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The London Borough of Tower Hamlets Pension Fund

2016/17

It is my privilege as the Chair of the Pensions Committee to introduce the annual report
and accounts. | took the Chair in May 2017 from Councillor Andrew Cregan whom | thank
for his work and diligence in chairing the Committee for the two previous years. The
principle role of the Pensions Committee is to steer the main policies of the Pension Fund
in order to provide good governance and stewardship of the Local Government Pension
Scheme.

Foreword by Chair, Pensions Committee

The Pensions Committee has the responsibility for all aspects of the Pension Fund
including managing the investments, ensuring governance arrangements are appropriate
and scheme members and employers are kept informed of key information. The
Committee carries a considerable responsibility to ensure that the Pension Fund, which
was valued at £1,367m at 31 March 2017 and has over 20,000 scheme members, is
managed in an efficient and effective way.

During the financial year 2016/17, the Fund received the result of the triennial valuation of
the Fund. This indicated that as at 31st March 2017 there was recognised an estimated
deficit of £234.5m which had reduced from £365m as at the previous valuation date of 31st
March 2014. The valuation also determined that the funding level had increased from
71.9% to 82.8% over the same time period.

This favourable change was largely as a result of asset performance being better than
expected. Equities are at all-time highs, bond yields are low potentially raising the
valuation of the Fund’s liabilities. It is also worth noting that the Fund is a long term
investor and has a relatively secure long term income stream. The Fund is therefore able
to alter its strategy to ride out periods of market underperformance and should not have to
crystallise losses during market downturns.

The Fund’s net cash flow position remains positive with contributions and transfers in
outstripping benefits paid and transfers out by £8.6m plus a further net inflow from
investment income of £17.7m. The Pensions Committee monitor this aspect of the Fund
closely as they recognise the need for the Fund to be able to pay its liabilities as they fall
due and the ongoing austerity programme affecting public services.

Key areas of focus for the Committee during the year revolved around ensuring that the
Fund is able to meet the challenges posed by Central Government around investment
reform. To this end the Committee has been very supportive of the establishment of the
London Collective Investment Vehicle (CIV). The Fund has transferred some 31% of the
fund assets onto the LCIV platform. This involved the transfer of three existing fund
managers into the Commonality of mandate, Quantum of assets under manager,
Conviction, (CQC) with the LCIV demonstrating that both the Fund and the relevant
managers are committed to those existing mandates.

The Pensions Committee has also focused heavily on how it manages the potential
impacts of climate change within its investments. A discussion was held at the December
2016 meeting of the Committee and a further special strategy meeting took place in
February 2017 to allow for a full discussion of the issues.
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The London Borough of Tower Hamlets Pension Fund 2016/17

This has resulted in the development of a series of tasks, with work beginning in Quarter 4
of 2016/17 and being taken into 2017/18 municipal year. These tasks are as follows:

a) To develop a policy statement regarding the London Borough of Tower
Hamlet’'s approach to fossil fuel investment for inclusion within the new
Investment Strategy Statement;

b) Undertake annual monitoring of carbon risk within the London Borough of
Tower Hamlets Pension Fund that will be carried out by a specialist
contractor conducting a carbon footprint of the Fund;

c) Consider switching options for the Pension Fund’s passive UK equity
mandate into low carbon global equity mandate;

d) Continue engagement activities with the Fund’s investment managers on
their approach to fossil fuel and promote consideration of the climate
changes issues with managers when making investment decisions;

e) Maintain an active engagement approach to climate change issues with
investee companies and look for further opportunities to work with others on
issues of ESG importance; and

f) Consider options for an initial active investment of approximately 5% of the
Fund in a sustainable, low carbon or clean energy fund(s).

The Fund has also supported collaborative working more generally, playing a key role in
the development the National LGPS Procurement Framework by being a member for the
Scheme Actuary Framework, Administration and Benefits Consultancy Framework and
most recently Investment Consultant Framework.

The biggest event during the period covered by the Annual Report was undoubtedly the
United Kingdom European Union membership referendum on 23rd June 2016 — with
51.9% voting in favour of ‘Brexit’. Subsequent to the ‘leave’ vote, Sterling has endured a
fairly torrid time and this weakness in the pound was a significant driver of the strong
equity returns for GBP investors.

In the face of the storms that have rolled across the landscape of investments, the Fund
has seen significant positive movement in the year benefiting from continued recovery in
the financial markets, especially equities. The overall value of the portfolio of assets grew
by £241m (21.5%) in 2016/17 from £1,126m to £1,367m. Whatever the short-term
fluctuations of the markets the Pension Fund takes a long term view appropriate to its
long-term liabilities.

Being very much aware of the distortion of asset values by Central Bank action and the
Fund's overweight position in equities, the Pensions Committee are currently reviewing the
Fund’'s Investment Strategy with a view to reducing some risk by reallocating asset
weights and re-balancing the Fund's portfolios.

The Pensions Committee has also benefited from the scrutiny and strengthening of

governance from the setting up a Local Pensions Board and you can find a report of their
work included in this annual report.

Councillor Clare Harrisson
Chair, Pensions Committee
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The London Borough of Tower Hamlets Pension Fund

2016/17
Governance of the Pension Scheme

The London Borough of Tower Hamlets Pension Fund is part of the Local Government
Pension Scheme (LGPS) and is governed by Statute.

The London Borough of Tower Hamlets is the Administering Authority for the London
Borough of Tower Hamlets Pension Fund. The Pensions Committee has delegated
responsibility for the management of the Fund and oversees the general framework within
which the Fund is managed and sets investment policy on behalf of the Council and other
employers in the Fund. Therefore, the Pensions Committee considers all investment
aspects of the Pension Fund. The Corporate director of Resources has delegated authority
for the day to day running of the Fund.

MANAGEMENT AND ADVISERS TO THE PENSION FUND as at 31°' March 2017

The Pensions Committee during 2016/17 was made up of seven Councillor Members, an
Employer Representative and a Scheme Member representative.

Pensions Committee:

Councillors: Councillor Andrew Cregan (Chair)
Councillor Clare Harrisson (Vice Chair)
Councillor Gulam Kibria Choudhury
Councillor Mohammed Mufti Miah
Councillor Abdul Mukit MBE
Councillor Candida Ronald
Councillor Andrew Wood

Trade Union Representative (non-voting): Kehinde Akintunde (GMB)

Admitted Bodies Representative (non-voting): Tony Childs (Tower Hamlets Homes)

Contact details for the Pensions Committee:-
Pensions Committee

London Borough of Tower Hamlets

Town Hall,

Mulberry Place

5 Clove Crescent

London, E14 2BG
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The London Borough of Tower Hamlets Pension Fund

Staff, Advisers & Investment Managers

The management and administration of the pension Fund is delegated to the Corporate
Director of Resources, having responsibility for the day to day management of the Fund.

London Borough of Tower Hamlets Responsible Officers:

Bola Tobun - Investment & Treasury Manager
Neville Murton — Divisional Director Finance, Procurement & Audit

Zena Cooke — Corporate Director, Resources

Advisers: Consulting Actuary - Hymans Robertson LLP
Barry McKay - Actuarial Consultant/Adviser

Investment Consultant - Hymans Robertson LLP
Matt Woodman — Senior Investment Consultant

Independent Investment Adviser
Raymond Haines

Custodial Services - State Street Bank
Performance Measurement Services - State Street

Legal Advisers - Legal Services
London Borough of Tower Hamlets, Town hall, Mulberry
Place, 5 Clove Crescent, London, E14 2BG

Auditor - KPMG LLP (UK)

Investment Managers: GMO UK Limited
1 London Bridge, London, SE1 9BG

Goldman Sachs Asset Management (GSAM)
River Court, 120 Fleet Street, London, EC4A 2BE
Insight Investment

160 Queen Victoria Street, London EC4V 4LA

Legal & General Investment Management Limited
One Coleman Street, London, EC2R 5AA

London LGPS CIV Ltd
70 Great Bridgewater Street, Manchester, M1 5ES.

Ruffer LLP
80 Victoria Street, London SW1E 5JL

Schroder Investment Management Limited
31 Gresham Street, London EC2V 7QA.
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The London Borough of Tower Hamlets Pension Fund 2016/17

Governance and Oversight Review

The Pension Fund Regulations require a new additional governance arrangement
(Pensions Board) to be in place from 1 April 2015.

London Borough of Tower Hamlets is the Administering Authority of the pension Fund, the
delegated responsibility for the management of the pension fund is with the Pensions
Committee and the new regulatory requirement is for a Pensions Board to assist the
Authority in monitoring compliance with regulations by overseeing the Pensions
Committee work in how the Fund is administered.

Full Council approved the establishment of the Pensions Board at its meeting in
September 2015 with delegation authority for the composition of it and terms of reference
to the Pensions Committee. Pensions Committee agreed the composition of the board
comprising three Employer Representatives, three Employee Representatives and an
Independent Chairman.

Please see below chart illustrating the new governance arrangement.

From Financial Year 2015/16

LONDON BOROUGH OF TOWER HAMLETS

|
\ \V/

PENSIONS COMMITTEE LN RO LSO LD

CORPORATE DIRECTOR OF
RESOURCES

At the onset of Committee meetings, Committee members are required to make
declarations of interest both in relation to membership of the Local Government Pension
Scheme and relationship to any employer bodies within the Pension Fund. Further
declarations are required as and when agenda items arise where a member may have a
conflict of interest. The Governance Officer maintains a record of the Conflicts of Interest
which covers Pensions Committee and Pensions Board Members as well as officers
closely connected with the Fund.

A legal officer is present at the Committee meetings to provide guidance on legal matters
and is also required to comment on other items where there could be conflicts of interest.
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The London Borough of Tower Hamlets Pension Fund

Pensions Committee Attendance 2016/17

Voting
Attendee Rights 30-Jun 22-Sep 07-Dec 16-Mar
Member
Cllr Andrew Cregan V Present Present Present Present
Clir Clare Harrisson \ Absent Present Present Present
Cllr Gulam Kibria
Choudhury \ Absent Present Absent Present
Clir Harun Miah \
Clir M’'med Maium Miah \ Present Absent Absent Present
Clir Abdul Mukit MBE \ Present Present Absent Absent
ClIr Candida Ronald \ Present Present Present Present
Cllr Andrew Wood \ Present Present Present Present
Substitute
ClIr Rajib Ahmed \ Absent Absent Absent Present
Non-voting Member
Tony Childs X Absent Absent Absent Absent
Kehinde Akintunde X Present Absent Absent Present
Public
Raymond Haines (Adviser) X Absent Present Present Present
Officers
Bola Tobun X Present Present Present Present
Kevin Miles X Present Present Present Present
George Bruce/Anant Dodia X Present Absent Absent Present
Neville Murton X Present Absent Absent Present
Ngozi Adedeji X Absent Present Present Present
Zoe Folley X Present
Nishaat Ismail X Present Present Present Absent

Training was provided to the Committee on 9™ June 2016 and with a time slot at the
Committee meetings of 22" September 2016, 7" December 2016 and 16™ March 2017.
The topics covered in the training programme for the Committee in 2016/17 were provided
in line with the Knowledge and Skills Framework to help ensure that the Committee are
able to achieve high levels of the specialist knowledge required of them.

Topics covered during the financial year were:
» Overview of Local Government Pension Scheme (LGPS)
» LGPS 2014 — Benefit Structure
* New LGPS Governance Structure
» The Pensions Regulator (tPR)
* Roles and Responsibilities of Service Providers, Pensions Board & Committee
« Statutory Documents
* An overview of Investment Strategy and Asset Allocation
» Fiduciary Management and Engaging for a low carbon transition
» Valuations, funding strategy and inter-valuation monitoring
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CIPFA Code of Practice on Public Sector Pensions — Finance Knowledge and Skills

The London Borough of Tower Hamlets Pension Fund

Knowledge and Skills Policy Statement

The adoption of the CIPFA “Pensions Finance, knowledge and skills framework, Technical
Guidance for Elected Representatives and Non-executives in the Public Sector” (2010)
provides the basis for a training and development programme for the Pensions Committee
based on the latest national guidance.

London Borough of Tower Hamlets Pension Fund adopts the key recommendations of the
Code of Practice on Public Sector Pensions Finance Knowledge and Skills.

London Borough of Tower Hamlets recognises that effective financial administration,
scheme governance and decision-making can only be achieved where those involved
have the requisite knowledge and skills.

London Borough of Tower Hamlets will ensure that it has formal and comprehensive
objectives, policies and practices, strategies and reporting arrangements for the effective
acquisition and retention of the relevant public sector pension scheme finance knowledge
and skills for those in the organisation responsible for financial administration, scheme
governance and decision-making.

These policies and practices will be guided by reference to a comprehensive framework of
knowledge and skills requirements such as that set down in the CIPFA Pensions Finance
Knowledge and Skills Frameworks.

London Borough of Tower Hamlets will report on an annual basis how these policies have
been put into practice throughout the financial year.

London Borough of Tower Hamlets has delegated responsibility for the implementation of
the requirements of the CIPFA Code of Practice to the Corporate Director of Resources,
who will act in accordance with the organisation’s policy statement, and where they are a
CIPFA member with CIPFA Standards of Professional Practice.

London Borough of Tower Hamlets recognises the importance of ensuring that it has the
necessary resources to discharge its pension administration responsibilities and that all
staff and members charged with the financial administration, governance and decision-
making with regard to the pension scheme are fully equipped with the knowledge and skills
to discharge the duties and responsibilities allocated to them.

London Borough of Tower Hamlets therefore seeks to utilise individuals who are both
capable and experienced and it will provide and/or arrange training for staff and members
of the pensions decision making and governance bodies, to enable them to acquire and
maintain an appropriate level of expertise, knowledge and skills.
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The London Borough of Tower Hamlets Pension Fund

2016/17

PENSIONS KNOWLEDGE AND SKILLS FRAMEWORK FOR PENSIONS

COMMITTEE MEMBERS

Core technical areas and areas of knowledge

Legislative and governance framework
* General pensions framework
» Scheme-specific legislation for LGPS
» Pensions regulators and advisors

» Constitutional framework for pension fund committees within administering

authorities
» Pension scheme governance

Accounting and auditing standards
* Accounts and Audit regulations
* Role of internal and external audit

Procurement of financial services and relationship management

» Procurement requirements of UK and EU legislation
e Supplier risk management

Investment performance and risk management
» Monitoring of investment performance
e Performance of advisors
» Performance of the Pensions Committee
» Performance of support services

Financial markets and investment products
* Investment strategy
* Financial markets

* Regulatory requirements regarding investment products

Actuarial methods, standards and practices

» Valuations, funding strategy and inter-valuation monitoring

» lll-health and early retirement
» Admitted bodies
» Outsourcing and bulk transfers
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The London Borough of Tower Hamlets Pension Fund

2016/17
Risk Management

Risk management forms a key part of Pension Fund Governance and is part of the
ongoing decision making process for the Committee. The benefits of successful risk
management are clear for the Fund; improved financial performance, better delivery of
services, and improved Fund governance and compliance.

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

» Avoidance of risk — not undertaking the activity that is likely to trigger the risk

* Reducing the risk — controlling the likelihood of the risk occurring, or
controlling the impact of the consequences if the risk does occur.

» Transferring the risk — handing the risk on elsewhere, either totally or in part
— e.g. through insurance.

» Accepting the risk — acknowledging that the ability to take effective action
against some risks may be limited or that the cost of taking action may be
disproportionate to the potential benefits gained.

The types of risk that the Fund is exposed to fall into the following broad categories:

* Financial — These relate to investment related risks including market,
currency, credit and interest rate risks — these are outlined in detail in the
Statement of Accounts.

» Strategic — Failure to meet strategic objectives such as performance targets,
Funding Strategy Statement objectives, etc.

» Regulatory — Regulatory changes impacting on the Fund, or failure to comply
with legislation or meet statutory deadlines.

» Reputational — Poor service damaging the reputation of the Fund.
» Operational — Data maintenance, service delivery targets.

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

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

The Funding Strategy Statement (appendix 3) explains the fund’s key risks and how they
are identified, mitigated, managed and reviewed.

The Fund’s investment managers and custodian are audited separately and at different
times. The Council receives audited assurance reports AAF01/06, SSAE16 and ISAE3402
from their independent auditors. Any exceptions highlighted by their auditors are evaluated
by officers.

The council is the primary employer in the Fund and the risks of late payment of
contributions are with admitted and scheduled bodies who are treated by the Pension
Regulations as part of the Council for pension purposes. All contributions received from
external payroll providers are reconciled monthly.
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The London Borough of Tower Hamlets Pension Fund

2016/17
Market and Investment Performance Review

Over the last twelve months the average Local Authority pension fund has returned 21.4%.
This return is well ahead of the 30 year average of 8.7% p.a. and well ahead of actuarial
assumptions which are currently estimating around 5% p.a. With the full LGPS currently
valued at around £200bn this year’s return represents a net gain of some £40bn for the
public sector schemes.

Local authority funds have retained a high commitment to equities which, this year, has
been extremely favourable. The strong overall returns have been driven by the excellent
performance from equity markets in the last twelve months.

UK equities performed well despite the large fall in the value of Sterling. Whilst initially
counterintuitive, this reflects the importance of large overseas earnings of many of the UK
quoted companies. The UK returned 21.4% for the year with large companies, as
represented by the FTSE100, outperforming their smaller peers (within the FTSE250 and
Small Cap indices) for the first time in eight years.

Overseas returns were better still, boosted for those funds who did not hedge their assets,
by the marked decline in Sterling following the surprise decision to leave the EU. Local
authority funds saw returns of around 35% across their US, Japanese and Pacific Rim
investments with a marginally lower 33% from Emerging Markets and 27% from Europe.
Most funds invest on an unhedged basis —funds that were fully hedged would have
produced returns around 15% lower on their overseas assets.

Despite the increased political instability and resulting volatility, bond markets produced
positive results. Funds achieved an average return from UK government bonds of 10.1%
with corporates rather better at 11.7%. Index Linked gilts returned 18.2%

Diversified Growth funds, with an average return of 7.2%, outperformed their benchmarks
but produced returns well below most other investments.

Property produced a return of 6.2%.

LCIV (BG) Diversified Growth Fund - In the year to 31st March 2017, the fund delivered
a net return of 10.35% a reasonable performance compared to base rate +3.5% (+3.8%),
which is an objective of the underlying direct fund manager. Listed equities remained the
largest asset class during the year representing with an average exposure of 19.7% in the
portfolio during the period with emerging market bonds (9.8% average) and high yield
credit (13.9% average) representing the next largest asset classes for the fund during the
year.

Listed equities, following strong performance from the global equity funds held within the
portfolio contributed 4% to the performance of the fund. Also performing well were high
yield bonds (+1.8%) and active currency (+1.1%) where the long US dollar position was
particularly helpful. Infrastructure and emerging market debt also contributed around 1%
each. The majority of asset classes delivered a positive contribution, with the exception of
a small negative contribution from absolute return (-0.1%).

LCIV Ruffer Absolute Return - The LCIV took over the management of the Fund portfolio
from 21st June 2016 with assets transitioned across. Since inception with LCIV, the fund
has delivered 11.5%, with all of the performance coming in the period between June and
December, with the final quarter being flat. The fund adopts a single discretionary
investment approach, namely absolute return with a long only, asset allocation and stock
selection focus with exposure across all conventional asset classes. The focus is on
capital preservation with the aim not to lose money on a twelve month basis with the
potential to grow funds at a higher rate than cash deposits.

Performance has been driven by the fund’s exposure to index linked bonds which
performed particularly well following the Brexit decision and the associated fall in sterling.
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The equity portion of the portfolio has aided performance and in particular the fund’s
exposure to Japanese equities. The fund has remained defensively positioned throughout
the period with less than 40% of the fund exposed to equity markets looking to take
advantage of unloved stocks and the remainder of the portfolio in defensive positions such
as index linked, gold and gold securities and short term cash instruments.

The London Borough of Tower Hamlets Pension Fund

GMO - The benchmark return for the 12 month period to 31 March 2017 was 32.2%, and
the assets invested with GMO were broadly in line with this with a return of 31.4% (net of
fees). Looking at returns by region over the period, the U.S. and emerging markets led the
way with Europe being the laggard. The significant underweight to the U.S. and smaller
overweight to Europe thus proved a headwind to performance, but they were offset by the
meaningful overweight to strongly performing emerging markets.

Stock selection was largely to blame for the modest underperformance, and this was most
evident in the U.S. when viewed from a country perspective. Being underweight Financials
in the US detracted as these got a significant boost following the election on speculation
that the Trump administration would introduce a more benign regulatory environment —
indeed, the zero holding in Bank of America was the single biggest detractor from relative
performance. Two of the stocks that the portfolio was overweight in, Valero Energy and
Chipotle Mexican Grill were the next biggest detractors. There are some successes in the
U.S. and the holding in Amazon was the biggest single contributor to relative performance.

Baillie Gifford Global Alpha - LCIV Global Alpha Growth Fund was launched in early
April 2016, with the fund outperforming the benchmark over the year to end March 2017 by
2.41% (net) delivering against the performance objective on annual basis. However, this
disguises some volatile quarters over the period (both for the market and fund) where the
fund underperformed against benchmark over quarters one and three, but recovering that
underperformance and adding value over quarters two and four against the benchmark,
reflecting market moves into and out value stocks, most notably in the third quarter
following the Trump rally, where the fund has little exposure. The fund is focused on
bottom up stock-picking with a quality bias with a diversified portfolio (typically 90-110
stocks).

The fund’s sector positioning, overweight in information technology, financials and
consumer discretionary and underweight positions in energy and telecoms helped
performance as technology and financials performed strongly over the period. Over the
year, the biggest individual contributors to performance were holdings exposed to US
growth, technology and Asian consumption, notably Amazon (+0.8%), NVIDIA (+0.8%),
First Republic Bank (+0.5%), Samsung Electronics (+0.4%). Stocks that detracted from
performance over the year included Myriad Genetics, Novo Nordisk, Stericycle, Ryanair
and Brambles.

Schroder (Property) — Returns are in-line with the benchmark over one year, although the
portfolio has underperformed the benchmark over three years (-0.7% per annum), five
years (-0.8% per annum) and since inception (-0.6% per annum). Holdings in Continental
Europe have been the main detractors from returns over the longer term, with the UK
(98% of the portfolio by value) outperforming the benchmark over three and five years. At
a sector level, alternatives (i.e. not retail, office and industrial) and industrials have typically
performed well, whilst central London offices have generally detracted from returns.

There were circa £35.7 million of transactions in the year to end Q1 2017, representing a
turnover of circa 25% by value of the portfolio. This transactional activity has repositioned
the fund away from Central London offices and weaker balanced funds and towards
preferred sectors including industrials, regional offices and alternatives.
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There were circa £19.5 million of purchases in the year to end Q1 2017 and circa £16.2
million of sales / returns of capital. Acquisitions were in-line with the House View,
increasing exposure to multi-let industrials, regional offices, convenience retail and
alternative property sectors. Sales were made to reduce exposure to weaker performing
balanced funds and central London offices, the market segment we expect to be most
negatively impacted by the fallout from the EU referendum vote.

Goldman Sachs - The portfolio outperformed the benchmark over the review period,
predominantly driven by the Country strategy and the Government/swap selection
strategy, while the Duration strategy underperformed over the period.

The Country strategy was the largest contributor towards positive excess returns over the
period mainly driven by the relative value trades such as the long positioning in Canada
versus short positioning in US rates, their long positioning in Europe versus short
positioning in Japan and US rates along with their long positioning in Australia versus short
positioning in UK. The Government/swap selection strategy also contributed towards
positive excess returns mainly driven by the European and US curve steepened trades.
Additionally the overweight to US TIPS along with the specific selection of Japanese
government securities aided the positive performance.

The Duration strategy, however, underperformed over the period mainly due to the
underweight US rates in June 2016 as rates rallied in response to surprise UK referendum
results on Brexit. The manager maintained adjusted tactical positions in US rates over the
period and are currently underweight US rates and expect one further Fed rate hike this
year due to positive economic data releases, particularly with regards to the labour market.
At its March meeting, the Fed’s Summary of Economic Projections showed upward
revisions to core inflation and GDP growth forecasts.

Page 14 of 203



2016/17

The Fund’s Investment Strategy Statement (ISS) replaced the Statement of Investment
Principles from 1st April 2016. This ISS is designed to be a living document and is an
important governance tool for the Fund. This document sets out the investment strategy of
the Fund, provides transparency in relation to how the Fund investments are managed,
acts as a risk register, and has been designed to be informative but reader focused. This
document will be reviewed following the completion of the Fund investment strategy
review and updated approved revised version will be published shortly after the
Committee meeting of September 2017.

The London Borough of Tower Hamlets Pension Fund

Investment Performance of the Fund

The fund performance improved over the latest year, with the fund recording an absolute
return of 20.7%, 1.7% ahead its benchmark and 0.7% below the local authority (LA)
average return as shown below. The three year return also marginally lagged behind the
Fund benchmark return of 10.3% pa and also LA average return of 11.2% pa with the fund
returning 10% per annum. The return for 5 year, 10 year and 20 year continued to lag the
LA average by 0.7%, 1% and 1.5% respectively.

Fund Performance (One, Three, Five Ten and 20 Years)

25.0
20.0
X
S 15.0
1]
[
8 10.0
[}]
o
0.0
One Year 3 Years 5 Years 10 Years 20 Years
m Benchmark 19.0 10.3 9.8 6.4 7.2
= Fund 20.7 10.0 10.0 6.0 6.9
LA Average 21.4 11.2 10.7 7.0 7.4
Rank 51 71 71 79 65

Fund Management Activity

The London Borough of Tower Hamlets Pension Fund has been actively managed on a
specialist basis by: Global Equities being managed by London Collective Investment
Vehicle (CIV) and GMO, Goldman Sachs Asset Management (GSAM) pooled fund and
Insights Investment pooled fund replaced Investec Asset Management (Corporate Bonds),
Schroders Property Capital Partners (Property), the DGF mandates are being managed by
LCIV and the passive management of UK Equities and UK Gilt & Index Linked are being
managed by Legal & General Investment Management (LGIM).

In February 2016, the Baillie Gifford DGF mandate, June 2016 Baillie Gifford Global Equity
and Ruffer Absolute Return portfolios were transferred to the London CIV platform with the
same benchmark target. On 22" March 2016, the Fund redeemed out of Investec
mandate of corporate pooled bonds and in April 2016 invested in Goldman Sachs Asset
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The London Borough of Tower Hamlets Pension Fund 2016/17

Management (GSAM), Strategic Absolute Return Bond Il Pooled Investment Fund and in
July 2017 invested in BNY Mellon Absolute Return Bond Fund with Insights Investment.

The volatility in the equity markets and strong returns from the fund’s global equity
managers and absolute return funds was a major contributor to the outperformance.

The underperformance from GMO, Ruffer and Baillie Gifford Diversified Growth was
unfavourable.

The main driver of GMO underperformance over the period stems from being underweight
the U.S. and overweight Emerging Markets, although individual stock selection was also a
detractor over the period, with Amazon’s outperformance being outweighed by
underperformance from Valeant Pharmaceuticals. The manager advised that they retain
conviction in their U.S. vs Emerging view but have reduced the concentration of single
stock positions, so would not expect single names to dominate performance attribution in
future periods.

The fund continues to participate in the Collective Investment Vehicle (CIV) and at the time
of writing this report, Baillie Gifford (Global Equity) mandate and Ruffer LLP mandate have
been transferred to LCIV platform.

The fund received a positive cash flow from dealings with members of £4.37m and the
2016/17 cash flow forecast predicts that it will continue to be positive.

Asset Allocation

The asset allocation within the portfolio is in line with or within the agreed tolerance of the
benchmark asset allocation as at 31 March 2017 as set out below. The Committee has
agreed to take corrective action and rebalance asset allocation where bond to equity
allocation moves by +/-5%.

Analysis of Asset Allocation

Asset Class Benchmark | Fund Position Variance
UK Equities 23.0% 19.3% -3.7%
Global Equities 37.0% 44.0% 7.0%
UK Index Linked 6.0% 5.4% -0.6%
Pooled Bonds 12.0% 10.8% -1.2%
Property 12.0% 10.2% -1.8%
Alternatives 10.0% 9.0% -1.0%
Cash 0.0% 1.3% 1.3%

The Fund remains close to its strategic allocation, the global equity mandate was trimed by
redeeming £50m from the Fund portfolio with GMO waiting to be invested in alternatives,
pooled bonds and property.

All investment activity is regulated by the Fund’s Investment Strategy Statement which
together with the Myners Compliance Statement are set out in Appendix 2.
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The London Borough of Tower Hamlets Pension Fund

Financial Accounts

During the financial year 2016/17 the value of the Fund improves significantly by £253m
from £1,126m to £1379m, an increase of 22.5%. This is mainly attributable to the
outperformance of the Fund global equity managers.

ANALYSIS OF ASSET CLASS
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2017 2016 2015 2014 2013
mCash 23.9 154.6 47.2 21.6 15.1
ODerivatives 0 0 0 -0.4 0.5
||:|Property Units 133.6 129.9 116.9 102.1 92.1
OUnit Trusts 971.6 626.9 730 658.7 615.2
B Equities 247.5 214.6 244.3 231.0 203.9

Fund Income

There was an overall improvement of £6.5m in the amount of income received by the Fund
in 2016/17 compared to 2015/16.

Fund Income Variance Analysis

2017 2016
Type of Income £m £m Variance %
Employees Contributions 11.2 11.0 1.8%
Council Related Contributions 51.8 49.0 5.7%
Transfer Values 2.2 2.2 0.0%
Investment Income 17.4 139 25.2%
Total Fund Income 82.6 76.1 8.5%

Investment income increased over the year by £3.5m, mainly due to great improvement of
global equity market hence a significant improvement in dividend income. Transfer Values
received (amounts paid over when a fund member transfers their benefits from one fund to
another) remained stable. It is not possible to predict the value of transfer value payments
as they are dependent on individual’s length of service and salary and as such may vary
significantly. Employee contributions increased slightly. Employer contributions went up by
£2.8m (5.7%) this is substantially due to an increase in the employer’s deficit funding

payment of £2m.
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Fund Income Analysis
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2017 2016 2015 2014 2013
Olnvestment Income 17.4 13.9 16.3 111 10.2
BTransfer Values 2.2 2.2 1.7 3.5 2.9
B Council Related Contributions 51.8 49.0 46.1 42.4 37.5
DEmployees Contributions 11.2 11.0 11.0 10.0 8.6

Fund Expenditure

In 2016/17 the overall Fund expenditure decreased by £1.3m (2.1%). The major
contributor to this reduction was the fall in transfer out, fell by 14.6%, 600k in money terms
and slight reduction in Benefits payable fell by £500k. There was also a modest fall in

investment management costs

Fund Expenditure Analysis
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0 2017 2016 2015 2014 2013
B Benefits Payable 51.8 52.3 45.3 43.9 41.4
DOTransfer Values 3.5 4.1 7.3 2.8 3.5
B Administration 1.0 1.0 0.8 1.1 0.9
OlInvestment Management 2.9 3.1 2.5 2.4 2.3

The reduction in transfers out was a reflection of the value of transfer out payments being
made, it could be combination of different things the number of staff leaving had reduced
and or lower salary paid leavers. The investment management fees have fallen in line with
the new pooling arrangements in place for currently 30% of the Fund assets.
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Fund Expenditure Variance Analysis

Variance Variance
Type of Expenditure 2017 2016 £m %
Investment Management 2.9 3.1 -0.2 -6.5%
Administration 1.0 1.0 0 0.0%
Transfer Values 3.5 41 -0.6 -14.6%
Benefits Payable 51.8 52.3 -0.5 -1.0%
Total Fund Expenditure 59.2 60.5 -1.3 -21%

Funding Level
The Council is required to value the Pension Fund every three years.

The fund was valued by the scheme actuary Hymans Robertson LLP as at the 31%' March
2016. The Actuary calculated that the Pension Fund is 82.8% funded and has a deficit of
£235m.

Movement in Funding Level
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1,200 -
+ 70%
i °
g 1000 Lo B
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= z
= 800 - + 50% 2
600 + 40%
+ 30%
400 -
+ 20%
200 - + 10%
0 - - 0%
1995 1998 | 2001 2004 | 2007 | 2010 | 2013 | 2016
== Deficit | 52.0 56.0 68.1 191.0 | 204.8 | 305.0 | 365.0 | 235.0
E==Assets | 2280 | 320.0 | 4772 | 5140 | 7084 | 7550 | 928.0 | 1,126.0
—a—Funding|  81% 85% 88% 73% 78% 71% 72% 83%

The funding level has improved from 71.8% in 2013 to 82.8% in 2016. Additionally, the
funding deficit has decreased by £130m. The main reasons for the change in the funding
level over the period were better than anticipated investment returns, receipt of deficit
repair contributions, and positive membership experience.

The liabilities have also increased due to a reduction in the future expected investment
return, although this has been offset by lower than expected pay and benefit growth.

On the recommendation of the Actuary, the Council adopted a strategy to recover the
deficit over a 20-year period. This will involve the Council paying a lump sum of £15m per
annum from 2017/18 to 2019/20 into the pension fund specifically to recover the deficit.

Although there is a reduction in lump sum payment towards deficit recovery (secondary
rate) from £22m for 2016/17 to £15m for 2017/18 but the primary rate contribution has
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2016/17

increased from 15.8% of employee pay for 2013 valuation outcome to 19.9% of employee
pay for 2016 valuation result.

At the previous formal valuation at 31 March 2013, a different regulatory regime was in
force, hence a contribution rate that is directly comparable to the 2016 valuation rates
cannot be provided.

The Primary rate is the payroll weighted average of the underlying individual employer
primary rates and the Secondary rate is the total of the underlying individual employer
secondary rates (before any pre-payment or capitalisation of future contributions),
calculated in accordance with the Regulations and CIPFA guidance. Changes to employer
contributions targeted to ensure full funding have been variable across employers.

It should be emphasised that the deficit does not affect employees’ pension entitlement.
The Council is under a statutory obligation to provide sufficient funds to pay pensions and
has adopted a strategy recommended by the Actuary to achieve full funding in twenty
years. Councils can take a long-term perspective because of their financial stability and
statutory backing. It should be recognised that the position is not unique to the Tower
Hamlets Fund. All Pension Funds in both the public and private sectors have been subject
to declining investment returns and increasing life expectancy, which has resulted in rising
deficits in many cases. The 2016 valuation exercise has shown the fund to be gradually
maturing as the proportion of employee members has fallen whilst the deferred and
pensioner numbers have risen.
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The Scheme Details

The London Borough of Tower Hamlets Pension Fund is part of the Local Government
Pension Scheme (LGPS) and is governed by Statute. The main regulations governing
the operation of the scheme during the year were the Superannuation Act 1972 and the
Local Government Pension Scheme Regulations 2013. The Local Government
Pension Scheme Regulations 2013 introduced the new 2014 LGPS which amongst
other things changed the benefits structure from a final salary to career average
revalued earning (CARE) scheme. In addition the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2009 covers the investment
aspects of the funds.

The London Borough of Tower Hamlets is the Administering Authority for the Pension
Fund and pensions and entitiement to benefits are fully protected in law. Membership
of the Scheme is open to all employees of the Council including school employees with
the exception of teachers (who have their own pension scheme). Other employers are
admitted to the Pension Fund and depending on their status; their employees may also
be able to participate in the LGPS. Employee contributions are determined by central
government and are between 5.5% and 12.5% of pensionable pay. Employer rates are
set by the Fund actuary every 3 years following a valuation of the assets and liabilities
of the Fund, with the next valuation due to take place as at 31 March 2019.

The conditions of the Local Government Pension Scheme (LGPS) Regulations made it
clear that the benefits that are payable to Scheme members and as such the benefits
are guaranteed for those members and therefore members are not reliant on
investment performance for their pension benefits. The contributions payable by
Scheme members are also defined in the Regulations. Employing Authorities are
required to pay contributions into the Scheme in order to meet the cost of funding
employee benefits and as such, are required to meet any shortfall in funding the
pension liabilities of Scheme members.

The Pension Scheme as applying during the financial year 2016/17 was a defined
benefit career average revalued earnings scheme which aligns LGPS retirement age
with an individual’'s state pension age. The key benefits of the scheme are outlined
below:

» Pension benefits based on a 1/49th accrual basis for each year of
pensionable service with benefits calculated on the career average pay
revalued annually in line with inflation.

» Pre-2014 benefits guaranteed with a final salary link for any benefits earned
prior to 1 April 2014.

» Option to pay 50% of the contribution rate to accrue 50% of the benefits.
» Option to convert some pension to lump sum on retirement on a 1:12 ratio.

» Life assurance cover 3x member final pay applicable from the day of joining
scheme.

» Pensions for dependents: - spouses, civil partners and eligible co-habiting
partners and eligible children.

* An entitlement to have pension paid early on medical grounds.

» Pensions increase annually in line with the cost of living.
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It should be noted that the foregoing is not an exhaustive list and that certain conditions
have to be met for an individual to be entitled to the benefits outlined.

The London Borough of Tower Hamlets Pension Fund

The foregoing benefit structure came into effect on 1 April 2014 and saw the start of
significant changes to the public sector pension schemes, with most other schemes
introducing their changes a year later on 1 April 2015. The previous LGPS introduced in
2008 was a defined benefit final salary scheme and was in operation until 31 March 2014,
although it should be recognised that a large number of scheme members will have
benefits accrued under both schemes and indeed some under the pre-2008 scheme. The
key benefits under the 2008 scheme are outlined below:

* A guaranteed pension based on final pay and length of time in the scheme
and an accrual rate of 1/60th per annum.

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

» Life assurance cover 3x member final pay applicable from the day of joining
scheme.

» Pensions for spouses/civil and co-habiting partners and children.
* An entitlement to have pension paid early on medical grounds.
* Pensions increase annually in line with the CPI.

Scheme Membership

The Fund currently has a membership of 20,318 comprising the following categories as set
out in the below chart. Membership to the scheme is automatic for full and part-time
employee unless they opt out.

As at March 2017

DActives @Deferreds DOPensioners ODependants
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2016/17

The total pension fund membership has increased by 2.6% between 2015/16 and 2016/17.
The number of actives members (those currently contributing to the fund) has reduced by
6 members (0.1%). The deferred membership category (members who have contributed in
the past but who have not yet become entitled to their benefits) has increased by 467
(6.5%) and pensioner members by 32 (0.7%). The dependants’ category saw an increase

of 15 (1.4%).

The table below sets out the movement in membership number between the
different categories in 2015/16 and 2016/17.

Movement in Fund Membership

Variance Variance

Membership Type 31-Mar-17 31-Mar-16 No. %

Actives 7,016 7,022 -6 -0.1%
Deferreds 7,612 7,145 467 6.5%
Pensioners 4,631 4,599 32 0.7%
Dependants 1,059 1,044 15 1.4%
Total 20,318 19,810 508 2.6%

The membership of the fund over the last five years is as set out below.

Membership Type 31-Mar-17 31-Mar-16 31-Mar-15 31-Mar-14 31-Mar-13
Actives 7,016 7,022 6,860 6,792 5,298
Deferreds 7,612 7,145 6,786 6,664 6,292
Pensioners 4,631 4,599 4,352 4,246 4,148
Dependants 1,059 1,044 1,011 975 979
Total 20,318 19,810 19,009 18,677 16,717

Fund Employers

London Borough of Tower Hamlets is the administering authority for the fund. The
scheme is open to all council employees and scheduled bodies. Admitted bodies require
the agreement of the administering authority to participate in the fund. The admitted
bodies and scheduled participating in the fund are set out below.

Admitted Bodies
» Agilisys

» City Gateway

+ East End Homes

» Gateway Housing Association

» Greenwich Leisure Ltd

¢ One Housing Group

» Swan Housing Association

* Tower Hamlets Community Housing

» Vibrance (formerly Redbridge Community Housing Ltd)

* Circle Anglia Ltd ceased to be an admitted body of the fund in September 2016
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The London Borough of Tower Hamlets Pension Fund

Scheduled Bodies
» Bethnal Green Academy
» Canary Wharf College
* Culloden Primary School
* London Enterprise Academy
* Old Ford Primary School
e Sir William Burrough School

» Solebay Academy

» St Pauls Way Communuity School

« Tower Hamlets Homes Ltd

» Wapping High School

Contributions to the Fund

Employees pay contributions based on the level of pay they receive with rates being set
between 5.5% to 12.5% of pensionable pay. The employers contribution rate used during
the financial year ranged from 15.9% to 41.4% of pensionable pay.

The following table shows the contributing employers and the contributions received from

each during the year.

Contributions Contributions

Active from Members from Employers
Contributing Employers Members £ £
London Borough of Tower Hamlets 6,390 9,835,318 22,654,555
Agilisys 29 90,824 214,565
Canary Wharf College 10 15,970 40,303
Circle Anglia Ltd 1 2,259 46,377
City Gateway 36 35,539 94,795
Culloden Academy 15 17,676 92,445
East End Homes 32 85,539 393,895
Gateway Housing Association 1 1,183 33,223
Greensprings Academy 33 67,422 345,649
Greenwich Leisure Limited 6 18,284 42,808
London Enterprise Academy 5 6,823 17,683
Old Ford Academy 30 21,559 120,674
One Housing Group 8 13,457 85,770
Sir William Burrough School 10 14,819 56,439
Solebay Academy 5 4,314 24,171
St.Pauls Way Trust 61 93,879 275,973
Swan Housing Association 1 1,922 17,749
Tower Hamlets Community Housing 8 30,821 139,582
Tower Hamlets Homes Limited 323 778,666 2,560,618
Vibrance 2 3,699 10,072
Wapping High School 10 11,093 33,971
Total 7,016 11,151,066 27,301,317

* The Council contributed an additional £22m in respect of deficit funding
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The Council is required to publish a number of statements relating to the operation of the
fund. The statements and the associated reports are as set out in the following
appendices.

The full accounts are as set out in Appendix 1.

Appendix 2 Investment Strategy Statement
Appendix 3 Funding Strategy Statement
Appendix 4 Communications Strategy Statement
Appendix 5 Governance Compliance Statement

The above listed policy documents can also be found by clicking below link:
http://www.towerhamletspensionfund.org/governance-documents

For further information on the Local Government Pension Scheme and your entitlement,
please contact pensions@towerhamlets.gov.uk or by telephoning 020 7364 4248.
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Statement from the Actuary

An actuarial valuation of the London Borough of Tower Hamlets Pension Fund was
carried out by Hymans Robertson LLP as at 31 March 2016 to determine the
contribution rates that should be paid into the Fund by the employing authorities as
from 1 April 2017 to 31 March 2020 in order to maintain the solvency of the Fund.

On the basis of the assumptions adopted, the valuation revealed that the value of the
Fund’s assets represented 82.8% of the Funding Target and the estimated deficit on
the Fund at the valuation date was £235m. The Actuary has determined that the
deficit can be recovered over a period of 20 years and the agreed monetary
contribution to recover the deficit for the term of the revaluation is £15m (2017/18)
rising to £15m (2018/19) and £15m (2019/20).

The Common Rate of Contribution payable by each employing authority under
Regulation 77 for the period 1 April 2017 to 31 March 2020 is 29.4% of pensionable

pay.

Individual Adjustments are required under Regulation 77 for the period 1 April 2017
to 31 March 2020 resulting in a Minimum Total Contribution Rates expressed as a
percentage of pensionable pay are as set out below:

Minimum Contribution for the year ending
Employer Name as per 31 Year ending 31 Additional Year ending | Additional Year ending | Additional
March 2017 March 2018 Monetary 31 March Monetary 31 March Monetary
Deficit 2019 Deficit 2020 Deficit
Payment £ Payment £ Payment £
London Borough of Tower
Hamlets 19.9% 15m 19.9% 15m 19.9% 15m
Tower Hamlets Community o o o
Housing Limited 37.6% 37.6% 37.6%
Paridigm Trust 30.9% 26.1% 21.3%
Redbridge Community o o o
Housing Limited 17.7% 17.7% 17.7%
East End Homes Limited 29.4% 29.4% 29.4%
Greenwich Leisure Limited 20.0% 13k 20.0% 14k 20.0% 14k
Swan Housing Association o o o
Limited 30.5% 11k 30.5% 11k 30.5% 11k
Gateway Housing Association
(Bethnal Green & Victoria 30.0% 28k 30.0% 28k 30.0% 28k
Park)
One Housing Group (Toynbee
Island Homes) 41.4% 41.4% 41.4%
Tower Hamlets Homes 18.4% 18.4% 18.4%
Bethnal Green Academy 24.5% 24.5% 24.5%
Sir William Burrough School 16.4% 16.4% 16.4%
oL auls Way Community 18.9% 18.9% 18.9%
Canary Wharf College 15.9% 15.9% 15.9%
Agilisys 16.8% 16.8% 16.8%
London Enterprise Academy 17.6% 17.6% 17.6%
Wapping High School 16.1% 16.1% 16.1%

In addition to the certified contribution rates, payments to cover the additional
liabilites arising from early retirements (other than ill-health) will be made to the Fund
by the employers.

Page 26 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

The results of the triennial valuation depend on the actuarial assumptions made
about the future of the Fund. The effect on the valuation of the Fund of changes to
the main assumptions are set out in the table below.

Sensitivity of valuation results to changes in asumptions

Impact
Future senvice rate (% of
Assumption Change Deficit (£m) pay)
Discount rate Increases by 0.5% Falls by £112m Falls by 3%
Salary increases Increases by 0.5% Rises by £31m Rises by 2%
Price inflation/pension increases Increases by 0.5% Rises by £92m Rises by 2%
Life expectancy Increases by 1 year Rises by £39m Rises by 1%

This is not an exhaustive list of assumptions but those that are likely to have the
biggest impact. The effect of changes are shown in isolation and it is possible that
the Fund could experience changes to more than one assumption simultaneously.

The next triennial valuation of the Fund is due as at 31 March 2019. The

contribution rates payable by the individual employers will be revised with effect from
1 April 2020.
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The London Borough of Tower Hamlets as Administering Authority of the London Borough of
Tower Hamlets Pension Fund is required to:

The London Borough of Tower Hamlets Pension Fund

STATEMENT OF RESPONSIBILITIES

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

* Manage fis affairs to secure economic, efficient and effective use of resources and safeguard
its assets;
» Approve the Statement of Accounts.

Responsibilities of the Corporate Director, Resources

The Corporate Director, Resources is responsible for the preparation of the Pension Fund Statement
of Accounts in accordance with proper practices as set out in CIPFA's Code of Practice on Local
Autharity Accounting in the United Kingdom (*the Code of Practice™).

In preparing this Statement of Accounts, the Corporate Director, Resources has:

+ Selecled suilable accounting policies and then applied them consistently;
* Made judgements and estimates that ware reasonable and prudent; and
» Complied with the Code of Practice, except where otherwise stated.

The Corporate Director, Resources has:

+ Kept proper accounting records which were up to date: and
» Taken reasonable steps for the prevention and detection of fraud and other irregularities.

Responsible Financial Officer's Certificate:

| certify that the Accounts sel out on pages 31 1o 46 have been prepared in accordance with proper
practices and that they give a true and fair view of the financial transactions of the Pension Fund

during the year ended 31" March 2017 and the amount and disposition of the Fund's assets and
liabilities as at 31 March 2017,

. _J.rp.r-“" .

R e B R
Zena Cooke

Corporate Director, Resources
28" September 2017
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Independent auditor’s report to the members of the London
Borough of Tower Hamlets on the pension fund financial
statements published with the Pension Fund Annual Report and
Accounts

Wite have examinad the pension fund financial stetamants for tha year ended 31 March 2017 on pages 31 to 46,
Respective responsibilities of the Corporate Director, Resources and the auditor

Az explained more fully in the Statement of the Corporate Director, Rezowrces’ Responsibilities the Corporata
Director, Resources s reapansible for the preparation of the pansion fund financial statements In accordancs with
applicabla lew and the Code of Prachcs on Local Authority Accountng in the United Kingdomn 209617

Our respansibility s to report fo you our opinion on the consistancy of the panslon fund financial statements
included in tha Penslon Fund Annual Repert and Accounts with the pension fund financial statements included in
the annual published siztement of accounts of the London Borowgh of Towsr Hamleis, and their compliance with
applicable law and the Cade of Praslice on Local Authorily Accounting In tha Unitad Kingdoom 201681 7.

In addition, we read the informmation given in the Pension Fund Annual Raport and Accaunis to idendify material
inconsistancias with the pension fund financial statements. If we become aware of any apparent material
misstatemants or inconsistencles we consider the implications for aur repon

Cwr repart on the sdmindstenng authenty’s annual published statemant of accounts describes the basis of our
opinion on those financial sfatements.

Cipinion

In our opénion, the pension fend finencial statements are consistend with the pension fund financial statements
included in the annual published stalernent of accounts of the London Borough of Towsr Hamlels for the year
anded 31 March 2017 and comply with appBcable law and the Code of Practice on Local Authority Accounting in
the United Kingdom 2016117,

Matters on which we are required fo report by exception
Tha Code of Auwdil Practice requires s to repord to you if

o the information given in the Pension Fund Annual Repodt and Accounts for the financial vear for which the
financial stalements are prepared is not consistent with the financlal statements; or

«  any matters relating lo the pansion fund have basn réportad in the public interest under section 24 of the Local
Audit and Accountabiity Act 2014 in the course of, or at the conclusion of, tha audit

Vile hiave nothing Lo report Inrespect of these matlers,

Andrew Sayers

For and on behalf of KPMG LLP, Statutery Auditor
Charfered Accountants

16 Canada Square
Londan
E14 GGL

2% Saptambar 2017
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The London Borough of Tower Hamlets Pension Fund 2016/17

PENSION FUND ACCOUNTS
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Lumg surm benefits 4 (%3, 758) (12341
IPayments to and on account of leavers
Refunds of condibulons (1e0) 2 - i
State scheme pramivms (196] (PG
Transfers ouf fo othar pension funds [4,092) 13,51
A dministrative axpenses 13 {1,033 2]

ET ADDITIONS FROM DEALINGS WITH MEMBERS 4,370 555
RETURHN ON INNESTMENTS HHEM1E 20617

E000 £

Imvestment nooms 11 14,3400 17,775
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fohange in markei value of investments
Aeafsed 1,321  41h 4k
Linrasfizad 10 {28,625)  {187.0 5l
Imvestment managament expenses 13 (3,076 (2
HET RETURN ON INYESTMENTS (16, 4a0)

a1

=t mcreass in the Fund during the year (12,0700 1,548
: Cpening net asssis of the scheme 1,128, 1990 h-lﬁt
CLOSING NET ASSETS OF THE SCHEME 1126128 1,367,677
NET AS AT 5T MARCH HnkG AT
000 000
Ireve stme nis Assats | -
Equities 214.617] 24748
Pooled Investment Vehickes I i
Uinit Trusis B2 276 o7 1 5E3
Froperty 120,033 | 33,600
Cither Ca BT o
O71,432 1,052,655
Cesh depoests 5 LELT i |
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Imeestments Liabilitles N
Deher iwastment balances B (35 45}
Current Assets 5 149,054 12,847]
Current Liabilities ; 11.842)  {10,580)
TOTAL HET ASSETS 1,126,129 1,367 65TT
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NOTES TO THE PENSION FUND ACCOUNTS

1. INTRODUCTION

Tha Courcil i tha admiriskarning autharity for the: Pensicn Fund and bhes cesosiee msponsbility for it. The Cooncil defogain s i responsibiity
for soministerng the Fund lo the Fensions. Commifios which is msporsible for considoning all mnsion matiers and discharging the

and dutes of the Council under the Superantoston Acl 1572 and ofhaer stabtos milating 1o imestment msoes. The Commitics
meats ouararly o delermine Fvesiment policy objectives, appont vrestmant managers, monior imestment porformance and maka
mpresaniations to e Gowmmant on any peoposed changas i i Local Gowvemmant Pansion Schamo. Tha Commities is reguised 1o
obtain proper achice on the Fwrestiment stralegy of the Fund for which # has ostablished an Ivessmert Panal wiech inclades. professonal
inestmert advisom. The Panol mesls quaner jo delermine the gonoral investment siralegy. mondor S pacdormancs of the Fund and
individual mansoars and consadsr technical mpors on imocimen issues. The Furd employs =i specialisl imiestmert manegers with
mardaies comesponding io the principed asset classcs.

Tha day o doy odminsiaton of e Fund and the opaston of the management arangements and ad=enistroton of the Envresiment portiolo
= delkoaied ko e Coperate Drector of Rescuron.

The Fund & operated s a hmded, defined bonefis sohems which provdes Tor the payment of bene fiis o former employess of Bie Londan
Borough of Tewses Hamists and those of bodies admited to the Fund. Theze indviduak aw relemesd 1o as “members™. The bene fiz mcluds
mot only miement persions, bl aiso widows' pansions, death granss and kemp sum paymants mooeriain ceoomsinoes. The Fund &
fnanced by contribufions fom mambers, amployes and trom inkes st ond dividend reosipts and gans an tha Fund's inresimanis

Tha objectve of the Permion Func's financal sisfemants & Io provids indommation abom the frencial pomition, pedormance and fnancisl
mdaptabiliey of the Fund They show the results of #e siewardship of management - i is the sccounabiiey of managewes for the
M EounEs ertrusied o i - and e deposstion ol & asseés al the po nod and.

2 ACCOUNTIMNG POLICIES

tal Acooors

Tha oocounls sammearss the ransschons and ref dssets of B Parsion Fund and comply in of moknal % spacis with Chapier 0
FRecommended Accounting Practioe™ ol e Salemant ol Recommended Practics (Financial Aeports of Pensions Schemas) 2007
and the Code of Practios on Local Sutharity Soooonting isaued by the Charered Instituie of Public Finance and Acocamancy {CIPFA]L

Tha Fund is admnisie red i oooomdznos with fia Local Gowermment Pension Schema Begulations 2013 {(os pmendad], tha Local
Govammant Scham | Trarsitional Prov sions, Savings and Amendment] Fagulations 2014 (& amanded] and the Local Govamment
Pension Schems (Managernant and invvestmant ol Funds| Regulations 20M&.

sl Basis of preparation

Excapl whems othorwse stafcd, e socounts howe besn propassd on an acorunls besis. that s income and expendiim ore mcogrmsesd
a5 eamed o Fcurmed nol as sosired or paid

el Tha Tmoncial ssaternanis of the Fund do not mke acooun of Eabifes o poy mensicns and other benefits afior 315t March 2017, Tha
actuanal pesant vakee of promzed retramant bonafits, veivad on an 515 basis & disclosed i nole 12 of the Aocounts. as parmibad

undor 1A32E
Fund Accownt - Rewenue Recognition
Contribution ncome

Mormal comtrbutions, both fom tha members and fram tha amployer, am acccunied for on an socrunls bass o the
e roentags malke recomme nded by the  ootoery i the payroll penod towkhich & redstes. Amy amount dus in the year bot
unpad will be dlaschied o= a cumond asned
Empiopar defick coninbubons ems aococurted dor = scoordanos with the ogresenant wrdkar w bich ey are paid
Wil Ivestme s

Invastmamts. are showe mthe Met Ascets Simamant af markat wabe on the following besos.

(i Listed naourities ane shown by refesinos fo bid prios ol the close of business an 3152 Mech 2017,

il Pooled investmant wefeckes are waluad ot bid prios, middla marked price or Sngle price af close of rading on31st March 2017

lit} Propecty ol tnusts o shown by =B renos fo bed price ol ciose ol business on 31st March 2007

) Thia Fund doos nat hald ey disec proparty holdings and tharedom doss not s mploy o separaie propoty vakier,
el Invastments designaled in forsegn curenoes are walwed in sleding @l the cachamgs rales uling on 31st March 2007, ‘Whes the
Cozoncil has enfessd o & tTansacton denomingied in o fomign cumency, the transacton i oorreried inio sbeckng =l the suchangs

rale apodcabde on the dake the transscton wos ofleciva.
i1} Cash is momsanked by daposis haldwith: finanoal instivbons @payable on damand withoot parally -

®) iresstment fncome
{il Inkenast inocens is meoognised in the Fund acooort es it aocnses.
(i} Dwidand incoma is recognized in the Fund scooont on an acoruaks basis. Any amoort ot eosived by S end of She mporting period

is discinsed i the not aswet slalement as o owment Snancial oozl
i Castributions from pociod fords: are - ivesiod and as such am recognised in the-change in markat vl

i} Changes in tha nad marke? wake of meestmeonts bold ol any tima during the year ome recognsed as ncoms and comptise ol roalsad
and unreaksed gora'losses.
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NOTES TO THE PENSION FUND ACCOUNTS

2 ACCOUNTING POLICIES Cont...

Fund account - expense liems

{fi  Management Expenses

The Code of Practice does not require any breakdown of pension fund administrafive expanses. However in the intarests
of greater transparency, the Counct disclosas its pansion fund mansgement expenesss in accordance with the CIFFA
guidance on accounding for LGPE management cosis,

Admitiatali E
Staft costs of the pensions of the pensions administration team are charged direct to the fund. Associated marsgement,
apcommedation 2nd other overheads are apportioned to this activity and charged as expenses {o the fund

Crversight & Governance Cosle

Staff costs relating to cversight and gosvernance are charged direct fo the fund.  Associaied managemeant,
accommodafion and other overheads are apporticned to this aclivity and charged as expensss to the fund.

Inve stment Management Expenses

Fund managers' fees are paid in accordance with the terme of each individual management agreement. The feas are
based mainly on a percentage of the value of funds under their management and increase or educe as the value of the
invesiments change.

ig; Beneflis Payable
Pansione and lump sums payable include all amounie known to be dus a& at the end of the financial year. Any amounis
due but unpaid are dizclosed in the net azsets stalement as curment liabilibes.
Het assots statement
Financial Assats
iy  Financial assets are included in the net assets statement on & fair value basizs as at the eporting dats. A financial asest

is recopgnised in the net asssts sfatemeant on the date the fund becomes party to the contractual acquisition of the asset.
From this date any gains or losses anising from changes in the fair value of the assets ae moognised by the fund.

The values of investments a& shown in the net assets sialement have been detemined as follows:

i1 Markst-quoled investments
farket quoted imesiments — the valus of an imvestment for which there is a readily available market price is determined
by the bid price ruling on the final day of the accounfing period,

i) Fixed interest securites

Fixed Interest Securities — are recorded at net market value based on their bid price.

2.a CRITICAL JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

The Statement of Accourds contains estmated figures that are based on assumptions made by the authornity about the futum or
that are otherwize uncerigin. Estimats are mads taking info account historical expenence, current rends and other relevant
factors. However, because balances cannod be deiermined with ceriainty, actual results could be malerially differant from
aseumplions and estimates.

Thera is just one item in the pension fund account notes {specifically note 12 - Actuarial Position} for which there is 8 significant
risk of matenal adjustimant in the forthcoming financial year,

Pensions Liabilley - Estimation of the net kebilify to pay pensions depands on a number of complex judgements relating o the
discount rate wsed, the rate al which salanes are projpcied fo increase, changes in retirement ages, morality rates and
expecied mivrns on pension fund irvestments. A firm of consulting actuanies iz engaped fo provide the Council with expard
advice abouf the assumptions fobs appled.

The assumptions inferact in compex ways. During 2006717, the Gouncil's acteares advised that the net pensions [ability had
incrased by L1074 millicn fo £612.4 million as a result of falling bond yislds.
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Coniibations Fprasent the iotal Emounts recalvable iram the e mploying aUol In raspact f s own contribubions and those of 115 pansinabia
ampioyaas. Empioyaas pay contributions basad o the ieval of pay ey raceva, wilh confriowion rales sat batwaen 5.5% and 12.5% dapendant on
pensionable pay. The amplayer's contribuions a@ made al a rele dedermined by the Fund's actuary necessary o maintain the Fund in & sz of
salvaniy, having rgand o xistng and future la2ifies. The Primary Conlrbuflon Rebes used during tha fnanclal yeer anding the 31 March 2017
range from 15,8% to 41.4% of pensionable pay. The Councl paid 2n agreed odlional monstary contrbution of £22.0m o recover tha defich,
Coniributions shown n the rvenue stziement may be catagorisad &5 inlows:

AEWE 0BT
U0 EDM

WemiDers nomal condributions B
Coundi 9673 B
Admitizd bodlas LTI o7
Schedued body 109 1168
Total members 10851 11161
Employe1s normal contriutions .
Counal 22,105,
Adritisd bodes BT |
Scheduled body 3820
Defcll funding coriitatons
Coundl 20,500
aiher corirbutions L
Coungt 1697 1288
Tosal employers 9008 5iE2
Tosal contributions 59.860 62063

Emploser dafici funding coniributions ar accouniad foron Ihe dus daies on which hay ane payanke undar the schadui of confributlons =21 by [na
SENAME BCIUATY Or 0N recalpt B aarkar Ian the dua dats.

Moia: Tha Councll 1s required to operale an Addilional Yolunary Coniribotion {AVG) schame for empioyaes. in 201617 empioyaas mage conirbufions
of £12,69535 (E10,870.28 In 201516} Ime the AYC Schems cpereied Oy Avive (Worwlch Union) and £6,542.80 o Equitabia Life [EE.434.33 In
2 BAE). The confribufons are not Included (n 1he Pansion Fund Accouris In accordance with requiation 441Kt of the Local Govammant Pension
Schame (Management and Ivesiman o Fumds) Raguizions 2009 byl ar2 deducied Irem salenes and emited drecly i Ina provider.

3 AND TRANSFER VALUES

Banailts payabia and rafunds of confriautians have basn brought inio fhe accourts on the basis of &l vald clams aporved duing e year, Benefis
are inex Inked 10 kaap pace with flation basad on e CONSLMET price inds.

Transfars culln am hose sums paid 1o, o meeived from, other pension scheme:s and rataie to e period of previous penslonzhie smpioyment
Translar vaiugs 2 brought Info the Bccounts an & cash basts. Banafls payabia are analysad Delow.

Penglons (37 467) (GBS} (1061} 439,103 ﬁ s
Lump sum mdiramant banelits 10,828 (441} 425 (11,604 {30 )

Lump sum deaih banafits (1,080 [175) (208 (.63 o

Tosal Penshons and Benedlts '

Transfar Vales Race ivad [Individual)
Transrs Viakes Paid {ind s

Page 35 of 203



The London Borough of Tower Hamlets Pension Fund

5. DEETORS AND CREDITORS

Unkzss onemwisa sialed, af rensaciions e accouniad far on &n accriels pesls. The iofiowing emounis wae deblors or ceditars of [ha
Pansion Fund &= al 3151 March.

218 2HHENT

E0iD £

Debbors
Cther Investmen: Balances 5
Ivestment sales BOS D
Dividants mcovabio Bad o
Tex meoverehs 513 TR

1573 L3
Curnent Assets i
Contrbusians dus [Fom admitied bodlas 737 24
Lordon Samugh ol Tower Hamisls Pensian Fund 4ET -I;,:I]_'E

e

Total Detiors 2,667 3.000
Cradliors
Cther Investment Balances )
kwastmen peThess 35 [
Current Liabilites
Linpaid bamnais 1.2 1
Admirisiraiive ssparses &1 aﬁ
Lomdon Bomugh ol Towar Hamiets Pension Fund o
HWMAC Cradicr income Tax Ceducied [u]

1,842 !

Total Crediors (R | 3

Thea geposiis heid by fund MENagars can be fufner 2naly s 25 follows:

£000 ET00
Abardssn: Privais Equily Partsala 10 ]
MO ayoz 1FE
Scnrodars: Multl Assat Partiolia a D
Scnroders: Proparty Portofia 1934 5024
London Bomugh ol Tower Hemiels Fension Furd 148,359 18,438
TOTAL CASH 154,085

7. TAXATION
¥westmant income fs suject 1o UK tax which the Fund cannot mcover under cament 12X egisiation, except for fax deducisd at soure from
Proparty unit st

Value Agded Tax
Az Towel Hamialz Comncl is ha Adminisiering Amnodty lor ihe Fund, VAT Inpui (22 5 moovarshle on 2l Fund acthilies.

Overseas Tax
Texeton egramenis axs! belwoan e UK end oansn ofher Bunopesn counings whe by a proportion of the (3 oeduced locally from
Irvastment aamings may te mcigimed.  Tha proportion raclalmahla Bnd tha fimescake invohed varas Inom country' 1o county.

The Counch, 35 e Adminisiaring Aulhorily of the Parelon Fund, i mauisd to prapans, mainkain and pubish the invastment Straegy

Staemart (1SS), Ihis repleced the Stalemant of ivestmant Principies Fom 15t Apdl 201E. The Local Govamment Pansicn Scheme

{Manzgamant and Fvastmant of Funds) Fegulations 2016 raquirs aominisierng suthoritios o Tormulshs 2nd to publsh a stetemant of He

Irvestmeant stretagy, In accordance with guidande lssuad from ime 1o fimea by the Secretasy of Stata,

This 155 s designad to be 3 Ivng oocument Bnd |5 &n impartant gavarnance toal for he Fund. This doctsment sats out the Investmenl
of tha Fund, provides krensparency In reiation o Now the Fund Ivestments are mEneged, acts &= a sk mgister, Bnd has baan

dasigned 1o be Irfarmatve but mater locusad.
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8. MEMBERSHIP OF THE FUND
The following 1able sets out the membership of the Fund at 31st March:

2016 2017

London Borough of Tower Hamiets | T
Active Members 5,365, 5,407
Pensioners 4,352 453
Defemed Pensionars 8,770, Titﬁ'ﬁ

Dependants 1,018

Admitted & Scheduled Bodles

Active Membears BST ﬁ‘l_
Pansioners 247 5
Detemed Pensioners 375, 406
Dependants 26 20

1,305 1,361

The foliowing bodies have been admitied into the Fund:
Admitied Bodies

Agily sig

ity Gateway

East End Homes

Gateway Housing Assodaton (formeny Bethnal Green and Viclona Park Housing Associaton)
Gresnwich Leigure Limited

One Housing Group [formerly 1sland Homes)

Swan Housing Associahon

Tower Hamists Community Housing

Vibrance [formenly Redbvidge Community Housing Limated])
Scheduled Bodles

Bsifina Green Acadsimy

Canary Whar Collegs

Culioden Prmary School

London Enterprise Academy

(¥ Ford Primary School

Sir Wiilliem Bormough School

Solebay Acadsmy

5t Pauls Way Community School

Tower Hamiets Homes Limited

Wapping High Schoofl

The Fund employs nine spacialist imvestment managsers with mandates cormesponding to the principal assst clagses.

Manager Mandate

GMO UK Lid. Gilobal Equity

(Goldman Sachs Aszst Mansgement Absolute Return Bond Fund
Insight Imestmant Management (Global) Lid Absoluts Retern Bond Fund
Legal & Gansral Imvestment Manageament UK Eguity / Index Linked Gilts
London LGPS CIV Pooked

Schrodars Assat Management Propsy Fund Froperty

Tha valwe of the Fund, by manager, as at 315t Marchwas 2z follows:

Bailiee Gifford Lie Lid - BEquities

GMO UK Lid. 2484 25 41 1289 241
Goldman Sachs Assat Management Propariy Fund 0.0 - ] =5
Insight Imestmant Management [Global) Lid .0 - s b3
Legal & Ganeral Investmant Management - Equites 2173 222 2 i 188
Legal & General invesiment Management E0B 6.2] 740 54
Rufier LLP 54.6 56 oo =
Schrodars Asset Management Property Fund 1319 13.5. 1367 101
London CIV 56.3 58 4052 298
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10L INVESTMENTS (condinued)
The mowoement im e oporemng and closng valos of immestmenis during $he yeor, jogetves with miaed dieect bansaction cocis, ween @
fofl o=

Erusters
Poolied Inverstmends:
Fooled Property nvestments

BE 7

g 10T 21 [#BE, 5T} {157 JEREY 1, 352 556

Other mvesiment Balance s . ) - . 4
Cash Deoposis BBAT a o s Aos8
Amouwngs necevable tor 5aes of IMeesEmenss b - - -

Frvas e income dus i

Amounis payable for chosmes of messbmesnis

T INVESTMENTS (continued)
A forthesr ooy of Freeshmanis. asoels = 2 iofows

Markz Eisricet Walus
Vahe == B @8 a8
1 ADr 206 I Mlar 2T
EDDD Fo0a
Equhies
T i)
Cusched 1B, 023 - P1ERa
Cucbed 188 B3
T YT S— v
Pooied Fuands - Adohlomnal Analysis
K
Fis=d evoosrmes Elnt Trust B ED o 2
Lt Trusts ol m
Linin Trusis 28 1817 w |
B28, 55t - :
Pocled Propety Ireostimems 120 S 1
120 S5 1
Conziy Oe posits: 5, B4T 4088
Irrem sttt Incormes Duss 1,073l
=" i
Imeesemssn: Liabiitdes k3 ek
Amounio Pagabls for Purchases 3531 45}
Total ivestmem Liabilies 0 [E=H
| Pk PV ST A Sesere a08 g

The markst walue

Baille Gitford

G UK Lid P TOE 25 0 Aoa s
Insight freestrnent Manageoem (Gicbal) Lad o (X A :‘.'?.ﬁ;ﬂ'?
Legal & General ZTF.BE4 B o asg.Ees
London LIPS CW S8, 344 EEG ADs 215"
Goldman Sachs Asset Blanagsme rt DO -1

Peafier EEwl
Schroders Aot Monoosnert Pro
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Imvestment ncome & broken down as foows.

Fa a1 51 2ET

Dividends from owersess squities 8,880 11,917
Dividends from UK equities i) : g
Met mnis from properics 4730 : 5

Inferest on cash deposis JET| - 130
Forign tax 180, 275

TAXES ON INVESTMENT INCOME

2‘]15’15 IIHEHT

Withhalding tax - equmea
Withhalding tax - poo 49

12 ACTUARIAL POSITION

The Local Govemment Pension Schemse Regulsbons require 3 triennial revaiuation of the Fund to assess the adeguacy of the
Fund's imvestments and confriputions in relation to #s owerall and future obligaBons. The contribution rate required for benefits
scoruing in the future is aesessed by considerning the benefis that accrue over the course of the thres years to the next valuation
The employer's confribution rete e delermined by the Actuary a5 part of the revaluation sxercEs.

The 2016 statutory trisnnial revaluaton of the Pension Fund completed by the Aciuary {Hymans Robertson) in the year estimated
the deficit on the Fund to be 2235 millon 2nd the funding bevel to be 82 B%. This compares to 2 deficit at the previous revaluafion
in 2013 of E365 million 2nd a corresponding funding level of T1.8%.

The Aciuery has determinsd that the deficit can be recovered over 5 penicd of 20 years and the agreed contrisufions to recovsr the
aeficit for the term of the revalustion is as sst out below -

Em
20MThE 15.00
2mE1E 15.00
2005720 15.00

The FES reguires that the Fund operates the same tangst funding level of all on-going employers of 100% of s accrusd lisbiltes
valued on the on-going basis, 1o be achisved over a 20 year period (2 period eguivalent io the sxpecied fulure working Hetime of
the mmaining schems members). The valustion of the Fund a5 at 31st March 2096 determined that this would reguirs &
confripution {additionat to the future contribution rate) of 9.1% of membsrs’ pensionable pay sguivalent to £15.0 million per annum.

The Council, as Adminisering Authority, prepares & Funding Strateqy Statement [FS5) in respect of the Fund in collaboration with
the Fund's Actuary and afier conzultation with the employsrs and imvesiment advisors. The Actuary is requirsd fo heve =gard o
this statement when carnying out the valuation. The FS5 incledes the Fund's funding policy, the objectives of which ars:

- {0 ensurs the long-term sofvency of the Fund

- i eraure that sufficient funds are avaifable to mest all bensefits as they fall dus for payment

- mot to restrain wnnece s=arily the imeestment stralegy of the Fund so that the Councd can seek o maximise imrestment retums
{&nd hence minimiss the cost of the benefits] for an appropriate kevel of sk,

The basis of valuing the Fund's asssis (ses noke 2} i= compatible with the basis of placing & value on members' bensfits 53 bath
are rlated 1o markst conditions at the valuaton date.
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12, ACTUARIAL POSITION (continued

T aooorcanos wlh B funding poflcy,. the A Clsary 6 e s e empioyar coniruon S-guismend for s s e for 1he Fund as a
Winohs, and IoF SIMpRsYsrs Who . COMEnne 30 DOTnE MW Memoers. The oos of NS son ios DenefEs 5 asssonad, Saking mio oo
SEciad fuiuss salery TSGR oo 1 Dl a oo v aiue: on fulus bore S coeshvkow s e & chusry “clscoumis © e fuies: cashfloss
1o the wahaion dalc & o sofabt e, The Acheny adopis & Pl Sesmd™ wehaion whkdh e=ms e ykaid on salanly daled Gove mmenl
eomade oS thes dhsmour rElc. This = Bon opificd 0. the Tunding Doos deonont mmia” g me socount the Funds oursni and expeoiod
Huturg: e sImenT! Sy 0 ke i peroamags Ty wisoh the Fund B anbiopales 10 S periomm® e v on SoveTmiment bomnas. T
T OO T e uired B e e GaiE-mhed oot OF NG SRR W00 DGR, B (G raGT B HE VG Bats S TG -Tie MG IS SO BOS
enpEascd 35 0 panEniage of e voie of memhers penslorabls pey. This B osm e e Progoeds UnE meihcd”. The fuhae
oot fow SIS T w10 DR

I oodliSon, the & chsary ompares s vala of the Funds assss wiih e adtmaio T oos! o oemae T’ s mnhoe Tie rebo of e assal
WO 30 H G TR Doart of msimhe s s oo i Dena S B AT as B Tunoing kvaT. F e fenng Beesl = omoes than 1005 thers
B a ‘supin®, F E s Fan 100% thes s a “shorfal®. The meod volobon will De as ot Sl Mol 2076 and the soommensaions
ATk TGO from Tel s el 30T

Afhoush Te hnding shocfall & sgrifcam, 8 shoold I noled Bard cument sgistafion proviis fal e Bl of memsbons bacic porsion
srloman and contrbutions aes ool aficos-d by fe Ararcial posiion of the Fund. B ks e Counclis saponsibily 1o ofmues, Sl poresion
anTEmams o oy undsa and thal Te mpand on Councll Tax B minimiscd. ¥ shooks alsn o reoognss o il the Councl = a ong-crm
ImEsor Dolh becaune @ Righ propoian of (R nsion DETETRs o0 N Deooime: pay abks Ul Tor ' the Tt and e Councl hes o st ly
S TUNG MG OO ST

Tie e tull Hermial acharnd voluaion of e Fund's Gacliis s N oooordoncas with 526 ook pdoos | 5 March ZHE6. The main
SCtnriel asemplions ussc N By and speihd ST e e alaetion perkod wens: o holiows:

Frim mfafon (CPR 2 T
Fay rcreoscs 200
Furding basls Jiecount rals &

ihe vabsiion dain 221 249
Ayvarags ubo: Be sapsciancy @ ags E5 For a nor-
PRNERDNGT g 45 @ e v on dxis SR 258

Armarial Valus of Promized Aetema m Beasfs

&S 2% requies U pacnt ¥olue of e Fund's piomissd rels mem bene! B o ba dsoossd and ko s pupoas 1 actassi
ESEATCH NS 2 Mmahmooingy Shookd De bamsc on WETD

Tie acharsl preseni vois of promee-d s i bena! 3. cobruailsc m e with iS00 s mptors s aolamaico bo be £, 523 miEaon
12 250 milkon I 2075 181, This rclodes Dolh v iesiodd andad ron-vesi-d ool

Az sumpiions

To s the vaiue of e gepoysr s Dl s the oy s lorwaed e veiss mom it lebiis s colcidyicd fnom e rdng ealuerion
= 31 Maroh 2005 vaing el asnemptions that oomply with 183 70

Comopapiic asSIEToens

Tio Emograndths Jsrmpliors usd o sons s o with fhoms. e o e oending saiorion as mr klapon 20
Feretod Mbem B Gpe CIanGG s O a0s ED Years Liica e 5

Tl pensbhones =1 241

Fulung o resoneis =29 258

Firmancial ossumprions

Jisr Mamh 115t Barch

- mer e rechkadcd 2B 2T
i TR GG TS 2 7% AR
SRy WETESS: TG 4. 27
O nrs 355 2

13. MANAGEMENT EXPENSES

A dminisiralion costs
nes st managa renl Sos rsan
Cremrsight & o rrmnoes

The imesstment mansgemend sxpansss shoes nchudes tmnsaction oosts of E1EDL DN (E7 4,000 = 20166l Cosis
ars also noomed Erowgh the bid' ofisr spes ad on ireestme it salss and porchacss ond thens ons = Sactsd 0 the
coats of purbcesss ord prooseds fram solos of imcesiments

14b. EXTERMAL AUDIT FEE
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15. RISK MANAGEMENT

Mature and ext=nt of ricks oriséng from finencial instrumems

Riak and Aisk Mamsge ment

Tha fund’s pernary long-temm risk is that tha fund's pssois will faF shon of = [abites.  The aim aof reessment ok
managemant s 1o mininisa the sk of o ;mdocton in ha vahs of ©a nd 2nd 0 FEEsimise tha oppomesty for goins
awoss o whola portfiolin. Tha fund echiowas thin through assc 1 divarsificalion o reducs eaposura 1o msrkat risk and
oradil sk 1o an aocapiable kesal.

Cr=dit risk

Cradit nsk i fa risk that a couniar party o o financial instinemenl moy fail o pay amconis doa o tha Parsson hond.
Tha markat walua of e simans garerolly eflect an sssassmant ol credit m thair pricng and consaquantly tha risk of
bb=s s mplcily providad for in tha cormyping vakse of tha hnd's franciol s and fabilites. Tha fund carmies out &
evion of ilm Fwestmant managars armual momal consol mports 1o anmess thatl managers om diligent in tair
soloction and vee of counerpariies and beokors. Dopoails ore mods with barks ord Fmancis] mestihdicrs ot ora
mbad indapardanity and meat $wa Councils credil arilenn

Thea Cowrncdl onby mrss zin. monay with sfhatons with @ minimums Fich oedit rating of A« or Fghar.

Liqueidity risk

This is tha rish thal tha Fusnd might rot hawe fa cash low mouned in oedar 1o meat s inancial obligabons wian thoy
bocome dua. Ohwar the yeom conirbubions hmee fended o bo grealr $han borefts and this hes ormsad thaa
suifickant cash has boon availabla bo moat paymrenta

Tha Fund cumenitly oparaies wo bank acocounis. Ona is halid by tha Fund's cusiodian St Streat Bank | and holds
casn relating 0 e mesimant acliriios and e othar s tha LHTH Pansion Fend bank acooom and this is azed
hold zash refasing fo mambsar actaritias.

Should tha Fund hase msuficiant monoy ovnfable o0 moot s commitmanss i may, under Feguinbon £ 2 borow oash
for wp bo 90 days. i tham wos o longer mrm shortiall than the Fund's assals could ba sold 1o provida sdditonal cash
A migribcant peopoction of $a Fund & moda op ol madiy reaisable acsaks.

Mark=t risk

Thkes i tha risk that fair vadue or hiura cash ows of o financiol Feremaent will Huckeie bococsa ol changes i market
prioao. Markat rizsh comprisas; inbrast rata nek, cumanoy sk and othar prica risk. Tha Fund miligaes thasa nsks os
folicwwes:

Iolersairap sk
fash deposils hald m the: Pemsion Fund bank sooount are ifrasiad in aoccedonos with the Cowncif's approsad
Treasury Maage e Shatogy.-

Tha Fund holds a parcaniage of s portichc in fmad ineres! =oowrites to mitigoke e sk should inerest mtes &l

= o inde st roks mose mants os af 313 March 2015 arsd 31 st March Z007 o sot ool bolow.
B A Tles March | As Af 3wt ook

E'.n:lhn.n:l-:ld"l-:ql..rrnhrrtl 5547 o ams
Cosh bafancas 149,055 ]
Fead imaras! securi b E0,830 i Fa
Tl M5 330 a7, 8

Int=real Antr Hisk - Senamiviy Anohysis Corrying Amount As | Changes in yoar innet ane ts oy mils bis
Ansei Typ

Cash and cash sguiralanis ]
Cash balarces (4=RER 18e; e
Fesd inke rest sascormbes Ta.gro [F40p |

Cash and cash oquivalanis EL 84T 5EE Rt
Cash balances 148 053 1,480 § - |
Fousd inlarast soooribes E0LE30 ==

Ing=r=st rake risk - senafivity anohysis

Inisrest rates can wary and can ofiect both income o tha hmd =nd the vabkos of not asseis ovainbia o poy bonahe. &
1D basis point {BPE) moraman in inEras mees @ consisant W tha beal of senstvity appliod as pant of $a fund's
risk. managamant siralegy. Tha lable beiow shows tha afisct of a +'- 100 BPS charga in imamst raes.

Page 41 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

15. RIEK MANAGEMENT (continued)
Currency risk

The Fird Invasis In Ainanclal Insfumente danoménaied in cumendcas oifar than 3Sening end &5 & resull B axposad o saxchange rata
fisk. This = the risk ihal 1he fair vake of fulue ca=h fows of & Mnanclel instrument ‘Wi Nuchueie because of changes i foraign
axchangs ralss. To eleviesa ihis risk iha Fund aliows Iva simeant menagers (o use denvalive conFacls, In aceindenca with he contras
cardRians:

Foliowing anaysk of historical dats in consutation with ihe fund's Investment edvisors, e Councll considers he ikaly woiatity
assnciadad wilh forslgn exchanpe reta mvemanis 1o ba B.8%. Thie ansysis essumss =l other vafabiee, in paricular inleme st reles,
mimaEn consEnk

The iolkowing tabie sumMmarisas (ha FLEKTS CLTENGY Sxposire 35 &1 31 March 2017 and as & 1ha previous yearand

AS &l Jimn March  AS A 3150 Birch
MG T

Cunmency Exposums - Sensiivity Anslysis

‘l:
Crvarseas quolad sacuritias - | 3E,EE - Zmaane
CvBrseas LA frusts a o o

Cumency EXposuse - Sensiiviey Analsis

Cwarsaas quobad sacurities 230423 24 02 214, TEd
Owarseas unll trusts 1574 BT 3331
Gash Y 0 0

Toial chamge In ne1 assets Svalsie 230.0aT

Orther Price risk
To mitigate fha rielk of & lo== owing 0 & fal In marke! prices e Fund melntains & dvamee portiolio of Ivesimends, Ohearsification
areurss et the Fund has 8 beianoe of investmenis hel offer diierant Bvels of fek and ralum.

The Fund empicys & numbar of Fvestmant managars, wiin difiering but compimentary styies, to miligale tha risk of underparicamance
af any singla mEnager ard fo ensure Mt any 1l i masket prices shouid nol afect Iha Fund & & whake

Manapar parormance and assat aliocation pelicy I regulary reviawad by the Pansions irvastmant Panal. The Furd alsa uses certsin
derivatva nstrumants as pan of afficiant poriodo managamant.

Orther price risk - sensidvity snatysts

Potantial prica chenpges are dalermined based on e coserved historical volalify of assel class miums. 'Rskler gssels such as
equitiss wil display gealer polents volatliy than bonds. The polentia wolaiiMes ene corsistent with & ong Elandard dewviation
mavamentl In fhe change nveue of ha assats ower e lEes] thea years.

FoBowing snelysts of hishoricaf data and axpacied imvasiment relum movemant danng the Tinancial year, In consuitation with tha Funds
imvastment avisces, the Counck has deiarmined (hal e foliowing movements In mankel price risk & reasonedly possibia for the
201&17 mporiing panod. This analysis Bssumas at gl pher vanadles, in parficular fomign curancy exchange rafes end nemst
raies mmain he Eama.

Prica Alsk - sorskivity analyséy Poterial Marke ¢ BMovements (+-}
Azseg Type

U aguitias

Giotal equly

Tolal B=ed Intanast
Afornalvas

Cash

Poiolag Frensimants
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15. RISK AENT (continued

Had the market price ol the Fund's inrestments increasedidecreasad in ling with the above, the changs in net assets availsble
to pay bonafils in tha markat price would havs been as [ofiows:

Cash and cash equivalents -
Imestment portiolio sssets -
LIE aquities 265,685
Ciobal equiy 304,284
Tolal fxed inzmsat FagTe
Afameivas 554,587
Poaoled Property Invastmanis 13361
Mat dary ative assaly
Ireastman! income dus
Amaurts scevehe for sakes

Had the marked price of the Fund's ineesiments increasedidecreesed in ine with the above, the change in net assets avaiiable
io pay benafils in tha markat price would have been as [ollows;

Gaﬂtmd :mh equivaknts 154,005
Investment portfolic assets - : : -
LK equilies 217,234 106% 240,261
Tolal fxed inamst BOE: 3E% E2.034
Pooled Property Ivestmants 120,834 B
Net derivative assets 0 :g

o

Imvastmant income dus
Amounts =oeivebio for sakes

The Council does nol have any fingncial instremenis that have a miinencing rsk as part of its ireasury managemen! and
irvesiment stralegeas.
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1E.VALUATION OF FINANCIAL INSTRUMENTS CARRIED AT FAIR VALUE

Fair Valuse Hierrchy

IFRSY meguirss the Fund to classidy fair value instrumanis using 2 thres-lewe| hisranchy
The thres kevels are summarised as follows:

Lewel 1 - inpuls that refiect guoded prices for identical 2zsets or lizbiities o ectve markais. Products clessified as eval
! comprise quoled eouiies, quotsd fived securities, quoled index-inkad securties and unit trusis

Lewvel 2 - inputs other than quoded paces for identica! asssds or liabilibes in active markats

Lewsl 3 - inputs that ars not besed on observable data. Such instruments would nclude unguoted eguty investments
&nd hadge fund of funds.

The following seis oul the Fund's sssets and lishiitiss acconding to the fair value hisrarchy as at 31st March 201 7.

Leval 1 Lmr-aﬂ 2 l.mral3 Total
EDO E'Doy

247, 485 a 0 24T ABE
F'uai!ed Funds I rr
Uit Trusts 71,562 0 0g m
Property Linit Trust 133,500 o 0 ' 3
Oither 0 0 o o
Derivative Contracts ' :
Fonwsard Foreign Exchangs GConfracts 0 [i] 08 |
Cash and bank Deposits 23,701 0 i Bin
Current Assets 1,014 0 o 1814
Gurrent LiabiliSes {10, 595] 0 08 (1,585

LE]

During the yearended 31&t Manch 2047 them wane no transfers betwsen the evais of the fair value herarchy .

o --

The sguivaienis ai 315t Manch 2016 wear= as follows:

Equities 214,617 0

Pooded Funds e o

Linaf Trusts ET2. 775 a , EM2.27h

Property Uit Trust 120,833 0 o5 120,933
54,607 o il B4 EOT

Dervatee Comracts | -

Forward Foreign Exchangs Confracts 0 0 O o

Cash and bank Deposits 154,454 0 o

Current Asssts 2210 L] ]

Curreni Liabilitiss {1,977 0 0 a7 7}

0 o

16. ANANCIAL INSTRUMENTS DISCLOSURES

Met gaing and lozses on financial istruments

Financial Asseis

Loans and receiwvables 3G 5
Financaal assets ai fairvaiue throug!

Total Financial Assets

Financial Liakilities
Payables {
Fnaru::s] ﬁ.ahln:iaa at .,a.'nrall.le- ih h prodit or loss o8 i)
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17. CURRENT ASSETS

20616 20617
Fo00 | o

Contributiors due - employess
Caoninibutions due - employers

Sundry deblors
Cash halances

Analysis of debtors
Oiher endities and indawiduals

18. CURRENT LIABILITIES

Sundry craditors
HMRG craditor
Beneafits payable 1271 G
1,042 10,550
Anatysizs of creditors HHEME 2EAT
008 E000
Ohher enfiies and indwiduals 1.8425
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19. RELATED PARTY TRANSACTIONS

The London Borough of Tower Hamiets Pension Fund is administEred by The London Borough of Tower Hamists.

In sccordance with 1AS24 ‘Related Party Disclosurs’, material transactons with relafed parties nol disclosed elsewhers in the
financial statements are detailed below.

The Council incurred costs of £660k (E669 201516) refating fo adminisiration of the Fund and has been mimbursed by the
Fund for these expenses. The Council contributed £22.0m (£20.5m 201516) to the Fund in respect of back funding. Al
maonies owing io and from the Fund were paid in the year.

Curing the year no Committes Members or Councd Chief Cfficers with direct responsibility for pension fund issues, hawe
underiaken any declarable transactions with the Pension Fund, other than administratve services undertaken by the Council
on berhalf of the Pension Fund.

The pension fund cash held by London Borough of Tower Hamlsts is invested on the money markets by the treasury
management operations of the Council. During the year to 31et March 2017, the Fund held an average imresimeant of £26.1m
(£48.1m 31st March 2016), eaming inferest of £148k (£308k in 20151 6).

The Councif has a subsidiary comparny, Tower Hamlets Homes, who ars within the Fund. During the year the Fund recaived
confribution peyments totaling £3.3m (£3.4m 20151 &) from this compamy.

Fund administration expensas paysble to the administrating authority are as =at out in the table below.

21616 201647
Fund Adminisiration Expenses 000 2000
Payroll/ HA Support 494/ - 404
Corporate Finance 175 175
Koy Management Personnel
Empioyees holding key positions in fhe financial management of the fund as at 3151 Marnch 20017 includs:
Chiet Accountant

The financial valus of their relationship with the fund is as set out below

21616 216MT

Short term banefits 19
Long &=mipost retirement benefite 4

a8

Governanos

Each member of the pensicn fund committes is required o declare their mierests at each mealing of the Commities. Thess
are recorded as part of the public moord of each mesting. For 201641 7 there were no Meambers of the Pension Fund
Commities who had invohrement with other organisalions.

Compensation of key management - it was not practical to includse coste miating 10 key manzge ment personnal within the
Pension Fund Accounte, principally as they are chamged to the Council's Accounis and have not been charged to the Pension
Fund. Al costs are disclosed within note 33 of the Council's main accounts.

20. CONTINGENT LIABILITIES
There are no conbingent liabifites as at 31/0320147.

21. CONTINGENT ASSETS

Admitted body employers in the Fund hold insurance bonds to guard against the possibility of not being able to meset thair
pension obiigations. Thess bonds are drawn in favour of the pension fund and payment will only be triggered inevent of
empioyer default

22. IMPAIRMENT LOSSES

Curing 201817 impairment loeses weare nil (impaimeant loeses in 201516 were also nil)
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The London Borough of Tower Hamlets Pension Fund 2016/17
1. Introduction and background

1.1 This is the Investment Strategy Statement (“ISS”) of the Tower Hamlets Pension
Fund (“the Fund”), which is administered by Tower Hamlets Council, (“the
Administering Authority”). The ISS is made in accordance with Regulation 7 of the
Local Government Pension Scheme (Management and Investment of Funds)
Regulations 2016.

1.2 The Administering Authority has delegated all its functions as administering authority
to the Pensions Committee (“the Committee”). The ISS, which was approved by the
Committee on 16th 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 Fund’s investment strategy with
such persons it considers appropriate — for example, pensions board, independent
adviser, local authority employers such as admitted bodies and scheduled bodies.

1.3 The Committee will invest in accordance with the ISS, any Fund money that is not
needed immediately to make payments from the Fund.

1.4 The Pensions Committee is charged with the responsibility for the governance and
stewardship of the Fund. The Fund has adopted a prudent, risk aware investment
strategy, which is kept continually under review. Asset allocation decisions are taken
in the best long term interest of Fund employers and member beneficiaries.

1.5 The ISS should be read in conjunction with the Fund’s Funding Strategy Statement,
which sets out how solvency risks will be managed with regard to the underlying
pension liabilities.

2.0 Long-term view of investments

2.1 The Fund’s primary investment objective is to ensure that over the long term the
Fund will have sufficient assets to meet all pension liabilities as they fall due. This
funding position will be reviewed at each triennial actuarial valuation, or more
frequently as required.

2.2 The Committee aims to fund the Fund in such a manner that, in normal market
conditions, all accrued benefits are fully covered by the value of the Fund's assets
and that an appropriate level of contributions is agreed by the employer to meet the
cost of future benefits accruing. For employee members, benefits will be based on
service completed but will take account of future salary and/or inflation increases.

2.3 The strength of the respective employers’ covenant and the present cash flow
positive nature of the Fund allow a long-term deficit recovery period and enable the
Fund to take a long-term view of investment strategy.

2.4 The most important aspect of risk is not the volatility of returns, but the risk of
absolute loss, and of not meeting the objective of facilitating low, stable contribution
rates for employers. llliquidity and volatility are risks which offer potential sources of
additional compensation to the long term investor. Although, it is more important to
avoid being a forced seller in short term market setbacks.

2.5 Participation in economic growth is a major source of long term equity return. Over
the long term, equities are expected to outperform other liquid assets, particularly
government bonds and cash. Well governed companies that manage their business
in a responsible manner will likely produce higher returns over the long term.
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2.6 The Committee has translated its objectives into a suitable strategic asset allocation
benchmark for the Fund. (See section 5.6) 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.

2.7 The fund carried out an Asset Outperformance Assumption modelling exercise in
conjunction with the 2016 actuarial valuation. The Committee set a target range of
66%-75% chance of achieving their long term funding target — returning to a fully
funded position within the next 20 years. (The probability required for each employer
to reach its funding target within its time horizon. In general, higher probabilities of
success are achieved by paying higher contributions and relying less on volatile
investment returns. The probability required for each employer is largely based on
each employer’s assessed covenant. For instance, a lower probability of success
(e.g. 66%) may be required for a secure body as they may be considered to be able
to pay higher contributions (or current rates for longer) should they not reach their
funding target over their time horizon.

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

2.9 In line with the above overall objective the Fund will invest money in a wide variety of
investments, having assessed the suitability of particular investments; the investment
objectives, the impact of different economic scenarios on achieving required total
Fund returns, and the resulting diversity across the whole Fund. Prior to any such
decisions being made the Fund will take appropriate external independent advice.

2.10 The Committee also monitors the Fund’s actual allocation on a regular basis to
ensure it does not notably deviate from the target allocation. The Fund will invest in
accordance with its investment strategy, any Fund money that is not needed
immediately to make payments from the Fund. Any deviations within guidelines from
the agreed strategy will be reported to the Pensions Committee, the Pensions Board
and the Section 151 Officer so that appropriate corrective actions can be undertaken.

3. The investment objectives of the Fund

a) The long-term objective is for the Fund to achieve a funding level of 100%
over a maximum fund recovery period of 20 years from April 2016. This target
will be reviewed following each triennial actuarial valuation and consultation
with Fund employers.

b) The outcome of the last valuation carried out as at 31st March 2016:
. The funding level has improved from 71.8% to 82.7%.

. In monetary terms the deficit has reduced by £130m from £365m
(at March 2013) to £235m (March 2016). This was based on the
Fund having assets of £1,126m and liabilities of £1,361m.

c) The actuarial valuation, at 31 March 2016, was prepared on the basis of an
expected real return on assets of 2% over the long term, a nominal return of
4.2% assuming inflation (CPI) to be 2.2%.
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d) In order to monitor the investment objective, the Pensions Committee requires
the provision of detailed performance measurement of the Fund's
investments. This is provided by the Fund’s custodian, State Street, on a
quarterly basis. In addition, the Pensions Committee conducts a formal annual
performance review of each of its investment managers.

e) The Fund will target an outperformance of this over 10 years, within a
diversified portfolio to stabilise returns and reduce volatility throughout the
period.

f) The actuarial funding target is reviewed after periodic actuarial valuations and
consultation with Fund employers and may undergo a partial or full review at
other times should circumstances warrant it.

4. Strategy Review and Strategic Benchmark

4.1 A full Strategic Investment Review will be undertaken by the Fund every three to six
years by specialist professional advisors. The investment strategy (including the core
investment objectives and asset allocations) will be capable of sufficiently flexible to
meet longer term prevailing market conditions and address any short term cash flow
requirements. Interim reviews may be undertaken to ensure that the Strategy
remains appropriate.

4.2 The Fund will operate a fund-specific benchmark for the investment portfolio, with
long-term allocations to the various investment asset classes, which reflect the
circumstances of the Fund.

4.3 As is appropriate all asset classes and products will be kept under continual review.
In addition to considering the benefits of individual products and asset classes for
introduction into the strategy, consideration will be given to how the inclusion affects
the overall risk/return characteristics of the total portfolio. Before any investment
decisions are made by the Pensions Committee, professional advice will be sought.
If there are any instances where advice received is not to be acted upon reporting to
both the Committee and the Pensions Board will ensue.

Asset classes

4.4 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,
infrastructure and commodities either directly or through pooled funds. The Fund
may also make use of contracts for differences and other derivatives either directly or
in pooled funds investing in these products for the purpose of efficient portfolio
management or to hedge specific risks.

4.5 The Committee reviews the nature of Fund investments on a regular basis, with
particular reference to suitability and diversification. The Committee seeks and
considers written advice from a suitably qualified person in undertaking such a
review. If, at any time, investment in a security or product not previously known to
the Committee is proposed, appropriate advice is sought and considered to ensure
its suitability and diversification.

4.6 The Fund’s target investment strategy is set out below. The table also includes the
maximum percentage of total Fund value that it will invest in these asset classes. In
line with the Regulations, the authority’s investment strategy does not permit more
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than 5% of the total value of all investments of fund money to be invested in entities
which are connected with that authority within the meaning of section 212 of the
Local Government and Public Involvement in Health Act 2007”.

4.7 The Committee also monitors the Fund’s actual allocation on a regular basis to
ensure it does not notably deviate from the target allocation, s151 officer and her
officers have the delegated authority to rebalance the Fund to its strategic assets

allocation.

Targeted Strategic Investments

Asset Allocation % Range (%)
UK equities 20% (15% - 25%)
Global equities 40% (35% - 45%)
Total equities 60% (50% - 70%)
Property 12% (10% - 15%)
Diversified Growth Funds 10% (8% - 15%)
Gilts 3% (2% - 7%)
Corporate bonds 15% (10% - 20%)
Total 100% 100%

5. Restrictions on investment

5.1 The Regulations do not permit more than 5% of the Fund’s value to be invested in
entities which are connected with that authority within the meaning of section 212 of
the Local Government and Public Involvement in Health Act 2007(e). The investment
policy of the Fund does not permit any employer-related investment, other than is
necessary to meet the regulatory requirements with regards to pooling.

5.2 The Pensions Committee believes that the Fund’s portfolio is adequately diversified,
and has taken professional advice to this effect from their investment consultant and
independent advisor.

5.3 The strategic asset allocation includes ranges for each asset class within which the
asset allocation can vary. In the event that any asset class range is breached, the
Pensions Committee will be informed and the Fund’s officers will endeavour to bring
the asset allocation back within the range within an appropriate period of time.

5.4 The Pensions Committee reviews the suitability of the asset allocation of the Fund
on a yearly basis, following advice from the officers, investment consultant and
independent advisor.

5.5 It is intended that the Fund’s investment strategy will be reviewed at least every
three years, following the latest actuarial valuation of the Fund. The investment
strategy takes due account of the maturity profile of the Fund and the current funding
position.

5.6 The Pensions Committee has set the following benchmark against which
performance of the Fund will be measured:
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Asset class Benchmark

Equities

UK Equities FTSE All Share

Global Equities MSCI All Countries World Index
Bonds and Cash

UK Gilts Over 5 Years FTSE UK Gilts Index-Linked Over 5 Years Index

Absolute Return Bonds 3 Months LIBOR plus 3-4%

Cash LIBID 7 Day

Alternatives

Property Unit Trusts UK IPD Monthly Index Property

Diversified Growth Fund | 3 Months LIBOR plus 3%

6.0 Managers

6.1 The Committee has appointed a number of investment managers all of whom are
authorised under the Financial Services and Markets Act 2000 to undertake
investment business.

6.2 The Committee, after seeking appropriate investment advice, has agreed specific
benchmarks with each manager so that, in aggregate, they are consistent with the
overall asset allocation for the Fund.

6.3 The Fund’s investment managers will hold a mix of investments which reflects their
views relative to their respective benchmarks. Within each major market and asset
class, the managers will maintain diversified portfolios through direct investment or
pooled vehicles.

6.4 The manager of the passive funds in which the Fund invests holds a mix of
investments within each pooled fund that reflects that of their respective benchmark
indices as set out in section 5.6.

6.5 The Fund’s current structure and performance targets are set out in the table below.
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Current Managers and Mandates

Manager Mandate Benchmark | Investment | Performance Target
Allocation | Ranges

LCIV Global Equities 18% 15%-20% Outperform benchmark

(Baillie (Active & Growth) by 2-3% over a rolling

Gifford) 3 year period
Diversified 5% 4%-7.5% 3 Months LIBOR +3%
Growth per annum

GMO Global Equities 23% 20%-25% Outperform benchmark
(Active & Value) by 1.5% over a rolling

3 year period

Insight Pooled Bonds 6% 4%-8% 3 Months LIBOR +4%
(Absolute Return) per annum

Goldman Pooled Bonds 6% 4%-8% 3 Months LIBOR +4%

Sachs (Absolute Return) per annum

Legal & UK Equities 20% 15%-25% FTSE All share

General (Passive)
UK Index Linked | 5% 2%-71% FTSE A Gov Index
(Passive) Linked >5yrs

LCIV Diversified 5% 4%-7.5% 3 Months LIBOR +3%

(Ruffer) Growth per annum

Schroders | Property 12% 10%-15% Outperform benchmark

by 0.75% over a rolling
3 year period

7.0 The Approach to Risk

7.1

7.2

The Committee is aware that the Fund has a need to take risk (e.g. investing in
growth assets) to help it achieve its funding objectives. It has a programme in place
that aims to help it identify the risks being taken and put in place processes to
manage, measure, monitor and (where possible) mitigate the risks being taken.

The principal risks affecting the Fund and the Fund’s approach to managing these
risks and the contingency plans that are in place are set below:

Funding risks

* Financial mismatch — The risk that Fund assets fail to grow in line with the
developing cost of meeting the liabilities.

« Changing demographics —The risk that longevity improves and other demographic
factors change, increasing the cost of Fund benefits.
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» Systemic risk - The possibility of an interlinked and simultaneous failure of several
asset classes and/or investment managers, possibly compounded by financial
‘contagion’, resulting in an increase in the cost of meeting the Fund’s liabilities.
(The impacts is reducing the value of investments/assets and requiring increased
employer’s contributions).

7.3 The Committee measures and manages financial mismatch in two ways. As
indicated above, the Committee has set a strategic asset allocation benchmark for
the Fund. This benchmark was set taking into account asset liability modelling which
focused on probability of success and level of downside risk.

7.4 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.

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

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

7.7 Asset risks
» Concentration - The risk that a significant allocation to any single asset category
and its underperformance relative to expectation would result in difficulties in
achieving funding objectives.

 llliquidity - The risk that the Fund cannot meet its immediate liabilities because it
has insufficient liquid assets.

* Currency risk — The risk that the currency of the Fund’'s assets underperforms
relative to Sterling (i.e. the currency of the liabilities).

» Environmental, social and governance (“ESG”) — The risk that ESG related factors
reduce the Fund’s ability to generate the long-term returns.

* Manager underperformance - The failure by the fund managers to achieve the
rate of investment return assumed in setting their mandates.

7.8 The Committee measure and manage asset risks as follows:

a) The Fund’s strategic asset allocation benchmark invests in a diversified range
of asset classes. The Committee has delegated rebalancing arrangements to
s151 officer and her officers to ensure the Fund’s “actual allocation” does not
deviate from its maximum limits. 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, as well as property; the Committee has
recognised the need for access to liquidity in the short term.

b) The Fund invests in a range of overseas markets which provides a diversified
approach to currency markets; the Committee also assess the Fund’s
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currency risk during their risk analysis. Detail of the Fund’s approach to
managing ESG risks is set out later in this document.

c) The Committee has considered the risk of underperformance by any single
investment manager and have attempted to reduce this risk by appointing
more than one manager and having a proportion of the Scheme’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 underperformance persists.

7.9 Other provider risk
» Transition risk - The risk of incurring unexpected costs in relation to the transition
of assets among managers. When carrying out significant transitions, the
Committee seeks suitable professional advice.

» Custody risk - The risk of losing economic rights to Fund assets, when held in
custody or when being traded.

* Credit default - The possibility of default of a counterparty in meeting its
obligations.

7.10 The Committee monitors and manages risks in these areas through a process of
regular scrutiny of its providers, and audit of the operations it conducts for the Fund,
or has delegated such monitoring and management of risk to the appointed
investment managers as appropriate (e.g. custody risk in relation to pooled funds).
The Committee has the power to replace a provider should serious concerns exist.

7.11 A more comprehensive breakdown of the risks to which the Fund is exposed and the
approach to managing these risks is set out in the Fund’s risk register and policy
documents.

8. Pooling of investments

8.1 The Fund is a participating scheme in the London Collective Investment Vehicle
(LCIV) Pool. The proposed structure and basis on which the LCIV Pool will operate
was set out in the July 2016 submission to Government.

8.2 The London CIV has been operational for some time and is in the process of opening
a range of sub-funds covering liquid asset classes, with less liquid asset classes to
follow.

8.3 The Fund has already transitioned assets into the London CIV with a value of assets
under management (AUM) of £382.5m or 30% of the LBTH pension fund assets as at
31% December 2016 and will look to transition further liquid assets as and when there
are suitable investment strategies available on the platform that meet the needs of
the Fund.

8.4 The Fund holds 25% or £327.4m of AUM as at 31%' December 2016 in life funds and
intends to retain these outside of the London CIV in accordance with government
guidance on the retention of life funds outside pools for the time being.

8.5 The Fund is monitoring developments and the opening of investment strategy funds
on the London CIV platform with a view to transitioning liquid assets across to the
London CIV as soon as there are suitable sub-funds to meet the Fund’s investment
strategy/ asset allocation requirements.
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8.6 Any assets not currently invested in the Pool will be reviewed at least annually to
determine whether the rationale remains appropriate, and whether it continues to
demonstrate value for money.

The London Borough of Tower Hamlets Pension Fund

Structure and governance of the LCIV Pool

8.7 The July 2016 submission to Government of the LCIV Pool provided a statement
addressing the structure and governance of the Pool, the mechanisms by which the
Fund can hold the Pool to account and the services that will be shared or jointly
procured.

8.8 The below diagrams sets out the governance structure for the London CIV. The
governance structure of the CIV has been designed to ensure that there are both
formal and informal routes to engage with all the Authorities 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 Local Authorities (in most cases the Pensions Committee Chair), and the
Investment Advisory Committee (“IAC”) formed from nominated borough officers,
which includes both London Local Authority Treasurers and Pension Officers from a
number of Authorities.

8.9 As an AIFM, London CIV must comply with the Alternative Investment Manager
Directive (“AIFMD”) and falls under the regulatory scrutiny and reporting regime of
the Financial Conduct Authority (“FCA”). This includes the requirement for robust
systems and processes and for these to be documented appropriately in policies and
manuals. Risk management is a particular focus for the FCA and London CIV has
developed a risk framework and risk register covering all areas of its operations,
including fund management.

8.10 The Pensions Sectoral Joint Committee (“PSJC”) has been established under the
governing arrangements of London Councils. The PSJC effectively fulfils two roles,
one is as a mechanism for convening elected Member representation from each
borough (generally the borough’s Pension Committee Chair), and the other is as the
route to convening the Authorities as shareholders in London CIV. This Committee
will provide scrutiny and oversight of the CIV for the Authorities, with each Borough
represented on the Committee with voting rights.

8.11 Borough Pension Committees — In most instances the Chair of the Pensions
Committee at a Borough level will be the delegated representative on the PSJC and
will be able to provide an overview back to the individual Committee on the work of
the London CIV and its effectiveness from attending the PSJC. In addition the
London CIV will provide regular updates to Authorities through its written reports and
will also attend Committee meetings as and when required and in this way will help
to ensure that the individual Pensions Committee are able to provide scrutiny of the

London CIV.
8.12 The Investment Advisory Committee (IAC) was formed in September 2015 with the
remit to:
. To support the Joint Committee in the investment decision making
process

. To liaise with the Fund Operator of the CIV in defining
Shareholders’ investment needs.
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8.13 Membership of the IAC was renewed in July 2016 with London Treasurers being
asked to nominate themselves and or their officers, 24 nominations were received.
Whilst this was greater than allowed for under the Terms of Reference, after
consideration, it was agreed that the full complement of nominations should be
included in the Committee.

8.14 This was to ensure at a time of rapid development for the London CIV, as many
Pension Funds could be engaged fully in the process and that this would also enable
a wide range of pension managers to work closely alongside officers of the CIV. The
new Committee comprised 9 London Treasurers and 15 Pension Managers.

LONDON CIV GOVERNANCE STRUCTURE

Participating Local Authorities
(Investment decision makers)

Pensions Sectoral Joint Committes Investment Advisory Committee
‘Members’ J ‘Officers’
({Defines requirements for the Operator and (Provide advice & guidance on investmeant
are shareholder representatives) mandates)

ACS Operator
{Landon LGPS CIV Ltd.)

ACS Fund

London CIV

8.14 At the company level for London CIV, it is the Board of Directors that is responsible
for decision making within the company, which will include the decisions to appoint
and remove investment managers. The Board of the CIV has ultimate responsibility
for all aspects of management of the Company. The board will at all times retain and
exercise overall control. As a result the board composition seeks to achieve a
balance of skills, competencies and expertise to govern on behalf of the
shareholders.

8.15 The board will challenge the business, has a strong focus on oversight of both the
organisation and third parties, and understands its duties as a regulated Company.
The board have a mix of relevant investment, operational and financial experience
having held senior roles at regulated entities combined with a strong understanding
of local government and the requirements of its shareholders. The governance
practices will be commensurate with the business and nature of the investment funds
it manages.

8.16 The board is comprised of seven members both executive and non-executive with a
range of skills. The non-executive directors are independent third parties with
experience gained from either local government or careers in financial services and
each have in-depth understanding of their respective fields. The executive team are
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responsible for the day-to-day operations of the business and setting the strategic
direction of the Company. The non-executive directors will provide independent
judgment and challenge to the board based on their respective experience.

LONDON CIV BOARD - COMPANY STRUCTURE

BOARD OF DIRECTORS
MOMN-EXECUTIWE CHAIR
3Ax Non-Executive Directors
3x Executive Directos

CHIEF EXECUTIVE

CHIEF INWESTMENT OFFICER CHIEF OPERATING OFFICER

Performance measurement

8.17 Fund performance is measured at a number of different levels. The objective of the
Fund is to outperform the actuarial discount rate. The policy portfolio is selected by
the Committee, with advice from the Fund Investment Advisers and Officers, and
investment managers including LCIV, is expected to generate returns above the
discount rate.

8.18 The performance of the pooling arrangements is monitored via regular reporting and
through periodic meetings. Performance for LCIV is measured against the policy
portfolio. LCIV seeks to outperform the policy portfolio on a risk adjusted basis, via
active sub-funds creation/selection and or selecting the best managers for each of
the sub-funds and by implementing investments in a low cost manner. Performance
for the investment sub-funds is measured against widely used and transparent
benchmarks.

8.19 Where performance falls short of expectations the Committee, Officers and the
Investment Advisers for the Fund will identify the cause of this underperformance
and will respond appropriately either to alter its policy portfolio (where asset
allocation is the underlying cause) or to require changes to the management of the
sub fund vehicles (where management skill within LCIV is the underlying cause).

9. Social, environmental or corporate governance

9.1 It is recognised that ESG factors can influence long term investment performance
and the ability to achieve long term sustainable returns. The Committee consider the
Fund’s approach to responsible investment in two key areas:

. Sustainable investment / ESG factors — considering the financial impact of
environmental, social and governance (ESG) factors on its investments.
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. Stewardship and governance - acting as responsible and active
investors/owners, through considered voting of shares, and engaging with
investee company management as part of the investment process.

Sustainable investment / ESG

9.2 The Fund is committed to being a long term steward of the assets in which it invests
and expects this approach to protect and enhance the value of the Fund in the long
term. In making investment decisions, the Fund seeks and receives proper advice
from internal and external advisers with the requisite knowledge and skills. In
addition the Pensions Committee undertakes training on a regular basis and this will
include training on and information sessions on matters of social, environmental and
corporate governance.

9.3 The Fund requires its investment managers to integrate all material financial factors,
including corporate governance, environmental, social, and ethical considerations,
into the decision-making process for all fund investments. 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 the investee companies and
markets to which the Fund is exposed.

9.4 The Fund expects its external investment managers (and specifically the London
Collective Investment Vehicle through which the Fund will increasingly invest) to
undertake appropriate monitoring of current investments with regard to their policies
and practices on all issues which could present a material financial risk to the long-
term performance of the fund such as corporate governance and environmental
factors. The Fund expects its fund managers to integrate material ESG factors within
its investment analysis and decision making.

9.5 Effective monitoring and identification of these issues can enable engagement with
boards and management of investee companies to seek resolution of potential
problems at an early stage. Where collaboration is likely to be the most effective
mechanism for encouraging issues to be addressed, the Fund expects its investment
managers to participate in joint action with other institutional investors as permitted
by relevant legal and regulatory codes. The Fund monitors this activity on an
ongoing basis with the aim of maximising its impact and effectiveness.

9.6 The Fund will invest on the basis of financial risk and return having considered a full
range of factors contributing to the financial risk including social, environment and
governance factors to the extent these directly or indirectly impact on financial risk
and return.

9.7 The Fund in preparing and reviewing its Investment Strategy Statement will consult
with interested stakeholders including, but not limited to Fund employers, investment
managers, Local Pension Board, advisers to the Fund and other parties that it
deems appropriate to consult with.

Voting rights

9.8 The Fund recognises the importance of its role as stewards of capital and the need
to ensure the highest standards of governance and promoting corporate
responsibility in the underlying companies in which its investments reside. The Fund
recognises that ultimately this protects the financial interests of the Fund and its
ultimate beneficiaries.

Page 59 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

9.9 The Fund has a commitment to actively exercising the ownership rights attached to
its investments reflecting the Fund’s conviction that responsible asset owners should
maintain oversight of the companies in which it ultimately invests recognising that the
companies’ activities impact upon not only their customers and clients, but more
widely upon their employees and other stakeholders and also wider society.

9.10 The Committee has delegated the exercise of voting rights to the investment
manager(s) on the basis that voting power will be exercised by them with the
objective of preserving and enhancing long term shareholder value. The managers
are strongly encouraged to vote in line with voting alerts issued by the Local
Authority Pension Fund Forum (LAPFF) as far as practically possible to do so and
will hold managers to account where they have not voted in accordance with the
LAPFF directions in respect of all resolutions at annual and extraordinary general
meetings of companies under Regulation 7(2)(f). The Committee has elected to
monitor the voting decisions made by all its investment managers on a regular basis.

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

9.12 The Fund will incorporate a report of voting activity as part of its Pension Fund
Annual report which is published on the Council / Pension Fund website.

Stewardship

9.13 The Fund complies with the UK Stewardship Code (‘the Code’) and is preparing a
formal statement of commitment with the Code for assessment. The current draft is
set out in Appendix A.

9.14 The Fund expects its external investment managers to be signatories of the
Stewardship Code and reach Tier One level of compliance or to be seeking to
achieve a Tier One status within a reasonable timeframe. Where this is not feasible
the Fund expects a detailed explanation as to why it will not be able to achieve this
level.

9.15 In addition, the Fund expects its investment managers to work collaboratively with
others if this will lead to greater influence and deliver improved outcomes for
shareholders and more broadly.

9.16 The Committee recognises that taking a collaborative approach with other investors
can help to achieve wider and more effective outcomes.
The Fund:
(a) is a member of the Local Authority Pension Fund Forum (LAPFF) and in this
way joins with other LGPS Funds to magnify its voice and maximise the
influence of investors as asset owners;

(b) is a member of the Pension and Lifetime Savings Association (PLSA) and in
this way joins with other investors to magnify its voice and maximise the
influence of investors as asset owners;

(c) gives support to shareholder resolutions where these reflect concerns which
are shared and represent the Fund interest; and
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(d) joins wider lobbying activities where appropriate opportunities arise.

Myners principles for investment decision making

9.17 The old regulation requiring administering authorities to state the extent to which
they comply with Myners principles for investment decision making no longer
applies. However, they should still have regard to the guidance. This section has
been kept in this document as Appendix B for Tower Hamlets Funds, with some
small amendments to keep the responses current.

Full compliance

The Fund’s annual report includes all of the Fund’s policies including the governance
policy statement, governance policy compliance statement, communications policy
statement, responsible investment and stewardship policy, funding strategy
statement and statement of investment principles. The annual report can be found
on the council’s website.

Quarterly reports to the Pensions Committee and Pensions Board on the
management of the Fund’s investments are publicly available on the council’s
website. http://democracy.towerhamlets.gov.uk/mgCommitteeDetails.aspx?ID=392

Prepared by: - Bola Tobun (Investment & Treasury Manager)
(For and on behalf of LBTH Pensions Committee)

Appendices
Appendix A — Draft Statement of Commitment with the UK Stewardship code
Appendix B —Myners Investment Principles — Compliance Statement
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Appendix A - Draft Statement of Commitment with the UK Stewardship Code

Principle 1: Institutional investors should publicly disclose their policy on how
they will discharge their stewardship responsibilities.

The Fund takes its responsibilities as a shareholder seriously and has made a
commitment to the informed exercise of its ownership rights as detailed in the Fund’s
Investment Strategy Statement.

The Fund invests via pooled funds and therefore expects its underlying investment
managers to exercise voting and engagement rights on its behalf. The Fund
encourages its underlying investment managers to comply with the UK Stewardship
Code.

The Fund is subject to the ESG and voting policies of its underlying investment
managers. The Pensions Committee (‘the Committee’) considers these policies
when appointing a new manager and when monitoring investment managers, the
Fund’s Officers consider whether each manager’s actions and engagement activities
have been appropriate and in keeping with the Fund’s policy.

In considering its stewardship activities, the Fund monitors the activities of its
investment managers with regard to the following:

. The exercise of voting rights

. The integration and management of Environmental, Social and Corporate
Governance (ESQG) issues

. Engagement activities and progress

The Fund is a long-term investor and is committed to being an active owner. It
wishes to promote a policy of dialogue on responsible investment issues, through its
investment managers, with company management.

The Committee has identified the following ESG issues as a focus for engagement:

. Environmental issues: including conserving energy, promoting alternative
energy sources, recycling, avoiding pollution and using environmentally
friendly and sustainable resources

. Human rights: including child labour issues in foreign subsidiaries of UK
companies or operations in countries with oppressive regimes
. Employment standards: including equal opportunities, health and safety, trade

union recognition and employee participation

The Fund recognises that taking a collaborative approach with other investors can
help to achieve wider and more effective outcomes and is a member of the Local
Authority Pension Fund Forum (LAPFF), which aims to promote best practice on
corporate governance and RI issues through co-operative action with other local
authority funds.

The Fund regularly reviews its approach to responsible investment and the exercise
of its stewardship activities.

Principle 2: Institutional investors should have a robust policy on managing

conflicts of interest in relation to stewardship and this policy should be
publicly disclosed.
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The Fund expects its investment managers to have effective policies addressing
potential conflicts of interest related to stewardship.

In respect of potential conflicts of interest within the Fund, the Committee members
are required to make declarations of interest prior to panel meetings.

All declarations are captured in the minutes of the meeting, which are publicly
available, potential conflicts, based on declarations, are managed accordingly by the
Chair of the Committee.

Principle 3: Institutional investors should monitor their investee companies.

While the day-to-day responsibility for managing the Fund’s equity holdings is
delegated to the Fund’s appointed investment managers, the Fund recognises that it
cannot delegate its stewardship obligations. The Fund’s Committee and Officers
monitor the Fund’s investment managers on a regular and ongoing basis, including
with respect to stewardship activities.

As such the Fund expects its investment managers to monitor investee companies,
intervene where necessary, and report back regularly on activity undertaken. This
may be via written reports, phone calls, or meetings with the Officers and the
Committee.

In addition, the Committee receives an annual report from the Fund’s investment
consultant on the ESG credentials, including active ownership, of its investment
managers.

Principle 4: Institutional investors should establish clear guidelines on when
and how they will escalate their activities as a method of protecting and
enhancing shareholder value.

Responsibility for day-to-day interaction with companies is delegated to the Fund’s
investment managers, including the escalation of engagement when necessary.

The Fund’s Officers and Committee monitor the escalation activities undertaken by
the Fund’s investment managers through the regular reporting provided by the
Fund’s managers.

On occasion, the Fund may itself choose to escalate activity; this will typically be
through its membership of LAPFF or via one of the underlying investment managers.

Escalation activities undertaken by LAPFF may include writing a letter to the board
or additional meetings with company management.

Principle 5: Institutional investors should be willing to act collectively with
other investors where appropriate.

The Fund seeks to work collaboratively with other institutional shareholders in order
to maximise the influence that it can have on individual companies.

The Fund undertakes collective engagement activities through its membership of

LAPFF as well as through initiatives proposed by the Fund’s investment managers or
advisors.
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In addition, the fund has formally agreed to join the London Collective Investment
Vehicle (CIV) and regularly collaborates with other members of the CIV with respect
to ESG and stewardship issues.

Principle 6: Institutional investors should have a clear policy on voting and
disclosure of voting activity.

The Fund invests via pooled funds and is therefore subject to the underlying
investment managers’ policies. The Fund expects its investment managers to
exercise all votes associated with the Fund’s equity holdings where practicable. The
Fund encourages its investment managers to publicly disclose their voting records.

Generally, the Fund expects its investment managers to support resolutions that are
consistent with the UK Corporate Governance Code and represent best practice. In
overseas markets, the Committee expects the managers to take account of local
best practice principles.

Where resolutions or issues fall short of the expected standards, the Committee
expects managers will either abstain or vote against, depending on the individual
circumstances of the company and the issues presented. The Committee expects
the investment managers to report on their voting activities on a regular basis and
the Fund’s Officers consider whether each manager’s actions and engagement
activities have been appropriate and in keeping with the Fund’s policy.

The policy is reviewed at least annually in order to take account of regulatory
developments and timely or controversial issues may be discussed at Committee
meetings.

Principle 7: Institutional investors should report periodically on their
stewardship and voting activities.

The Fund expects its underlying investment managers to report regularly to both the
Officers and the Committee with respect to voting and engagement activities,
including examples of company engagement, progress on engagement over time
and collaborative activities. The Fund encourages its investment managers to
publicly report on their stewardship activities.

The Fund will report on its stewardship activity to the Committee on an annual basis.
In addition, quarterly reports of voting actions are posted as part of the funds
reporting to Committee and are available on the Council's website:
http://democracy.towerhamlets.gov.uk/ieListMeetings.aspx?Committeeld=392

The Committee will provide an annual report on how the Fund satisfies its UK
Stewardship Code obligations requirements, which will be made available publicly.

This statement has been approved by the Committee on 16 March 2017.

Compliance and monitoring

The investment managers are required to adhere to the principles set out in this
Investment Strategy Statement. The Pensions Committee will require an annual
written statement from the investment managers that they have adhered to the
principles set out in this statement.

Page 64 of 203



2016/17

If you have any questions on this statement or the Fund’s approach to stewardship,
please contact Bola Tobun, Investments and Treasury Manager by e-mail at the
following address Bola.Tobun@towerhamlets.gov.uk

The London Borough of Tower Hamlets Pension Fund
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Appendix B - Myners Investment Principles — Compliance Statement
Principle 1: Effective Decision-making

Administering authorities should ensure that:

. decisions are taken by persons or organisations with the skills, knowledge,
advice and resources necessary to make them effectively and monitor their
implementation; and

. those persons or organisations have sufficient expertise to be able to evaluate
and challenge the advice they receive, and manage conflicts of interest.

Full compliance

The Pensions Committee and Pensions Board are supported in their decision
making/assisting roles by the Corporate Director, Resources and the Investment and
Treasury Manager.

Members of the both Committee and Board participate in regular training delivered
through a formal programme. Training is provided at every quarterly meeting.

Principle 2: Clear Objectives

An overall investment objective should be set out for the fund that takes account of
the scheme’s liabilities, the potential impact on local taxpayers, the strength of the
covenant for non-local authority employers, and the attitude to risk of both the
administering authority and scheme employers, and these should be clearly
communicated to advisors and investment managers.

Full compliance

The Fund’s overall objectives are defined in the Funding Strategy Statement and are
directly linked to the triennial actuarial valuation. The investment objectives are
clearly stated in the Statement of Investment Principles/Investment Strategy
Statement.

The content of the Funding Strategy Statement reflects discussions held with
individual scheme employers during the actuarial valuation process. Employers
understand that contribution rates are set, having given consideration to the key
tenets of affordability, sustainability and stability but also with the understanding that
any decisions made must be prudent. To this end, the strength of the employer
covenant is considered when setting contribution rates.

Principle 3: Risk 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
the local taxpayers, the strength of the covenant for participating employers, the risk
of their default and longevity risk.

Full compliance

The Fund’s actuary reviews the funding position of each employer every three years
and this valuation includes an assessment of the gap between the employer’s share
of the Fund assets and the liabilities specific to each employer. The strength of the
employer covenant is considered when setting contribution rates.
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The Fund’s investment strategy is reviewed following each triennial valuation to
ensure that the investment strategy will achieve the expected returns assumed
during the valuation process.

As a member of Club Vita, a bespoke set of assumptions are specifically tailored to
fit the membership profile of the Tower Hamlets Fund. The assumptions selected are
intended to make an appropriate allowance for future improvements in longevity,
based on the actual experience of the Fund.

Principle 4: Performance assessment

Arrangements should be in place for the formal measurement of performance of the
investments, investment managers and advisors.

Administering authorities should also periodically make a formal assessment of their
own effectiveness as a decision-making body and report on this to scheme
members.

Full compliance

Each manager’s performance is measured quarterly against benchmark targets,
which are specified in the contract between the Fund and the manager. The Fund’s
global custodian produces performance data for each manager and for the Fund as
a whole. The target outperformance for the Fund as a whole is specified within the
Statement of Investment Principles/Investment Strategy Statement. The Fund
performance is also assessed with reference to the local authority peer group.

Performance data is reported to the Committee on a quarterly basis. Fund managers
present to the officers or the Committee on at least an annual basis and officers hold
four additional meetings with managers per quarter to discuss the portfolio
composition, strategy and performance.

Consideration has been given to quantitative measures to assess the performance of
the Committee, although options other than measuring meeting attendance and the
success of the Committee’s implemented strategies are limited.

Principle 5: Responsible ownership

Administering authorities should:

. Adopt, or ensure their investment managers adopt, the Stewardship Code.

. Include a statement of their policy on responsible ownership in the statement of
investment principles.

. Report periodically to scheme members on the discharge of such
responsibilities.

Full compliance

All new investment mandates will be expected to include a statement of a manager’s
adoption of the Stewardship Code.

The Council wishes to have an active influence on issues of environmental or ethical
concern with companies in which the Pension Fund is a shareholder. It will seek to
codify its approach with Fund Managers and will use the services of specialist
agencies as necessary to identify issues of concern.
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The Council requires the Fund Managers to take into account the implications of
substantial “extra financial” considerations, e.g., environmental, social or reputational
issues that could bring a particular investment decision into the public arena.

The Fund wishes to be an active shareholder and exercise its voting rights to
promote and support good corporate governance principles. In addition, the Fund is
a member of the Local Authority Pension Fund Forum (LAPFF), thus demonstrating
a commitment to sustainable investment and the promotion of high standards of
corporate governance and responsibility.

All of the Fund’s managers are signed up to the Stewardship Code, which provides a
framework for investors to consider environmental, social and corporate governance
issues when making investment decisions.

Principle 6: Transparency and reporting

Administering authorities should:

. Act in a transparent manner, communicating with stakeholders on issues
relating to their management of investments, its governance and risks,
including performance against stated objectives

. Provide regular communication to scheme members in the form they consider
most appropriate
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1 Introduction

1.1 What is this document?

This is the Funding Strategy Statement (FSS) of the London Borough of Tower Hamlets
Pension Fund (“the Fund”), which is administered by London Borough of Tower Hamlets
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 investment
adviser. ltis effective from 1 April 2017.

1.2 What is the London Borough of Tower Hamlets Pension Fund?

The Fund is part of the national Local Government Pension Scheme (LGPS). The LGPS was
set up by the UK Government to provide retirement and death benefits 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 Tower Hamlets Pension Fund, in
effect the LGPS for the London Borough of Tower Hamlets area, to make sure it:

* receives the proper amount of contributions from employees and employers, and any
transfer payments;

* invests the contributions appropriately, with the aim that the Fund’s assets grow over time
with investment 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 lives), and to their dependants (as and when members die), as defined in the
LGPS Regulations. Assets are also used to pay transfer 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 determined in accordance with 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 with no certainty. Employees’ contributions
are fixed in those Regulations also, at a level which covers only part of the cost of the
benefits.

Therefore, employers need to pay the balance of the cost of delivering the benefits to
members and their dependants.

The FSS focuses on how employer liabilities are measured, the pace at which these liabilities
are funded, and how employers or pools of employers pay for their own liabilities. This
statement sets out how the Administering Authority has balanced the conflicting aims of:

* Long term solvency of the Fund,

» transparency of processes,

» stability of employers’ contributions, and
* prudence in the funding basis.

There are also regulatory requirements for an FSS, as given in Appendix A.
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The FSS is a summary of the Fund’s approach to funding its liabilities, and this includes
reference to the Fund'’s other policies; it is not an exhaustive statement of policy on all issues.
The FSS forms part of a framework which includes:

the LGPS Regulations;

the Rates and Adjustments Certificate (confirming employer contribution rates for the
next three years) which can be found in an appendix to the formal valuation report;

;all Fund’s policies which can be found on the Fund’s website [Client URL]

actuarial factors for valuing individual transfers, early retirement costs and the costs of
buying added service; and

the Fund’s Statement of Investment Principles / Investment Strategy Statement (see
Section 4)

1.4 How does the Fund and this FSS affect me?
This depends on who you are:

a member of the Fund, i.e. a current or former employee, or a dependant: the Fund needs
to be sure it is collecting and holding enough money so that your benefits are always paid
in full;

an employer in the Fund (or which is considering joining the Fund): you will want to know
how your contributions are calculated from time to time, that these are fair by comparison
to other employers in the Fund, and in what circumstances you might need to pay more.
Note that the FSS applies to all employers participating in the Fund;

an Elected Member whose council participates in the Fund: you will want to be sure that
the council balances the need to hold prudent reserves for members’ retirement and
death benefits, with the other competing demands for council money;

a Council Tax payer: your council seeks to strike the balance above, and also to minimise
cross-subsidies between different generations of taxpayers.

1.5 What does the FSS aim to do?
The FSS sets out 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 that sufficient funds are available to meet all members’/dependants’ benefits as
they fall due for payment;

to ensure that employer contribution rates are reasonably stable where appropriate;

to minimise the long-term cash contributions which employers need to pay to the Fund, by
recognising the link between assets and liabilities and adopting an investment strategy
which balances risk and return (NB this will also minimise the costs to be borne by
Council Tax payers);

to reflect the different characteristics of different employers in determining contribution
rates. This involves the Fund having a clear and transparent funding strategy to
demonstrate how each employer can best meet its own liabilities over future years; 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.
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1.6 How do | find my way around this document?
In Section 2 there is a brief introduction to some of the main principles behind funding, i.e.
deciding how much an employer should contribute to the Fund from time to time.

In Section 3 we outline how the Fund calculates the contributions payable by different
employers in different situations.

In Section 4 we show how the funding strategy is linked with the Fund’s investment strategy.
In the Appendices we cover various issues in more detail if you are interested:

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 about the actuarial calculations required,

the assumptions which the Fund actuary currently makes about the future,

mm oo

a glossary explaining the technical terms occasionally used here.

If you have any other queries please contact the Pensions Manager email:
pensionsLBTH@towerhamlets.gov.uk or call telephone number 020 7364 4251.
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2 Basic Funding issues
(More detailed and extensive descriptions are given in Appendix D).

2.1 How does the actuary measure the required contribution rate?
In essence this is a three-step process:

. Calculate the ultimate funding target for that employer, i.e. the ideal amount of assets it
should hold in order to be able to pay all its members’ benefits. See Appendix E for
more details of what assumptions we make to determine that funding target;

. Determine the time horizon over which the employer should aim to achieve that funding
target. See the table in 3.3 and Note (c) for more details;

. Calculate the employer contribution rate such that it has at least a given probability of
achieving that funding target over that time horizon, allowing for different likelihoods of
various possible economic outcomes over that time horizon. See 2.3 below, and the
table in 3.3 Note (e) for more details.

2.2 What is each employer’s contribution rate?
This is described in more detail in Appendix D. Employer contributions are normally made up
of two elements:

a) the estimated cost of benefits being built up each year, after deducting the members’
own contributions and including administration expenses. This is referred to as the
“Primary rate”, and is expressed as a percentage of members’ pensionable pay; plus

b) an adjustment for the difference between the Primary rate above, and the actual
contribution the employer needs to pay, referred to as the “Secondary rate”. In broad
terms, payment of the Secondary rate will aim to return the employer to full funding over
an appropriate period (the “time horizon”). The Secondary rate may be expressed as a
percentage of pay and/or a monetary amount in each year.

The rates for all employers are shown in the Fund’s Rates and Adjustments Certificate, which
forms part of the formal Actuarial Valuation Report. Employers’ contributions are expressed
as minima, with employers able to pay contributions at a higher rate. Account of any higher
rate will be taken by the Fund actuary at subsequent valuations, i.e. will be reflected as a
credit when next calculating the employer’s contributions.

2.3 What different types of employer participate in the Fund?

Historically the LGPS was intended for local authority employees only. However over the
years, with the diversification and changes to delivery of local services, many more types and
numbers of employers now participate. There are currently more employers in the Fund than
ever before, a large part of this being due to new academies.

In essence, participation in the LGPS is open to public sector employers providing some form
of service to the local community. Whilst the majority of members will be local authority
employees (and ex-employees), the majority of participating employers are those providing
services in place of (or alongside) local authority services: academy schools, contractors,
housing associations, charities, etc.

The LGPS Regulations define various types of employer as follows:

Scheduled bodies - councils, and other specified employers such as academies and further
education establishments. These must provide access to the LGPS in respect of their
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employees who are not eligible to join another public sector scheme (such as the Teachers
Scheme). These employers are so-called because they are specified in a schedule to the
LGPS Regulations.

It is now possible for Local Education Authority schools to convert 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
staff, become separate 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 town 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
to join the scheme.

Other employers are able to participate in the Fund via an admission agreement, and are
referred to as ‘admission bodies’. These employers are generally those with a “community 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
contractors. The Fund is able to set its criteria for participation by these employers and can
refuse entry if the requirements as set out 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 it to be helpful in setting funding strategies for these
different employers).

2.4 How does the measured contribution rate vary for different employers?
All three steps above are considered when setting contributions (more details are given in
Section 3 and Appendix D).

1. The funding target is based on a set of assumptions about the future, (e.g. investment
returns, inflation, pensioners’ life expectancies). However, if an employer is approaching
the end of its participation in the Fund then its funding target may be set on a more
prudent basis, so that its liabilities are less likely to be spread among other employers
after its cessation;

2. The time horizon required is, in broad terms, the period over which any deficit is to be
recovered. A shorter period will lead to higher contributions, and vice versa (all other
things being equal). Employers may be given a lower time horizon if they have a less
permanent anticipated membership, or do not have tax-raising powers to increase
contributions 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 strength of employer covenant and its funding
profile. Where an employer is considered to be weaker, or potentially ceasing from the
Fund, then the required probability will be set higher, which in turn will increase the
required contributions (and vice versa).

For some employers it may be agreed to pool contributions, see 3.4.
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Any costs of non ill-health early retirements must be paid by the employer, see 3.6.

Costs of ill-health early retirements are covered in 3.7 and 3.8..
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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 D5, for
further details of how this is calculated), to

» the value placed by the actuary on the benefits built up to date for the employer’s
employees and ex-employees (the ‘liabilities”). The Fund actuary agrees with the
Administering Authority the assumptions to be used in calculating this value.

If this is less than 100% then it means the employer has a shortfall, which is the employer’s
deficit; if it is more than 100% then the employer is said to be in surplus. The amount of
deficit or shortfall is the difference between the asset value and the liabilities value.

It is important to note that the deficit/surplus and funding level are only measurements at a
particular point in time, on a particular set of assumptions about the future. 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 to pay for their members’
benefits (when added to their existing asset share and anticipated investment returns).

In short, 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 contribution required to be paid to the Fund will mean less cash

available for the employer to spend on the provision of services. For instance:

. Higher Pension Fund contributions may result in reduced council spending, which in
turn could affect the resources available for council services, and/or greater pressure on
council tax levels;

. Contributions which Academies pay to the Fund will therefore not be available to pay for
providing education; and

. Other employers will provide various services to the local community, perhaps through
housing associations, charitable work, or contracting council services. If they are
required to pay more in pension contributions to the LGPS then this may affect their
ability to provide the local services at a reasonable cost.

Whilst all this is true, it should also be borne in mind that:

. The Fund provides invaluable financial security to local families, whether to those who
formerly worked in the service of the local community who have now retired, or to their
families after their death;

. The Fund must have the assets available to meet these retirement and death benefits,
which in turn means that the various employers must each pay their own way. Lower
contributions today will mean higher contributions tomorrow: deferring payments does
not alter the employer’s ultimate obligation to the Fund in respect of its current and
former employees;
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. 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 will seek to moderate short term increases in contribution rates where
appropriate and possible. However, a recent shift in regulatory focus 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 the situation where an employer falls so far behind in
managing its funding shortfall that its deficit becomes unmanageable in practice: such a
situation may lead to employer insolvency and the resulting deficit falling on the other
Fund employers. In that situation, those employers’ services would in turn suffer as a
result;

. Council contributions to the Fund should be at a suitable level, to protect the interests of
different generations of council tax payers. For instance, underpayment of contributions
for some years will need to be balanced by overpayment in other years; the council will
wish to minimise the extent to which council tax payers in one period are in effect
benefitting at the expense of those paying in a different period.

Overall, therefore, there is clearly a balance to be struck between the Fund’s need for
maintaining prudent funding levels, and the employers’ need to allocate their resources
appropriately. The Fund achieves this through various techniques which affect contribution
increases to various degrees (see 3.1). In deciding which of these techniques to apply to any
given employer, the Administering Authority takes a view on the financial standing of the
employer, i.e. its ability to meet 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-to-date. This database will include
such information as the type of employer, its membership profile and funding position, any
guarantors or security provision, material changes anticipated, etc.

For instance, where the Administering Authority has reasonable confidence that an employer
will be able to meet its funding commitments, then the Fund will permit options such as
stabilisation (see 3.3 Note (b)), a longer time horizon relative to other employers, and/or a
lower probability of achieving their funding target. Such options will temporarily produce lower
contribution levels than would otherwise have applied. This is permitted in the expectation
that the employer will still be able to meet its obligations for many years to come.

On the other hand, where there is doubt that an employer will be able to meet its funding
commitments or withstand a significant change in its commitments, then a higher funding
target, 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 input, including to its funding arrangements, through
various means: see Appendix A.

Page 77 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

3 Calculating contributions for individual Employers

3.1 General comments

A key challenge for the Administering Authority is to balance the need for stable, affordable
employer contributions with the requirement to take a prudent, longer-term view of funding
and ensure the solvency 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 to reach that target? This should be realistic
but not so long that the funding target is in danger of never actually being achieved.

3.  What probability is required to reach that funding target? This will always be less than
100% as we cannot be certain of future market movements. Higher probability “bars”
can be used for employers where the Fund wishes to reduce the risk that the employer
ceases leaving a deficit to be picked up by other employers.

These and associated issues are covered in this Section.

The Administering Authority recognises that there may occasionally be particular
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, at its sole discretion, direct the actuary to adopt alternative funding approaches on a
case by case basis for specific employers.

3.2 The effect of paying lower contributions

In limited circumstances the Administering Authority may permit employers to pay
contributions at a lower level than is assessed for the employer using the three step process
above. At their absolute discretion the Administering Authority may:

extend the time horizon for targeting full funding;

adjust the required probability of meeting the funding target;

* permit an employer to participate in the Fund’s stabilisation mechanisms;
» permit extended phasing in of contribution rises or reductions;

* pool contributions amongst employers with similar characteristics; and/or

» accept some form of security or guarantee in lieu of a higher contribution rate 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 less than required to meet their funding target, over the
appropriate time horizon with the required likelihood of success. Such employers should
appreciate that:

» their true long term liability (i.e. the actual eventual cost of benefits payable to their
employees and ex-employees) is not affected by the pace of paying contributions;

» lower contributions in the short term will be assumed to incur a greater loss of investment
returns on the deficit. Thus, deferring a certain amount of contribution is likely to lead to
higher contributions in the long-term; and

» itis likely to take longer to reach their funding target, all other things being equal.
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Overleaf (3.3) is a summary of how the main funding policies differ for different types of
employer, followed by more detailed notes where necessary.

Section 3.4 onwards deals with various other funding issues which apply to all employers.
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3.3 The different approaches used for different employers

Type of employer Scheduled Bodies Community Admission Bodies and Transferee Admission Bodies
Designating Employers
Sub-type Council Colleges Academies Open to new Closed to new (all)
entrants entrants
Funding Target Ongoing, assumes long-term Fund participation Ongoing, but may move to “gilts basis” - | Ongoing, assumes fixed contract term in
Basis used (see Appendix E) see Note (a) the Fund (see Appendix E)
Primary rate (see Appendix D — D.2)
approach
Stabilised Yes - see No No No No No
contribution rate? Note (b)
Maximum time 20 years 20 years 20 years Future working Future working Outstanding contract term
horizon — Note (c) lifetime lifetime
Secondary rate - % of payroll or Monetary % of payroll % of payroll or % of payroll or % of payroll or monetary amount
Note (d) monetary amount monetary monetary amount
amount amount

Treatment of surplus Covered by Preferred approach: contributions kept at

stabilisation future service rate. However, contractors

arrangement Preferred approach: contributions kept at Primary rate. However, reductions may be permitted to reduce contributions

may be permitted by the Administering Authority by spreading the surplus over the
remaining contract term

Probability of 66% 70% 70% 66% if 66% if guaranteed, 66% if guaranteed, 75% otherwise
achieving target — guaranteed, 75% otherwise
Note (e) 75% otherwise
Phasing of Covered by At the discretion of the None None None
contribution stabilisation Administering Authority
changes arrangement
Review of rates — Administering Authority reserves the right to review contribution rates and amounts, and the level Particularly reviewed in last 3 years of
Note (f) of security provided, at regular intervals between valuations contract
New employer n/a | n/a | Note (q) Note (h) Notes (h) & (i)

Cessation of
participation:
cessation debt
payable

Cessation is assumed not to be generally possible,
as Scheduled Bodies are legally obliged to
participate in the LGPS. In the rare event of
cessation occurring (machinery of Government
changes for example), the cessation debt principles
applied would be as per Note (j).

Can be ceased subject to terms of
admission agreement. Cessation debt
will be calculated on a basis appropriate
to the circumstances of cessation — see

Note (j).

Participation is assumed to expire at the
end of the contract. Cessation debt (if
any) calculated on ongoing basis.
Awarding Authority will be liable for future
deficits and contributions arising.
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Note (a) (Basis for CABs and Designating Employers closed to new entrants)
In the circumstances where:

* the employer is a Designating Employer, or an Admission Body but not a Transferee
Admission Body, and

» the employer has no guarantor, and

» the admission agreement is likely to terminate, or the employer is likely to lose its last
active member, within a timeframe 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 discount rate set
equal to gilt yields) by the time the agreement terminates or the last active member leaves, in
order to protect other employers in the Fund. This policy will increase regular contributions
and reduce, but not entirely eliminate, the possibility of a final deficit payment being required
from the employer when a cessation valuation is carried out.

The Administering Authority also reserves the right to adopt the above approach in respect of
those Designating Employers and Admission Bodies with no guarantor, where the strength of
covenant is considered to be weak but there is no immediate expectation that the admission
agreement will cease or the Designating Employer alters its designation.

Note (b) (Stabilisation)

Stabilisation is a mechanism where employer contribution rate variations from year to year are
kept within a pre-determined range, thus allowing those employers’ rates to be relatively
stable. In the interests of stability and affordability of employer contributions, the Administering
Authority, on the advice of the Fund Actuary, believes that stabilising contributions can still be
viewed as a prudent longer-term approach. However, employers whose contribution rates
have been “stabilised” (and may therefore be paying less than their theoretical contribution
rate) should be aware of the risks of this approach and should consider making additional
payments to the Fund if possible.

This stabilisation mechanism allows short term investment market volatility to be managed so
as not to cause volatility in employer contribution rates, on the basis that a long term view can
be taken on net cash inflow, investment returns and strength of employer covenant.

The current stabilisation mechanism applies to London Borough of Tower Hamlets Council as
a tax raising body:

On the basis of extensive modelling carried out for the 2016 valuation exercise (see Section
4), total contributions have been set to ensure that stabilised employers have at least a 66%
chance of being fully funded in 20 years under the 2016 formal valuation assumptions.

The stabilisation criteria and limits will be reviewed at the 31 March 2019 valuation, to take
effect from 1 April 2020. However the Administering Authority reserves the right to review the
stabilisation criteria and limits at any time before then, on the basis of membership and/or
employer changes as described above.

Note (c) (Maximum time horizon)

Page 81 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

The maximum time horizon starts at the commencement of the revised contribution rate (1
April 2017 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 entrants.

Note (d) (Secondary rate)

For employers where stabilisation is not being applied, the Secondary contribution rate for
each employer covering the three year period until the next valuation will often be set as a
percentage of salaries. However, the Administering Authority reserves the right to amend
these rates between valuations and/or to require these payments in monetary terms instead.

Note (e) (Probability of achieving funding target)

Each employer has its funding target calculated, and a relevant time horizon over which to
reach that target. Contributions are set such that, combined with the employer’s current asset
share and anticipated market movements over 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 contributions are set using these three steps, and relevant economic
projections, is described in further detail in Appendix D.

Different 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:

» the Fund believes the employer poses a greater funding risk than other employers,
» the employer does not have tax-raising powers;

» the employer does not have a guarantor or other sufficient security backing its funding
position; and/or

» the employer is likely to cease participation in the Fund in the short or medium term.
Note (f) (Regular Reviews)

Such reviews may be triggered by significant events including but not limited to: significant
reductions in payroll, altered employer circumstances, Government restructuring affecting the
employer’s business, or failure to pay contributions or arrange appropriate security as required
by the Administering Authority.

The result of a review may be to require increased contributions (by strengthening the actuarial
assumptions adopted and/or moving to monetary levels of deficit recovery contributions),
and/or an increased level of security or guarantee.
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Note (g) (New Academy conversions)
At the time of writing, the Fund’s policies on academies’ funding issues are as follows:

i.  The new academy will be regarded as a separate employer in its own right and will not
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;

i.  The new academy’s past service liabilities on conversion will be calculated based on its
active Fund members on the day before conversion. For the avoidance of doubt, these
liabilities 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 status;

ii.  The new academy will be allocated an initial asset share from the ceding council’s assets
in the Fund. This asset share will be calculated using the estimated funding position of
the ceding council at the date of academy conversion. The share will be based on the
active members’ funding level, having first allocated assets in the council’s share to fully
fund deferred and pensioner members. The asset allocation will be based on market
conditions and the academy’s active Fund membership on the day prior to conversion;

iv.  The new academy’s initial contribution rate will be calculated using market conditions, the
council funding position and membership data, all as at the day prior to conversion;

The Fund’s policies on academies are subject to change in the light of any amendments to
DCLG guidance. Any changes will be notified to academies, and will be reflected in a
subsequent version of this FSS. In particular, policies (iv) and (v) above will be reconsidered at
each valuation.

Note (h) (New Admission Bodies)

With effect from 1 October 2012, the LGPS 2012 Miscellaneous Regulations introduced
mandatory new requirements for all Admission Bodies brought into the Fund from that date.
Under these Regulations, all new Admission Bodies will be required to provide some form of
security, agreed in conjunction with the Administering Authority, such as a guarantee from the
letting employer, an indemnity or a bond. The security is required to cover some or all of the
following:

» the strain cost of any redundancy early retirements resulting from the premature
termination of the contract;

» allowance for the risk of asset underperformance;
» allowance for the risk of a fall in gilt yields;

» allowance for the possible non-payment of employer and member contributions to the
Fund; and/or

» the current deficit.

Transferee Admission Bodies: For all TABs, the security must be to the satisfaction of the
Administering Authority as well as the letting employer, and will be reassessed on an annual
basis. See also Note (i) below.

Page 83 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

Community Admission Bodies: The Administering Authority will only consider requests from
CABs (or other similar bodies, such as section 75 NHS partnerships) to join the Fund if they
are sponsored by a Scheduled Body with tax raising powers, guaranteeing their liabilities and
also providing a form of security as above.

The above approaches reduce the risk, to other employers in the Fund, of potentially having to
pick up any shortfall 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 from
an existing employer (normally a Scheduled Body such as a council or academy) to another
organisation (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 participating employer in the Fund so that the transferring employees maintain their
eligibility for LGPS membership. At the end of the contract the employees revert to the letting
employer or to a replacement contractor.

The Fund’s standard approach is for the TAB to be set up in the Fund as a new employer
with responsibility for all the accrued benefits of the transferring employees; in this case, the
contractor would usually be assigned an initial asset allocation equal to the past service liability
value of the employees’ Fund benefits. The quid pro quo is that the contractor is then
expected to ensure that its share of the Fund is also fully funded at the end of the contract: see

Note (j).

Employers which “outsource” have flexibility in the way that they can deal with the pension risk
potentially taken on by the contractor. In particular there are three different routes that such
employers may wish to adopt. Clearly as the risk ultimately resides with the employer letting
the contract, it is for them to agree the appropriate route with the contractor:

i) Pooling

Under this option the contractor is pooled with the letting employer. In this case, the
contractor pays the same rate as the letting employer, which may be under a
stabilisation approach.

ii) Letting employer retains pre-contract risks

Under this option the letting employer would retain responsibility for assets and liabilities
in respect of service accrued prior to the contract commencement date. The contractor
would be responsible for the future liabilities that accrue in respect of transferred staff.
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
attributable to service accrued during the contract term.

iii) Fixed contribution rate agreed

Under this option the contractor pays a fixed contribution rate and does not pay any
cessation deficit.
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The Administering Authority 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 agreement. The
Admission Agreement should ensure that some element of risk transfers to the contractor
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 from:

» above average pay increases, including the effect in respect of service prior to contract
commencement even if 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 of the Admission Agreement, the Administering Authority may
consider any of the following as triggers for the cessation of an admission agreement with any
type of body:

» Last active member ceasing participation in the Fund (NB recent LGPS Regulation
changes mean that the Administering Authority has the discretion to defer taking action for
up to three years, so that if the employer acquires one or more active Fund members
during that period then cessation is not triggered. The current Fund policy is that this is left
as a discretion and may or may not be applied in any given case);

» The insolvency, winding up or liquidation of the Admission Body;

* Any breach by the Admission Body of any of its obligations under the Agreement that they
have failed to remedy to the satisfaction of the Fund;

* A failure by the Admission Body to pay any sums due to the Fund within the period
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 appropriate alternative guarantor, as required by the Fund.

On cessation, the Administering Authority will instruct the Fund actuary to carry out a cessation
valuation to determine whether there is any deficit or surplus. Where there is a deficit, payment
of this amount in full would normally be sought from the Admission Body; where there is a
surplus it should be noted that current legislation does not permit a refund payment to the
Admission Body.

For non-Transferee Admission Bodies whose participation is voluntarily ended either by
themselves or the Fund, or where a cessation event has been triggered, the Administering
Authority must look to protect the interests of other ongoing employers. The actuary will
therefore adopt an approach which, to the extent reasonably practicable, protects the other
employers from the likelihood of any material loss emerging in future:

(@) Where a guarantor does not exist then, in order to protect other employers in the Fund,
the cessation liabilities and final deficit will normally be calculated using a “gilts
cessation basis”, which is more prudent than the ongoing basis. This has no allowance
for potential future investment outperformance above gilt yields, and has added
allowance for future improvements in life expectancy. This could give rise to significant
cessation debts being required.
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(b) Where there is a guarantor for future deficits and contributions, the details of the
guarantee will be considered prior to the cessation valuation being carried out. In some
cases the guarantor is simply guarantor of last resort and therefore the cessation
valuation will be carried out consistently with the approach taken had there been no
guarantor in place. Alternatively, where the guarantor is not simply guarantor of last
resort, the cessation may be calculated using the ongoing basis as described in

Appendix E;

(c) Again, depending on the nature of the guarantee, it may be possible to simply transfer
the former Admission Body’s liabilities and assets to the guarantor, without needing to
crystallise 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 (b), 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 place for the employer such as a bond indemnity or
guarantee. The approach to calculating the cessation payment will be as per the Admission
Body’s Admission Agreement.

In the event that the Fund is not able to recover the required payment in full, then the unpaid
amounts fall to be shared amongst all of the other employers in the Fund. This may require an
immediate revision to the Rates and Adjustments Certificate affecting other employers in the
Fund, or instead be reflected in the contribution 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 into an agreement with the ceasing Admission
Body. Under this agreement the Fund would accept an appropriate alternative security to be
held against any deficit, and would carry out the cessation valuation on an ongoing basis:
deficit recovery payments would be derived from this cessation debt. This approach would be
monitored as part of each triennial valuation: the Fund reserves the right to revert to a “gilts
cessation basis” and seek immediate payment of any funding shortfall identified. The
Administering 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 Administering Authority may set up pools
for employers with similar or complementary characteristics. This will always be in line with its
broader funding strategy. Currently the pools in place within the Fund are as follows:

» Schools generally are also pooled with their funding Council. However there may be
exceptions for specialist or independent schools.

« Smaller Transferee Admission Bodies may be pooled with the letting employer, provided all
parties (particularly the letting employer) agree.

Those employers which have been pooled are identified in the Rates and Adjustments
Certificate.

Community Admission Bodies that are deemed by the Administering Authority to have closed
to new entrants are not usually permitted to participate in a pool.
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3.5 Additional flexibility in return for added security
The Administering Authority may permit greater flexibility to the employer’s contributions if the
employer provides added security to the satisfaction of the Administering Authority.

Such flexibility includes a reduced probability of achieving funding target, an extended time
horizon, or permission to join a pool with another body (e.g. the Local Authority).

Such security may include, but is not limited to, a suitable bond, a legally-binding guarantee
from an appropriate third party, or security over an employer asset of sufficient value.

The degree of flexibility given may take into account factors such as:

» the extent of the employer’s deficit;

» the amount and quality of the security offered;

» the employer’s financial security and business plan; and

» whether the admission agreement is likely to be open or closed to new entrants.

3.6 Non ill health early retirement costs

It is assumed that members’ benefits are payable from the earliest age that the employee
could retire without incurring a reduction to their benefit (and without requiring their employer’s
consent to retire). (NB the relevant age may be different for different periods of service,
following the benefit changes from April 2008 and April 2014). Employers are required to pay
additional contributions (‘strain’) wherever an employee retires before attaining this age. The
actuary’s funding basis makes no allowance for premature retirement except on grounds of ill-
health.

The payment will be paid immediately, unless otherwise agreed with the Administering
Authority.

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 strains are currently met 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
monitors 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 will be charged additional contributions on the same basis as apply for non ill-health
cases. Details will be included in each separate Admission Agreement.

3.8 External Il health insurance
If an employer provides satisfactory evidence to the Administering Authority of a current
external insurance policy covering ill health early retirement strains, then:

- the employer’s contribution to the Fund each year is reduced by the amount of that year’'s
insurance premium, so that the total contribution is unchanged, and

- there is no need for monitoring of allowances.
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The employer must keep the Administering Authority notified 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 last active member,
will pay a cessation debt on an appropriate basis (see 3.3, Note (j)) and consequently have no
further obligation to the Fund. Thereafter it is expected that one of two situations will eventually
arise:

a)

The employer’s asset share runs out before all its ex-employees’ benefits have been
paid. In this situation the other Fund employers will be required to contribute to pay all
remaining benefits: this will be done by the Fund actuary apportioning the remaining
liabilities on a pro-rata basis at successive formal valuations;

The last ex-employee or dependant dies before the employer's asset share has been
fully utilised. In this situation the remaining assets would be apportioned pro-rata by the
Fund’s actuary to the other Fund employers.

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
suitable security or guarantee, as well as a written ongoing commitment to fund the
remainder of the employer’s obligations over an appropriate period. The Fund would
reserve the right to invoke the cessation requirements in the future, however. The
Administering Authority may need to seek legal advice in such cases, as the employer
would have no contributing members.
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4 Funding strategy and links to investment strategy

4.1 What is the Fund’s investment strategy?
The Fund has built up assets over the years, and continues to receive contribution and other
income. All of this must be invested in a suitable manner, which is the investment strategy.

Investment strategy is set by the administering authority, after consultation with the employers
and after taking investment advice. The precise mix, manager make up and target returns are
set out in the Statement of Investment Principles (being replaced by an Investment Strategy
Statement under new LGPS Regulations), which is available to members and employers.

The investment strategy is set for the long-term, but is reviewed from time to time. Normally a
full review is carried out as part of each actuarial valuation, and is kept under review annually
between actuarial valuations to ensure that it remains appropriate to the Fund’s liability profile.

The same investment strategy is currently 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
payments will be met by contributions (resulting from the funding strategy) or asset returns and
income (resulting from the investment strategy). To the extent that investment returns or
income fall short, then higher cash contributions are required from employers, and vice versa

Therefore, the funding and investment strategies are inextricably linked.

4.3 How does the funding strategy reflect the Fund’s investment strategy?

In the opinion of the Fund actuary, the current funding policy is consistent with the current
investment strategy of the Fund. The asset outperformance assumption contained in the
discount rate (see Appendix E3) is within a range that would be considered acceptable for
funding purposes; it is also considered to be consistent with the requirement to take a “prudent
longer-term view” of the funding of liabilities as required by the UK Government (see Appendix
Al).

However, in the short term — such as the three yearly assessments at formal valuations — there
is the scope for considerable volatility and there is a material chance that in the short-term and
even medium term, asset returns will fall short of this target. The stability measures described
in Section 3 will damp down, but not remove, the effect on employers’ contributions.

The Fund does not hold a contingency reserve to protect it against the volatility of equity
investments.

4.4 How does this differ for a large stable employer?
The Actuary has developed four key measures which capture the essence of the Fund’s
strategies, both funding and investment:

. Prudence - the Fund should have a reasonable expectation of being fully funded in the
long term;

. Affordability — how much can employers afford;

Page 89 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

. Stewardship — the assumptions used should be sustainable in the long term, without
having to resort to overly optimistic assumptions about the future to maintain an
apparently healthy funding position; and

. Stability — employers should not see significant moves in their contribution rates from
one year to the next, to help provide a more stable budgeting environment.

The key problem is that the key objectives often conflict. For example, minimising the long
term cost of the scheme (i.e. keeping employer rates affordable) is best achieved by investing
in higher returning assets e.g. equities. However, equities are also very volatile (i.e. go up and
down fairly frequently in fairly large moves), which conflicts with the objective to have stable
contribution rates.

Therefore, a balance needs to be maintained between risk and reward, which has been
considered by the use of Asset Liability Modelling: this is a set of calculation techniques
applied by the Fund’s actuary to model the range of potential future solvency levels and
contribution rates.

The Actuary was able to model the impact of these four key areas, for the purpose of setting a
stabilisation approach (see 3.3 Note (b)). The modelling demonstrated that retaining the
present investment strategy, coupled with constraining employer contribution rate changes as
described in 3.3 Note (b), struck an appropriate balance between the above objectives. In
particular the stabilisation approach currently adopted meets 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 to remain in place until 2020, it should be noted
that this will need to be reviewed following the 2019 valuation.

4.5 Does the Fund monitor its overall funding position?

The Administering Authority monitors the relative funding position, i.e. changes in the
relationship between asset values and the liabilities value, annually. It reports this to the
regular Pensions Committee meetings.
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5 Statutory reporting and comparison to other LGPS Funds

5.1 Purpose

Under Section 13(4)(c) of the Public Service Pensions Act 2013 (“Section 13”), the
Government Actuary’s Department must, following each triennial actuarial valuation, report to
the Department of Communities & Local Government (DCLG) on each of the LGPS Funds in
England & Wales. This report will cover whether, for each Fund, the rate of employer
contributions are set at an appropriate level to ensure both the solvency and the long term cost
efficiency of the Fund.

This additional DCLG oversight may have an impact on the strategy for setting contribution
rates at future valuations.

5.2 Solvency
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) the rate of employer contributions is set to target a funding level for the Fund of 100%,
over an appropriate time period and using appropriate actuarial assumptions (where
appropriateness is considered in both absolute and relative terms in comparison with
other funds); and either

(b) employers collectively have the financial capacity to increase employer contributions,
and/or the Fund is able to realise contingent assets should future circumstances require,
in order to continue to target a funding level of 100%; or

(c) there is an appropriate plan in place should there be, or if there is expected in future to
be, a material reduction in the capacity of fund employers to increase contributions as
might be needed.

5.3 Long Term Cost Efficiency
The rate of employer contributions shall be deemed to have been set at an appropriate level to
ensure long term cost efficiency if:

i. the rate of employer contributions is sufficient to make provision for the cost of current
benefit accrual,

ii. with an appropriate adjustment to that rate for any surplus or deficit in the Fund.

In assessing whether the above condition is met, DCLG may have regard to various absolute
and relative considerations. A relative consideration 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 objective benchmark.

Relative considerations include:

1. the implied deficit recovery period; and

2. the investment return required to achieve full funding after 20 years.
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Absolute considerations include:

1. the extent to which the contributions payable are sufficient to cover the cost of current
benefit accrual and the interest cost on any deficit;

2. how the required investment return under “relative considerations” above compares to
the estimated future return being targeted by the Fund’s current investment strategy;

3. the extent to which contributions actually paid have been in line with the expected
contributions based on the extant rates and adjustment certificate; and

4.  the extent to which any new deficit recovery plan can be directly reconciled with, and can
be demonstrated 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, for example where the local funds’ actuarial bases do not make comparisons
straightforward.
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Appendix A - Regulatory framework

A1 Why does the Fund need an FSS?
The Department for Communities and Local Government (DCLG) has stated that the purpose
of the FSS is:

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

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

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

These objectives are desirable individually, but may be mutually conflicting.

The requirement to maintain and publish a FSS is contained in LGPS Regulations which are
updated from time to time. In publishing the FSS the Administering Authority has to have
regard to any guidance published by Chartered Institute of Public Finance and Accountancy
(CIPFA) (most recently in 2016) and to its Statement of Investment Principles / Investment
Strategy Statement.

This is the framework within which the Fund’s actuary carries out triennial valuations to set
employers’ contributions and provides recommendations to the Administering Authority when
other funding decisions are required, such as when employers join or leave the Fund. The
FSS applies to all employers participating in 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 to “consultation with such
persons as the authority considers appropriate”, and should include “a meaningful dialogue at
officer and elected member level with council tax 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 issued to all participating employers 13" February 2017
for comment;

b) Comments were requested within 21 days;

c) Following the end of the consultation period the FSS was updated where required and
then published, on 31% March 2017.

A3  How is the FSS published?
The FSS is made available through the following routes:

. Published on the website, at April 2017;
. A copy sent by /e-mail to each participating employer in the Fund;
. Copies sent to investment managers and independent advisers;

. Copies made available on request.
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A4  How often is the FSS reviewed?

The FSS is reviewed in detail at least every three years as part of the triennial valuation. This
version is expected to remain unaltered until it is consulted upon as part of the formal process
for the next valuation in 2019.

It is possible that (usually slight) amendments 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. to accommodate a new class of employer). Any such amendments would be
consulted upon as appropriate:

» trivial amendments would be simply notified at the next round of employer communications,

 amendments affecting only one class of employer would be consulted with those
employers,

» other more significant amendments would be subject to full consultation.

In any event, changes to the FSS would need agreement by the Pensions Committee and
would be included in the relevant Committee Meeting minutes.

A5 How does the FSS fit into other Fund documents?

The FSS is a summary of the Fund’s approach to funding liabilities. It is not an exhaustive
statement of policy on all issues, for example there are a number of separate statements
published by the Fund including the Statement of Investment Principles/Investment Strategy
Statement, Governance Strategy and Communications Strategy. In addition, the Fund
publishes an Annual Report and Accounts with up to date information on the Fund.

These documents can be found on the web at www.towerhamletspensionfund.org.
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Appendix B — Responsibilities of key parties

The efficient and effective operation of the Fund needs various parties to each play their part.

B1  The Administering Authority should:-
. operate the Fund as per the LGPS Regulations;

. effectively manage any potential conflicts of interest arising from its dual role as
Administering Authority and a Fund employer;

. collect employer and employee contributions, and investment income and other amounts
due to the Fund;

. ensure that cash is available to meet benefit payments as and when they fall due;
. pay from the Fund the relevant benefits and entitlements that are due;

. invest surplus monies (i.e. contributions and other income which are not immediately
needed to pay benefits) in accordance with the Fund’s Statement of Investment
Principles/Investment Strategy Statement (SIP/ISS) and LGPS Regulations;

. communicate appropriately with employers so that they fully understand their obligations
to the Fund;

. take appropriate measures to safeguard the Fund against the consequences of employer
default;

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

. provide data and information as required by the Government Actuary’s Department to
carry out their statutory obligations (see Section 5);

. prepare and maintain a FSS and a SIP/ISS, after consultation;

. notify the Fund’s actuary of material changes which could affect funding (this is covered
in a separate agreement with the actuary); and

. monitor all aspects of the fund’s performance and funding and amend the FSS and
SIP/ISS as necessary and appropriate.

B2 The Individual Employer should:-
. deduct contributions from employees’ pay correctly;

. pay all contributions, 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, augmentation of scheme benefits, early retirement strain; and

. notify the Administering Authority promptly of all changes to its circumstances, prospects
or membership, which could affect future funding.
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B3

The Fund Actuary should:-
prepare valuations, including the setting of employers’ contribution rates. This will
involve agreeing assumptions with the Administering Authority, having regard to the FSS
and LGPS Regulations, and targeting each employer’s solvency appropriately;

provide data and information as required by the Government Actuary’s Department to
carry out their statutory obligations (see Section 5);

provide advice relating to new employers in the Fund, including the level and type of
bonds or other forms of security (and the monitoring of these);

prepare advice and calculations in connection with bulk transfers and individual benefit-
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 actuarial professional guidance and requirements in the advice given to the
Administering Authority.

Other parties:-
investment 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 part in the effective
investment (and dis-investment) of Fund assets, in line with the SIP/ISS;

auditors should comply with their auditing standards, ensure Fund compliance with all
requirements, monitor and advise on fraud detection, and sign off annual reports and
financial statements as required;

governance advisers may be appointed to advise the Administering Authority 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 compliant with all regulations and broader local government
requirements, including the Administering Authority’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 Section 13 requirements.
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Appendix C — Key risks and controls

C1  Types of risk

The Administering Authority has an active risk management programme in place. The
measures that it has in place to control key risks are summarised below under the following
headings:

» financial;

* demographic;

* regulatory; and
e governance.

C2 Financial risks
Risk Summary of Control Mechanisms

Fund assets fail to deliver returns in line | Only anticipate long-term returns on a
with the anticipated returns relatively prudent basis to reduce risk of
underpinning the valuation of liabilities under-performing.

over the long-term. . _ o
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
between valuations at whole Fund level.

Inappropriate long-term investment Overall investment strategy options
strategy. considered as an integral part of the funding
strategy. Used asset liability modelling to
measure 4 key outcomes.

Chosen option considered to provide the best
balance.

Fall in risk-free returns on Government | Stabilisation modelling at whole Fund level
bonds, leading to rise in value placed on | allows for the probability of this within a longer
liabilities. term context.

Inter-valuation monitoring, as above.

Some investment in bonds helps to mitigate

this risk.
Active investment manager under- Quarterly investment monitoring analyses
performance relative to benchmark. market performance and active managers

relative to their index benchmark.
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Risk Summary of Control Mechanisms

Pay and price inflation significantly more | The focus of the actuarial valuation process is

than anticipated. on real returns on assets, net of price and pay
increases.

Inter-valuation monitoring, as above, gives
early warning.

Some investment in bonds also helps to
mitigate this risk.

Employers pay for 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.

Effect of possible increase in employer’s | An explicit stabilisation mechanism has been
contribution rate on service delivery and | agreed as part of the funding strategy. Other
admission/scheduled bodies measures are also in place to limit sudden
increases in contributions.

Orphaned employers give rise to added | The Fund seeks a cessation debt (or
costs for the Fund security/guarantor) to minimise the risk of this
happening in the future.

If it occurs, the Actuary calculates the added
cost spread pro-rata among all employers —

(see 3.9).
C3  Demographic risks
Risk Summary of Control Mechanisms
Pensioners living longer, thus increasing | Set mortality assumptions with some
cost to Fund. allowance for future increases in life
expectancy.

The Fund Actuary has direct access to the
experience of over 50 LGPS funds which
allows early identification of changes in life
expectancy that might in turn affect the
assumptions underpinning the valuation.

Maturing Fund —i.e. proportion of Continue to monitor at each valuation,
actively contributing employees declines | consider seeking monetary amounts rather
relative to retired employees. than % of pay and consider alternative

investment strategies.
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Risk

Summary of Control Mechanisms

Deteriorating patterns of early
retirements

Employers are charged the extra cost of non
ill-health retirements following each individual
decision.

Employer ill health retirement experience is
monitored, and insurance is an option.

Reductions in payroll causing
insufficient deficit recovery payments

In many cases this may not be sufficient
cause for concern, and will in effect be caught
at the next formal valuation. However, there
are protections where there is concern, as
follows:

Employers in the stabilisation mechanism
may be brought out of that mechanism to
permit appropriate contribution increases (see
Note (b) to 3.3).

For other employers, review of contributions
is permitted in general between valuations
(see Note (f) to 3.3) and may require a move
in deficit contributions from a percentage of
payroll to fixed monetary amounts.

C4  Regulatory risks

Risk

Summary of Control Mechanisms

Changes to national pension
requirements 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 comments where
appropriate.

The results of the most recent reforms were
built into the 2013 valuation. Any changes to
member contribution rates or benefit levels
will be carefully communicated with members
to minimise possible opt-outs or adverse
actions.

Time, cost and/or reputational 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.
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Changes by Government to particular
employer participation in LGPS Funds,
leading to impacts on funding and/or
investment strategies.

The Administering Authority considers all
consultation papers issued by the
Government and comments where
appropriate.

Take advice from Fund Actuary on impact of
changes on the Fund and amend strategy as
appropriate.

C5 Governance risks

Risk

Summary of Control Mechanisms

Administering 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 entrants.

The Administering Authority has a close
relationship with employing bodies and
communicates required standards e.g. for
submission of data.

The Actuary may revise the rates and
Adjustments certificate to increase an
employer’s contributions between triennial
valuations

Deficit contributions may be expressed as
monetary amounts.

Actuarial or investment advice is not
sought, or is not heeded, or proves to
be insufficient in some way

The Administering Authority maintains close
contact with its specialist advisers.

Advice is delivered via formal meetings
involving Elected Members, and recorded
appropriately.

Actuarial advice is subject to professional
requirements such as peer review.

Administering Authority failing to
commission the Fund Actuary to carry
out a termination valuation for a
departing Admission Body.

The Administering Authority requires
employers with Best Value contractors to
inform it of forthcoming changes.

Community Admission Bodies’ memberships
are monitored and, if active membership
decreases, steps 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 it was left to the time of departure.

The risk is mitigated by:

Seeking a funding guarantee from another
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Risk Summary of Control Mechanisms

scheme employer, or external body, where-
ever possible (see Notes (h) and (j) to 3.3).

Alerting the prospective employer to its
obligations and encouraging it to take
independent actuarial advice.

Vetting prospective employers before
admission.

Where permitted under the regulations
requiring a bond to protect the Fund from
various risks.

Requiring new Community Admission Bodies
to have a guarantor.

Reviewing bond or guarantor arrangements at
regular intervals (see Note (f) to 3.3).

Reviewing contributions well ahead of
cessation if thought appropriate (see Note (a)
to 3.3).
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Appendix D — The calculation of Employer contributions

In Section 2 there was a broad description of the way in which contribution rates are
calculated. This Appendix considers these calculations in much more detail.

All three steps above are considered when setting contributions (more details are given in
Section 3 and Appendix D:

1. The funding target is based on a set of assumptions about the future, eg investment
returns, inflation, pensioners’ life expectancies. However, if an employer is approaching
the end of its participation in the Fund then its funding target may be set on a more
prudent basis, so that its liabilities are less likely to be spread among other employers
after its cessation of participation;

2. The time horizon required is, in broad terms, the period over which any deficit is to be
recovered. A shorter period will lead to higher contributions, and vice versa (all other
things being equal). Employers may be given a lower time horizon if they have a less
permanent anticipated membership, or do not have tax-raising powers to increase
contributions if investment 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 potentially 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 assumptions about future experience, and these are
described in detail in Appendix E.

D1 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 estimated cost of ongoing benefits 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 actual
contribution the employer needs to pay, referred 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
reporting to DCLG (see section 5), is calculated in effect as the sum of all the individual
employer rates. DCLG currently only regulates at whole Fund level, without monitoring
individual employer positions.

D2 How is the Primary contribution rate calculated?

The Primary element of the employer contribution rate is calculated with the aim that these
contributions will meet benefit 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.
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The Primary rate is calculated separately for all the employers, although employers within a
pool will pay the contribution rate applicable to the pool as a whole. The Primary rate is
calculated such that it is projected to:

1. meet the required funding target for all future years’ accrual of benefits*, excluding any
accrued assets,

2. within the determined time horizon (see note 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 projection is for the current active membership where the employer no longer admits
new entrants, or additionally allows for new entrants where this is appropriate.

The projections are carried out using an economic modeller developed by the Fund’s actuary
Hymans Robertson: this allows for a wide range of outcomes as regards key factors such as
asset returns (based on the Fund’s investment strategy), inflation, and bond yields. The
measured contributions are calculated such that the proportion of outcomes meeting the
employer’s funding target (by the end of the time horizon) is equal to the required probability.

The approach includes expenses of administration to the extent that they are borne by the
Fund, and includes allowances for benefits payable on death in service and on ill health
retirement.

D3 How is the Secondary contribution rate calculated?
The combined Primary and Secondary rates aim to achieve the employer’s funding target,
within the appropriate time 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 assumptions are used to calculate the
present value of all benefit payments expected 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 benefits to be built up in the future).

The Fund operates the same target funding level for all employers of 100% of its accrued
liabilities valued on the ongoing basis, unless otherwise determined (see Section 3).

The Secondary rate is calculated as the balance over and above the Primary rate, such that
the total is projected to:

. meet the required funding target relating to combined past and future service benefit
accrual, including accrued asset share (see D5 below)

. within the determined time horizon (see 3.3 Note (c) for further details)

. 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: this allows for a wide range of outcomes as regards key factors such as
asset returns (based on the Fund’s investment strategy), inflation, and bond yields. The
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measured contributions are calculated such that the proportion of outcomes with at least 100%
solvency (by the end of the time horizon) is equal to the required probability.

The Administering Authority, after taking advice from the Fund’s actuary, may choose to
calculate Primary and Secondary contribution rates differently if particular circumstances apply
to an employer.

D4  What affects a given employer’s valuation results?
The results of these calculations for a given individual employer will be affected by:

1. past contributions relative to the cost of accruals of benefits;

2. different liability profiles of employers (e.g. mix of 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;

4. any different time horizons;

5. the difference between actual and assumed rises in pensionable pay;

6. the difference between actual and assumed increases to pensions in payment and
deferred pensions;

7. the difference between actual and assumed retirements on grounds of ill-health from
active status;

8.  the difference between actual and assumed amounts of pension ceasing on death;

9.  the additional costs of any non ill-health retirements relative to any extra 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 Authority does not account for each employer’s assets separately. Instead,
the Fund’s actuary is required to apportion the assets of the whole Fund between the
employers, at each triennial valuation.

This apportionment uses the income and expenditure figures provided for certain cash flows
for each employer. This process adjusts for transfers of liabilities between employers
participating in the Fund, but does make a number of simplifying assumptions. The split is
calculated using an actuarial technique known as “analysis of surplus”.

Actual investment returns achieved on the Fund between each valuation are applied
proportionately across all employers, to the extent that employers in effect share the same
investment strategy. Transfers of liabilities between employers within the Fund occur
automatically within this process, with a sum broadly equivalent to the reserve required on the
ongoing basis being exchanged between the two employers.

The Fund actuary does not allow for certain relatively minor events, including but not limited to:

. the actual timing of employer contributions within any financial year;
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the effect of the premature payment of any deferred pensions on grounds of incapacity.

These effects 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 inevitably be some difference between the
asset shares calculated for individual employers and those that would have resulted had they
participated in their own ring-fenced section of the Fund.

The asset apportionment is capable of verification but not to audit standard. The
Administering Authority recognises the limitations in the process, but it considers that the Fund
actuary’s approach addresses the risks of employer cross-subsidisation to an acceptable
degree.
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Appendix E — Actuarial assumptions

E1 What are the actuarial assumptions?

These are expectations of future experience used to place a value on future benefit payments
(“the liabilities”). Assumptions are made about the amount of benefit payable to members (the
financial assumptions) and the likelihood or timing of payments (the demographic
assumptions). For example, financial assumptions include investment returns, salary growth
and pension increases; demographic assumptions include life expectancy, probabilities of ill-
health early retirement, and proportions of member deaths giving rise to dependants’ benefits.

Changes in assumptions will affect the measured funding target. However, different
assumptions will not of course affect the actual benefits payable by the Fund in future.

The combination of all assumptions is described as the “basis”. A more optimistic basis might
involve higher assumed investment returns (discount rate), or lower assumed salary growth,
pension increases or life expectancy; a more optimistic basis will give lower funding targets
and lower employer costs. 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 applies to most
employers in most circumstances. This is described in more detail below. It anticipates
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 Note (a) to 3.3.

E3  What assumptions are made in the ongoing 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-performance of Fund
returns relative to long term yields on UK Government bonds (“gilts”). There is, however, no
guarantee that Fund returns will out-perform gilts. The risk is greater when measured over
short periods such as the three years between formal actuarial valuations, when the actual
returns and assumed returns can deviate sharply.

Given the very long-term nature of the liabilities, a long term view of prospective 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 2016 and setting contribution
rates effective from 1 April 2017, the Fund actuary has assumed that future investment returns
earned by the Fund over the long term will be 2.0% per annum greater than gilt yields at the
time of the valuation (this is higher than that used at the 2013 valuation, which therefore gives
a lower funding target, all other things being equal). In the opinion of the Fund actuary, based
on the current investment strategy of the Fund, this asset out-performance assumption is
within a range that would be considered acceptable for the purposes of the funding valuation.
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b) Salary growth

Pay for public sector employees is currently subject to restriction by the UK Government until
2020. Although this “pay freeze” does not officially apply to local government and associated
employers, it has been suggested that they are likely to show similar restraint in respect of pay
awards. Based on long term historical 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, followed by
2. 0.7% p.a. below the retail prices index (RPI) p.a. thereafter.

This gives a single “blended” assumption of Consumer Price Index (CPI) less 0.1% (equivalent
to RPI less 1.2%) per annum. This is a change from the previous valuation, which assumed a
flat assumption of RPI plus 0.5% per annum. The change has led to a reduction in the funding
target (all other things being equal).

c¢) Pension increases

Since 2011 the consumer prices index (CPI), rather than RPI, has been the basis for increases
to public sector pensions in deferment and in payment. Note that the basis of such increases
is set by the Government, and is not under the control of the Fund or any employers.

As at the previous valuation, we derive our assumption for RPl from market data as the
difference between the yield on long-dated fixed interest and index-linked government bonds.
This is then reduced to arrive at the CPI assumption, to allow for the “formula effect” of the
difference between RPI and CPI. At this valuation, we have used a reduction of 1.0% per
annum. This is a larger reduction than at 2013 (which was 0.8%), which will serve to reduce
the funding target (all other things being equal). (Note that the reduction is applied in a
geometric, not arithmetic, basis).

d) Life expectancy

The demographic assumptions are intended to be best estimates of future 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 actuary.

The longevity assumptions that have been adopted at this valuation are a bespoke set of
“VitaCurves”, produced by the Club Vita’s detailed analysis, which are specifically tailored to fit
the membership profile of the Fund. These curves are based on the data provided by the
Fund for the purposes of this valuation.

It is acknowledged that future life expectancy and, in particular, the allowance for future
improvements in life expectancy, is uncertain. There is a consensus amongst actuaries,
demographers and medical experts that life expectancy is likely to improve in the future.
Allowance has been made in the ongoing valuation basis for future improvements in line with
the 2013 version of the Continuous Mortality Investigation model published by the Actuarial
Profession and a 1.25% per annum minimum underpin to future reductions in mortality rates.
This is a similar allowance for future improvements than was made in 2013.

The combined effect of the above changes from the 2013 valuation approach, is to reduce life
expectancy by around 0.4 years on average, which reduces the funding target all other things
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being equal. The approach taken is considered reasonable in light of the long term nature of
the Fund and the assumed level of security underpinning members’ benefits.

General

The same financial assumptions are adopted 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 contributions, depending on the employer’s
circumstances.

The demographic assumptions, in particular the life expectancy assumption, in effect vary by
type of member and so reflect the different membership profiles of employers.

Page 108 of 203



The London Borough of Tower Hamlets Pension Fund

Appendix F -

Actuarial
assumptions/ba
sis

Administering
Authority

Admission
Bodies

Covenant

Designating
Employer

Discount rate

Employer

Funding target

Gilt

2016/17

Glossary

The combined set of assumptions made by the actuary, regarding the
future, to calculate the value of the funding target. The main
assumptions will relate to the discount rate, salary growth, pension
increases and longevity. More prudent assumptions will give a higher
target value, whereas more optimistic assumptions will give a lower
value.

The council with statutory responsibility for running the Fund, in effect
the Fund’s “trustees”.

Employers where there is an Admission Agreement setting out the
employer’s obligations. These can be Community Admission Bodies
or Transferee Admission Bodies. For more details (see 2.3).

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

Employers such as town and parish councils that are able to
participate in the LGPS via resolution. These employers can
designate which of their employees are eligible to join the Fund.

The annual rate at which future assumed cashflows (in and out of the
Fund) are discounted to the present day. This is necessary to provide
a funding target which is consistent with the present day value of the
assets. A lower discount rate gives a higher target value, and vice
versa. It is used in the calculation of the Primary and Secondary
rates.

An individual participating body in the Fund, which employs (or used
to employ) members of the Fund. Normally the assets and funding
target values for each employer are individually tracked, together with
its Primary rate at each valuation.

The actuarially calculated present value of all pension entitlements of
all members of the Fund, built up to date. This is compared with the
present market value of Fund assets to derive the deficit. It is
calculated on a chosen set of actuarial assumptions.

A UK Government bond, i.e. a promise by the Government to pay
interest and capital as per the terms of that particular gilt, in return for
an initial payment of capital by the purchaser. Gilts can be “fixed
interest”, where the interest payments are level throughout the gilt’s
term, or “index-linked” where the interest payments vary each year in
line with a specified index (usually RPI). Gilts can be bought as
assets by the Fund, but their main use in funding is as an objective
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Guarantee /
guarantor

Letting
employer

LGPS

Maturity

Members

Primary
contribution
rate

Profile

Rates and
Adjustments

2016/17

measure of solvency.

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

An employer which outsources or transfers a part of its services and
workforce to another employer (usually a contractor). The contractor
will pay towards the LGPS benefits accrued by the transferring
members, but ultimately the obligation to pay for these benefits will
revert to the letting employer. 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 sector pension
arrangement put in place via Government Regulations, for workers in
local government. These Regulations also dictate eligibility
(particularly for Scheduled Bodies), members’ contribution rates,
benefit calculations and certain governance requirements. The LGPS
is divided into 101 Funds which map the UK. Each LGPS Fund is
autonomous to the extent not dictated by Regulations, e.g. regarding
investment strategy, employer contributions and choice of advisers.

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

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

The employer contribution rate required to pay for ongoing accrual of
active members’ benefits (including an allowance for administrative
expenses). See Appendix D for further details.

The profile of an employer's membership or liability reflects various
measurements of that employer's members, i.e. current and former
employees. This includes: the proportions which are active, deferred
or pensioner; the average ages of each category; the varying salary
or pension levels; the lengths of service of active members vs their
salary levels, etc. A membership (or liability) profile might be
measured for its maturity also.

A formal document required by the LGPS Regulations, which must be
updated at least every three years at the conclusion of the formal
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Certificate

Scheduled
Bodies

Secondary
contribution
rate

Stabilisation

Valuation

valuation. This is completed by the actuary and confirms the
contributions to be paid by each employer (or pool of employers) in
the Fund for the three year period until the next valuation is
completed.

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
fire authorities etc, other than employees who have entitlement to a
different public sector pension scheme (e.g. teachers, police and fire
officers, university lecturers).

The difference between the employer's actual and Primary
contribution rates. In broad terms, this relates to the shortfall of its
asset share to its funding target. See Appendix D for further details.

Any method used to smooth out changes in employer contributions
from one year to the next. This is very broadly required by the LGPS
Regulations, but in practice is particularly employed for large stable
employers in the Fund. Different methods may involve: probability-
based modelling of future market movements; longer deficit recovery
periods; higher discount rates; or some combination of these.

An actuarial investigation to calculate the liabilities, future service
contribution rate and common contribution 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 is based on
market values at the valuation date, and the liabilities value and
contribution rates are based on long term bond market yields at that
date also.
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Introduction

This is the Communications Strategy Statement of London Borough of Tower Hamlets Pension
Fund.

The Fund liaises with over 12 employers and approximately 15,000 scheme members in
relation to the Local Government Pension Scheme. The delivery of the benefits involves
communication with a number of other interested parties. This statement provides an
overview of how we communicate and how we intend to measure whether our communications
are successful.

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

London Borough of Tower Hamlets
Town Hall

Human Resources

Payroll & Pensions Services
Mulberry Place

5 Clove Crescent

London E14 2BG

Telephone: 020 7364 4251
Facsimile: 020 7364 4593

Email: pensions@towerhamlets.gov.uk

Regulatory Framework

This Policy Statement is required by the provisions of Regulation 106B of the Local
Government Pension Scheme (LGPS) Regulations 1997. The provision requires us to:
“....prepare, maintain and publish a written statement setting out their policy concerning
communications with:

(@) members.

(b)  representatives of members.

(c) prospective members.

(d)  employing authorities.”

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

“(@) the provision of information and publicity about the Scheme to members,
representatives of members and employing authorities;

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

()  the promotion of the Scheme to prospective members and their employing authorities.”

As a provider of an occupational pension scheme, we are already obliged to satisfy the
requirements of the Occupational Pension Schemes (Disclosure of information) Regulations
and other legislation, for example the Pensions Act 2004. Previously the disclosure
requirements have been prescriptive, concentrating on timescales rather than quality. From 6
April 2006 more generalised disclosure requirements are to be introduced, supported by a
Code of Practice. The type of information that pension schemes are required to disclose will
remains very much the same as before, although the prescriptive timescales are being
replaced with a more generic requirement to provide information within a “reasonable period”.
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The draft Code of Practice' issued by the Pensions Regulator in September 2005 sets out
suggested timescales in which the information should be provided. While the Code itself is not
a statement of the law, and no penalties can be levied for failure to comply with it, the Courts
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 Management section of this document, alongside
those proposed by the Pension Regulator in the draft Code of Practice.

Responsibilities and Resources

Within the Pension Section, the responsibility for communication material is performed by our
Pensions Manager with the assistance of two Principal Pensions Officers.

Although, the team write all communications within the section, all design work is carried out
by the Council’s Creative & Technical team. The Pensions team are also responsible for
arranging all forums, workshops and meetings covered within this Statement.

All printing is carried out by an external supplier, which is usually decided upon by the
Council’s Creative & Technical team.

Communication with key audience groups
Our audience

We communicate with a number of stakeholders. For the purposes of this Communication
Policy Statement, we are considering our communications with the following audience groups:

. active members;

. deferred members;

. pensioner members;

. prospective members;

. employing authorities (scheme employers and admitted bodies);
. senior managers;

. union representatives;

. elected members/the Pension Panel;

. Pensions Section staff;

In addition there are a number of other stakeholders with whom we communicate on a regular
basis, such as Her Majesty’s Revenue and Customs, the Department for Communities and
Local Government, solicitors, the Pensions Advisory Service, and other pension providers.
We also consider as part of this policy how we communicate with these interested parties.

How we communicate
General communication

We will continue to use paper based communication as our main means of communicating, for
example, by sending letters to our scheme members. However, we will compliment this by

! Code of Practice — Reasonable periods for the purposes of the Occupational Pension Schemes (Disclosure of Information) Regulations
2006 issued September 2005
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use of electronic means such as our intranet. We will accept communications electronically,
for example by e-mail and, where we do so, we will respond electronically where possible.

Our pension section staffs are responsible for specific tasks. Any phone calls or visitors are
then passed to the relevant person within the section. Direct line phone numbers are
advertised to allow easier access to the correct person.

Branding
As the Pension Fund is administered by London Borough of Tower Hamlets, all literature and
communications will conform to the branding of the Council.

Accessibility

We recognise that individuals may have specific needs in relation to the format of our
information or the language in which it is provided. Demand for alternative formats/languages
is not high enough to allow us to prepare alternative format/language material automatically.
However, on all communication from the Pension Fund office we will include a statement
offering the communication in large print, Braille, on cassette or in another language on
request.

Policy on Communication with Active, Deferred and Pensioner Members
Our objectives with regard to communication with members are:

. for the LGPS to be used as a tool in the attraction and retention of employees.

. for better education on the benefits of the LGPS.

. to provide more opportunities for face to face communication.

. as a result of improved communication, for queries and complaints to be
reduced.

. for our employers to be employers of choice.

. to increase take up of the LGPS employees.

. to reassure stakeholders.
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Our objectives will be met by providing the following communications, which are over and
above individual communications with members (for example, the notifications of scheme
benefits or responses to individual queries). The communications are explained in more detalil

beneath the table:

Scheme booklet | Paper based | At joining and | Post to home Active
and on major address/via
intranet scheme employers

changes

Newsletters Paper based | Annually and | Via employers for | Separately for
and on after any Actives. Post to active,
intranet scheme home address for | deferred and

changes deferred & pensioners
pensioners

Pension Fund Paper based | Annually On request All

Report and and on

Accounts intranet

Pension Fund Paper based | Annually Via employers for | All

Accounts — actives. Post to

Summary home address for

deferred and
pensioners

Estimated Paper Annually Post to home Active and

Benefit based/via address/via Deferred.

Statements intranet employers for

active members.
To home address
for deferred
members.

Factsheets Paper based | On request On request Active,
and on deferred &
intranet pensioners

Intranet Electronic Continually Advertised on all | All

available communications

Road shows/ Face to face | Annually Advertised in All

Workshops newsletters, via

posters and
pensioners
payslips

Face to face Face to face | On request On request All

education

sessions

Joiner packs Paper based | On joining Post to home Active

addresses members

Pay advice Paper based | Conditional Post to home Pensioners

slip/P60 address
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Explanation of communications

Scheme booklet - 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 - An annual/biannual newsletter which provides updates in relation to changes to
the LGPS as well as other related news, such as national changes to pensions, forthcoming
road shows, a summary of the accounts for the year, contact details, etc.

Pension Fund Report and Accounts — Details of the value of the Pension Fund during the
financial year, income and expenditure as well as other related details, for example, the
current employing authorities 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 Report and Accounts Summary — provides a handy summary of the position of
the Pension Fund during the financial year, income and expenditure as well as other related
details.

Estimated Benefit Statements — For active members these include the current value of benefits
as well as the projected benefits as at their earliest retirement date and at age 65. 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. State benefits are also included. In relation
to 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.

Factsheets — These are leaflets that provide some detail in relation to specific topics, such as
topping up pension rights, transfer values in and out of the scheme, death benefits and, for
pensioners, annual pension’s increases.

Intranet — The intranet will provide scheme specific information, forms that can be printed or
downloaded, access to documents (such as newsletters and report and accounts), frequently
asked questions and answers, links to related sites and contact information.

Road shows/Workshops — Every year a number of staff will visit the schools/offices around the
Borough, providing the opportunity to have a face to face conversation about your pension
rights

Face to face education sessions — These are education sessions that are available on request
for small groups of members. For example, where an employer is going through a
restructuring, it may be beneficial for the employees to understand the impact any pay
reduction may have on their pension rights.

Joiner packs — These complement the joiner booklet and enclose information on AVCs and the
paperwork needed to join the scheme.

Pay advice slip/P60 — The Pay advice slips are sent when the address, pension or tax code
changes. The P60 information is communicated using this medium on an annual basis.
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Policy on promotion of the scheme to Prospective Members and their Employing

Authorities

Our objectives with regard to communication with prospective members are:

. to improve take up of the LGPS.

. for the LGPS to be used as a tool in the attraction of employees.
. for our employers to be employers of choice.
. for public relations purposes.

As we, in the Pension Team Section, do not have direct access to prospective members, we
will work in partnership with the employing authorities in the Fund to meet these objectives.
We will do this by providing the following communications:

Overview of Paper based On Via employers | New

the LGPS commencing employees

leaflet employment

Educational As part of On Face to face New

sessions induction commencing employees

workshops employment

Promotional Paper based Annually Via employers | Existing

newsletters/fly employees

ers

Posters Paper based Ongoing Via employers | New and
existing
employees

Explanation of communications
Overview of the LGPS leaflet - A short leaflet that summarises the costs of joining the LGPS
and the benefits of doing so.

Educational sessions — A talk providing an overview of the benefits of joining the LGPS.

Promotional newsletters/flyers — These will be designed to help those who are not in the LGPS
to understand the benefits of participating in the Scheme and provide guidance on how to join
the Scheme.

Posters — These will be designed to help those who are not in the LGPS understand the
benefits of participating in the scheme and provide guidance on how to join the Scheme.

Policy on communication with Employing Authorities
Our objectives with regard to communication with employers are:

. to improve relationships.

. to assist them in understanding costs/funding issues.

. to work together to maintain accurate data.

. to ensure smooth transfers of staff.

. to ensure they understand the benefits of being an LGPS employer.
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. to assist them in making the most of the discretionary areas within the LGPS.

Our objectives will be met by providing the following communications:

Employers’ Paper based At joining and | Post or via Main contact
Guide and intranet updated as email for all
necessary employers
Newsletters Electronic (e- | Annually or E-mail All contacts for
mail) and more frequent all employers
intranet if necessary
Employers’ Face to face At least Invitations by Either main
focus groups quarterly/half e-mail contacts or
yearly specific groups
(e.g-HRor
payroll)
depending on
topics
Pension Fund | Paper based Annually Post Main contact
Report and and employer for all
Accounts website employers
Meeting with Face to face On request Invite sent by | Senior
adviser post or emalil management
involved in
funding and
HR issues.
Explanation of communications
Employers’ Guide — is a detailed guide that provides guidance on the employer

responsibilities, including the forms and other necessary communications with the Pensions
Section and Scheme members.

Newsletters — A technical briefing newsletter that will include recent changes to the scheme,
the way the Pensions Section is run and other relevant information so as to keep employers
fully up to date.

Employers’ focus groups — Generally workgroup style sessions set up to debate current issues
within the LGPS.

Pensions Fund Report and Accounts — Details of the value of the Pension Fund during the
financial year, income and expenditure as well as other related details, for example, the
current employing authorities and scheme membership numbers.

Adviser meeting — Gives employers the opportunity to discuss their involvement in the Scheme
with advisers.
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Policy on communication with senior managers
Our objectives with regard to communication with senior managers are:

. to ensure they are fully aware of developments within the LGPS

. to ensure that they understand costs/funding issues

. to promote the benefits of the Scheme as a recruitment/retention tool.
Our objectives will be met by providing the following communications:
Method of Media Frequency of Method of Audience
communication Issue Distribution Group
Briefing papers | Paper based As and when Email or hard | All

and electronic | required copy

Committee Paper based In advance of | Email or hard | All
papers and electronic | Committee copy

Explanation of communications
Briefing papers — a briefing that highlights key issues or developments relating to the LGPS
and the Fund, which can be used by senior managers when attending meetings

Committee paper — a formal document setting out relevant issues in respect of the LGPS, in
many cases seeking specific decisions or directions from elected members

Policy on communication with union representatives
Our objectives with regard to communication with union representatives are:

. to foster close working relationships in communicating the benefits of the
Scheme to their members
. to ensure they 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
. to provide opportunities to Education Union representatives on the provisions of
the Scheme
Our objectives will be met by providing the following communications:
Method of Media Frequency of Method of Audience
communication Issue Distribution Group
Briefing papers | Paper based | As and when Email or hard | All
and required copy
electronic
Face to face Face to face | On request On request All
education
sessions
Pension Meeting Quarterly Via invitation | All
Committee when
appropriate
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Explanation of communications
Briefing papers — a briefing that highlights key issues and developments relating to the LGPS
and the Fund.

Face to face education sessions — these are education sessions that are available on request
for union representatives and activists, for example to improve their understanding of the basic
principles of the Scheme, or to explain possible changes to policies.

Pensions Committee — a formal meeting of elected members, attended by senior managers, at
which local decisions in relation to the Scheme (policies, etc) are taken.

Policy on communication with elected members/Pensions Committee
Our objectives with regard to communication with elected members/Pensions Committee are:
. to ensure they are aware of their responsibilities in relation to the Scheme

. to seek their approval to the development or amendment of discretionary
policies, where required

. to seek their approval to formal responses to government consultation in relation
to the Scheme.

Our objectives will be met by providing the following communications:

Method of Media Frequency of Method of Audience
Communication Issue Distribution Group
Training Face to face | When there is a Face to face All members
sessions new Pensions or via the of the
Committee and Employers Pensions
as and when Organisation Committee as
required for local well as other
government elected
members
Briefing papers | Paper based | As and when Email or hard | All members
and required copy of the
electronic Pensions
Committee
Pension Meeting Quarterly Members All members
Committee elected onto of the
Pension Pensions
Committee Committee
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Explanation of communications
Training sessions — to provide a broad overview of the main provisions of the LGPS to elected
members and their responsibilities within it.

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

Pension Committee - a formal meeting of elected members, attended by senior managers, at
which local decisions in relation to the Scheme (policies, etc.) are taken.

Policy on communication with pension section staff
Our objectives with regard to communication with Pension Section’s staff are:

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

. to provide on the job training to new staff

. to develop improvements to services, and changes to processes as required
. to agree and monitor service standards

Our objectives will be met by providing the following communications:

Method of Media Frequency of Method of Audience
Communication Issue Distribution Group
Face to face Face to face As required By All
training arrangement
sessions
Staff meetings | Face to face As required, By All

but no less arrangement

frequently than

monthly
Attendance at | Externally As and when By email, All
seminars provided advertised paper based
Software User | Face to face Quarterly By email, Principal
Group paper based. Administrators
meetings
Regional Face to face Quarterly By email, Pension
Officer Group paper based. Manager/
meetings Principal

Administrators
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Explanation of communications

Face to face training sessions — which enable new staff to understand the basics of the
Scheme, or provide more in depth training to existing staff, either as part of their career
development or to explain changes to the provisions of the Scheme

Staff meetings — to discuss any matters concerning the local administration of the Scheme,
including for example improvements to services or timescales

Attendance at seminars — to provide more tailored training on specific issues

Software User Group meeting — to discuss any issues concerning the computer software used
to administer the scheme, including future upgrades and improvements

Regional Officer Group meetings - discussion group of principal officers from other
administering authorities.

Policy on communication with tax payers
Our objectives with regard to communication with tax payers are:

. to provide access to key information in relation to the management of the
scheme
. to outline the management of the scheme

Our objectives will be met by providing the following communications:

Method of Media Frequency of Method of Audience
Communication Issue Distribution Group
Pension Fund Paper based Annually Post All, on request
Report and and on website

Accounts

Pension Fund Paper based As and when Post All, on request
Committee and on website | available

Papers

Explanation of communications

Pension Fund Report and Accounts — details of the value of the Pension Fund during the
financial year, income and expenditure as well as other related details, for example, the
current employing authorities and scheme membership numbers.

Pension Fund Committee Papers - a formal document setting out relevant issues in respect of
the LGPS, in many cases seeking specific decisions or directions from elected members.
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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 obligations under various legislative requirements
. to ensure the proper administration of the scheme
. to deal with the resolution of pension disputes

the Fund’s Additional Voluntary Contributions (AVC) scheme

Our objectives will be met by providing the following communications:

to administer

Method of Media Frequency of Method of Audience
Communication Issue Distribution Group
Pension Fund Electronic Every three Via email Government
valuation reports years Departments)/
- Rates and Revente and
Adjustments C
(R&A) ustoms
o HMRC)/all
certificates
Scheme
* Revised employers
R&A certificates
+  Cessation
valuations
Details of new Hard copy | As new Post Government
employers entered employers are Departments
into the Fund entered into /HMRC
the Fund
Formal resolution | Hard copy | As and when a | Via email or Scheme
of pension or electronic | dispute post member or
disputes requires their
resolution representative
s, the
Pensions
Advisory
Service/the
Pensions
Ombudsman
Completion of Electronic As and when Via email or Government
questionnaires or hard required post Departments
copy /HMRC/the
Pensions
Regulator
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Explanation of communications

Pension Fund Valuation Reports — a report issued every three years 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

Details of new employers — a legal requirement to notify both organisations of the name and
type of employer entered into the Fund (i.e. following the admission of third party service
providers into the scheme)

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

Completion of questionnaires — various questionnaires that my received, requesting specific
information in relation to the structure of the LGPS or the make up of the Fund

Performance Measurement

So as 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:

Within two weeks
of joining the LGPS

31 July each year

Within two months
of joining

Scheme booklet New joiners to the

LGPS

Active members

Estimated Benefit On request
Statements as at

31 March
Telephone calls All

Not applicable 95% of phone calls
to be answered

within 30 seconds

Issue of retirement
benefits

Active and
deferred members
retiring

Within two months
of retirement

95% of retirement
benefits to be
issued within 10
working days of
retirement

Issue of deferred
benefits

Leavers

Within two months
of withdrawal

Within one month
of notification

Transfers in

Joiners/active

Within two months

Within one month

members of request of request
Issue of forms i.e. | Active/deferred N/A Within five working
expression of wish | members days
Changes to Active/deferred Within two months | Within one month

Scheme rules

and pensioner

of the change

of change coming
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members, as coming into effect into effect
required
Annual Pension All Within two months | Within ten working
Fund Report and of request days
Accounts
Quality
Active and Paper based All services

deferred members | survey with annual
benefit statements

All member types | Annual paper Service received | One task to be
based survey on during that task chosen each quarter
completion of from:

specific tasks retirements

new starts and
transfers in

transfers out

deferred leavers

All member types | Focus group All services and Representative group
meeting on half identify of all member types.
yearly basis improvement To include union

areas/new representatives.
services
Employers Focus Groups Their issues Regular feedback
sessions.
Results

Details of the performance figures are reported to the Head of Pay, Pension, & e-HR on a
quarterly basis. Feedback is received from the Service Head and from various focus
/discussion groups.

Review Process

We will review our Communication Policy to ensure it meets audience needs and regulatory
requirements at least annually. A current version of the Policy Statement will always be
available on our intranet and paper copies will be available on request.
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Governance and Compliance Statement

The London Borough of Tower Hamlets Council is the Administering Authority of the London
Borough of Tower Hamlets Pension Fund and administers the Local Government Pension
Scheme on behalf of participating employers.

Regulation 55 of the Local Government Pension Scheme Regulations 2013 requires Local
Government Pension Scheme (LGPS) Administering Authorities to publish Governance Policy
and Compliance Statements setting out information relating to how the Administering Authority
delegates its functions under those regulations and whether it complies with guidance given by
the Secretary of State for Communities and Local Government. It also requires the Authority to
keep the statement under to review and to make revisions as appropriate and where such
revisions are made to publish a revised statement.

Aims and Objectives
Tower Hamlets Council recognises the significance of its role as Administering Authority to the
London Borough of Tower Hamlets Pension Fund on behalf of its stakeholders which include:

» around 20,000 current and former members of the Fund, and their dependants

» over 20 employers within the Tower Hamlets Council area or with close links to Tower
Hamlets Council

» the local taxpayers within the London Borough of Tower Hamlets.

In relation to the governance of the Fund, our objectives are to ensure that:

« all staff and Pensions Committee Members charged with the financial administration
and decision-making with regard to the Fund are fully equipped with the knowledge and
skills to discharge the duties and responsibilities allocated to them

» the Fund is aware that good governance means an organisation is open in its dealings
and readily provides information to interested parties

» all relevant legislation is understood and complied with

» the Fund aims to be at the forefront of best practice for LGPS funds

» the Fund manages Conflicts of Interest appropriately

Structure

The Constitution of the Council sets out how the Council operates, how decisions are made
and the procedures which are followed to ensure that these are efficient, transparent and that
those who made the decisions are accountable to local people.

The Council delegates its responsibility for administering the Fund to the Pensions Committee.
The terms of this delegation are as set out in the Council Constitution and provide that the
Committee is responsible for consideration of all pension matters and discharging the
obligations and duties of the Council under the Superannuation Act 1972 and various statutory
matters relating to investment issues.

The Constitution sets out the framework under which the Pension Fund is to be administered
as depicted in the diagram below.
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LONDON BOROUGH OF TOWER HAMLETS

|
U 1

PENSIONS COMMITTEE PENSIONS BOARD

CORPORATE DIRECTOR OF
RESOURCES

Terms of Reference for the Pensions Committee

The Constitution allows for the appointment of a Pensions Committee which has responsibility
for the discharge of all non-executive functions assigned to it.

The following are the terms of reference for the Pensions Committee:

1) To act as Trustees of the Council's Pension Fund, consider pension matters and meet
the obligations and duties of the Council under the Superannuation Act 1972, the Public
Service Pensions Act 2013, and the various pensions’ legislation.

2) To make arrangements for the appointment of and to appoint suitably qualified pension
fund administrators, actuaries, advisers, investment managers and custodians and
periodically to review those arrangements.

3) To formulate and publish an Investment Strategy Statement.

4) To set the overall strategic objectives for the Pension Fund, having taken appropriate
expert advice, and to develop a medium term plan to deliver the objectives.

5) To determine the strategic asset allocation policy, the mandates to be given to the
investment managers and the performance measures to be set for them.

6) To make arrangements for the triennial actuarial valuation, to monitor liabilities and to
undertake any asset/liability and other relevant studies as required.

7) To monitor the performance and effectiveness of the investment managers and their
compliance with the Statement of Investment Principles.

8) To set an annual budget for the operation of the Pension Fund and to monitor income
and expenditure against budget.

9) To receive and approve an Annual Report on the activities of the Fund prior to
publication.

10) To make arrangements to keep members of the Pension Fund informed of performance
and developments relating to the Pension Fund on an annual basis.

11)To keep the terms of reference under review.
12)To determine all matters relating to admission body issues.
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13)To focus on strategic and investment related matters at two Pensions Committee
meetings.

14)To review the Pension Fund’s policy and strategy documents on a regular basis and
review performance against the Fund’s objectives within the business plan

15)To maintain an overview of pensions training for Members.

In addition the Pensions Committee will also co-opt a non-voting employer representative and
a non-voting scheme member representative.

Membership of the Pensions Committee

The Council decides the composition and makes appointments to the Pensions Committee.
Currently the membership of the Pensions Committee is a minimum of 7 elected Members
from Tower Hamlets Council on a politically proportionate basis and the Pensions Committee
will elect a Chair and Vice Chair. All Tower Hamlets Council elected Members have voting
rights on the Committee and three voting members of the Committee are required to be able to
deem the meeting quorate.

In addition there are two co-opted non-voting members representing employer and Scheme
member interests. Although the co-opted representatives do not have voting rights they are
treated as equal members of the Committee, they have access to all Committee Advisers,
officers, meetings and training as if they were Council Members and have the opportunity to
contribute to the decision making process.

Voting rights are restricted to elected Members as they are deemed to be fulfilling the role of
Trustees as the Pension Fund with all the legal responsibilities that this entails, it was not felt
appropriate to apply the same legal definition to the lay members of the Committee and hence
their role as non-voting members.

Members of the Pensions Committee, including co-opted members, are required to declare
any interests that they have in relation to the Pension Fund or items on the agenda at the
commencement of the meeting.

The Fund is aware that good governance means an organisation is open in its dealings and
readily provides information to interested parties; meetings are open to members of the public
who are welcome to attend. However, there may be occasions when members of the public
are excluded from meetings when it is likely in view of the nature of the business to be
transacted or the nature of the proceedings that confidential information would be disclosed.

Meetings

The Pensions Committee shall meet at least four times a year in the ordinary course of
business and additional meetings may be arranged as required to facilitate its work. Work for
the year will be agreed with the Committee to include dedicated training sessions for
Committee members.

Agendas for meetings will be agreed with the Chair and will be circulated with supporting
papers to all members of the Committee, Officers of the Council as appropriate and the Fund’s
Investment Advisor.
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The Council will give at least five clear working days’ notice of any meeting by posting details
of the meeting at the Tower Hamlets Town Hall and on the Council’s website. The Council will
make copies of the agenda and reports open to the public available for inspection at least five
clear working days before the meeting. If an item is added to the agenda later, the revised
agenda will be open to inspection from the time the item was added to the agenda. The reason
for lateness will be specified in the report.

There may on occasions be items which may be exempt from the agenda, reports and minutes
of the meetings when it is likely in view of the nature of the business to be transacted or the
nature of the proceedings that confidential information would be disclosed. Items which are
most likely to be excluded are issues where to disclose information would contravene an
individual’s privacy or where there are financial interests which may be compromised as a
result of disclosure for example discussions surrounding contracts.

The Council will make available copies of the minutes of the meeting and records of decisions
taken for six years after a meeting. Minutes of meetings and records of decisions are available
for inspection on the Council’'s website:
http://moderngov.towerhamlets.gov.uk/ieListMeetings.aspx?Committeeld=392

Other Delegations of Powers

The Pensions Committee act as quasi trustees and oversee the management of the Pension
Fund. As quasi trustees the Committee has a clear fiduciary duty in the performance of their
functions, they have to ensure that the Fund is managed in accordance with the regulations
and to do so prudently and impartially and to ensure the best possible outcomes for the
Pension Fund, its participating employers, local taxpayers and Scheme members. Whilst
trustees can delegate some of their powers, they cannot delegate their responsibilities as
trustees. Appendix A outlines the areas that the Pensions Committee has currently delegated
though these may be added to from time to time.

Under the Council’s Constitution delegated powers have been given to the Corporate Director,
Resources in relation to all other pension fund matters, in addition to his role as Chief Financial
Officer (often called S151 Officer). As Chief Financial Officer he is responsible for the
preparation of the Pension Fund Annual Report & Accounts and ensuring the proper financial
administration of the Fund. As appropriate the Corporate Director, Resources will delegate
aspects of the role to other officers of the Council including the Investment & Treasury
Manager and to professional advisors within the scope of the LGPS Regulations.

Pension Board

With effect from 1 April 2015, each Administering Authority is required to establish a local
Pension Board to assist them with:

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

» ensuring the effective and efficient governance and administration of the Pension Fund

Such Pension Boards are not local authority committees; as such the Constitution of Tower
Hamlets Council does not apply to the Pension Board unless it is expressly referred to in the
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Board’s terms of reference. The Tower Hamlets Pension Board established by Tower Hamlets
Council and the full terms of reference of the Board can be found within the Council’s
Constitution. The key points are summarised below.

Role of the Pension Board

The Council has charged the Pension Board with providing oversight of the matters outlined
above. The Pension Board, however, is not a decision making body in relation to the
management of the Pension Fund and the Pension Fund’s management powers and
responsibilities which have been delegated by the Council to the Pensions Committee or
otherwise remain solely the powers and responsibilities of them, including but not limited to the
setting and delivery of the Fund's strategies, the allocation of the Fund's assets and the
appointment of contractors, advisors and fund managers.

Membership of the Pension Board
The Pension Board consists of 7 members as follows:
» Three Employer Representatives
» Three Scheme Member Representatives
* One Independent Member (non-voting) to act as chair of the Pension Board

Pension Board members, (excluding any Independent Member), have individual voting rights
but it is expected the Pension Board will as far as possible reach a consensus.

A meeting of the Pension Board is only quorate when two of the six Employer and Scheme
Member Representatives are present, and where the Board has an Independent Member they
must also be present.

The members of the Board are appointed by an Appointments Panel which consists of:
» the Cabinet Member for Resources
» the Corporate Director, Resources
» the Divisional Director Finance, Procurement and Audit
» the Corporate Director, Governance

Members of the Pension Board are required to declare any interests that they have in relation
to the Pension Fund or items on the agenda at the commencement of the meeting.

Meetings

The Pension Board meets at least twice a year in the ordinary course of business and
additional meetings may be arranged as required to facilitate its work. The Pension Board will
be treated in the same way as a Committee of Tower Hamlets Council and, as such, members
of the public may attend and papers will be made public in the same was as described above
for the Pension Committee.
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Policy Documents

In addition to the foregoing, there are a number of other documents which are relevant to the
Governance and management of the Pension Fund. Brief details of these are listed below and
the full copies of all documents can be found on the Pension Fund Website:
http://www.towerhamletspensionfund.org/

Funding Strategy Statement

The Funding Strategy Statement forms part of the framework for the funding and management
of the Pension Fund. It sets out how the Fund will approach its liabilities and contains a
schedule of the minimum contribution rates that are required of individual employers within the
Fund. The Funding Strategy Statement (FSS) is drawn up by the Administering Authority in
collaboration with the Fund’s actuary and after consultation with the Fund’'s employers. The
FSS forms part of a broader framework which covers the Pension Fund and applies to all
employers participating in the Fund. The FSS represents a summary of the Fund’s approach to
funding the liabilities of the Pension Fund.

Investment Strategy Statement

The Investment Strategy Statement (ISS) replaced the Statement of Investment Principles
from 1st April 2016. The Local Government Pension Scheme (Management and Investment of
Funds) Regulations 2016 require administering authorities to formulate and to publish a
statement of its investment strategy, in accordance with guidance issued from time to time by
the Secretary of State.

This ISS is designed to be a living document and is an important governance tool for the Fund.
This document sets out the investment strategy of the Fund, provides transparency in relation
to how the Fund investments are managed, acts as a risk register, and has been designed to
be informative but reader focused.

This document will be reviewed following the completion of the Fund investment strategy
review and updated revised version will be tabled at the November Pensions Committee
meeting for approval.

Governance Policy Compliance Statement

This sets out the Pension Fund’'s compliance with the Secretary of State’s Statutory Guidance
on Governance in the LGPS. This is attached as Appendix B and shows where the Fund is
compliant or not compliant with best practice and the reasons why it may not be compliant.

Training Policy
Tower Hamlets Council has a Training Policy which has been put in place to assist the Fund in
achieving its governance objectives and all Pensions Committee members, Pension Board
members and senior officers are expected to continually demonstrate their own personal
commitment to training and to ensuring that the governance objectives are met.
To assist in achieving these objectives, the London Borough of Tower Hamlets Pension Fund
aims to comply with:

» the CIPFA Knowledge and Skills Frameworks and

» the knowledge and skills elements of the Public Service Pensions Act 2013 and

» the Pensions Regulator's (TPR) Code of Practice for Public Service Schemes.

As well as any other LGPS specific guidance relating to the knowledge and skills of Pensions

Committee members, Pension Board members or pension fund officers which may be issued
from time to time.
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Members of the Pensions Committee, Pension Board and officers involved in the management
of the Fund will receive training to ensure that they meet the aims of the Training Policy with
training schedules drawn up and reviewed on at least on annual basis.

Annual Report and Accounts

As part of the financial standing orders it is the duty of the Chief Financial Officer to ensure
that record keeping and accounts are maintained by the Pension Fund. The Pension Fund
accounts are produced in accordance with the accounting recommendations of the Financial
Reports of Pension Schemes - Statement of Recommended Practice. The financial statements
summarise the transactions of the Scheme and deal with the net assets of the Scheme. The
statement of accounts is reviewed by both the Pensions Committee and the Audit Committee
and incorporated in the Statement of Accounts for the Council. Full copies of the Report and
Accounts are distributed to employers in the Fund and other interested parties and a copy
placed on the websites:

http://www.towerhamletspensionfund.org/
http://moderngov.towerhamlets.gov.uk/ieListMeetings.aspx?Committeeld=392

Communication Policy

This document sets out the communications policy of the administering authority and sets out
the strategy for ensuring that all interested parties are kept informed of developments in the
Pension Fund. This helps to ensure transparency and an effective communication process for
all interested parties. A copy of the policy can be found on the Pensions website:
http://www.towerhamletspensionfund.org/

Discretions Policies

Under the Local Government Pension Scheme regulations, the Administering Authority has a
level of discretion in relation to a number of areas. The Administering Authority reviews these
policies as appropriate and will notify interested parties of any significant changes. Employing
Authorities are also required to set out their discretions policies in respect of areas under the
Regulations where they have a discretionary power. Copies of both the Administering Authority
and the London Borough of Tower Hamlets’ Employing Authority Discretions can be found on
the website: http://www.towerhamletspensionfund.org/

Pension Administration Strategy and Employer Guide

In order to assist with the management and efficient running of the Pension Fund, the Pension
Administration Strategy and Employer Guide encompassing administrative procedures and
responsibilities for the Pension Fund for both the Administering Authority and Employing
Authorities has been distributed to employers within the Fund following consultation and can
be found on the website: http:/www.towerhamletspensionfund.org/

This represents part of the process for ensuring the ongoing efficient management of the Fund
and maintenance of accurate data and forms part of the overall governance procedures for the
Fund.

Approval, Review and Consultation

This Governance Policy and Statement was approved at the London Borough of Tower
Hamlets Pensions Committee meeting on 23 July 2015 following consultation with all the
participating employers in the Fund and other interested parties. It will be formally reviewed
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and updated at least every year or sooner if the governance arrangements or other matters
included within it merit reconsideration. In August 2017, this document has been reviewed and
updated for Pensions Committee consideration and approval at its meeting of 21%' September
2017.

Contact Information
Further information on the London Borough of Tower Hamlets Pension Fund can be found as
shown below:

London Borough of Tower Hamlets Pension Fund
Mulberry Place

5 Clove Crescent

London

E14 2BG

Email: pensions@towerhamlets.gov.uk
Website: http://www.towerhamletspensionfund.org/
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Appendix A
Delegation of Functions to Officers by Tower Hamlets Pensions Committee
Key:
PC — Pensions Committee OAP-Officers & Advisers Panel ITM — Investment & Treasury Manager
CDR — Corporate Director, Resources & Officers DDoFPA -Divisional Director Finance, Procurement & Audit
IC — Investment Consultant FA — Fund Actuary IA — Independent Adviser
Function delegated to PC Delegation to Officer(s) Delegated Officer(s) Communication and Monitoring of
Use of Delegation
Rebalancing and cash
management
Investment strategy - approving the
Fund's investment strategy, Implementation of strategic
Investment Strategy Statement and allocation including use of ranges
Myners Compliance Statement To formlially review Ithe Scheme’s
including setting investment targets asset allocation at least every :
and ensuring these are aligned with three year’s taking account of f;g?r dljt(??)lr:]zgri(gl;mig]ea;lfnt%e High level monitoring at PC with more
the Fund's specific liability profile and | any changes in the profile of IC. IA, FA and OAP) detailed monitoring by OAP and or ITM
risk appetite. Scheme liabilities and will assess Y
any guidance regarding
Monitoring the implementation of tolerance of risk. It will
these policies and strategies on an recommend changes in asset
ongoing basis. allocation to the Pensions
Committee
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Function delegated to PC

Delegation to Officer(s)

Delegated Officer(s)

Communication and Monitoring of
Use of Delegation

New mandates / emerging
opportunities

To consider the Scheme’s
approach to social, ethical and
environmental issues of
investment, corporate
governance and shareholder
activism and recommend
revisions to the Pensions
Committee.

CDR, DDoFPA and ITM (having
regard to ongoing advice of the
IC & 1A)

High level monitoring at PC with more
detailed monitoring by OAP & ITM

Selection, appointment and dismissal
of the Fund’s advisers, including
actuary, benefits consultants,
investment consultants, global
custodian, fund managers, lawyers,
pension funds administrator, and
independent professional advisers.

Ongoing monitoring of Fund
Managers

CDR, DDoFPA and ITM (having
regard to ongoing advice of the
IA & IC) and subject to
ratification by PC

High level monitoring at PC with more
detailed monitoring by OAP & ITM

Selection, appointment, addition,
replacement and dismissal of
Fund Managers

To evaluate the credentials of
potential managers and make
recommendations to the
Pensions Committee

To review the Scheme’s AVC
arrangements annually. If it
considers a change is
appropriate, it will make
recommendations to the
Pensions Committee.

OAP, CDR and ITM (having
regard to ongoing advice of the
IA & IC) and subiject to
ratification by PC

Notified to PC via ratification process.
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Function delegated to PC

Delegation to Officer(s)

Delegated Officer(s)

Communication and Monitoring of
Use of Delegation

Agreeing the Administering Authority
responses to consultations on LGPS
matters and other matters where they
may impact on the Fund or its
stakeholders.

Agreeing the Administering
Authority responses where the
consultation timescale does not
provide sufficient time for a draft
response to be approved by PC.

CDR, DDoFPA and ITM, subject
to agreement with Chairman and
Vice Chairman (or either, if only

one available in timescale)

PC advised of consultation via e-mail (if
not already raised previously at PC) to
provide opportunity for other views to
be fed in. Copy of consultation
response provided at following PC for
noting.

Agreeing the Fund's Knowledge and
Skills Policy for all Pensions
Committee members and for all
officers of the Fund, including
determining the Fund’s knowledge
and skills framework, identifying
training requirements, developing
training plans and monitoring
compliance with the policy.

Implementation of the
requirements of the CIPFA Code
of Practice2

CDR & DDoFPA

Regular reports provided to PC and
included in Annual Report and
Accounts.

The Committee may delegate a
limited range of its functions to one or
more officers of the Authority. The
Pensions Committee will be
responsible for outlining expectations
in relation to reporting progress of
delegated functions back to the
Pensions Committee.

Other urgent matters as they
arise

CDR, DDoFPA and ITM subject
to agreement with Chairman and
Vice Chairman (or either, if only
one is available in timescale)

PC advised of need for delegation via
e-mail as soon as the delegation is
necessary. Result of delegation to be
reported for noting to following PC.

Other non-urgent matters as they
arise

Decided on a case by case
basis

As agreed at PC and subject to
monitoring agreed at that time.

2 CIPFA Code of Practice recommends each administering authority delegates responsibility for implementation to a senior officer.
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Appendix B
PRINCIPLE REQUIREMENT COMPLIANCE | COMMENT
The management of the administration of benefits | Compliant The Council’s Constitution states that the
and strategic management of fund assets clearly Pensions Committee is responsible for
rests with the main committee established by the the management of the Pension Fund
appointing council
That representatives of participating LGPS Compliant Trade union representatives and
employers, admitted bodies and scheme members representatives of admitted bodies sit on
(including pensioner and deferred members) are the Pension Committee.
members of either the main or secondary
committee established to underpin the work of the
STRUCTURE main committee.
That where a secondary committee or panel has Compliant A report of the Pensions Committee is
been established, the structure ensures effective presented at the following Pensions
communication across both levels. Committee. All key recommendations of
the Pensions Committee are ratified by
the Pensions Committee.
That where a secondary committee or panel has Compliant All members of the Pensions Committee
been established, at least one seat on the main are also members of the Pensions
committee is allocated for a member from the Committee.
secondary committee or panel.
That all key stakeholders are afforded the Compliant Trade unions and admitted bodies are
opportunity to be represented within the main or represented on the Pensions Committee.
secondary committee structure. These include :-
. employing authorities (including non-
REPRESENTATION scheme employers, e.g. admitted bodies),
. scheme members (including deferred and
pensioner scheme members),
. independent professional observers,
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to all members of committees, sub-committees,
advisory panels or any other form of secondary
forum.

PRINCIPLE REQUIREMENT COMPLIANCE | COMMENT
. expert advisors (on an ad-hoc basis).
That where lay members sit on a main or Compliant Papers for Committee and the Pensions
secondary committee, they are treated equally in Committee are made available to all
terms of access to papers and meetings, training members of both bodies at the same time
and are given full opportunity to contribute to the and are published well in advance of the
decision making process, with or without voting meetings in line with the council’s
rights. committee agenda publication framework.
That committee or panel members are made fully Compliant Members of the Pensions Committee/
aware of the status, role and function they are Pensions Committee have access to the
SELECTION & ROLE | required to perform on either a main or secondary terms of reference of each body and are
OF LAY MEMBERS | committee. aware of their roles and responsibilities
as members of these bodies/ Panel.
The policy of individual administering authorities on | Compliant Members of the Pensions Committee/
voting rights is clear and transparent, including the Pensions Committee does not currently
VOTING justification for not extending voting rights to each confer voting rights on non-Councillors in
body or group represented on main LGPS line with common practice across the
committees. local government sector.
That in relation to the way in which statutory and Compliant Regular training is arranged for members
related decisions are taken by the administering of the Pensions Committee. In addition
authority, there is a clear policy on training, facility members are encouraged to attend
time and reimbursement of expenses in respect of external training courses. The cost of any
members involved in the decision-making process. such courses attended will be met by the
TRAINING/FACILITY Fund.
TIME/EXPENSES
That where such a policy exists, it applies equally | Compliant The rule on training provision is applied

equally across all members of the
Pensions Committee.

Page 141 of 203




The London Borough of Tower Hamlets Pension Fund

2016/17
PRINCIPLE REQUIREMENT COMPLIANCE | COMMENT
That an administering authority’s main committee | Compliant Meetings of the Pensions Committee are
or committees meet at least quarterly. arranged to take place quarterly.
That an administering authority’s secondary Compliant Meetings of the Pensions Committee are
committee or panel meet at least twice a year and arranged to take place quarterly.
MEETINGS is synchronised with the dates when the main
(FREQUENCY/ committee sits.
QUORUM) : : : : : :
That administering authorities who do not include Compliant Union representatives on the Pensions
lay members in their formal governance Committee are lay members. Other
arrangements, provide a forum outside of those stakeholders of the Fund are able to
arrangements by which the interests of key make representations at the Annual
stakeholders can be represented. General Meeting of the Pension Fund.
Subiject to any rules in the Council’s Constitution, Compliant Panel meeting papers are circulated at
all members of the main and secondary the same time to all members of the
ACCESS committees or panels have equal access to Pensions Committee/ Pensions
committee papers, documents and advice that fails Committee.
to be considered at meetings of the main
committee.
That administering authorities have taken steps to | Compliant Pensions Committee considers are range
bring wider scheme issues within the scope of their of issues at its meetings and therefore
SCOPE governance arrangements. has taken steps to bring wider scheme
issues within the scope of the governance
arrangements.
That administering authorities have published Compliant This Governance Compliance Statement
details of their governance arrangements in such a is a public document that is attached as
PUBLICITY way that stakeholders with an interest in the way in an appendix to the annual pension fund
which the scheme is governed, can express an report.
interest in wanting to be part of those
arrangements.
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Introduction

This is the Training & Development Policy of the London Borough of Tower Hamlets
Pension Fund in relation to the Local Government Pension Scheme (LGPS), which
is managed and administered by Tower Hamlets Council. The Policy details the
training strategy for members of the Pensions Committee and Pension Board, and
senior officers responsible for the management of the Fund.

This Training & Development Policy is established to assist Pensions Committee and
Pensions Board members and senior officers in developing their knowledge and
capabilities in their individual roles, with the ultimate aim of ensuring that the London
Borough of Tower Hamlets Pension Fund is managed by individuals who have the
appropriate levels of knowledge and skills.

Tower Hamlets Council has delegated responsibility for the implementation of this
Training & Development Policy to the Corporate Director, Resources.

Aims and Objectives
Tower Hamlets Council recognises the significance of its role as Administering
Authority to the London Borough of Tower Hamlets Pension Fund on behalf of its
stakeholders which include:

» over 20,000 current and former members of the Fund, and their dependants

» about 20 employers within the Tower Hamlets Council area or with close links

to Tower Hamlets Council
» the local taxpayers within the London Borough of Tower Hamlets.

In relation to the governance of the Fund, the objectives are to ensure that:

« all staff and Pensions Committee Members charged with the financial
administration and decision-making with regard to the Fund are fully equipped
with the knowledge and skills to discharge the duties and responsibilities
allocated to them

» the Fund is aware that good governance means an organisation is open in its
dealings and readily provides information to interested parties

» all relevant legislation is understood and complied with

» the Fund aims to be at the forefront of best practice for LGPS funds

» the Fund manages Conflicts of Interest appropriately

This Policy has been put in place to assist the Fund in achieving these objectives
and all Pensions Committee Members, Pension Board members and senior officers
to whom this Policy applies are expected to continually demonstrate their own
personal commitment to training and to ensuring that these objectives are met.

To assist in achieving these objectives, the London Borough of Tower Hamlets
Pension Fund will aim to comply with:
» the CIPFA Knowledge and Skills Frameworks and
» the knowledge and skills elements of the Public Service Pensions Act 2013
and The Pensions Regulator's (TPR) Code of Practice for Public Service
Schemes
As well as any other LGPS specific guidance relating to the knowledge and skills of
Pensions Committee members, Pension Board members or pension fund officers
which may be issued from time to time.
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This Training & Development Policy applies to all Members of the Pensions
Committee, Pensions Board, including scheme member and employer
representatives. It also applies to all managers in the Tower Hamlets Council
Pension Fund Management Team and the Chief Finance Officer (Section 151
Officer) (from here on in collectively referred to as the senior officers of the Fund).

Other officers involved in the daily management of the Pension Fund will also be
required to have appropriate knowledge and skills relating to their roles, which will be
determined and managed by the Pension Fund Manager and Investment & Treasury
Manager and his/her team.

The advisers to the Fund that provides the day to day and strategic advice to the
London Borough of Tower Hamlets Pension Fund are also expected to be able to
meet the objectives of this Policy, as are all other officers of employers participating
in the London Borough of Tower Hamlets Pension Fund who are responsible for
pension matters are also encouraged to maintain a high level of knowledge and
understanding in relation to LGPS matters, and Tower Hamlets Council will provide
appropriate training for them.

This is considered separately in the London Borough of Tower Hamlets Pension
Fund Administration Strategy.

CIPFA and TPR Knowledge and Skills Requirements - (CIPFA
Knowledge and Skills Framework and Code of Practice)

In January 2010 CIPFA launched technical guidance for Representatives on
Pensions Committees and non-executives in the public sector within a knowledge
and skills framework. The Framework details the knowledge and skills required by
those responsible for pension scheme financial management and decision making.

In July 2015 CIPFA launched technical guidance for Local Pension Board members
by extending the existing knowledge and skills frameworks in place. This Framework
details the knowledge and skills required by Pension Board members to enable them
to properly exercise their functions under Section 248a of the Pensions Act 2004, as
amended by the Public Service Pensions Act 2013.

The Framework covers eight areas of knowledge and skills identified as the core
requirements (which include all those covered in the existing Committee and
nonexecutives’ framework):

i) Pensions legislation

ii) Public sector pensions governance

iii) Pension accounting and auditing standards

iv) Pensions administration

v) Financial services procurement and relationship management

vi) Investment performance and risk management

vii) Financial markets and products knowledge

viii)Actuarial methods, standards and practice

CIPFA’s Code of Practice recommends (amongst other things) that Local
Government Pension Scheme administering authorities -
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« formally adopt the CIPFA Knowledge and Skills Frameworks (or an alternative
training programme)

» ensure that the appropriate policies and procedures are put in place to meet
the requirements of the Frameworks (or an alternative training programme);

* publicly report how these arrangements have been put into practice each
year.

The Pensions Act 2004 and the Pension Regulator's Code of Practice
Section 248a of the Pensions Act 2004, as amended by The Public Service
Pensions Act 2013 (PSPA13) requires Pension Board members to:
* be conversant with the rules of the scheme and any document recording
policy about the administration of the scheme, and
* have knowledge and understanding of the law relating to pensions and any
other matters which are prescribed in regulations.

The degree of knowledge and understanding required is that appropriate for the
purposes of enabling the individual to properly exercise the functions of a member of
the Pension Board.

These requirements are incorporated and expanded on within the TPR Code of
Practice which came into force on 1 April 2015. It is expected that guidance will also
be issued by the Local Government Pension Scheme Advisory Board which will
explain further how these requirements will relate to LGPS administering authorities.

Application to the London Borough of Tower Hamlets Pension Fund

Tower Hamlets Council recognises that effective financial administration, scheme
governance and decision-making can only be achieved where those involved have
the requisite knowledge and skills. Accordingly it fully supports the use of the CIPFA
Knowledge and Skills Frameworks, and TPR's Code of Practice. Tower Hamlets
Council adopts the principles contained in these publications in relation to the
London Borough of Tower Hamlets Pension Fund, and this Training and
Development Policy highlights how the Council will strive to achieve those principles
through use of a Training Plan together with regular monitoring and reporting.

The London Borough of Tower Hamlets Pension Fund Training and

Development Plan

Tower Hamlets Council recognises that attaining, and then maintaining, relevant
knowledge and skills is a continual process for Pensions Committee members,
Pension Board members and senior officers, and that training is a key element of
this process. Tower Hamlets Council will develop a rolling Training Plan based on
the following key elements:

1) Individual Training Needs: A training needs analysis will be developed for
the main roles of Pensions Committee members, Pension Board members
and senior officers customised appropriately to the key areas in which they
should be proficient. Training will be required in relation to each of these
areas as part of any induction and on an ongoing refresher basis.

2) Hot Topic Training: The Training Plan will be developed to ensure
appropriately timed training is provided in relation to hot topic areas, such as a
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high risk area or a specific area where decisions need to be made. This
training may be targeted at specific roles.

3) General Awareness: Pensions Committee members, Pension Board
members and senior officers are expected to maintain a reasonable
knowledge of ongoing developments and current issues, which will allow them
to have a good level of general awareness of pension related matters
appropriate for their roles and which may not be specific to the London
Borough of Tower Hamlets Pension Fund.

Each of these training requirements will be focussed on the role of the individual i.e.
a Pensions Committee member, a Pension Board member or the specific role of the
officer.

The Pensions Committee agrees a training plan on an annual basis at the first
meeting of the Municipal Year. The training plan is developed taking into
consideration the needs of the Committee, the Board and officers to both enhance
existing knowledge and skills and to develop new areas of understanding. This
ensures that training is accessible to all Committee and Board members and key
officers involved in the management of the Pension Fund.

Training will be delivered through a variety of methods including:

* In-house training days provided by officers and/or external providers

» Training as part of meetings (e.g. Pensions Committee) provided by officers
and/or external advisers

» External training events

» Circulation of reading material

» Attendance at seminars and conferences offered by industry-wide bodies

» Attendance at meetings and events with the London Borough of Tower
Hamlets Pension Fund's investment managers and advisors

» Links to on-line training

» Access to the London Borough of Tower Hamlets Pension Fund website
where useful London Borough of Tower Hamlets Pension Fund specific
material is available.

In addition London Borough of Tower Hamlets Pension Fund officers and advisers
are available to answer any queries on an ongoing basis including providing access
to materials from previous training events.

Initial Information and Induction Process
On joining the Pensions Committee, the Pension Board or the London Borough of
Tower Hamlets Pension Fund Management Team, a new member or officer will be
provided with the following documentation to assist in providing them with a basic
understanding of London Borough of Tower Hamlets Pension Fund:
» The members' guide to the Local Government Pension Scheme (LGPS)
» The latest Actuarial Valuation report
» The Annual Report and Accounts, which incorporate:
» The Funding Strategy Statement
» The Governance Policy and Compliance Statement
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« The Statement of Investment Principles including the London Borough
of Tower Hamlets Pension Fund’s statement of compliance with the
LGPS Myners Principles
e The Communications Policy
» The Administration Strategy
» The administering authority's Discretionary Policies
» The Training Policy

In addition, an individual training plan will be developed to assist each Pensions
Committee member, Pension Board member or officer to achieve, within six months,
their identified individual training requirements.

Monitoring Knowledge and Skills
To identify if Pensions Committee members, Pension Board members and senior
officers are meeting the objectives of this policy we will:

1) Compare and report on attendance at training based on the following:

i.  Individual Training Needs — ensuring refresher training on the key elements
takes place for each individual at least once every three years.

i. Hot Topic Training — attendance by at least 80% of the required Pensions
Committee members, Pension Board members and senior officers at planned
hot topic training sessions. This target may be focussed at a particular group
of Pensions Committee members, Pension Board members or senior officers
depending on the subject matter.

iii. General Awareness — each Pensions Committee member, Pension Board
member or officer attending at least one day each year of general awareness
training or events.

iv.  Induction training — ensuring areas of identified individual training are
completed within six months.

2) Consider whether the objectives have been met as part of the annual self-
assessment carried out each year which is completed by all Pensions Committee
members, Pension Board members and senior officers.

The key risks to the delivery of this Policy are outlined below:

i. Changes in Pensions Committee and/or Pension Board membership and/or
senior officers’ potentially diminishing knowledge and understanding.

i. Poor attendance and/or a lack of engagement at training and/or formal
meetings by Pensions Committee Members, Pension Board Members and/or
other senior officers resulting in a poor standard of decision making and/or
monitoring.

iii. Insufficient resources being available to deliver or arrange the required
training.

iv.  The quality of advice or training provided not being to an acceptable standard.

The Pensions Committee members, with the assistance of London Borough of

Tower Hamlets senior officers and Pension Board members will monitor these and
other key risks and consider how to respond to them.
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Reporting
A report will be presented to the Pensions Committee on an annual basis setting out:
i.  The training provided / attended in the previous year at an individual level
i. Attendance at Pensions Committee and Pension Board meetings
iii.  The results of the measurements identified above.

This information will also be included in the London Borough of Tower Hamlets
Pension Fund’s Annual Report and Accounts.

At each Pensions Committee and Pensions Board meeting, members will be
provided with details of forthcoming seminars, conferences and other relevant
training events as well as a summary of the events attended since the previous
meeting.

Costs
All training costs related to this Training and Development Policy are met directly by
the London Borough of Tower Hamlets Pension Fund.

Approval, Review and Consultation

This Training and Development Policy was originally approved at the London
Borough of Tower Hamlets Pensions Committee meeting of September 2015 and
amendments to incorporate the requirements of the CIPFA Local Pension Boards
Framework would be approved on 9" March 2016. This Training and Development
Policy was also adopted by the London Borough of Tower Hamlets Pension Board at
its first meeting. It will be formally reviewed and updated at least every year or
sooner if the training arrangements or other matters included within it worth re-
evaluation.

Further Information

If you require further information about anything in or related to this Training and
Development Policy, please contact:

Bola Tobun

Investment & Treasury Manager

London Borough of Tower Hamlets Pension Fund
London Borough of Tower Hamlets

Mulberry Place

5 Clove Crescent

London

E14 2BG

E-mail Bola.Tobun@towerhamlets.gov.uk
Telephone 020 7364 4733
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1.1

1.2

1.3

2.1

2.2

Introduction

This document sets out the procedures to be followed by certain persons
involved with the Tower Hamlets Pension Fund, the Local Government
Pension Scheme managed and administered by Tower Hamlets Council, in
relation to reporting breaches of the law to the Pensions Regulator.

Breaches can occur in relation to a wide variety of the tasks normally
associated with the administrative function of a scheme such as keeping
records, internal controls, calculating benefits and making investment or
investment-related decisions.

This Procedure document applies, in the main, to:

 all members of the Tower Hamlets Pensions Committee and Board;

« all officers involved in the management of the Pension Fund ;

» personnel of the shared service pensions administrator providing day
to day administration services to the Fund, and any professional
advisers including auditors, actuaries, legal advisers and fund
managers; and

 officers of employers participating in the Tower Hamlets Pension Fund
who are responsible for pension matters.

Requirements

This section clarifies the full extent of the legal requirements and to whom
they apply.

Pensions Act 2004
Section 70 of the Pensions Act 2004 (the Act) imposes a requirement on the
following persons:

» atrustee or manager of an occupational or personal pension scheme;

* a member of the pension board of a public service pension scheme;

* a person who is otherwise involved in the administration of such a
scheme an occupational or personal pension scheme;

the employer in relation to an occupational pension scheme;

a professional adviser in relation to such a scheme; and

a person who is otherwise involved in advising the trustees or
managers of an occupational or personal pension scheme in relation to
the scheme, to report a matter to The Pensions Regulator as soon as
is reasonably practicable where that person has reasonable cause to
believe that:

(a) a legal duty relating to the administration of the scheme has not
been or is not being complied with, and

(b) the failure to comply is likely to be of material significance to The
Pensions Regulator.
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2.3

2.4

3.1

The Act states that a person can be subject to a civil penalty if he or she fails
to comply with this requirement without a reasonable excuse. The duty to
report breaches under the Act overrides any other duties the individuals listed
above may have. However the duty to report does not override ‘legal
privilege’. This means that, generally, communications between a professional
legal adviser and their client, or a person representing their client, in
connection with legal advice being given to the client, do not have to be
disclosed.

The Pension Regulator's Code of Practice
Practical guidance in relation to this legal requirement is included in The
Pension Regulator’s Code of Practice including in the following areas:

implementing adequate procedures.

judging whether a breach must be reported.
submitting a report to The Pensions Regulator.
whistleblowing protection and confidentiality.

Application to the Tower Hamlets Pension Fund

This procedure has been developed to reflect the guidance contained in The
Pension Regulator's Code of Practice in relation to the Tower Hamlets
Pension Fund and this document sets out how the Board will strive to achieve
best practice through use of a formal reporting breaches procedure.

The Tower Hamlets Pension Fund Reporting Breaches Procedure

The following procedure details how individuals responsible for reporting and
whistleblowing can identify, assess and report (or record if not reported) a
breach of law relating to the Tower Hamlets Pension Fund. It aims to ensure
individuals responsible are able to meet their legal obligations, avoid placing
any reliance on others to report. The procedure will also assist in providing an
early warning of possible malpractice and reduce risk.

Clarification of the law

Individuals may need to refer to regulations and guidance when considering
whether or not to report a possible breach. Some of the key provisions are
shown below:

» Section 70(1) and 70(2) of the Pensions Act 2004
www.legislation.gov.uk/ukpga/2004/35/contents

* Employment Rights Act 1996:
www.legislation.gov.uk/ukpga/1996/18/contents

* Occupational and Personal Pension Schemes (Disclosure of
Information) Regulations 2013 (Disclosure Regulations):
www.legislation.gov.uk/uksi/2013/2734/contents/made

» Public Service Pension Schemes Act 2013:
www.legislation.gov.uk/ukpga/2013/25/contents

* Local Government Pension Scheme Regulations (various):
http://www.lgpsregs.org/timelineregs/Default.ntml (pre 2014 schemes)
http://www.lgpsregs.org/index.php/regs-legislation (2014 scheme)
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3.2

3.3

3.4

» The Pensions Regulator’'s Code of Practice:
http://www.thepensionsrequlator.gov.uk/codes/code-governance-
administration-publicservice-pension-schemes.aspx
In particular, individuals should refer to the section on ‘Reporting
breaches of the law’, and for information about reporting late payments
of employee or employer contributions, the section of the code on
‘Maintaining contributions’.

Further guidance and assistance can be provided by the Council Monitoring
Officer and the Corporate Director, Resources, provided that requesting this
assistance will not result in alerting those responsible for any serious offence
(where the breach is in relation to such an offence).

Clarification when a breach is suspected

Individuals need to have reasonable cause to believe that a breach has
occurred, not just a suspicion. Where a breach is suspected the individual
should carry out further checks to confirm the breach has occurred. Where
the individual does not know the facts or events, it will usually be appropriate
to check with the Council Monitoring Officer and the Corporate Director,
Resources, a member of the Pensions Committee or Pension Board or others
who are able to explain what has happened. However there are some
instances where it would not be appropriate to make further checks, for
example, if the individual has become aware of theft, suspected fraud or
another serious offence and they are also aware that by making further
checks there is a risk of either alerting those involved or hampering the
actions of the police or a regulatory authority. In these cases The Pensions
Regulator should be contacted without delay.

Determining whether the breach is likely to be of material significance
To decide whether a breach is likely to be of material significance an
individual should consider the following, both separately and collectively:

» cause of the breach (what made it happen);

» effect of the breach (the consequence(s) of the breach);
» reaction to the breach; and

» wider implications of the breach.

Further details on the above four considerations are provided in Appendix A to
this procedure.

The individual should use the traffic light framework described in Appendix B
to help assess the material significance of each breach and to formally
support and document their decision.

A decision tree is provided below to show the process for deciding whether or

not a breach has taken place and whether it is materially significant and
therefore requires to be reported.
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3.5

3.6

3.7.

3.8

Referral to a level of seniority for a decision to be made on whether to
report

Tower Hamlets Council has a designated Monitoring Officer to ensure the
Council acts and operates within the law. They are considered to have
appropriate experience to help investigate whether there is reasonable cause
to believe a breach has occurred, to check the law and facts of the case, to
maintain records of all breaches and to assist in any reporting to The
Pensions Regulator, where appropriate. If breaches relate to late or incorrect
payment of contributions or pension benefits, the matter should be highlighted
to the Council Service Head of Finance & Procurement and the Corporate
Director, Resources, at the earliest opportunity to ensure the matter is
resolved as a matter of urgency. Individuals must bear in mind, however,
that the involvement of the Monitoring Officer is to help clarify the potential
reporter's thought process and to ensure this procedure is followed. The
reporter remains responsible for the final decision as to whether a matter
should be reported to The Pensions Regulator.

The matter should not be referred to any of these officers if doing so will alert
any person responsible for a possible serious offence to the investigation (as
highlighted in section 2). If that is the case, the individual should report the
matter to The Pensions Regulator setting out the reasons for reporting,
including any uncertainty — a telephone call to the Regulator before the
submission may be appropriate, particularly in more serious breaches.

Dealing with complex cases

The Council Service Head of Finance & Procurement and the Corporate
Director, Resources, may be able to provide guidance on particularly complex
cases. Information may also be available from national resources such as the
Scheme Advisory Board or the LGPC Secretariat (part of the LG Group -
http://www.lgpsregs.org/). If timescales allow, legal advice or other
professional advice can be sought and the case can be discussed at the next
Board meeting.

Timescales for reporting

The Pensions Act and Pension Regulators Code require that if an individual
decides to report a breach, the report must be made in writing as soon as
reasonably practicable. Individuals should not rely on waiting for others to
report and nor is it necessary for a reporter to gather all the evidence which
The Pensions Regulator may require before taking action. A delay in
reporting may exacerbate or increase the risk of the breach. The time taken
to reach the judgements on “reasonable cause to believe” and on “material
significance” should be consistent with the speed implied by ‘as soon as
reasonably practicable’. In particular, the time taken should reflect the
seriousness of the suspected breach.

Early identification of very serious breaches

In cases of immediate risk to the scheme, for instance, where there is any
indication of dishonesty, The Pensions Regulator does not expect reporters to
seek an explanation or to assess the effectiveness of proposed remedies.
They should only make such immediate checks as are necessary. The more
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3.9

3.10

serious the potential breach and its consequences, the more urgently
reporters should make these necessary checks. In cases of potential
dishonesty the reporter should avoid, where possible, checks which might
alert those implicated. In serious cases, reporters should use the quickest
means possible to alert The Pensions Regulator to the breach.

Recording all breaches even if they are not reported

The record of past breaches may be relevant in deciding whether to report a
breach (for example it may reveal a systemic issue). Tower Hamlets Council
will maintain a record of all breaches identified by individuals and reporters
should therefore provide copies of reports to the Council Monitoring Officer
and the Corporate Director, Resources. Records of unreported breaches
should also be provided as soon as reasonably practicable and certainly no
later than within 20 working days of the decision made not to report. These
will be recorded alongside all reported breaches. The record of all breaches
(reported or otherwise) will be included in the quarterly Monitoring Report at
each Pension Committee, and this will also be shared with the Pension Board.

Reporting a breach

Reports must be submitted in writing via The Pensions Regulator’s online
system at www.tpr.gov.uk/exchange, or by post, email or fax, and should be
marked urgent if appropriate. If necessary, a written report can be preceded
by a telephone call. Reporters should ensure they receive an
acknowledgement for any report they send to The Pensions Regulator. The
Pensions Regulator will acknowledge receipt of all reports within five working
days and may contact reporters to request further information. Reporters will
not usually be informed of any actions taken by The Pensions Regulator due
to restrictions on the disclosure of information.

As a minimum, individuals reporting should provide:

» full scheme name (Tower Hamlets Pension Fund);

» description of breach(es);

* any relevant dates;

* name, position and contact details;

» role in connection to the scheme; and

* employer name or name of scheme manager (the latter is Tower Hamlets
Council).

If possible, reporters should also indicate:

» the reason why the breach is thought to be of material significance to The
Pensions Regulator;

* scheme address (provided at the end of this procedures document);

» scheme manager contact details (provided at the end of this procedures
document);

* pension scheme registry number (PSR — 00330180RT); and

» whether the breach has been reported before.
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3.11

3.12

3.13

The reporter should provide further information or reports of further breaches
if this may help The Pensions Regulator in the exercise of its functions. The
Pensions Regulator may make contact to request further information.

Confidentiality

If requested, The Pensions Regulator will do its best to protect a reporter’s
identity and will not disclose information except where it is lawfully required to
do so. If an individual’s employer decides not to report and the individual
employed by them disagrees with this and decides to report a breach
themselves, they may have protection under the Employment Rights Act 1996
if they make an individual report in good faith.

Reporting to Pensions Committee and Pensions Board
A report will be presented to the Pensions Committee and the Pensions Board
on a quarterly basis setting out:

» all breaches, including those reported to The Pensions Regulator and
those unreported, with the associated dates;

* in relation to each breach, details of what action was taken and the
result of any action (where not confidential);

» any future actions for the prevention of the breach in question being
repeated; and

» highlighting new breaches which have arisen in the last year/since the
previous meeting.

This information will also be provided upon request by any other individual or
organisation (excluding sensitive/confidential cases or ongoing cases where
discussion may influence the proceedings). An example of the information to
be included in the quarterly reports is provided in Appendix C to this
procedure.

Review

This Reporting Breaches Procedure was originally developed in June 2016. It
will be kept under review and updated as considered appropriate by the
Corporate Director, Resources. It may be changed as a result of legal or
regulatory changes, evolving best practice and ongoing review of the
effectiveness of the procedure.

Further Information

If you require further information about reporting breaches or this procedure, please
contact:

Bola Tobun - Investment & Treasury Manager

Email: Bola.Tobun@towerhamlets.gov.uk
Telephone: 020 7364 4733

Tower Hamlets Pension Fund

London Borough of Tower Hamlets, London E14 2BG
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Designated officer contact details:
1) Divisional Director Finance and Procurement — Neville Murton
Email: Neville.Murton@towerhamlets.gov.uk

2) Corporate Director, Resources — Zena Cooke
Email: Zena.Cooke@towerhamlets.gov.uk

3) Monitoring Officer/Corporate Director, Governance — Asmat Hussain
Email: Asmat.Hussain@towerhamlets.gov.uk
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Appendix A

Determining whether a breach is likely to be of material significance

To decide whether a breach is likely to be of material significance individuals should
consider the following elements, both separately and collectively:

cause of the breach (what made it happen);

effect of the breach (the consequence(s) of the breach);
reaction to the breach; and

wider implications of the breach.

The cause of the breach
Examples of causes which are likely to be of concern to The Pensions Regulator are
provided below:

acting, or failing to act, in deliberate contravention of the law;

dishonesty;

incomplete or inaccurate advice;

poor administration, i.e. failure to implement adequate administration
procedures;

poor governance; or

slow or inappropriate decision-making practices.

When deciding whether a cause is likely to be of material significance individuals
should also consider:

whether the breach has been caused by an isolated incident such as a power
outage, fire, flood or a genuine one-off mistake.

whether there have been any other breaches (reported to The Pensions
Regulator or not) which when taken together may become materially
significant.

The effect of the breach

Examples of the possible effects (with possible causes) of breaches which are
considered likely to be of material significance to The Pensions Regulator in the
context of the LGPS are given below:

Committee/Board members not having enough knowledge and
understanding, resulting in pension boards not fulfilling their roles, the scheme
not being properly governed and administered and/or scheme managers
breaching other legal requirements.

Conflicts of interest of Committee or Board members, resulting in them being
prejudiced in the way in which they carry out their role and/or the ineffective
governance and administration of the scheme and/or scheme managers
breaching legal requirements.

Poor internal controls, leading to schemes not being run in accordance with
their scheme regulations and other legal requirements, risks not being
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properly identified and managed and/or the right money not being paid to or
by the scheme at the right time.

Inaccurate or incomplete information about benefits and scheme information
provided to members, resulting in members not being able to effectively plan
or make decisions about their retirement.

Poor member records held, resulting in member benefits being calculated
incorrectly and/or not being paid to the right person at the right time.
Misappropriation of assets, resulting in scheme assets not being safeguarded.
Other breaches which result in the scheme being poorly governed, managed
or administered.

The reaction to the breach
A breach is likely to be of concern and material significance to The Pensions
Regulator where a breach has been identified and those involved:

do not take prompt and effective action to remedy the breach and identify and
tackle its cause in order to minimise risk of recurrence;

are not pursuing corrective action to a proper conclusion; or

fail to notify affected scheme members where it would have been appropriate
to do so.

The wider implications of the breach

Reporters should also consider the wider implications when deciding whether a
breach must be reported. The breach is likely to be of material significance to The
Pensions Regulator where the fact that a breach has occurred makes it more likely
that further breaches will occur within the Fund or, if due to maladministration by a
third party, further breaches will occur in other pension schemes.
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Appendix B

Traffic light framework for deciding whether or not to report

It is recommended that those responsible for reporting use the traffic light framework
when deciding whether to report to The Pensions Regulator. This is illustrated below:

This where the cause, effect, reaction and wider implications of a
breach, when considered together, are likely to be of material
significance.

These must be reported to The Pensions Regulator.
Example: Several members’ benefits have been calculated incorrectly.
The errors have not been recognised and no action has been taken to
identify and tackle the cause or to correct the errors.

This where the cause, effect, reaction and wider implications of a
AMBER breach, when considered together, may be of material significance.
They might consist of several failures of administration that, although
not significant in themselves, have a cumulative significance because
steps have not been taken to put things right. You will need to
exercise your own judgement to determine whether the breach is likely
to be of material significance and should be reported.

Example: Several members’ benefits have been calculated incorrectly.
The errors have been corrected, with no financial detriment to the
members. However the breach was caused by a system error which
may have wider implications for other public service schemes using
the same system.

This where the cause, effect, reaction and wider implications of a
breach, when considered together, are not likely to be of material
significance. These should be recorded but do not need to be
reported.

Example: A member’s benefits have been calculated incorrectly. This
was an isolated incident, which has been promptly identified and
corrected, with no financial detriment to the member. Procedures have
been put in place to mitigate against this happening again.

All breaches should be recorded even if the decision is not to report.

When using the traffic light framework individuals should consider the content of the red,
amber and green sections for each of the cause, effect, reaction and wider implications of
the breach, before you consider the four together. Some useful examples of this is
framework is provided by The Pensions Regulator at the following
link:http://www.thepensionsregulator.gov.uk/codes/code-related-report-reaches.aspx
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Appendix C

funding,
investment,
criminal activity)

not reported
and dates)

Date Category Description Possible effect Reaction of Reported / Not Outcome of Outstanding
(e.g. and cause of breach and relevant reported report actions
administration, of breach wider parties to (with and/or
contributions, implications breach justification if investigations

*New breaches since the previous meeting should be highlighted
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CONFLICTS OF INTEREST POLICY

Introduction

Conflicts of interest have always existed for those with LGPS administering
authority responsibilities as well as for advisers to LGPS funds. This simply
reflects the fact that many of those managing or advising LGPS funds will
have a variety of other roles and responsibilities, for example as a member of
the scheme, as an elected member of an employer participating in the LGPS
or as an adviser to more than one LGPS administering authority. Further any
of those persons may have an individual personal, business or other interest
which might conflict, or be perceived to conflict, with their role managing or
advising LGPS funds.

It is generally accepted that LGPS administering authorities have both
fiduciary and public law duties to act in the best interest of both the scheme
beneficiaries and participating employers. This, however, does not preclude
those involved in the management of the fund from having other roles or
responsibilities which may result in an actual or potential conflict of interest.
Accordingly, it is good practice to document within a policy, such as this, how
any such conflicts or potential conflicts are to be managed.

This is the Conflicts of Interest Policy of the Tower Hamlets Pension Fund,
which is managed by London Borough of Tower Hamlets. The Policy details
how actual and potential conflicts of interest are identified and managed by
those involved in the management and governance of the Tower Hamlets
Pension Fund whether directly or in an advisory capacity.

This Conflicts of Interest Policy is established to guide the Pensions
Committee members, Pension Board members, officers and advisers. Along
with other constitutional documents, including the various Codes of Conduct, it
aims to ensure that those individuals do not act improperly or create a
perception that they may have acted improperly. It is an aid to good
governance, encouraging transparency and minimising the risk of any matter
prejudicing decision making or management of the Fund otherwise.

Page 165 of 203



The London Borough of Tower Hamlets Pension Fund

In relation to the governance of the Fund, the Administering Authority's
objectives are to:

= Act in the best interests of the Fund’s members and employers

» Have robust governance arrangements in place, to facilitate informed
decision making, supported by appropriate advice, policies and
strategies

» Ensure the Pension Fund is managed and its services delivered by
people who have the appropriate knowledge and expertise

= Act with integrity and be accountable to stakeholders for all decisions,
ensuring they are robust and well based

= Understand and monitor risk

= Strive to ensure compliance with the appropriate legislation and statutory
guidance, and to act in the spirit of other relevant guidelines and best
practice guidance

» Clearly articulate its objectives and how it intends to achieve those
objectives through business planning, and continually measure and
monitor success

The identification and management of potential and actual conflicts of interest
is integral to the Administering Authority achieving its governance objectives.

To whom this Policy Applies

This Conflicts of Interest Policy applies to all members of the Pensions
Committee and the Pension Board, including scheme member and employer
representatives, whether voting members or not. It applies to all managers in
the management of London Borough of Tower Hamlets Pension Fund, the
Chief Finance Officer (Section 151 Officer), Corporate Directors, and the
Service Heads (from here on in collectively referred to as the senior officers of
the Fund).

The Pension Manager/Investment Manager will monitor potential conflicts for
less senior officers involved in the daily management of the Pension Fund and
highlight this Policy to them as he/she considers appropriate.

This Policy and the issue of conflicts of interest in general must be considered
in light of each individual's role, whether this is a management, advisory or
assisting role.

The Policy also applies to all advisers and suppliers to the Fund, whether
advising the Pension Board, Pensions Committee or Fund officers.
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In this Policy, reference to advisers includes all advisers, suppliers and other
parties providing advice and services to the Administering Authority in relation
to pension fund matters. This includes but is not limited to actuaries,
investment consultants, independent advisers, benefits consultants, third party
administrators, fund managers, lawyers, custodians and AVC providers.
Where an advisory appointment is with a firm rather than an individual,
reference to "advisers" is to the lead adviser(s) responsible for the delivery of
advice and services to the Administering Authority rather than the firm as a
whole.

In accepting any role covered by this Policy, those individuals agree that they
must:
» acknowledge any potential conflict of interest they may have;
* be open with the Administering Authority on any conflicts of interest they
may have;
= adopt practical solutions to managing those conflicts; and
= plan ahead and agree with the Administering Authority how they will
manage any conflicts of interest which arise in future.

The procedures outlined later in this Policy provide a framework for each
individual to meet these requirements.

Legislative and related context

The overriding requirements in relation to the management of potential or
actual conflicts of interest for those involved in LGPS funds are contained in
various elements of legislation and guidance. These are considered further
below.

The Public Service Pensions Act 2013

Section 5 of this Act requires that the scheme manager (in the case of the
LGPS, this is the administering authority) must be satisfied that a Pension
Board member does not have a conflict of interest at the point of appointment
and from time to time thereafter. It also requires Pension Board members (or
nominated members) to provide reasonable information to the scheme
manager for this purpose.

The Act defines a conflict of interest as “a financial or other interest which is
likely to prejudice the person’s exercise of functions as a member of the board
(but does not include a financial or other interest arising merely by virtue of
membership of the scheme or any connected scheme).”

Further, the Act requires that scheme managers must have regard to any
such guidance that the national scheme advisory board issue (see below).
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The Local Government Pension Scheme Regulations 2013

Regulation 108 of these Regulations applies the requirements of the Public
Service Pensions Act (as outlined above) to the LGPS, placing a duty on each
Administering Authority to satisfy itself that Pension Board members do not
have conflicts of interest on appointment or whilst they are members of the
board. It also requires those pension board members to provide reasonable
information to the administering authority in this regard.

Regulation 109 states that each Administering Authority must have regard to
guidance issued by the Secretary of State in relation to Pension Boards.
Further, regulation 110 provides that the national scheme advisory board has
a function of providing advice to Administering Authorities and Pension
Boards. At the point of writing this Policy, the shadow LGPS national scheme
advisory board has issued guidance relating to the creation of Pension Boards
including a section on conflicts of interest. It is expected that this guidance
will be adopted by the scheme advisory board when it is created by statute
and possibly also by the Secretary of State. This Conflicts of Interest Policy
has been developed having regard to that guidance.

The Pensions Act 2004

The Public Service Pensions Act 2013 also added a number of provisions to
the Pensions Act 2004 related to the governance of public service pension
schemes and, in particular, conflicts of interest.

Section 90A requires the Pensions Regulator to issue a code of practice
relating to conflicts of interest for pension board members. The Pensions
Regulator has issued such a code and this Conflicts of Interest Policy has
been developed having regard to that code.

Further, under section 13, the Pensions Regulator can issue an improvement
notice (i.e. a notice requiring steps to be taken to rectify a situation) where it is
considered that the requirements relating to conflicts of interest for Pension
Board members are not being adhered to.

Local Government Act 2000

All members and co-opted members of the Tower Hamlets Pensions
Committee are required by the Local Government Act 2000 to abide by
Flintshire's Members' Code of Conduct. Part 3 of that Code contains
provisions relating to personal interests, personal and prejudicial interests,
their disclosure and limitations on members’ participation where they have any
such interest.

The Public Services Ombudsman for Wales’ Ten Guiding Principles

The Local Government Act 2000 empowered the National Assembly to issue
principles to which local authority elected members must have regard in
undertaking their role as a member. These principles draw on the 7 Principles
of Public Life which were set out in the Nolan Report “Standards of Conduct in
Local Government in England, Scotland and Wales”. Three more were added
to these; a duty to uphold the law, proper stewardship of the Council’s
resources and equality and respect for others.
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The current principles were set out in a statutory instrument and are detailed
below. Many of the principles are integral to the successful implementation of

this Policy.

CODE OF CONDUCT & CONFLICT OF INTEREST POLICY

1.
1.1

1.2

1.3

Code of conduct

As members of a publicly funded body with a responsibility to discharge
public business, members of the Tower Hamlets Pension Board should
have the highest standards of conduct.

Pension Board members should have regard to the Seven Principles of
Public life:

Selflessness
Integrity
Objectivity
Accountability
Openness
Honesty
Leadership

All Tower Hamlets Pension Board members must:

Act solely in the public interest and should never improperly
confer an advantage or disadvantage on any person or act to
gain financial or other material benefits for yourself, your family,
a friend or close associate.

Not place yourself under a financial or other obligation to outside
individuals or organisations that might seek to influence you in
the performance of your official duties.

Make all choices on merit and must be impartial and seen to be
impartial, when carrying out your public duties.

Co-operate fully with whatever scrutiny is appropriate to your
role.

Not, without proper authority, reveal any confidential and
sensitive information that is provided to you, such as personal
information about someone, or commercially sensitive
information which, if disclosed, might harm the commercial
interests of the Council or another person or organisation.

Ensure when using or authorising the use by others of the
resources of the authority that such resources are not used
improperly for political purposes (including party political
purposes) and you must have regard to any applicable Local
Authority Code of Publicity made under the Local Government
Act 1986.
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. Promote and support high standards of conduct when serving in
your public post, in particular as characterised by the above
requirements, by leadership and example.

. Sign the Conflict of Interest Declaration and declare any further
potential conflicts of interest that may arise once appointed as a
member.

. Comply with the Tower Hamlets Pension Fund Code in addition

to all other existing Codes of Conduct or Protocols (e.g. The
Member Code of Conduct).
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2.2

2.3

2.4

2.5

2.5

2.7

2.8

Conflict of interest

The Public Service Pensions Act 2013, Section 5(4) requires that any
member of a Pension Board must not have a “conflict of interest”,
which is defined in Section 5(5) as a “financial or other interest which is
likely to prejudice the person’s exercise of functions as a member of
the board, but does not include a financial or other interest arising
merely by virtue of membership of the scheme or any connected
scheme.”

A conflict of interest exists where a decision on a matter might
reasonably be regarded as affecting (to a greater extent than other
persons who may be affected by the decision) the well-being or
financial position of the Councillor, a relative or a friend or

+ the employment or business carried out by those persons, or in
which they might be investors (above a certain level)

+ any of the bodies with which the decision maker is associated,
and which decision maker will have registered in the appropriate
register of interests.

It does not need to be shown that a conflict of interest actually exists. It
is sufficient if it appears to a fair and informed observer that there was
a real possibility of conflict.

Examples of potential conflicts of interest, not only for the Board but
also for all those involved in managing the Pension Fund, are listed at
appendix 1.

All prospective Pension Board members are required to complete the
Tower Hamlets Pension Fund Conflict of interest declaration before
they are appointed to the Pension Board, attached at appendix 2.

All appointments to the Pension Board should be kept under review by
the Corporate Director, Resources.

It is the duty of any appointed Pension Board member to declare any
potential conflict of interest. This declaration should be made to the
Chair of the Pension Board in the first instance or to the Scheme
Manager, and recorded in a register of interests.

The Pension Board shall identify and monitor any potential conflict of
interests in a register of interests (attached at appendix 3). The register
of interests should be circulated to the Tower Hamlets Pension Board
and Scheme Manager for review and publication.

If the Pension Board suspects any conflict of interest it should report its
concerns to the Scheme Manager.
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2.9

2.10

3.1

When seeking to prevent a potential conflict of interest becoming
detrimental to the conduct and decisions of the Pension Board, the
Tower Hamlets Pension Board must consider obtaining legal advice
when assessing its course of action and response. The Tower Hamlets
Pension Board should consult the Monitoring Officer or the Service
Head, Legal Services in the first instance.

Education on identifying and dealing with conflicts of interest will be
included as part of the training requirement in the Knowledge and
Understanding policy.

Operational procedure for officers, Pensions Committee members
and Pension Board members

The following procedures must be followed by all individuals to whom
this policy applies.
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What is required

How this will be done

Step 1 - Initial
identification of
interests which do
or could give rise
to a conflict

On appointment to their role or on the commencement of this Policy if later, all
individuals will be provided with a copy of this Policy and be required to
complete a Declaration of Interest the same or similar to that included in
Appendix 2. This is in addition to the requirement to register disclosable
pecuniary interests and other registerable interests.

The information contained in these declarations will be collated into the
Pension Fund Register of conflicts of interest in a format the same or similar to
that included in Appendix 3.

Step 2 - Ongoing
notification and
management of
potential or actual
conflicts of interest

At the commencement of any Pensions Committee, Pension Board or other
formal meeting where pension fund matters are to be discussed, the Chairman
will ask all those present who are covered by this Policy to declare any new
potential conflicts. These will be recorded in the Fund's Register of conflicts of
interest. In addition, the latest version of the Register will be made available
by the Governance Officer to the Chairman of every meeting prior to that
meeting.

At Tower Hamlets Pensions Committee meetings there will also, at the start of
the meeting, be an agenda item for Members to declare any interests under
the Members' Code in relation to any items on that agenda.

Any individual, who considers that they or another individual has a potential or
actual conflict of interest, as defined by this Policy, which relates to an item of
business at a meeting, must advise the Chairman and the Governance Officer
prior to the meeting, where possible, or state this clearly at the meeting at the
earliest possible opportunity. The Chairman, in consultation with the Officers,
should then decide whether the conflicted or potentially conflicted individual
needs to leave the meeting during the discussion on the relevant matter or to
withdraw from voting on the matter.

If such a conflict is identified outside of a meeting the notification must be
made to the Governance Officer and where it relates to the business of any
meeting, also to the Chairman of that meeting. The Officers, in consultation
with the Chairman where relevant, will consider any necessary action to
manage the potential or actual conflict.

Where information relating to any potential or actual conflict has been
provided, the Pensions Manager/Investment & Treasury Manager may seek
such professional advice as he or she thinks fit (such as legal advice from the
Monitoring Officer) on to how to address any identified conflicts.

Any such potential or actual conflicts of interest and the action taken must be
recorded on the Fund's Register of conflicts of interest.

Step 3 - Periodic
review of potential
and actual
conflicts

At least once every 12 months, the Officers will provide to all individuals to
whom this Policy applies a copy of the Fund's Register of conflicts of interest.
All individuals will complete a new Declaration of Interest (see Appendix 2)
confirming that their information contained in the Register is correct or
highlighting any changes that need to be made to the declaration. Following
this exercise, the updated Register will then be circulated by the Officers to all
individuals to whom it relates.

Page 173 of 203




The London Borough of Tower Hamlets Pension Fund

4.1

4.2

4.3

4.4

4.5

4.6

Operational procedure for advisers

All of the key advisers are expected to have their own policies on how
conflicts of interest will be managed in their relationships with their
clients, and these should have been shared with London Borough of
Tower Hamlets.

Although this Policy applies to all advisers, the operational procedures
outlined in steps 1 and 3 above relating to completing ongoing
declarations are not expected to apply to advisers. Instead all advisers
must:
* be provided with a copy of this Policy on appointment and
whenever it is updated
» adhere to the principles of this Policy
* provide, on request, information to the Pensions
Manager/Investment & Treasury Manager in relation to
how they will manage and monitor actual or potential
conflicts of interests relating to the provision of advice or
services to London Borough of Tower Hamlets
» notify the Pensions Manager/Investment & Treasury
Manager immediately should a potential or actual conflict
of interest arise.

All potential or actual conflicts notified by advisers will be recorded in
the Fund’s Register of conflicts of interest.

London Borough of Tower Hamlets will encourage a culture of
openness and transparency and will encourage individuals to be
vigilant, have a clear understanding of their role and the circumstances
in which they may have a conflict of interest, and of how potential
conflicts should be managed.

London Borough of Tower Hamlets will evaluate the nature of any dual
interests or responsibilities that are highlighted and assess the impact
on pension fund operations and good governance were an actual
conflict of interest to materialise.

Ways in which conflicts of interest may be managed include:

« the individual concerned abstaining from discussion,
decision-making or providing advice relating to the
relevant issue

» the individual being excluded from the meeting(s) and any
related correspondence or material in connection with the
relevant issue (for example, a report for a Pensions
Committee meeting)

* a working group or sub-committee being established,
excluding the individual concerned, to consider the matter
outside of the formal meeting (where the terms of
reference permit this to happen)
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4.7

4.8

5.1

5.2

6.1

Provided that the Administering Authority, (having taken any
professional advice deemed to be required) is satisfied that the method
of management is satisfactory, London Borough of Tower Hamlets
shall endeavour to avoid the need for an individual to have to resign
due to a conflict of interest. However, where the conflict is considered
to be so fundamental that it cannot be effectively managed, or where a
Pension Board member has an actual conflict of interest as defined in
the Public Service Pensions Act 2013, the individual will be required to
resign from the Committee, Board or appointment.

Minor Gifts

For the purposes of this Policy, gifts such as t-shirts, pens, trade show
bags and other promotional items (subject to a notional maximum value
of £10 per item and an overall maximum value of £20 from an
individual company per event) obtained at events such as conferences,
training events, seminars, and trade shows, that are offered equally to
all members of the public attending the event do not need to be
declared. Pensions Committee members should, however, be aware
that they may be subject to lower limits and a separate notification
procedure in the London Borough of Tower Hamlets Members’ Code of
Conduct.

Monitoring and Reporting

The Fund's Register of conflicts of interest may be viewed by any
interested party at any point in time. It will be made available on
request by the Governance Officer for the Fund. In addition, it will be
published in the annual report and accounts

In order to identify whether the objectives of this Policy are being met
the Administering Authority will:

* Review the Register of conflicts of interest on an annual
basis and consider whether there have been any potential
or actual conflicts of interest that were not declared at the
earliest opportunity

* Provide its findings to the Administering Authority's
Independent Adviser and ask him or her to include
comment on the management of conflicts of interest in his
or her annual report on the governance of the Fund each
year.

Key Risks

The key risks to the delivery of this Policy are outlined below. All of
these could result in an actual conflict of interest arising and not being
properly managed. The Pensions Manager/Investment & Treasury
Manager will monitor these and other key risks and consider how to
respond to them.
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» Insufficient training or poor understanding in relation to
individuals’ roles on pension fund matters

* Insufficient training or failure to communicate the
requirements of this Policy

» Absence of the individual nominated to manage the
operational aspects of this Policy and no one deputising,
or failure of that individual to carry out the operational
aspects in accordance with this Policy

» Failure by a chairperson to take appropriate action when a
conflict is highlighted at a meeting.

Costs

All costs related to the operation and implementation of this Policy will
be met directly by Tower Hamlets Pension Fund. However, no
payments will be made to any individuals in relation to any time spent
or expenses incurred in the disclosure or management of any potential
or actual conflicts of interest under this Policy.

Approval, Review and Consultation

This Conflicts of Interest Policy is to be approved using delegated
responsibilities on 30 June 2016. It will be formally reviewed and
updated at least every three years or sooner if the conflict management
arrangements or other matters included within it merit reconsideration,
including if there are any changes to the LGPS or other relevant
Regulations or Guidance which need to be taken into account.

Further Information

If you require further information about anything in or related to this Conflicts
of Interest Policy, please contact:

Bola Tobun,

Tower Hamlets Pension Fund Manager,
London Borough of Tower Hamlets

E-mail - Bola.Tobun@towerhamlets.gov.uk
Telephone — 020 7364 4733
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Examples of Potential Conflicts of Interest

a)

An elected member on the Pension Committee is asked to provide views on a funding strategy
which could result in an increase in the employer contributions required from the employer he or
she represents.

A member of the Pension Committee is on the board of a Fund Manager that the Committee is
considering appointing.

An officer of the Fund or member of the Pension Committee accepts a dinner invitation from a
Fund Manager who has submitted a bid as part of a tender process.

An employer representative on the Pension Board is employed by a company to which the
administering authority has outsourced its pension administration services and the Local
Pension Board is reviewing the standards of service provided by that company.

The person appointed to consider internal disputes is asked to review a case relating to a close
friend or relative.

An officer of the Fund is asked to provide guidance to the Local Pension Board on the
background to an item considered at the Pension Committee. This could be a potential conflict
as the officer could consciously or sub-consciously avoid providing full details, resulting in the
Board not having full information and not being able to provide a complete view on the
appropriateness or otherwise of that Pension Committee item.

The administering authority is considering buying its own payroll system for paying pensioners,
rather than using the payroll system used for all employees of the Council. The Executive
Director of Finance and Public Protection, who has responsibility for the Council budget, is
expected to approve the report to go to the Pension Committee, which, if agreed, would result
in a material reduction in the recharges to the Council from the Fund.

Officers of the Fund are asked to provide a report to the Pension Board or Pension Committee
on whether the administration services should be outsourced which, if it were to happen, could
result in a change of employer or job insecurity for the officers.

An employer representative employed by the administering authority and appointed to the
Pension Board to represent employers generally could be conflicted if he or she only acts in the
interests of the administering authority, rather than those of all participating employers. Equally,
a member representative, who is also a trade union representative, appointed to the pension
board to represent the entire scheme membership could be conflicted if he or she only acts in
the interests of their union and union membership, rather than all scheme members.

A Fund adviser is party to the development of a strategy which could result in additional work
for their firm, for example, delegated consulting of fund monies or providing assistance with
monitoring the covenant of employers.

An employer representative has access to information by virtue of his or her employment, which
could influence or inform the considerations or decisions of the Pension Committee or Local
Pension Board. He or she has to consider whether to share this information in light of their duty
of confidentiality to their employer. Their knowledge of this information will put them in a
position of conflict if it is likely to prejudice their ability to carry out their functions as a member
of the Pension Board.
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Declaration of Interests relating to the management of Tower
Hamlets Pension Fund administered by London Borough of Tower
Hamlets

Tick as appropriate

[, [insert full name], am:

= an officer involved in the management I:I
=  Pensions Committee Member
= Pension Board Member

of Tower Hamlets Pension Fund and | set out below under the appropriate headings my interests,
which | am required to declare under Tower Hamlets Pension Fund Conflicts of Interest Policy. |
have put “none” where | have no such interests under any heading.

Responsibilities or other interests that could result in a conflict of interest (please list and
continue overleaf if necessary):

A) Relating to me

B) Relating to family members or close colleagues

Undertaking:

| declare that | understand my responsibilities under the Tower Hamlets Pension Fund Conflicts of
Interest Policy. | undertake to notify the Pensions Manager/Investment & Treasury Manager of any
changes in the information set out above.

Signed Date

Name (CAPITAL LETTERS)
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Tower Hamlets Pension Fund - Register of Potential and Actual
Conflicts of Interest

All reported conflicts of interest will be recorded in the minutes and a register of conflicts will be maintained and

reviewed annually by London Borough of Tower Hamlets, the Administering Authority.

Appendix 3

Date

Name

Role of

Details of | Actual or How Action Follow | Date
Identified | of Person conflict potential notified(1) | taken(2) up resolved
Person conflict required

(

(2) E.g. verbal declaration at meeting, written conflicts declaration, etc.

) E.g. withdrawing from a decision making process, left meeting
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Introduction

This is the pension administration strategy of London Borough of Tower Hamlets Pension Fund (the
Fund) in relation to the Local Government Pension Scheme (LGPS), which is administered by the
London Borough of Tower Hamlets (the administering authority).

This document sets out a framework by way of outlining the policies and performance standards to be
achieved when providing a cost-effective inclusive and high quality pensions administration service.
The pension administration strategy is kept under review and revised to reflect changes to LGPS
regulations and Fund policies. It has been developed following consultation with employers who
participate in the Fund and schools who employ their own payroll providers.

The Fund comprises 17 employers and approximately 19,600 scheme members. The efficient delivery
of the benefits of the LGPS is dependent on reliable administrative procedures being in place between
the administering authority and scheme employers.

The effective date is 1% April 2017.

Any enquires in relation to the pension administration strategy should be sent to the Pensions
Manager, London Borough of Tower Hamlets at:

Pensions.LBTH@towerhamlets.gov.uk

This strategy when approved (and any significant amendments thereafter) will be sent to all scheme
employers and the Secretary of State.

Regulatory context

The LGPS is a statutory scheme, established by an Act of Parliament and governed by regulations.
The most recent of such regulations, appertaining to administration are the LGPS (Administration)
Regulations 2014. Regulation 59(1) of the (Administration) Regulations 2014 covers the requirement
for an administering authority to prepare a written statement of policies as it considers appropriate in
the form of a Pensions Administration Strategy. This regulation outlines the primary matters which
should be covered to include:

» administration standards
» performance measures
» communication with scheme employers

In addition, Regulation 70 of the (Administration) Regulations 2014 covers the ability of an
administering authority to recover additional costs arising from scheme employers’ level of
performance. Furthermore, Regulation 71 of the same regulations allows the administering authority to
apply interest on late payments by scheme employers.

The administering authority and scheme employers must have regard to the pension administration
strategy when carrying out their functions under the LGPS Regulations

Aims

The aim of this pension administration strategy is to set out the quality and performance standards

expected of the Fund, its scheme employers and payroll providers. It seeks to promote good working
relationships and improve efficiency between the Fund, scheme employers and payroll providers.
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The efficient delivery of the benefits of the scheme is reliant upon sound administrative procedures
being in place between stakeholders, including the Fund and scheme employers. This administration
strategy sets out the expected levels of performance of the Fund and the scheme employers, and
provides details about the monitoring of performance levels and the action(s) that might be taken where
persistent non-compliance occurs.

Implementation

The administration strategy is effective from 1 April 2017 and is kept under review and revised to keep
abreast of changes in scheme and Fund regulations.

London Borough of Tower Hamlets Pension Administration

Responsibility

The London Borough of Tower Hamlets, as administering authority, is responsible for administering the
Council’s LGPS fund. The administering authority has delegated this responsibility to the Pensions
Committee (the Committee). The Committee monitors the activity and performance of the
administration function on a quarterly basis. The Committee will monitor and review this administration
strategy on a regular basis.

Objective

The Fund’s objective in relation to administration is to deliver an efficient and value for money service
to its scheme employers and scheme members. Operationally, the administration of the Fund is carried
out by staff employed by the administering authority.

Communications

The Fund has published a Communication Policy Statement, which details the way the Fund
communicates with Committee, scheme members, prospective scheme members, scheme employers
and other stakeholders. The latest version is accessible from the Fund website:

http://towernet/staff services/hr workforce development/pensions/

Telephone: 020 7364 4251
Performance Standards

Administration of the LGPS is maintained at local level by a number of regional pension funds and, as
such, certain decisions must be made by either the Fund or the scheme employer, in relation to the
rights and entitlements of individual scheme members. In order to meet these obligations in a timely
and accurate manner, and also to comply with overriding disclosure requirements, the Fund has
service level agreements between itself and scheme employers which are set out below.

Overriding legislation

In carrying out their roles and responsibilities in relation to the administration of the LGPS, the Fund
and scheme employers will, as a minimum, comply with overriding legislation.

Internal quality standards
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The Fund and scheme employers will ensure that all functions and tasks are carried out to agreed
quality standards. In this respect, the standards to be met are:

» information to be legible and accurate

* communications to be in a plain language style

» information provided to be checked for accuracy by an appropriately qualified member of staff

* information provided to be authorised by an appropriate officer

» actions carried out, or information provided, within the timescales set out in this Administration
strategy

Punctuality

Overriding legislation dictates minimum standards that pension schemes should meet in providing
certain pieces of information to the various parties associated with the LGPS. The LGPS itself sets out
a number of requirements for the Fund and scheme employers to provide information to each other,
scheme members and prospective scheme members, dependants, other pension arrangements or
other regulatory bodies. The following sections on responsibilities set out the locally agreed timescales
for these requirements.

Fund Responsibilities

This section outlines the key responsibilities of the Fund and the performance standards scheme
employers and scheme members should expect. It is focussed on the key activities which scheme
employers and scheme members are involved in and should not be viewed as an exhaustive list.

Fund administration

This details the functions which relate to the whole Fund, rather than individual scheme members’

benefits.

Ref | Function / Task Performance Target

1 Publish and keep under review the pensions | Within three months of any changes
administration strategy. being agreed with scheme employers.

2 Publish and keep up to date all forms required for | 30 days from any revision. New
completion by scheme members, prospective | employers to receive within three months
scheme members or scheme employers. of admission.

3 Host meetings for all scheme employers. Twice per annum (usually June/July and

November/December each year).

4 Organise coaching sessions for scheme | Upon request from scheme employers or
employers. as required.

5 Provide bespoke meetings for scheme employers. | As required.

6 Notify scheme employers and scheme members | Within one month of the change(s)
of changes to the scheme rules coming into effect.

7 Issue scheme member / employer bulletin. At least once a year.

8 Notify a scheme employer of issues relating to the | Within ten days of a performance issue
scheme employer’s non-compliance with becoming apparent.
performance standards.

9 Notify a scheme employer of decisions to recover | Within ten days of scheme employer
additional costs associated with the scheme | failure to improve performance, as
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employer’s poor performance
interest that may be due).

(including any

agreed.

10

Issue annual benefit statements to active and
deferred members as at 31 March each year.

By 31 August following the year-end.

11

Issue formal valuation results (including individual
employer details).

No later than 1 March following the
valuation date.

12

Carry out valuation assessments on cessation of
admission agreements or a scheme employer
ceasing participation in the Fund.

Upon each cessation or occasion where
a scheme employer ceases participation
on the Fund.

13

New admission agreement, where required
(including the allocation of assets and notification
to the Secretary of State).

Within three months of agreement to set
up provided prospective employer
adheres to certain prescribed timescales

14

Publish, and keep under review, the Fund’s
governance compliance statement.

By 30 September, following the year-end
as part of the Fund’s annual report and
accounts, or within 30 days of

the policy being agreed by the Pensions
Committee.

15

Publish, and keep under review the Fund’s
funding strategy statement

To be reviewed at each triennial
valuation, following consultation with
scheme employers and the Fund’s
actuary. Revised statement to be
published by 31 March following
valuation date or as required.

16

Publish the Fund’s annual statement of accounts.

By 30 September following the year-end
or following the issue of the auditor’s
opinion.

17

Publish the Fund’s annual report

By 30 September following the year-end

18

Publish, and keep under review, the Fund’s
communication policy statement.

By 30 September, following the year-end,
as part of the Fund’s annual report and
accounts, or within 30 days of the policy
being agreed by the Pensions
Committee.

19

Publish, and keep under review, the Fund’s
termination policy statement.

Within 30 days of any changes being
made to the policy

20

Publish, and keep under review, the Fund’s
charging policy.

Within 30 days of any changes being
made to the policy.

Scheme administration

This details the functions which relate to scheme member benefits from the LGPS.

Ref

Function / Task

Performance Target

21

Provide an answer or acknowledgement to
scheme members/scheme employers/ personal
representatives/ dependents and other authorised
persons.

Five days from receipt of enquiry.

22

Set up a new starter and provide statutory
notification to the member.

Twenty days from receipt of correctly
completed starter form from a scheme
employer.

23

Non-LGPS inward transfers processed.

Ten days of receipt of request from
scheme member.

24

Non-LGPS transfer out quotations processed.

Ten days of receipt of request.
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25 Non-LGPS transfer out payments processed. Ten days of receipt of completed forms.

26 Internal and concurrent transfers processed. Ten days of receipt of request.

27 Estimates for divorce purposes. Ten days of receipt of request.

28 | Notify the scheme employer of any scheme | Ten days of receipt of election from
member’s election to pay additional pension | scheme member.
contributions, including all required information to
enable deductions to commence.

29 Process scheme member requests to pay/amend/ | Five days of receipt of request from
cease additional voluntary contributions. scheme member.

30 Provide requested estimates of benefits to | 15 days from date of request. Note: bulk
employees/employers including any additional | requests of more than 20 estimates per
fund costs in relation to early payment of benefits | month will be subject to further
from ill health, flexible retirement, redundancy or | agreement.
business efficiency.

31 Deferred benefits calculated. Fifteen days from receipt of all necessary

information.

32 Deferred benefits processed for payment | Five days from receipt of all necessary
following receipt of election information.

33 Refund payments Five days from receipt of all necessary

information.

34 | Provision of new retirement letters detailing Fifteen days from receipt of all necessary
member options. information.

35 Payment of retirement benefits following receipt of | Lump-sum payment within five days of
election receipt of all necessary documentation.

First pension payment on next available
payroll run.

36 Notification of death processed Within ten days of receipt of all

necessary documentation.

37 Calculate and pay death grant. Within ten days of receipt of all

necessary documentation.

38 Processing of dependants’ pensions for payment. | Within ten days of receipt of all

necessary documentation.

39 Calculate and pay transfer out payments to | Ten days following receipt of election
receiving fund and notify scheme member. form from scheme member.

40 Provide payslips to scheme members in receipt of | Twice a year in paper format unless
a pension. specifically requested, otherwise

available online.

41 Process all stage 2 pension internal dispute | Within two months of receipt of the
resolution applications application, or such longer time as is

required to process the application where
further information or clarification is
required.

42 Answer all calls to pensions during office hours. 85%.

43 Answer calls to pensions in office hours at first 95%.
point of contact.

44 Formulate and publish policies in relation to areas | Any changes to be published within one
where the administering authority may exercise a | month.
discretion within the scheme and keep under
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| | review.

Scheme Employer Responsibilities

This section outlines the responsibilities of all scheme employers in the Fund and the performance
standards scheme employers are expected to meet to enable the Fund to deliver an efficient, quality
and value for money service. All information must be provided in the format prescribed by the Fund
within the prescribed timescales.

Fund administration

This details the functions which relate to the whole Fund, rather than individual events.

45 Confirm a nominated representative to receive 30 days of employer joining fund or
information from the Fund and to take responsibility change to nominated representative.
for disseminating it within the organisation.
46 Formulate and publish policies in relation to all areas | To be kept under review and a revised
where the employer may exercise a discretion within statement published within one month
the LGPS (including providing a copy of the policy of any changes.

document to the Fund).

47 Respond to enquiries from the Fund / Administering | Ten days from receipt of enquiry

Authority.

48 Remit employer and employee contributions to the Schedules by the 19" calendar day of
Fund and provide schedule of payments in the format | the month after deduction. Cleared
stipulated by the Fund. funds to be received by 22nd calendar

day of the month after deduction or
19th if by cheque.

49 Implement changes to employer contribution rates as | At date specified on the actuarial
instructed by the Fund. advice received by the Fund.

50 Provide year-end information required by the Fund in | By 30 April following the year-end.
the format stipulated in the instructions issued March
each year.

51 To ensure optimum accuracy of year-end information | With no less than 98% accuracy
across all members.

52 Distribute any information provided by the Fund to Within 10 days of its receipt.
scheme members/potential scheme members

53 Notify the Fund if contracting out services which will At the time of deciding to tender so
involve a TUPE transfer of staff to another that information can be provided to
organisation. assist in the decision.

54 Work with the Fund to arrange for an admission Agreement to be in place no later than

agreement to be put in place when contracting out a date of contract
service and assist in ensuring it is complied with.
55 Notify the Fund if the employer ceases to admit new As soon as the decision is made, so

scheme members or is considering terminating that the Fund can instruct the actuary
membership of the Fund. to carry out calculations, if applicable.
56 Refer new/prospective scheme members to the Ten days of commencement of
Fund’s website. employment or change in contractual
conditions.
57 Make additional fund payments in relation to early Within 30 days of receipt of invoice
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payment of benefits from flexible retirement,
redundancy or business efficiency retirement or where
a member retires early with employer’s consent.

from the Fund.

58

Make payment of additional costs to the Fund
associated with non-compliance with performance
standards of the scheme employer.

Within 30 days of receipt of invoice
from the Fund.

59

All new prospective admitted bodies to undertake, to
the satisfaction of the administering authority and the
scheme employer, a risk assessment of the level of
the bond required in order to protect other scheme
employers.

To be completed before the body can
be admitted to the Fund.

60

All admitted bodies to undertake a review of the level
of the bond or indemnity required to protect the other
scheme employers.

Annually, or such other period as may
be agreed with the administering
authority.

Scheme administration

This section details the functions which relate to scheme member benefits from the LGPS.

61

Use online forms or web portal for all relevant scheme
administration tasks as required by the administering
authority.

Within one month of employer being
set up to use the online system.

62

Notify the Fund of new starters.

Six weeks of member joining or such
shorter periods as required by auto-
enrolment obligations under the
Pensions Act 2008.

63

Arrange for the correct deduction of employee
contributions from a member’s pensionable pay.

Immediately on joining the scheme,
opting in or out or change in
circumstances.

64

Ensure correct employee contribution rate is applied.

Immediately upon commencing
scheme membership and in line with
the employer’s policy and as a
minimum in each April payroll
thereafter.

65

Ensure correct deduction of pension contributions
during any period of child related leave, strike
absence or other forms of leave or absence from duty.

Immediately, following receipt of
election from scheme member to
make the necessary pension
contributions

66

Commence deduction of additional regular
contributions or amend such deductions, as
appropriate.

Month following election to pay
contributions or notification received
from the Fund.

67

Cease deduction of additional regular contributions.

Immediately following receipt of
election from scheme member.

68

Arrange for the deduction of AVCs and payment over
of contributions to AVC provider(s).

Commence deduction of AVCs in
month following the month of election.
Pay over contributions to the AVC
provider(s) by the 22nd of the month
following the month of election or 19th
if by cheque.

Page 187 of 203




The London Borough of Tower Hamlets Pension Fund

2016/17

69

Provide the Fund with details of all changes to
members’ working hours using the method stipulated
by the Fund.

Six weeks of change for protected
members only.

70

Notify the Fund of other material changes in
employees’ circumstances (e.g., marital or civil
partnership status) using the method stipulated by the
Fund.

Immediately, following notification by
the scheme member of a change in
circumstances

71

Notify the Fund of leaves of absence with permission
(maternity, paternity, career break, etc) using the
method stipulated by the Fund.

Within 20 days of notice from
employee for protected members
only.

72

Notify the Fund when a member leaves employment
including an accurate assessment of final pay using
the method stipulated by the Fund.

Six weeks of month end of leaving
where payroll service not provided by
the London Borough of Tower
Hamlets.

73

Notify the Fund when a member is due to retire
including an accurate assessment of final pay and
authorisation of reason for retirement using the
method stipulated by the Fund.

At least one month before retirement
date.

74

Notify the Fund of the death of a scheme member
using the method stipulated by the Fund.

As soon as practicable, but within ten
days.

75

Appoint person for stage 1 of the pension dispute
process and provide full details to the Fund

Within 30 days of becoming a scheme
employer or following the resignation
of the current adjudicator.

Review 3" tier ill-health retirement cases.

Notify administering authority
immediately a member retired with a
third tier ill-health benefits returns to
paid employment or outcome of the
18 month review, whichever is earlier.

Monitoring Performance and Compliance

Ensuring compliance with the LGPS regulations and this administration strategy is the responsibility of
the Fund and scheme employers. This section describes the ways in which performance and
compliance will be monitored.

Audit

The Fund is subject to an annual external audit of the accounts by extension the processes employed
in calculating the figures for the accounts. The key findings of their work are presented to the Pension
Committee in an annual report, and the Committee / Administering Authority is provided with an action
plan of recommendations to implement. In addition the Fund is subject to internal audits by the LB
Tower Hamlets internal auditors of its processes and internal controls. Any subsequent
recommendations made are considered by the Fund and, where appropriate, duly implemented.

Both the Administering Authority and Scheme Employers will be expected to comply with requests for
information from internal and external audit in a timely manner.

Performance monitoring
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The Fund monitors its performance utilising its own internal key performance indicators. Monitoring
occurs on a monthly basis and the key performance indicators are reported to Committee via a
quarterly report on administration of the Fund allowing them to monitor the performance of the Fund’s
in-house staff. A high level overview of performance is provided to Committee on an annual basis. The
performance of Scheme Employers against the standards set out in this document will be incorporated
into the reporting to the Committee, as appropriate, to include data quality.

Feedback from employers

Employers who wish to provide feedback on the performance of the Fund against the standards in this
administration strategy should email comments to Pensions.LBTH@towerhamlets.gov.uk  This
feedback will be incorporated into the quarterly reports to the Committee.

Annual report on the strategy

The scheme regulations require the Fund to undertake a formal review of performance against the
administration strategy on an annual basis. This report will be produced annually and incorporated
within the annual report and accounts.

Policy on Charging Employers for Poor Performance

The scheme regulations provide pension funds with the ability to recover from a scheme employer any
additional costs associated with the administration of the scheme incurred as a result of the poor level
of performance of that scheme employer. Where a fund wishes to recover any such additional costs,
they must give written notice stating:

» the reasons in their opinion that the scheme employer’s poor performance contributed to the
additional cost

» the amount of the additional cost incurred

» the basis on how the additional cost was calculated

» the provisions of the administration strategy relevant to the decision to give notice.

Circumstances where costs might be recovered

It is the policy of the Fund to recover additional costs incurred in the administration of the scheme as a
direct result of the poor performance of any scheme employer (including the administering authority).
The circumstances where such additional costs will be recovered from the scheme employer are:

» failure to provide relevant information to the Fund, scheme member or other interested party in
accordance with specified performance targets in this administration strategy (either as a result
of punctuality of delivery or quality of information)

» failure to pass relevant information to the scheme member or potential members, either due to
poor quality of information or not meeting the agreed timescales outlined in the performance
targets in this administration strategy

» failure to deduct and pay over correct employee and employer contributions to the Fund within
the stated timescales

» instances where the performance of the scheme employer results in fines being levied against
the Fund by the Pension Regulator, Pensions Ombudsman or other regulatory body.

Approach to be taken by the Fund
The Fund will seek, at the earliest opportunity, to work closely with scheme employers in identifying any
areas of poor performance, provide the necessary support or training and put in place appropriate
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processes to improve the level of service delivery in the future. Therefore, scheme employers will be
afforded the time to address the causes of non-compliance with performance standards in order that
they do not become persistent, before any fines are levied. Employers should be aware that in the case
of late payment of contributions and non-submission of monthly contribution forms, penalties will be
incurred for persistent instances of non-compliance with performance standards.

The process for engagement with scheme employers will be as follows:

1) Write to the scheme employer, setting out area(s) of non-compliance with performance standards
and offer support and, where applicable, further training.

2) If no improvement is seen within one month of the support or training or no response is received to
the initial letter, the scheme employer will be asked to attend a conference call/meeting with
representatives of the Fund to discuss area(s) of non-compliance with performance standards and to
agree an action plan to address them. Where appropriate, the originating employer will be informed
and expected to work with the Fund to resolve the issues.

3) If no improvement is seen within one month or a scheme employer is unwilling to attend a meeting to
resolve the issue, the Fund will issue a formal written notice, setting out the area(s) of non-compliance
with performance standards that have been identified, the steps taken to resolve those area(s) and
notice that the additional costs will now be reclaimed.

4) An invoice will then be issued to the scheme employer clearly setting out the calculations of any loss
resulting to the Fund, or additional cost, taking account of time and resources in resolving the specific
area(s) of poor performance, in accordance with the charging scale set out in this document.

A report will be presented to the quarterly Committee meeting detailing charges levied against scheme
employers and outstanding payments.

Charging scales for administration

The table below sets out the charges which the Fund will levy on a scheme employer whose
performance falls short of the standards set out in this document. Each item is referenced to the
‘Scheme Employer Responsibilities’ section.

ltem Charge Ref

Late payment of employee and employer contributions | £50 plus interest* 48

Non-provision of the correct schedule accompanying | £50 per occasion. 48

the contributions

Underpayment of employee or employer contributions. | £50 plus interest* 49, 63, 64.

Late or non-provision of year-end information or the £250 plus £100 for every | 50

poor quality of year-end information. month the information is late.

Failure to use the notified process to provide member Recharge of the additional | 60

amendment and earnings information to the costs incurred by the

administration authority. administering authority.

Late or non-provision of starter forms. £100 per month for forms not 62
received or late.

Late or non-provision leaver forms. £100 per month for forms not | 72, 73, 74.
received or late.

*Interest will be charged in accordance with Regulation 44 of the LGPS administration regulations, which states interest
should be charged at Bank of England base rate plus one per cent.
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Service and Communication Improvement Planning

As set out earlier in this administration strategy, the Fund’s objective in relation to administration is to
deliver an efficient, quality and value for money service to its scheme employers and scheme
members. This can only be achieved through continuously reviewing and improving the service.
Communication between the Fund and scheme employers is key to providing the service and is,
therefore, an important aspect of service improvement planning.

The Fund’s staff work together on a programme of continuous improvement to the service and meet
quarterly to review progress against the action plan agreed.

The monitoring of the performance standards set out in this document will inform the programme going
forward, and feedback from scheme employers on the service and the way in which the Fund
communicates is welcomed in developing plans. Feedback should be emailed to
Pensions.LBTH@towerhamlets.gov.uk

The Fund will take responsibility for improving the service and determining the balance between
implementing service improvements and the goal of providing a value for money service for the Fund.

Employers will be informed of any changes to the service provision which affect the way they interact
with the Fund through the monthly briefing note.

Consultation and Review Process

In preparing this administration strategy, the Fund will place it upon its website and open up
consultation with scheme employers with a closing date of 28 February 2017. The strategy will be
reviewed every year and more frequently if there are changes to the scheme regulations or Fund
policies. All scheme employers will be consulted before any changes are made to this document.

The latest version of this document can be accessed from the Fund website at:
http://towernet/staff services/hr workforce development/pensions/
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RISK POLICY

Introduction
This is the Risk Policy of the Tower Hamlets Pension Fund, which is managed and
administered by London Borough of Tower Hamlets. The Policy details the risk management
strategy for the Tower Hamlets Pension Fund, including

= the risk philosophy for the management of the Fund, and in particular attitudes to, and

appetite for, risk

» how risk management is implemented

= risk management responsibilities

» the procedures that are adopted in the risk management process.

London Borough of Tower Hamlets (“we”) recognise that effective risk management is an
essential element of good governance in the LGPS. By identifying and managing risks through
an effective policy and risk management strategy, we can:

= demonstrate best practice in governance

* improve financial management

* minimise the risk and effect of adverse conditions

» identify and maximise opportunities that might arise

* minimise threats.
We adopt best practice risk management, which will support a structured and focused
approach to managing risks, and ensuring risk management is an integral part in the
governance of the Tower Hamlets Pension Fund at a strategic and operational level.

To whom this Policy Applies

This Risk Policy applies to all members of the Pension Fund Committee and the local Pension
Board, including scheme member and employer representatives. It also applies to all
managers in the London Borough of Tower Hamlets Pension Fund Management Team, the
Chief Finance Officer (Section 151 Officer) and the Chief Officer, People and Resources (from
here on in collectively referred to as the senior officers of the Fund).

Less senior officers involved in the daily management of the Pension Fund are also integral to
managing risk for the Tower Hamlets Pension Fund and will be required to have appropriate
understanding of risk management relating to their roles, which will be determined and
managed by the Pension Fund Manager and his/her team.

Advisers to the Tower Hamlets Pension Fund are also expected to be aware of this Policy, and
assist senior officers, Committee members and Board members as required, in meeting the
objectives of this Policy.

Aims and Objectives
We recognise the significance of our role as Administering Authority to the Tower Hamlets
Pension Fund on behalf of its stakeholders which include:

= around 20,000 current and former members of the Fund, and their dependants;

= around 20 employers; and

» the local taxpayers.
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Our Fund's Mission Statement is:
= We will be known as forward thinking, responsive, proactive and professional providing
excellent customer focused, reputable and credible service to all our customers.
= We will have instilled a corporate culture of risk awareness, financial governance, and will
be providing the highest quality, distinctive services within our resources.
= We will work effectively with partners, being solution focused with a can do approach.

One of our key governance objectives is to understand and monitor risk. In doing so, we will
aim to:
» integrate risk management into the culture and day-to-day activities of the Fund
* raise awareness of the need for risk management by all those connected with the
management of the Fund (including advisers, employers and other partners)
» anticipate and respond positively to change
= minimise the probability of negative outcomes for the Fund and its stakeholders
= establish and maintain a robust framework and procedures for identification, analysis,
assessment and management of risk, and the reporting and recording of events, based
on best practice
= ensure consistent application of the risk management methodology across all Pension
Fund activities, including projects and partnerships.

To assist in achieving these objectives in the management of the Tower Hamlets Pension
Fund we will aim to comply with:
= the CIPFA Managing Risk publication and
» the managing risk elements of the Pensions Act 2004 and the Pensions Regulator's
Code of Practice for Public Service Pension Schemes.

Our Philosophy about Risk Management

We recognise that it is not possible or even desirable, to eliminate all risks. Accepting and
actively managing risk is therefore a key part of our risk management strategy for Tower
Hamlets Pension Fund. A key determinant in selecting the action to be taken in relation to any
risk will be its potential impact on the Fund’s objectives in the light of our risk appetite,
particularly in relation to investment matters. Equally important is striking a balance between
the cost of risk control actions against the possible effect of the risk occurring.

In managing risk, we will:

= ensure that there is a proper balance between risk taking and the opportunities to be
gained;

» adopt a system that will enable us to anticipate and respond positively to change;

= minimise loss and damage to the Tower Hamlets Pension Fund and us, and to other
stakeholders who are dependent on the benefits and services provided;

* make sure that when we embark upon new areas of activity (new investment strategies,
joint-working, framework agreements etc), the risks they present are fully understood and
taken into account in making decisions.

We also recognise that risk management is not an end in itself; nor will it remove risk from the
Fund or us as the Administering Authority. However it is a sound management technique that
is an essential part of how we manage the Fund. The benefits of a sound risk management
approach include better decision-making, improved performance and delivery of services,
more effective use of resources and the protection of reputation.
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CIPFA and the Pensions Regulator Requirements

CIPFA Managing Risk Publication

CIPFA has published technical guidance on managing risk in the LGPS. The publication
explores how risk manifests itself across the broad spectrum of activity that constitutes LGPS
financial management and administration, and how, by using established risk management
techniques, those risks can be identified, analysed and managed effectively.

The publication also considers how to approach risk in the LGPS in the context of the role of
the administering authority as part of a wider local authority and how the approach to risk
might be communicated to other stakeholders.

The Pension Regulator's Code of Practice
The Public Service Pensions Act 2013 added the following provision to the Pensions Act 2004
related to the requirement to have internal controls in public service pension schemes.
“249B Requirement for internal controls: public service pension schemes
(1) The scheme manager of a public service pension scheme must establish and
operate internal controls which are adequate for the purpose of securing that the
scheme is administered and managed—
(a) in accordance with the scheme rules, and
(b) in accordance with the requirements of the law.
(2) Nothing in this section affects any other obligations of the scheme manager to
establish or operate internal controls, whether imposed by or by virtue of any
enactment, the scheme rules or otherwise.
(3) In this section, “enactment” and ‘“internal controls” have the same meanings as in
section 249A.”

Section 90A of the Pensions Act 2004 requires the Pensions Regulator to issue a code of
practice relating to internal controls. The Pensions Regulator has issued such a code in which
he encourage scheme managers to employ a risk based approach to assess the adequacy of
their internal controls and to ensure that sufficient time and attention is spent on identifying,
evaluating and managing risks and developing and monitoring appropriate controls.

The Pensions Regulator’'s code of practice guidance on internal controls require scheme
managers to carry out a risk assessment and produce a risk register which should be reviewed
regularly. The risk assessment should begin by:
= setting the objectives of the scheme;
» determining the various functions and activities carried out in the running of the scheme;
and
» identifying the main risks associated with those objectives, functions and activities.

Schemes should then consider the likelihood of risks arising and the effect if they do arise as
well as what internal controls are appropriate to mitigate the main risks they have identified
and how best to monitor them

The code states risk assessment is a continual process and should take account of a changing
environment and new and emerging risks. It further states that an effective risk assessment
process will provide a mechanism to detect weaknesses at an early stage and that scheme
should periodically review the adequacy of internal controls in:

Page 195 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

mitigating risks

supporting longer-term strategic aims, for example relating to investments

identifying success (or otherwise) in achieving agreed objectives, and

providing a framework against which compliance with the scheme regulations and
legislation can be monitored.

Under section 13 of the Pensions Act 2004, the Pensions Regulator can issue an improvement
notice (i.e. a notice requiring steps to be taken to rectify a situation) where it is considered that
the requirements relating to internal controls are not being adhered to.

Application to the Tower Hamlets Pension Fund

We adopt the principles contained in CIPFA's Managing Risk in the LGPS document and the
Pension Regulator’s code of practice in relation to Tower Hamlets Pension Fund, and this Risk
Policy highlights how we will strive to achieve those principles through use of risk management
processes incorporating regular monitoring and reporting.

Responsibility

As the Administering Authority for the Tower Hamlets Pension Fund, we must be satisfied that
risks are appropriately managed. For this purpose, the Pension Fund Manager is the
designated individual for ensuring the process outlined below is carried out subject to the
oversight of the Pensions Committee.

However, it is the responsibility of each individual covered by this Policy to identify any
potential risks for the Fund and ensure that they are fed into the risk management process.

The Tower Hamlets Pension Fund Risk Management Process

Our risk management process is in line with that recommended by CIPFA and is a continuous
approach which systematically looks at risks surrounding the Fund’s past, present and future
activities. The main processes involved in risk management are identified in the figure below
and detailed in the following sections.

Risk Risk
|dentification Analysis
Risk ,
Monitoring Risk Control

s
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Risk identification

Our risk identification process is both proactive and reactive one, looking forward i.e. horizon
scanning for potential risks and looking back, by learning lessons from reviewing how existing
controls have manifested in risks to the organisation.

Risks are identified by a number of means including, but not limited to:
= formal risk assessment exercises managed by the Tower Hamlets Pension Fund Officers
and Advisers Panel;
performance measurement against agreed objectives;
monitoring against the Fund's business plan;
findings of internal and external audit and other adviser reports;
feedback from the local Pension Board, employers and other stakeholders;
informal meetings of senior officers or other staff involved in the management of the
Pension Fund; and
» liaison with other organisations, regional and national associations, professional groups,
etc.

Once identified, risks will be documented on the Fund's risk register, which is the primary
control document for the subsequent analysis, control and monitoring of those risks.

Risk analysis

Once potential risks have been identified, the next stage of the process is to analyse and
profile each risk. Risks will be assessed against the following where the score for likelihood will
be multiplied by the score for impact to determine the current risk rating.

5
Catastrophic
4
Potential Major
impact if 3 6
risk Moderate
occurred 2
Minor
1
Insignificant

4

5
Almost
certain

1 2 3 4
Rare Unlikely | Possible Likely

Likelihood of risk occurring

When considering the risk rating, we will have regard to the existing controls in place and
these will be summarised on the risk register.

Risk control

The Pension Fund Manager will then determine whether any further action is required to
control the risk which in turn may reduce the likelihood of a risk event occurring or reducing the
severity of the consequences should it occur. Before any such action can proceed, it may

Page 197 of 203



The London Borough of Tower Hamlets Pension Fund 2016/17

require Pensions Committee approval where appropriate officer delegations are not in place.
The result of any change to the internal controls could result in any of the following:

= Risk elimination — for example, ceasing an activity or course of action that would give rise
to the risk.

= Risk reduction — for example, choosing a course of action that has a lower probability of
risk or putting in place procedures to manage risk when it arises.

= Risk transfer — for example, transferring the risk to another party either by insurance or
through a contractual arrangement.

The Fund's risk register details all further action in relation to a risk and the owner for that
action. Where necessary we will update the Fund’s business plan in relation to any agreed
action as a result of an identified risk.

Risk monitoring

Risk monitoring is the final part of the risk management cycle and will be the responsibility of
the Tower Hamlets Pension Fund Advisory Panel. In monitoring risk management activity, we
will consider whether:

= the risk controls taken achieved the desired outcomes

= the procedures adopted and information gathered for undertaking the risk assessment
were appropriate

= greater knowledge of the risk and potential outcomes would have improved the decision-
making process in relation to that risk

= there are any lessons to learn for the future assessment and management of risks.

Reporting
Progress in managing risks will be monitored and recorded on the risk register and key
information will be provided on a quarterly basis to the Tower Hamlets Pensions Committee
and the Pensions Board as part of the regular update reports on governance, investments and
funding, and administration and communications. This reporting information will include:
» a summary of the Fund’s key risks (ranked 15 or above in the above matrix);
» a summary of any new risks or risks that have changed (by a score of 3 or more) or risks
that have been removed since the previous report;
» the Fund’s risk dashboard showing the score of all existing risks and any changes in a
pictorial fashion; and
= a summary of any changes to the previously agreed actions.

Monitoring of this Policy

In order to identify whether we are meeting the objectives of this policy the Independent
Governance Adviser will be commissioned to provide an annual report on the governance of
the Fund each year, a key part of which will focus on the delivery of the requirements of this
Policy
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Key risks to the effective delivery of this Policy

The key risks to the delivery of this Policy are outlined below. The Pensions Committee
members, with the assistance of the Tower Hamlets Pension Fund Officers and Advisers
Panel, will monitor these and other key risks and consider how to respond to them.

» Risk management becomes mechanistic, is not embodied into the day to day
management of the Fund and consequently the objectives of the Policy are not delivered

» Changes in Pensions Committee and/or Pensions Board membership and/or senior
officers mean key risks are not identified due to lack of knowledge

» [Insufficient resources being available to satisfactorily assess or take appropriate action in
relation to identified risks

» Risks are incorrectly assessed due to a lack of knowledge or understanding, leading to
inappropriate levels of risk being taken without proper controls

= Lack of engagement or awareness of external factors means key risks are not identified.

= Conflicts of interest or other factors leading to a failure to identify or assess risks
appropriately

Costs
All training costs related to this Risk Policy are met directly by Tower Hamlets Pension Fund

Approval, Review and Consultation

This Risk Policy tabled at the September 2017 Pensions Committee meeting for approval. It
will be formally reviewed and updated at least every three years or sooner if the risk
management arrangements or other matters included within it merit reconsideration.

Further Information

If you require further information about anything in or related to this Risk Policy, please
contact:

Bola Tobun — Investment & Treasury Manager,

London Borough of Tower Hamlets

E-mail - Bola.Tobun@towerhamlets.gov.uk

Telephone — 020 7364 4733
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ANNUAL REPORT OF THE PENSIONS BOARD 2016-17

Purpose of the Report
To provide an update on the work undertaken by the Local Pensions Board during 2016-2017
and to meet the legislative requirement to produce an annual report.

Constitution, Representation Meetings and Attendance

The Board was constituted under the Public Service Pensions Act 2013 and held its first
meeting on the 28 July 2015 before the recommended Scheme Advisory Board (SAB)
deadline of 31 July 2015.

The board consists of three representatives of the scheme employers, three representing of
the scheme members and an Independent Chair.

Membership
Tower Hamlets Pension Board Membership 2016 /17
Member Designation Employer Designation
Representatives Representatives
David Thompson Pensioners CllIr. David Chesterton | Elected Member
Representative
John Gray Admitted Bodies Minesh Jani Administering Authority
Representative
Stephen Stratton Active Members Andrew Crompton Admitted Bodies
Representative

Andrew Crompton left Tower Hamlets Homes — 31 January 2017, the post of admitted body
employer representative is currently vacant awaiting recruitment and selection process.

The Corporate Director, Resources wishes to thank the Board members for their work over the
last year.

The Board met on four occasions during the year ending 31 March 2017.
1) 27 June 2016
2) 19 September 2016
3) 05 December 2016
4) 13 March 2017

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

» Ensure effective and efficient governance and administration of the LGPS

» Ensure compliance with relevant laws and regulation

It therefore has a monitor/assist /review purpose, rather than being a decision making body. It
could be seen as being a critical friend. As such, the general approach of the Board is to seek
assurances with evidence from the Fund that it is meeting its objectives set out above.

The Board is not a Committee of the Council, but is established under the Public Service
Pensions Act 2013. The Board operates under Terms of Reference which were approved at
inception.
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The Board recognises the need to prioritise and differentiates in its agenda between items for
detailed discussion, and those for awareness or noting, and prioritises its time budget
accordingly.

Costs

There is a financial budget for the Board of £12.5k. The costs of running the Board are borne
by the Pension Fund as part of its overall budget. The costs have in fact minimal as forming
and running the board have been incorporated within existing workloads.

Detailed Work of the Board by the Independent Chair:

This is my first annual report as Chair of the Tower Hamlets Pension Board since my
appointment in January 2016. The Board was set up with effect from April 2015 under new
arrangements for the governance of Local Authority Pension Funds.

The purpose of the Board is to assist Tower Hamlets Council (as the scheme manager) in the
management of the Local Authority Pension Scheme (LGPS), and to provide oversight and
challenge. The terms of reference for the Board were set out and agreed by Tower hamlets
Council prior to the establishment of the Board. These terms of reference are available on the
Fund website.

The Board is comprised of 3 employee and 3 employer representatives together with an
Independent Chair. This is line with the regulations requiring equal employee and employer
representation. Details of the members of the Board are shown in Appendix A to this report.
The Board is not a decision making body and can only provide advice and comment on the
management of the LGPS by Tower Hamlets Council. For this arrangement to be successful it
is important that the Board carries out its responsibilities in a positive and constructive way.

At the end of March 2017, the Tower Hamlets Pension Fund had total assets of £1.367 billion
and a membership of over 20,000, comprising pensioners, deferred pensioners and current
contributors.

The Board met on 4 occasions during 2016/17 in June, September, December 2016 and
March 2017. There have been full agendas for the meetings and the issues discussed during
the year included:

a) The development of an annual work plan for the Board.

b) Briefings and discussion on the performance of the pension administration service

c) Briefing and discussion on the Investment performance on the Fund

d) Consideration of the Triennial Actuarial review of the Fund

e) Review and discussion of the decisions of the Pensions Investment Committee

f) Consideration of the Governments proposals for the consolidation of the LGPS and the
setting up of asset pools, and the new Investment Regulations

g) Audit and risk management issues affecting the Fund

h) Consideration and discussion on the updated Investment Strategy and Funding

Strategy Statements of the Fund.
| am pleased to report that attendance over the 3 meetings was very good at 86% showing a

high degree of commitment by members to the work of the Board. The Board will continue to
focus on the key issues affecting the Fund and its beneficiaries through the forward work plan
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to ensure that it best placed to support the Council in the delivery of the LGPS in Tower
Hamlets.

In my role as Chair | have presented and reported on behalf of the Board to the Pensions
Committee on Governance matters, and on issues arising from our consideration of policy and
administration reports. This is a positive and welcome arrangement to ensure that the Board’s
views are considered by the Pensions Committee.

Pension Fund Investment and administration is becoming ever more complex so a structured
programme of training and development is essential for individual members and the Board
collectively to discharge its responsibilities. With this in mind, members of the Board have
attended various training sessions over the past year. This has included:

a) A presentation and discussion on the long term performance of the Tower Hamlets
Pension Fund.

b) A presentation from the London CIV on progress in implementing the new pooling
arrangements.

c) The case for divesting from investments in fossil fuels.

d) The role of the Local Authority Pension Fund Forum (LAPFF) in promoting high
standards of corporate governance and corporate responsibility.

Regular training sessions will continue to be arranged and also incorporated as part of Board
meetings.

The LGPS nationally is currently going through major change and upheaval with the setting up
of asset pools. Central Government have taken the view that a small number of asset pools
are best placed to reduce costs and provide the scale to access illiquid asset classes to help
diversification and improve investment returns. The London collective investment vehicle (CIV)
has been established for this purpose. In future the assets of the Tower Hamlets Fund will be
invested through this pool rather than directly as is the case at present. There will be a period
of transition as assets are moved into the CIV. The Pension Board have been updated on
developments at each meeting, and will continue to take a close interest in this process and
work alongside the Council in delivering the best outcome for the Fund and its beneficiaries.

John Jones

Independent Chair
August 2017
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