as when employers join or leave the Fund. The FSS applies to all employers parlicipaling it the
Fund.

A2 Does the Administering Authority consult anyone on the FSS?

Yes. This is required by LGPS Regulations. It is covered in more detail by the most recent CIPFA guidance,
which states that the FSS must first be subject 10 "consultation wilh such persons as the authority considers
appropriale”, and should include “a meaningful dialogue al officer and elecled member level wilh council 1ax
raising authorities and with corresponding representatives of other participating employers”.

In practice, for the Fund, the consultation process for this FSS was as follows:
a) A draft version of the FSS was 1ssued 1o all participating employers in December 2016 for comment;
b} Commenls were requested by 20 January 2017

c) There was an Employers Forum on 2 February 2017 at which questions regarding the FSS could be
raised and answered;

d) Following the end of the consultalion period the FSS was updaled where required and then published, in
March 2017

A3 How is the FSS published?
The FSS is made available through the following routes:

Pubhshed on the Council websile

A copy senl by [post/e-mail] to each participating emplaoyer in the Fund;

A copy senl {o [employee/pensioner] represenlatives;

A full copy [included inflinked frem] the annual report and accounis of the Fund.
Copies sent to invesiment managers and independent advisers;

Copies made available on requesl.



Ad How often is the FSS reviewed?
The FSS 1s reviewed in detail at least every three years as part of the triennial valuation, This version s

expecled to remain unallered unlil it is consulted upon as part of the formal process for the next valuation in
2019.

It is possible that {usually slight) amendmenis may be needed within the three year period. These would be
needed to reflect any regulatory changes, or alterations to the way the Fund operates (e.g. lo accommodate a
new class of employer). Any such amendments would be consulied upon as appropriale:

+ frivial amendments would be simply notified al the nex! round of employer communications,
» amendments affecting only one class of employer would be consulied with those employers,
= other more significant amendmenis would be subjecl 1o full consuliation.

In any evenl, changes to lhe FSS would need agreement by the Commitiee and would be included in the
relevant Commitiee Meeting minutes.

A5 How does the FSS fit into other Fund documents?

The FSS is a summary of the Fund's approach to funding liabiliies. It is not an exhaustive statement of pohcy
on all issues, for example \here are a number of separale stalemenls published by the Fund including the
Statement of Invesiment Principles/investmenlt Strategy Statement, Governance Compliance Statement and
Communicalions Policy Statement. In addition, the Fund pubiishes an Annual Report and Accounts with up to
dale information on the Fund.

These documents can be found on the Council websile



Appendix B — Responsibilities of key parties

The eificient and effective operation of the Fund needs various parties to each play their part.

B1
1.

S

10.

115
12,

13.

puvy

The Administering Authority should:-
operale the Fund as per the LGPS Regulalions;

effectively manage any potential conflicis of inierest arising from its dual role as Administering Authonty
and a Fund employer,

collect employer and employee contributions, and investiment income and other amountis due to the Fund;
ensure that cash is available 1o meet benelit payments as and when they fall due;
pay from the Fund the relevant benefils and entitlements that are due;

invest surplus monies (i.e. coniributions and other income which are not immediately needed to pay
benelits) in accordance with the Fund’s Stalement of Investment Principles/Investment Strategy
Slatement (SIP/1ISS) and LGPS Regulalions;

communicale approprately with employers so that they fully understand their obligations 1o the Fund;
lake appropriale measures to safeguard the Fund against the consequences of employer defaull;
manage the valuation process in consultation with the Fund’s actuary;

provide data and information as required by the Government Actuary’s Departmenl o carry out their
siatuiory obhgations (see Sechion 5):

prepare and mainiain a FSS and a SIP/ISS, after consultation;

notify the Fund's actuary of malerial changes which could affect funding {this is covered in a separale
agreement with the actuary); and

monitor all aspecis of the fund's performance and lunding and amend the FSS and SIF/ISS as necessary
and appropriate.

The Individual Employer should:-
deduct contribulions from employees’ pay correctly;

pay all contnbutions, including their own as determined by the actuary. promptly by the due date.
have a policy and exercise discretions within the regulatory framework;

make additional contributions in accordance with agreed arrangements in respect of, for example,
augmeniation of scheme benefits, early retirement strain; and

notity the Administering Authority promptly of all changes 1o its circumstances, prospects or membership.
which could atfecl future funding.

The Fund Actuary should:-
prepare valuations, including the setting of employers’ contribution rates. This will involve agreeing
assumplions with the Administering Authority, having regard to the FSS and LGPS Regulations, and
largeling each employer's solvency appropriaiely,

provide data and infermation as required by the Government Actuary's Department 1o carry out their
siatutory obligations (see Sectlion 5);

provide advice relating 1o new employers in the Fund, including the leve!l and type of bonds or other forms
of security {and the monitoring of these);
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prepare advice and calculations in connection with bulk transters and individual benetit-related matters;

assist the Administering Authority in considering possible changes to employer contributions between
formal valuations, where circumstances suggest this may be necessary;

advise on the termination of employers’ participation in the Fund; and

fully reflect actuanal professional guidance and requiremenis in the advice given o the Adminisiering
Autharity.

Other parties:-
invesiment advisers {either internal or external) should ensure the Fund's SIP/ISS remains appropriate,
and consistent with this FSS;

investment managers, custodians and bankers should all play their pari in the effective investment (and
dis-investment) of Fund assels, in ine with the SIP/ISS;

auditors should comply wilh their auditing standards, ensure Fund compliance with all requirements,
monitor and advise on fraud detection, and sign off annual reports and financial stalements as required;

governance advisers may be appointed to advise the Administering Autharity on efficient processes and
working methods in managing the Fund;

legal advisers (either internal or external} should ensure the Fund's operation and management remains
fully complhiartt with all regulations and broader local governmenl requirements, including the
Administering Authonty’s own procedures;

the Department for Communities and Local Government (assisted by the Government Actuary's
Department) and the Scheme Advisory Board, should work with LGPS Funds to meet Seclion 13
requirements.



Appendix C — Key risks and controls

c1 Types of risk
The Administening Authority has an aclive risk management programme in place. The measures that it has in
place to conltrol key nsks are summarised below under the following headings:

financiai;
demographic:
regulalory; and
governance.

c2 Financial risks

Risk Summary of Control Mechanisms

Fund asseits fail to deliver returns in line with the | Only anticipale long-term returns on a relatively
anticipated returns underpinning the valuation of | prudent basis to reduce risk of under-periorming.

liabilities over the long-term. _
Assets invested on the basis of specialist advice, in a

suitably diversified manner across asset classes,
geographies. managers, etc.

Analyse progress at three yearly valuations for all
employers.

Inter-valuation roll-forward of liabilities belween
valuations at whole Fund level.

Inappropriate long-term investiment strategy. Overall invesiment strategy options considered as an
inlegral part of the funding strategy. Used asset
liability modelling to measure 4 key outcomes.

Chosen oplion considered to provide the best batance.

Fall in risk-free returns on Government bonds, Stabilisation modelling at whole Fund level allows for
leading to rise in value placed on liabilities. the probability of this within a longer term conlexl.

Inter-valuation moniloring, as above.

Some investmenl in bonds helps to mitigale this risk

Aclive investmenl manager under-performance | Quarlerly investment monitoring analyses markel
relative 1o benchmark. periormance and active managers relative to their
index benchmark.

Pay and price inflation significantly more than The {ocus of the acluarial valuation process is on real
anticipated returns on asseis, net of price and pay increases.

inter-valualion monitoring, as above, gives early
warning.

Some investmen! in bonds also helps to mitigate this
risk.




| Risk

Summary of Control Mechanisms

Employers pay lor their own salary awards and should
be mindful of the geared effect on pension liabilities of
any bias in pensionable pay rises towards longer-
serving employees.

Effecl of possible increase in employer's
contribution rale on service delivery and
admission/scheduled bodies

An explicil stabilisation mecharmism has been agreed
as part of the funding siralegy. Other measures are
also in place lo limit sudden increases in contribulions.

Crphaned employers give rise to added cosls
for the Fund

—

The Fund seeks a cessation debt (or
security/guarantor) to minirmise the risk of this
happening in the future.

If it occurs, the Actuary calculates the added cost
spread pro-rata among all employers — (see 3.8).

C3 Demographic risks

Risk

Summary of Control Mechanisms

Pensioners living longer, thus increasing cosl to
Fund.

Sel morlalily assumptions with some allowance for
future increases in life expeclancy.

The Fund Actuary has direct access to the experience
of over 50 LGPS funds which allows early identification
of changes in ife expectancy that might in turn aflecl
lhe assumplions underpinning the valuation.

Maturing Fund — i.e. proportion of actively
contributing employees declines relative to
retired employees.

Continue to monitor at each valuation, consider
seeking monelary amounts rather than % of pay and
consider alternative invesiment stralegies.

Delerioraling patlerns ol early retirements

Employers are charged the exlra cost of non ill-health
retirements following each individual decision.

Employer ill health retirement experience is monilored,
and insurance 15 an oplion.

Reductions in payroll causing insulficient deficil
recovery paymenis

In many cases this may not be sufficient cause for
concern, and will in etiect be caught at the next formal
valuation. However, there are protections where lhere
is concern, as follows:

Employers in the stabilisation mechanism may be
brought out of that mechanism toc permil appropnale
contribution increases {see Note (b} 10 3.3).

For olher employers, review of contributions is
permitied in general between valuations (see Nole (f)
to 3.3} and may require a move in deficit conlributions
from a percentage of payroll io fixed monetary
amounts.




c4 Regulatory risks

Risk

Summary of Control Mechanisms

Changes to national pension requiremenis
and/or HMRC rules e.g. changes arising from
public sector pensions reform.

The Administering Authority considers all consultation
papers issued by the Government and commenls
where appropriate.

The results of the most recent reforms were built into
the 2013 valuation. Any changes to member
contribution rates or benelit levels will be carefully
communicated with members to minimise possible opt
ouls or adverse aclions.

Time, cost and/or reputalional risks associated
with any DCLG intervention triggered by the
Section 13 analysis (see Section 5).

Take advice from Fund Actuary on position of Fund as
at prior valuation, and consideration of proposed
valuation approach relative to anticipated Section 13
analysis.

Changes by Government to particular employer
participation in LGPS Funds, leading to impacis
on lunding and/or invesimenl strategies.

The Administering Authorily considers all consullation
papers issued by the Governmenl and comments
where appropriale.

Take advice from Fund Actuary on impact of changes
on the Fund and amend slrategy as appropriate.

C5 Governance risks

Risk

Summary of Control Mechanisms

Adminislering Authority unaware of structural
changes in an employer's membership (e.g.
large fall in employee members, large number of
retirements) or not advised of an employer
closing to new entranis.

The Administering Autherity has a close relationship
with employing bodies and communicales required
standards e.g. for submission of data.

The Actuary may revise lhe rates and Adjustmenis
certificate to increase an employer's contributions
between triennial valualions

Deficit contributions may be expressed as monetary
amounis.

Acluarial or investment advice is not sought, or
is nol heeded. or proves to be insufficient in
some way

The Administering Authonty maintains close contact
with its specialist advisers.

Advice is delivered via formal meetings mvolving
Elected Members, and recorded appropralely.

Actuarial advice is subject to professional requirements
such as peer review.

Administening Authorily failing to commussion
the Fund Acluary to carry oul a termination
valuation for a departing Admission Body.

The Adminislering Authority requires employers with
Best Value contractors 1o inform it of forthcoming
changes.




Risk

Summary of Control Mechanisms

Community Admission Bodies' memberships are
monitored and, if active membership decreases, sleps
will be taken.

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

The Administering Authority believes that it would
normally be too late to address the position if il was left
to the time of departure,

The risk is mitigated by:

Seeking a funding guaranlee from anolher scheme
employer, or external body, where-ever possible (see

Notes {h} and (j} to 3.3).

Alerting the prospective employer 1o ils obligations and
encouraging it to take independent acluarial advice.

Velting prospective employers before admission.

Where permitted under the regulalions requiring a bond
to protect the Fund from various risks.

Requiring new Community Admission Bodies 1o have a
guarantor.

Reviewing bond or guaranlor arrangemenis at regular
intervals (see Note (i) to 3.3).

Reviewing contribulions well ahead of cessation if
thoughl appropriate (see Nole {a) 10 3.3).




Appendix D — The calculation of Employer contributions

In Sechion 2 there was a broad description of the way in which contribution rates are calculaled. This Appendix
constders these calculations in much: more detail.

All three steps above are considered when setling contributions (more delails are given in Section 3 and
Appendix D:

1. The funding target is based on a sel of assumptions about the future, eg invesiment returns, inflation,
pensioners’ life expectancies. However, if an employer is approaching the end of its participation in the
Fund then it's funding target may be sel on a more prudent basis, so that it’s liabilities are less likely 1o be
spread among other employers afler it's cessation of participation;,

2. The time horizon required is, in broad terms, the period over which any delicit is to be recovered. A
sharler period will lead to higher contributions, and vice versa (all other things being equal). Employers
may be given a lower time honzon If they have a less permanent anticipated membership, or do not have
lax-raising powers 1o increase conlributions if invesimenl returns under-perform;

3. The required probability of achieving the funding target over that time horizon will be dependent on the
Fund's view of the strength of employer covenant and its funding profile. Where an employer is
considered to be weaker, or polentially ceasing from the Fund. then the required probability will be set
higher, which in turn will increase the required contributions (and vice versa).

The calculations involve actuarial assumplions about future experience, and these are described in delail in
Appendix E.

(b3 What is the difference between calculations across the whole Fund and calculations for an
individual employer?
Employer contributions are normally made up of two elements:

a) the eslimated cost of ongoing benelits being accrued, referred to as the "Primary contribution rate” (see
D2 below); plus

b) an adjustment for the difference between the Primary rate above. and the aciual contribution the
employer needs to pay. relerred to as the "Secondary contribution rate” (see D3 below].

The contribution rate for each employer is measured as above, appropriate for each employer’s funding position
and membership. The whole Fund position, including that used in repoarting to DCLG (see section 5), 1s
calculated in effect as the sum of all the individual employer rales. DCLG currently only regulates at whole Fund
level, withoul monitoring individual employer positions.

D2 How is the Primary contribution rate calculated?

The Primary element of the employer contribution rate is caleulated with the aim that these contributions will
meet benefil payments in respect of members’ future service in the Fund. This is based upon the cost {in
excess of members’ contributions) of the benefits which employee members earn from their service each year

The Primary rate is calculaled separalely for all the employers, although employers within a pool will pay the
coniribution rale applicable to the pool as a whole. The Primary rate is calculated such that it is projected 1o

1. meei the required funding target for all fulure years’ accrual of benefits®, excluding any accrued assets,

2. wilhin the determined time horizon (see note 3.3 Note (c) for further details),



5 with a sufficiently high probability, as set by the Fund's strategy for the category of employer {see 3.3
Note (e} for further details).

* The projection is for the current aclive membership where the employer no longer admits new entrants. or
additionaily allows for new entrants where this is appropriate.

The projections are carried oul using an economic modeller developed by the Fund's actuary Hymans
Roberison: this allows for a wide range of cuicomes as regards key factors such as asset returns (based on the
Fund's investment strategy), inflation, and bond yields. The measured contributions are calculaled such that the
proportion of outcomes meeting the employer’s funding target (by the end of the ime horizon} 1s equal to the
required probabiity.

The approach includes expenses of administration to the extent that they are borne by the Fund, and includes
allowances for benefils payable on dealh in service and on ili healih retirement.

D3 How is the Secondary contribution rate calculated?
The combined Primary and Secondary rates aim to achieve the employer's tunding target, within the appropriale
lime horizon, with the relevant degree of probability.

For the funding target. the Fund actuary agrees the assumptions to be used with the Administering Authority -
see Appendix E. These assumplions are used 1o calculate the present value of all benefil payments expecied
in the future, relating to that employer’s current and former employees, based on pensionable service to the
valuation date only (i.e. ignoring further benefils 1o be built up in the future).

The Fund operates the same largel funding level for all employers of 100% ol ils accrued liabilities valued on
the ongoing basis, unless otherwise delermined (see Section 3).

The Secondary rate is calculated as the balance over and above the Primary rate, such hat the lotal is
projected to:

1. meet the required funding target relating lo combined past and future service benefil accrual, including
accrued assel share (see D5 below)

2. wilhin the determined time horizon (see 3.3 Note {c) for further details)

3. with a sufficiently high probability, as set by the Fund's strategy for the category of employer (see 3.3
Note {e) for further details).

The projections are carried out using an economic modeller developed by the Fund Actuary Hymans Robertson:
lhis allows for a wide range of oulcomes as regards key factors such as asset relurns {based on the Fund's
investment slrategy), inflation, and bond yields. The measured contribulions are calculated such thai the
proportion of outcomes with at least 100% solvency {by the end of the time harnizon) is equal to the required
probability.

For employers with a short time horizon, the Administering Authority may choose not to levy a secondary rate
depending on the employer's individual circumstances.

D4 What affects a given employer's valuation results?
The results of these calculations for a given individual employer will be affecled by:

1. past contributions relative lo the cosl of accruals of benelits;
2. different liability profiles of employers {e.g. mix ol members by age, gender, service vs. salary);

3. the effect of any differences in the funding target, i.e. the valuation basis used to value the employer's
liabilities;



any different time horizons:

the difference between actual and assumed rises in pensionable pay;

lhe difference between actual and assumed increases to pensions in payment and deferred pensions;
the difference between actual and assumed retirements on grounds of ill-health from active status:

lhe difference between aciual and assumed amounts of pension ceasing on death,

L T L

the additional costs of any non ill-health relirements relative lo any exira payments made; and/or

10.  differences in the required probability of achieving the funding target.

D5 How is each employer’s asset share calculated?

The Administering Authorily does not account for each employer’'s assels separately. Instead, the Fund's
actuary is required to apportion the assets of the whole Fund belween the employers, at each friennial
valuation.

This apporticnment uses the income and expendilure figures provided for certain cash flows for each employer.
This process adjusts for transfers of liabilities between employers participating in he Fund, but does make a
number of simplifying assumplions. The split is calculated using an actuanal technique known as “analysis of
surplus”.

Actual investment returns achieved on the Fund between each valuation are applied proportionaiely across all
employers, 1o the extent that employers in effecl share the same invesiment sirateqgy. Transfers of liabilities
belween employers within the Fund occur aulomatically within this process, with a sum broadly equivalent to the
reserve required on the ongoing basis being exchanged between the two employers.

The Fund acluary does not allow for cerlain relatively minor evenis, including but not limited to:

1. the actual timing of employer coniributions within any financial year;
2. the effect of the premature payment of any delerred pensions on grounds of incapacity.

These elfects are swept up within a miscellaneous item in the analysis of surplus, which is split between
employers in proportion to their liabilities.

The methodology adopted means that there will inevilably be some difference between the assel shares
calculated for individual employers and those that would have resulted had 1hey participated in their own ring-
fenced seclion of the Fund.

The asset apportionment is capable of venficalion but not to audit standard. The Adminisiering Authority
recognises the imitations in the process, but it considers that the Fund actuary’s approach addresses the risks
of employer cross-subsidisalion to an accepltable degree.



Appendix E — Actuarial assumptions

E1 What are the actuarial assumptions?

These are expeclations of future experience used to place a value on future benefil payments {“the liabilities”}.
Assumplions are made about the amount of benelit payable to members (the financial assumptions) and the
ikelihood or timing of paymenis {the demographic assumptions). For example, financial assumptions include
investment returns, salary growth and pension increases, demographic assumplions include life expectancy,
probabilties of ill-health early retiremenl, and proporticns of member deaths giving rise lo dependanis’ benefits.

Changes in assumplions will affect the measured funding larget. However, different assumptions will not of
course affect the actual benefits payable by the Fund in future.

The combinalion of all assumplions is described as the "basis”. A more optimistic basis might involve higher
assumed investmenl returns (discounl rate), or lower assumed salary growth, pension increases or life
expectancy; a mare oplimistic basis will give lower funding targets and lower employer cosls. A more prudent
basis will give higher funding targets and higher employer costs.

E2 What basis is used by the Fund?

The Fund's standard funding basis is described as the "ongoing basis”, which apphes 1o mosl employers in most
circumstances. This is described in more detail below. il anticipales employers remaining in the Fund in the
long term.

However, in certain circumstances, typically where the employer is not expected to remain in the Fund long
term, a more prudent basis applies: see Nole (a) to 3.3.

E3 What assumptions are made in the ongoeing basis?

a) Investment return / discount rate

The key financial assumption is the anticipated return on the Fund's investments. This "discount rate’
assumption makes allowance for an anticipated out-periormance of Fund returns relative to long term yields on
UK Government bonds ("gills”). There is, however, no guaraniee that Fund returns will out-perform gilis. The
risk 1s greater when measured over short periods such as the three years between formal acluarial valuations,
when the aclual returns and assumed relurns can deviale sharply

Given the very long-term nature of the liabilities, a long term view of prospeciive asset returns is taken. The
long term in this context would be 20 to 30 years or more.

For the purpose of the triennial funding valuation at 31 March 20186 and setling contribution rates eflective from
1 April 2017, the Fund actuary has assumed that future investment returns earned by the Fund over the long
term will be 1.6% per annum greater than gilt yields at the time of the valualion (this 1s lhe same as that used ai
the 2013 valuation). In the opinion of the Fund acluary, based on the current investmenl sirategy of the Fund,
this asset out-performance assumption is within a range that would be considered acceptable for the purposes
of the funding valualion.



b} Salary growth

Pay for public sector employees is currently subject lo restriction by the UK Government until 2020. Although
lhis “pay Ireeze" does nol oflicially apply lo local government and associaied employers, it has been suggested
that they are likely lo show similar resirainl in respect of pay awards. Based on lang lerm hisiorical analysis of
the membership in LGPS funds, and continued austerity measures, the salary increase assumption at the 2016
valuation has been set to be a blended rate combined of:

1, 1% p.a. until 31 March 2020, lollowed by
2. the retail prices index (RPI) per annum p.a. thereafier.

This 15 a change from the previous valuation, which assumed a flat assumption of RPI pius 0.5% per annum.
The change has led 1o a reduction in the funding targel (all other things being equal).

¢) Pension increases

Since 2011 the consumer prices index {CPl), rather than RPI, has been the basis lfor increases to public sector
pensions in deferment and in payment. Note thal the basis of such increases is set by the Governmenl, and is
nol under the control of the Fund or any employers.

As at the previous valuation, we derive our assumption for RPI from market data as the ditference between the
yield on long-daled fixed interest and index-linked government bonds. This 1s then reduced to arrive at the CPI
assumption, {o allow for the “formula effect” of the difference belween RPl and CPI. Al this valuation, we
propose a reduction of 1.0% per annum. This is a larger reduction than at 2013, which will serve to reduce the
funding target (all other things being equal). (Note that the reduclion 1s applied in a geometric, not arithmetic,
basis)

d) Life expectancy

The demographic assumptions are intended to be best estimales of fulure experience in the Fund based on
past experience of LGPS funds which participate in Club Vita, the longevity analytics service used by the Fund,
and endorsed by the acluary.

The longevily assumplions that have been adopted al this valuation are a bespoke set of “VitaCurves”,
produced by the Club Vita's delailed analysis, which are specifically tailored to fii the membership profile of the
Fund. These curves are based on the data provided by the Fund for the purposes of this valuation.

I is acknowledged that future life expeclancy and, in particular, the allowance for {uture improvements in life
expectancy, is uncertain. There is a consensus amongst acluaries, demographers and medical experts that lile
expectancy is likely to improve in the fulure. Allowance has been made in the ongoing valuation basis for future
improvemenis in hne with the 2013 version of the Continuous Mortality Investigation model published by the
Actuarial Profession and a 1.25% per annum minimum underpin lo fulure reductions in morlality rales. Thisis a
similar allowance for future improvements than was made in 2013.

The approach taken 1s considered reasonable in light of the long term nature of the Fund and the assumed level
of security underpinning members’ benefits.



e} General

The same financial assumptions are adopied for most employers, in deriving the funding target underpinning the
Primary and Secondary rates: as described in (3.3). these calculated figures are translated in different ways into
employer coniributions, depending on the emplayer’s circumslances.

The demographic assumptions, in particular the life expectancy assumption, in effec! vary by type of member
and so reflect the diiferent membership profiles of employers,



Appendix F — Glossary

Actuarial
assumptions/basis

Administering
Authority

Admission Bodies

Covenant

Designating
Employer

Discount rate

Employer

Funding target

Gilt

Guarantee /
guaranior

The combined sel of assumptions made by the actuary, regarding the future. to
calculate the value of the funding target. The main assumptions will refale o the
discount rate, salary growth, pension increases and longevily. More prudent
assumptions will give a higher target value, whereas more optimistic assumplions
will give a lower value.

The council with slatutory responsibility for running the Fund. in effect the Fund s
“trustees”.

Employers where there is an Admission Agreement setling oul the employer’s
obligations. These can be Community Admission Bodies or Transieree Admission
Bodies. For more delails {see 2.3).

The assessed financial strength of the employer. A sirong covenant indicales a
greater ability (and willingness) lo pay for pension obligations in the long run. A
weaker covenant means that it appears that the employer may have difficullies
meeting its pension obligations in full over the longer term.

Employers such as lown and parish councils that are able to participale in the LGPS
via resolution. These employers can designate which of their employees are
eligible 1o join the Fund.

The annual rate at which future assumed cashilows (in and out of the Fund) are
discounted to the present day. This is necessary to provide a funding target which
is consistent with lhe present day value of the assets. A lower discount rale gives a
higher target value, and vice versa. Il is used in the calculation of the Primary and
Secondary rates.

Anindividual participating body in the Fund, which employs (or used to employ)
members of the Fund. Normally the assels and funding target values for each
employer are individually tracked, together with Hs Primary rate at each valuation.

The actuarially calculaled present value of all pension entittemenis of all members
of the Fund, buill up {o date. This is compared with the present market value of
Fund assets to derive the deficit. It is calculated on a chosen set ol actuarial
assumptions.

A UK Government bond, ie a promise by the Government Lo pay interesl and capital
as per the lerms of thal particular gill, in return for an initial payment of capital by
the purchaser. Gilts can be “lixed inlerest”, where Lhe interest paymenls are level
throughout the gilt's lerm. or “index-linked” where the inlerest payments vary each
year in line wilh a specified index {usually BP1). Gilts can be bought as assets by
the Fund, but their main use in funding is as an objective measure of solvency.

A formal promise by a third parly (lhe guaranlor) that it will meet any pension
obligations not mel by a specified employer. The presence of a guarantor will mean,
for instance, that the Fund ¢an consider Ihe employer’'s covenant to be as sirong
as its guarantor’s.
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LGPS
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Rates and
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Scheduled Bodies

Secondary
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An employer which outsources or transiers a parl of its services and workforce to
another employer {usually a contractor). The coniractor wili pay lowards the LGPS
benefits accrued by the transferring members, but ulimalely the obligalion to pay
for these benefits will rever! to the letling employer. A letting employer will usually
be a local authority, but can sometimes be another type of employer such as an
Academy

The Local Government Pension Scheme, a public seclor pension arrangement put
in place via Government Regulations, for workers in local government. These
Regulations also dictate eligibility (particularly for Scheduled Bodies}), members
contribution rales, benelit calculations and certain governance requirements. The
LGPS is divided into 101 Funds which map the UK. Each LGPS Fund is
autonomous to the extent nol dictated by Regulations, e.g. regarding investmenl
sirategy, employer contribitions and cheice of advisers.

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

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 yel retired) and pensioners {ex-employees who have now
retired, and dependants of deceased ex-employees).

The employer coniribution rate required lo pay for ongoing accrual of aclive
members’ benefits (including an allowance for administrative expenses). See
Appendix D for further delails.

The profile of an employer's membership or hability reflects various measurements
of that employer's members, ie current and former employees. This includes: the
proportions which are aclive, deferred or pensioner; the average ages of €ach
calegory: the varying salary or pension levels; the lengths of service ol active
members vs their salary levels, etc. A membership {or liability) profile might be
measured for ils maturity also.

A formal document required by the LGPS Regulations, which must be updaled at
least every three years at the conclusion of the formal valuatian. This 15 completed
by the acluary and confirms the contributions lo be paid by each employer (or pool
of employers) in the Fund for the three year period until the next valuation i1s
completed.

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, academies, police and tire authorities etc, other than
employees who have entitlement to a different public sector pension scheme (e.g.
teachers, police and fire officers, university leciurers).

The difierence between the employer’s actual and Primary contribution rates. In
broad terms, this relaies to the shorlfall of its asset share to its funding target. See
Appendix D for further details.



Stabilisation

Valuation

Any meltiod used to smooth out changes in employer contributions from one year 10
the next. This is very broadly required by the LGPS Regulations, but in practice i1s
particularly employed for large stable employers in the Fund. Different methods
may involve: prabability based modelling of fulure market movemenis; longer deficii
recovery periods; higher discount rales; or some combination of these.

An acluanal investigation 1o calculate the habiliies, iulure service contnbution rate
and common coniribution rate for a Fund, and usually individual employers too.
This is normally carried out in full every three years {last done as at 31 March
2016}, but can be approximately updated at other times. The assets value 1s based
on markel values at the valuation date, and the habilities value and contnbution
rates are based on long term bond market yields at that date also.



