Report to: Pension Committee

Date: 25 February 2019

By: Head of Pensions

Title: Officers’ Report — Governance and Pensions Administration

Purpose: To provide a general update to the Pension Committee on matters

relating to the Committee activities including Pensions Administration.

RECOMMENDATION — The Committee is recommended to note the update.

1. Background

1.1 This report provides an update on matters relating to the Pension Board and Committee
activities.

2. Report Overview

Cash Flow Forecast and Summary

2.1 The East Sussex Pension Fund (ESPF) invests any surplus cash with the Fund’s
custodian, Northern Trust. Over the past 6 years, the East Sussex fund has been broadly cash flow
‘neutral’. The estimate for the fiscal year 2018/19 is that the fund will generate a surplus of £3.7m;
the estimated cash flow position will be helped by higher employer pension contribution rates set at

the last triennial valuation and payable since 1 April 2016. The current/quarter two projected
outturn is a surplus of £2.6m, i.e., a variation from estimate of £1.1m. Table 1 below shows the
cash projection to 31 December 2018.

Projected
PENSION FUND DEALINGS WITH MEMBERS Original OQutturn
AND EMPLOYERS 2018/19 2018/19 | Variance
£m £m £m
Employees Contributions 29.3 31.0 1.7
Employers Contributions 82.6 87.0 4.4
Deficit Recovery 17.6 15.5 (2.1)
Transfers In 7.4 6.5 (0.9)
TOTAL INCOME 136.9 140.0 3.1
Pensions Benefits Paid (105.0) (108.5) (3.5)
Pensions Lump Sum Paid (22.7) (23.9) (1.2)
Administration expenses (1.8) (1.8) 0.0
Transfers Out (excluding College transfer) (3.7 (3.2) 0.5
TOTAL EXPENDITURE (133.2) (137.4) (4.2)
SURPLUS CASH 3.7 2.6 (1.1)
3. National Development - updates
3.1. The ACCESS pool update has been provided through a separate report (Item 16) at this

meeting. The Ministry of Housing, Communities and Local Government’s (MHCLG) has issued an
informal consultation re. guidance on Local Government Pension Scheme (LGPS) asset pooling,
which sets out the requirements on administering authorities in relation to the pooling of LGPS
assets, building on previous Ministerial communications and guidance on investment strategies,




and taking account of the current state of progress on pooling. It is made under the powers
conferred on the Secretary of State by Regulation 7(1) of The Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2016 (the 2016 Regulations). Administering
authorities are required to act in accordance with it. The consultation closes on 28 March 2019.

Good Governance in the LGPS project

3.2 The LGPS Scheme Advisory Board (SAB) was advised that on the 29th November, a panel
representing the Chair, Vice-Chair and practitioner representative had interviewed three bidding
teams and unanimously agreed that the project should be awarded to Hymans Robertson.
However, concerns were subsequently raised about how Hymans Robertson would manage the
potential conflict of interest given their position as clients to a number of LGPS administering
authorities. At the Board’s request, Hymans Robertson prepared a statement explaining how they
would manage any such conflict which was subsequently accepted by the Chair and Vice Chair on
the Board'’s behalf.

3.3 The Board also agreed that the project should be re-named from the previous ‘Separation
Project’ as this name had given rise to unfounded fears that options around removing the scheme
from Local Authority control were being considered. It was agreed that “Good Governance in the
LGPS” better reflected the aims and ambitions of the project to enhance the delivery of the function
within local authority structures.

Responsible Investment Guidance

3.4  The SAB agreed with the recommendation from the Investment, Governance and
Engagement committee (“Investment Committee”) that the draft guidance should be extended to
include a checklist enabling administering authorities to measure whether their Environmental,
Social and Governance (ESG) policy, including climate change risk, represents the minimum to
comply with the law, good practice or best practice. Work would also be undertaken in conjunction
with scheme stakeholders to assist administering authorities in developing a specific policy, if they
wish, on climate change risk

4, East Sussex Pension Board - Terms of Reference

4.1 The Pension Board operates under Terms of Reference which were agreed by East Sussex
County Council that set out how the Board has been constituted and operates on a day to day
basis, which include: Objectives of the Pension Board; Management and operation; Membership;
Term of office; Standards of Conduct, etc.

4.2 The methodology for appointing employer and member representatives is not prescribed by
the Regulations. It is therefore up to the Scheme Manager (ESCC) discretion to establish an
appropriate process. In accordance with Regulation 107 of the LGPS Regulations 2014, a Local
Pension Board must include an equal number of employer and member representatives with a
minimum requirement of no less than four in total.

4.3 Taking into consideration the expiration of the Board members 4 years term on 31% March
2019, and in line with the Pension Board Terms of Reference, it is proposed that —

e The 4 years term of office for existing Board members will be ending on 31* March 2019,
which will be followed with the commencement of a new appointment process.

e The Independent Chair four years term of office be ended on 31st March 2019, and the
position is re-filled by seeking nominations through advertisement in local newspapers and
on ESPF website.

¢ The Independent Chairman annual allowance to be determined by the Scheme Manager.
The Chair will be entitled to claim travel and subsistence allowances for the Pension Board
business (including attending training) at rates contained in the Scheme of Members'
Allowances within the East Sussex Council's Constitution.

5. 2019 Actuarial Valuation

5.1 The ESPF is subject to a formal actuarial valuation every three years. The last valuation of
the Fund was in 2016 with the next valuation to be undertaken as at 31 March 2019. The results of



the valuation will determine employer contribution rates for the period from 1 April 2020 to 31
March 2023. As part of the contribution rate setting process, the Fund is preparing to engage with
some employers to fully understand their circumstances, including the level of security they hold as
a participating employer. This will be communicated by way of an employer risk questionnaire, and
if appropriate, the Fund may commission further work from a financial covenant specialist to
investigate the answers provided to the questions.

52 Work is underway regarding key financial assumptions affecting the valuation. The Fund
actuary is preparing papers to help review and set two of the most significant financial
assumptions, the discount rate and the rate of salary increases. The contribution strategy
modelling had been scheduled to have been completed by December 2018 with results ready for
discussion, which has now been put on hold until the member data quality has been improved.
The data cleansing work is scheduled to be completed by March 2019.

5.3 The Fund actuary has confirmed that the preferred approach for modelling the contribution
rates of the Councils, Colleges and Academies is to carry this out as soon as possible based on 31
March 2018 data. This is the approach taken by nearly all of the Funds Hymans advice as it allows
more time for discussions with the various stakeholders and provides greater budgeting certainty
for the employers. The draft 2019 valuation timetable/plan has been updated (attached as
Appendix 1).

6. Pensions Administration — updates
Guaranteed Minimum Pension (GMP) - update

6.1 The Board at the 5th November 2018 meeting considered a report on the progress of the
Guaranteed Minimum Pension (GMP) Reconciliation programme and received a presentation from
the JLT consultants, where it was clarified that the 31 October deadline for submission of queries
to HMRC was for queries that would be reviewed manually by an HMRC employee and that
automatic queries would still be accepted up to 21 December. Following the deliberations, the
Board resolved to request a further update before the deadline submissions to the HMRC.

6.2 The GMP analyses are still ongoing and HMRC has confirmed that they will now be
providing a final data cut once the final queries have been responded to in April 2019 (this is a new
element of the GMP reconciliation project). JLT will continue to undertake the final analysis of
HMRC and Scheme data, in order to confirm the final position from a membership and GMP value
perspective. This might potentially lead to an extension of the current JLT contract to complete the
GMP Reconciliation project. A further update paper will be provided to the Board within the next
few weeks.

Administration System Procurement Plan

6.3 The Pension Committee at its meeting on 4 September 2017 considered a report on the
timetable for procuring a system to deliver administration on behalf of the East Sussex Pension
Fund. The committee resolved to request an additional report detailing the procurement process
including the options appraisal of services offered by other administration system providers. This
is to assist in reviewing alternative options for administration systems, in sufficient time to enable
implementation at the earliest contractual break clause.

6.4 The administration service has recently received demonstrations from Civica for their UPM
system, it is clear that the market for pension administration systems has become more
competitive, and officers believed it would be prudent at this stage to begin a full requirements
gathering project to review the stakeholders needs pending a tendering exercise.

6.5 With the contracts ending in 2021 with Heywood, the Project Manager and Project Support
Officer will commence the system review from February 2019, and anticipate providing members
with a report detailing the procurement process including options appraisal of services offered by
other administration system providers



Annual Benefit Statements (ABS) - update

6.6 The Board at the last meeting considered and note a summary of the circumstances which
led to a breach of the deadline for issuing Annual Benefit Statements (ABS). To prevent future
breaches, the service has embarked on issuing an initial communications to all employers to
provide advanced notification of the data that will be required and the deadline for submitting data.

6.7 Emphasis were made on the importance of timely and accurate data for this year due to the
Triennial Valuation and the possible impact on employer contribution rates if data were late or
inaccurate. To ensure dedicated resource are available for this project and reduce the risk of
missing the statutory deadlines, the Annual Benefit Statement processes will be managed solely by
the Technical Team in Lewes rather than shared with the Technical Team in Kingston. The team
will be chasing/escalating non-compliant employers much earlier this year to ensure all relevant
data are received in time to avoid the risk of members not receiving an Annual Benefit Statement
by the statutory deadline of 31 August 2019.

Membership Data Cleansing - update

6.8 It was highlighted within the recent internal audit report that the Pensions Regulator (TPR)
recommends that members’ data should be reviewed and cleansed on an annual basis, and that
the auditor has found data cleansing exercise carried out in December 2017 using the Fund’s
Actuary (Hymans Robertson LLP)’s data validation tool has resulted in a number of errors and
warnings that need to be resolved.

6.9  All errors and/or warnings from the membership data cleansing exercise are currently being
investigated and will be amended, if found to be incorrect. A project plan for the data cleanses
exercise has been developed, which include a weekly highlight reports being provided to
management. The Fund is committed to providing three additional temporary staff to support the
data cleanse effort. An updates paper on the progress against the Internal Audit agreed actions
will be presented to the Board at the June 2019 meeting.

7. Reporting Breaches Log

7.1 The Fund maintains a log of all breaches of the law as applicable to the management and
administration of the Fund. It is necessary that all incidents of breaches identified are recorded in
the Fund’s breaches log, and the log will be reviewed on an on-going basis to determine any
trends in the breaches log that might indicate any serious failings or fraudulent behaviour on an
ongoing basis.

7.2 The breaches log (Appendix 2) has been updated following the identification of an issue
with the year-end admin process for 1 employer (Care Outlook Ltd) in 2017/18. The employer
entered leave dates on the annual return and as a result members under this employer were
moved to leaver status on the pension’s admin system. Therefore, they have not received an
Annual Benefit Statement for 2017/18. A query was sent to the employer in question, and no
response was received.

8. Pension Board Agenda — 24 June 2019
8.1 The draft agenda for the February 2019 Pension Committee meeting includes the following:
e LGPS Pooling — ACCESS Pool Update;
o Discretionary policy statement
e External Assurance Reports from Third Parties
o Officers' Report — Governance and Business Operations
e Forward Plan
e Pension Fund 2018/19 Annual Report

o Draft Internal Audit Pension Fund Strategy and Internal Audit Reports



9. Conclusion and reasons for recommendations

9.1 The Committee is recommended to note the general update regarding the Pension Fund
activities.

Contact Officers: Ola Owolabi, Head of Pensions, 01273 482017
ola.owolabi@eastsussex.gov.uk
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