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WANDSWORTH BOROUGH COUNCIL PENSION FUND

PENSION FUND ANNUAL REPORT 2016/17
Introduction

Welcome to the first annual report of the Wandsworth Council Pension Fund incorporating Richmond
Council’s Pension Fund. Following SI 2016 No. 1241 which came into force on 26" January 2017 (but
has effect from 1° October 2016) all assets and liabilities relating to the Richmond Pension Fund
transferred to the Wandsworth Pension Fund. Richmond Council is no longer an Administering
Authority and therefore does not need to prepare a separate Annual Report.

The content and detail within the report is largely prescribed by legislation under the Local Government
Pension Scheme Regulations 2013. The report complies with those regulations. The publication of this
report gives the Council the opportunity to demonstrate the standard of governance and supervision of
the fund. It also brings together a number of separate reporting strands into one comprehensive
document that enables both the public and employees to see how the fund is managed and how it is
performing. Itis in the interest of both employees and the public that the fund is well managed and
shows high returns to provide value for money for both employer and employee.

The report has been structured to reflect legislative requirements and guidance issued by the
Department of Communities and Local Government and the data therein is accurate as at 31 March
2017.

It was an extremely positive year for the combined fund as it delivered a positive return of 22.7%
(individual manager returns ranged from 3.3% to 34.5%). Equity prices in particular saw unusually high
returns largely due to the devaluation of sterling following the outcome of Brexit. Over the past three
years the combined fund has returned 11.9% per annum, some 1.0% per annum better than the
average local government fund. These results assist in maintaining the long-term value of the fund and
thus to reduce future calls on the Council tax payer.

Further information about the Local Government Pension Scheme can be found at
http://www.wandsworth.gov.uk/pensions

The results of the actuarial valuation of the Pension Fund as at 31 March 2016 revealed that the new
combined Pension Fund was 98% funded, comprising of 100% for the SSA (new); 102% Wandsworth
element (up from 95% in 2013) and 90% Richmond element (up from 83% in 2013) with a combined
deficit of £41 million, down from £158 million in 2013. The common rate of employer contribution for
future service was 18% of pensionable pay and the rate of employer contribution to pay for the deficit
(Richmond only) was 6.4% payable over 12 years, down from 17 years in 2013. Employers’ individual
contribution rates from this process were implemented from 1 April 2017. The next actuarial valuation
of the Pension Fund is due as at 31 March 2019, with any changes to employer contribution rates due
to be implemented from 1 April 2020.

The Shared Pension Administration Service continues to provide the administration function for
Camden, Merton and Waltham Forrest Funds increasing resilience and savings to all boroughs in the
years to come.

The Council places responsibility for the Pension Fund under the Pensions Committee.

B0t Moot

Mark Maidment Councillor Maurice Heaster
Director of Resources Chairman of Pensions Committee
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SECTION 1 - MANAGEMENT AND FINANCIAL PERFORMANCE REPORT

Under Regulation 57 of the Local Government Pension Scheme Regulations 2013, the
Council is required to provide a Management and Financial Performance Report.
Guidance from Communities and Local Government (CLG) states that the report
contains details of scheme management and advisors including contact details. The
following details are for the year to 31 March 2017.

Fund Management and Advisers

Under the Council’s constitution the Pensions Committee has overall responsibility for
pension fund matters.

Membership of the Pensions Committee during the year was follows:
Pensions Committee (All members have full voting rights)

Councillor Maurice Heaster — Chairman

Councillor Guy Senior — Member

Councillor James Daley — Member (Opposition Speaker)

Councillor Peter Carpenter — Member

Councillor Melanie Hampton — Member

Councillor Rory O’Broin — Member

Councillor Geoff Acton* — Deputy Chairman (From 1° October 2016)
Councillor Gareth Evans* — Member (From 1% October 2016)
Councillor Thomas O’Malley* - Member (From 1% October 2016)

All Councillors may be contacted at the Town Hall, Wandsworth High Street, London,
SW18 2PU or alternatively using individual contact addresses which are available at
http://www.wandsworth.gov.uk/yourcouncillors with the exception of those marked with
a * who are Richmond Councillors — they can be contacted at the Civic Centre, 44
York Street, Twickenham, TW1 3BZ, or alternatively using individual contact
addresses which are available at
https://cabnet.richmond.gov.uk/mgMemberindex.aspx

Voting records and attendance records for each meeting of the Pensions Committee
are available at
https://democracy.wandsworth.gov.uk/ieListMeetings.aspx?Cld=502&Year=0

The Director of Resources and Assistant Director of Resources (Financial Services)
provides access to a Knowledge and Skills toolkit for the new members of the
Committee and makes available one to one training covering the Pensions Committee
remit. The Committee members also received material from Mercer that expanded
investment knowledge in Private Debt and Hedging Strategies.
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Manager

Mandate

River & Mercantile

Baillie Gifford (London
LGPS CIV)

Longview*

Allianz (London LGPS CIV)
Rogge

UBS

CQS

Oakhill

Rreef

CCLA/LAMIT

Schroders

Henderson

L&G

Managed UK Equities

Managed Global Equities and
Diversified Growth

Managed Global Equities
Managed Global Equities
Managed Enhanced Bonds
Passive Multi Asset

Multi Asset Credit

Multi Asset Credit

Managed Property Unit Trust
Property

Property

Multi Asset and Property

Passive Multi Asset and
Property

*Longview joined the London LGPS CIV on 17" July 2017

Investment Advisor
Mercer

Custodian
Northern Trust

AVC Providers

Prudential, Clerical Medical, Equitable Life (closed to new contributors)

Fund Actuary
Barnett Waddingham

Legal Advisors

South London Legal Partnership

Auditor
Ernst & Young LLP

Bankers

National Westminster Bank Plc
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Wandsworth Council

Responsible Financial Officer Mark Maidment
Assistant Director of Resources (Financial Services) Paul Guilliotti
Scheme Administration - Head of Pensions Shared Service Colette Hollands

Scheme Investments and Accounting - Pension Fund Controller Malcolm Smith
In the first instance contact to any of the above should be made via Malcolm Smith,
Pension Fund Controller by telephoning (020) 8871 8887 or by email to
M.Smith@richmond.gov.uk

Risk Management

The roles of the external fund managers and custodian who are responsible for the
management and safekeeping respectively of the Pension Fund assets are clearly set
out in the Investment Strategy Statement (ISS) (Section 8) with commentary on how
investment risk is diversified and managed. The roles of the fund investment advisor
and the fund actuary are also clearly specified in this document. All of the above have
legally binding contracts and are subject to regular review and competitive tendering
according to legislation and the Council’s procurement rules.

The Funding Strategy Statement (FSS) (Section 7) explains the Fund’s key risks and
how they are identified, mitigated, managed and reviewed.

The Council’s overall strategy on risk management is contained within Committee
Paper 17-32 approved by the Audit Committee on 25 January 2017. The Council
maintains the Pension Fund to meet the pension guarantee and fund the pension
benefits as defined by legislation passed by Parliament. Whilst there is no integrated
section of this report dedicated to the Pension Fund, the whole report underpins the
Council’s approach to Pension Fund Risk Management and risk and governance
structure is integrated within.

Richmond and Wandsworth Councils are the primary employers in the Pension Fund
and risks of late contributions are therefore mainly with schools who are treated by the
Pension Regulations as part of the Council for pension purposes and a small number
of admitted bodies. Contributions from external payroll providers are reconciled
monthly against contributions expected and cash received and this is audited
externally annually.

The investment managers and the custodian are audited separately at different times
by audit firms of whom the Council has no control over. The Council receives control
reports from investment managers and the custodian that provide some level of
assurance from their independent accountants.

Investment advice is received from Mercer. Officers and Mercer meet and review fund
manager performance and activity at least quarterly. The Pensions Committee meet
at least quarterly and details of these meetings are provided in Section 5.
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Financial Performance

The Financial Performance of the Pension Fund is reported in this section. It
comprises income and expenditure against budget and details of employee and
employer contributions.

Income and Expenditure against Budget

An analysis of additions and withdrawals from dealing with Fund members is
provided below. The table compares movements with 2015/16 and with forecasts
giving reasons for any significant variances from forecast by cashflow heading.

Budgets and forecasts are not used for changes in market value or for dividend
yields on shares or interest receipts from bonds as these are outside the control of
the Committee and can be volatile. The income received is re-invested in the fund
by managers together with any asset sale proceeds. Details of the assets of the
fund are available in Section 6.

2015/16 2016/17 2016/17 2016/17

Dealings with Scheme Members Actual Budget* Actual Variance from

Forecast

£000 £000 £000 % £000
Contributions receivable
- Members 8,648 10,491 11,175 7% 684
- Employers 25,372 33,086 35,253 7% 2,167
- Transfers in 12,474 2,221 1,745 -21% -476
TOTAL INCOME 46,494 45,798 48,173 5% 2,375
Benefits/Expenses
- Pensions -37,472 -48,803 -48,612 0% 191
- Retirement lump sums -7,750 -9,464 -10,557 -12% -1,093
- Death lump sums -850 -830 -1,072 -29% -242
- Transfers out -2,482 -3,372  -4,732 -40% -1,360
TOTAL EXPENDITURE -48,554 -62,469 -64,973 -4% -2,504
Balance -2,060 -16,671 -16,800 -1% -129

Transfer of LB Richmond Fund - - 675,048

Net withdrawal / addition from
Dealings with Members per -2,060 -16,671 658,248
Accounts

*Due to the fund merger and mandatory changes in accounts format certain changes have been
made in the presentation in the above figures relative to previous years’ reports:-

(1) the original 2016/17 WBCPF budget has been adjusted to reflect the outturn contribution of the ex-
Richmond element in the second half of 2016/17;
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(2) the above excludes the transfer value of the LB Richmond Fund, shown separately;
(3) expenses are now excluded from “Dealings with Members” in the accounts.

The table shows that in 2016/17 (as in 2015/16) there were net withdrawals from
dealing with members (before the exceptional item of the transferred value of the LB
Richmond fund in the most recent year is taken into account).

The largest proportional variances to estimate are shown in the categories where
accurate forecasting in the most difficult i.e. transfers in / out and lump sum
payments (in the case of the latter due to optionality in converting pension to lump
sum and member-specific factor in general).

The impact of the SSA is evidenced by:-
e a higher-than-estimated level of lump sum retirement grants;
e higher contributions (due to strain costs payable on early retirements).

Investment management expenses are shown in the table below along with a
forecast of the Pension Fund budget for the next 3 years agreed by the Pensions
Committee in Paper No. 17-112 on 7 March 2017. Please note these figures reflect
the impact of the SSA and merger of the LB Richmond pension fund.

Pension Fund Budget 2017-18 2018-19 2019-20
£'000 £'000 £'000

Contributions Receivable

Members 11,965 11,438 11,552

Employers Normal 36,003 34,417 34,761

Employers Additional 1,597 1,597 1,597

Transfers In 2,070 2,070 2,070

Benefits Payable

Pensions -61,117 -63,542 -66,105
Retirement Benefit Lump Sums -11,091 -10,869 -10,652
Death Benefits -1,310 -1,310 -1,310
Transfers Out -5,317 -5,317 -5,317
Establishment -900 -900 -900
Net (Withdrawals) from Dealing

with Members -28,100 -32,416 -34,304
Returns on Investments

Investment Income 24,563 25,792 27,081
Investment Management

Expenses -4,807 -4,845 -5,078
Custody -58 -58 -58
Consultancy / Other -299 -224 -194
Total -8,701 -11,751 -12,553
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Contribution Amounts due to the Fund from Employers and Employees

The following table provides details of the total amounts due and remitted for the
period 2016/2017 from employers and basic and additional members’ contributions.
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Contributions Received

Employer Establishment Employee's Employer's Total
£000's £000's £000's
Wandsworth
Council
(In-House Payroll) | Wandsworth 8,247 23,839 32,086
Council
Albemarle School 31 96 127
(Schools with Honeywell Infant
External School 20 66 86
Payroll Providers i
y ) | Honeywell Junior 16 cc 1
School
Scheduled
Bodies
Ashcroft
Technology 67 204 271
College
Belleville School 56 173 229
Bolingbroke ARK 46 134 180
Burntwood 77 208 305
Academy
Chestnut Grove 85 254 339
Floreat Academy 14 33 a7
Graveney School 118 327 445
Griffin School 16 47 63
Harris Academy 32 97 129
Battersea
Mosaic SLIPS 3 14 17
Academy I
01/09/2016 Nightingale School 16 45 61
Commenced .
01/09/2016 Oasis Putney 1 5 6
Putney ARK 45 133 178
Southfields 95 85 380
Academy
St Cecilia’'s C of E 53 156 209
School
Tooting Primary 10 33 43
School
Westbridge
Primary School 13 40 53
Admitted Bodies
Ceased Civica ICT > 3 5
03/01/2017 Burntwood
Commenced
01/09/2016 CT Plus 25 84 109
Enable 189 519 708
Greenwich Leisure 100 278 378
Ltd
One Trust 82 240 322
Total Wandsworth 9,459 27,398 36,847
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Contributions Received

Employer Establishment Emplovee's | Emplovers Total
£000’s £000’s £000’s
Richmond
Council®
(In-House Payroll) | Richmond Council 411 2,123 2,534
(Schools with Barnes School 15 61 76
External -
Payroll Providers) Christs School 22 88 110
Collis School 19 82 101
Hampton Wick 12 51 63
School
Kew Riverside
School 5 20 25
Orleans Infants 11 48 59
Queens School 11 43 54
St Edmunds
School 12 52 64
St James School 11 47 58
St John the Baptist 8 36 44
School
St Marys & St
Peters School 13 >4 67
Stanley School 27 114 141
Vineyard School 16 66 82
Scheduled
Bodies
Achieving for
Children 342 769 1,111
Academy .
01/10/2016 Clarendon (Auriga) 25 94 119
Greycourt 37 107 144
Hampton Academy 22 70 92
Ceased Learning Schools 1 3 4
01/10/2016 Trust
Orleans Park 32 120 152
R|chmon(_j Adult 39 178 217
Community
Richmond Upon
Thames College 117 460 577
Richmond Park 27 100 127
South West
Middlesex 10 37 47
Crematorium Board
Academy Strathmore
01/10/2016 | (Auriga) 18 62 80
St Marys Hampton 3 9 12
School
Teddington 31 101 132
Thompson House 7 18 o5
School
Turing House 3 10 13

School

10
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Twickenham

Primary (Academy) 6 18 24

Twickenham 23 77 100

Academy

Waldegrave 44 149 193

Admitted Bodies

Balance Support 2

CIC 0 2 2

Hampton School 29 127 156

Institute of

Revenues, Rating 15 70 85

and Valuation

Lifeways 6 16 22

Mears 1 13 14

Medacs Group 1 3

My Time Active 1 3

Notting Hill 2

Housing Trust 0 18 18

Nviro 0? 2 2

Richmond Music 7 2 31

Trust

St Marys University 135 493 628

Support for Living 17 44 61

Total Facilities 19 68 87

Management

Veolia 22 118 140
Total Richmond 1,633 6,266 7,899

Final Total 11,092 33,656 44,748

Lo Figures for Richmond Council represent the period from 01 October 2016 to 31 March 2017.
_£0 figures represent contributions of less than £500 total in the period.

The Director of Finance is authorised to decide whether to levy interest in any case
where contributions are received late. There were no late instances of contribution
submission. Included in the above are contributions of £1,833,370 in respect of early
retirements. Further detail is available in Section 4.

Management of Admitted Bodies and Funding arrangements

There was one new admission agreement entered in to during the reporting year. The
table below gives a breakdown of the type of employer within the Fund and whether
the employer is active (employs active members) or ceased (no active members but
with some outstanding pension liability.

Active Ceased Total
Scheduled body 32 5 37
Admitted body 21 20 41
Total 53 25 78

11
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Pension Overpayments and National Fraud Initiative Results

Invoices raised for overpaid pensions for the last two years and payments written off
are given below. The Richmond Pension Fund had operated with a write-off limit of
£100 so following the merging of the Richmond and Wandsworth Pension Fund and
the transfer of the Richmond pensioners’ payroll to the SSA, the Director of Resources
approved equalising the write-off limit to £100 for both Richmond and Wandsworth
overpaid pensions. The non-recovery limit was raised to up to £100 from January 2017
onwards.

Year 2015/16 2016/17
Invoices raised £37,148 £44 885
Written-off £157 £1,066

Details of the last two National Fraud Initiatives (2014 and 2016) are at Appendix 1.
Administrative Costs

Costs such as staff, premises and IT are charged by the Council and are allocated to
the fund as part of its share of the Council’s overall costs and a breakdown is provided
below. These costs are further identified and benchmarked against similar costs of
other authorities and monitored by the CLG via statutory annual returns. Costs consist
of direct costs of staff employed on administering the Pension Fund together with an
apportionment of overheads, such as office accommodation.

The pension fund net asset statement, fund account and notes to the accounts are
audited by Ernst & Young (EY). EY’s full report is contained in the Council’s statement
of accounts and a report to the Council on the Pension Fund is also contained in this
report. The auditor is Government appointed.

The expenditure detail shown below is comprised of expenditure from administration of
benefits, administration of investments and costs associated to other officers involved
in the management of the fund. A more detailed breakdown of the recharge to the
Pension Fund is given below.

Pension Investments Finance Audit Redundancy Total

Staff & Section Directorate  Fee Charge
Premises Staff & IT & Costs
Year .
Costs Premises = Democracy
£000’s Costs £000’s £000’s £000’s
£000’s
2015/16 395 142 56 21 88 702
2016/17 428 128 63 21 0 640

The figures shown above for the Investment Section reflect the full cost of the
Investment Section. The details of the full costs of the Pensions Service for 2016/17
including those costs which are not chargeable to the Pensions Fund are shown
below.

12
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Original Revised

2016/17 Budget Budget Actual  Variance

£'s £'s £'s £'s
Staffing Costs 1,002,530 1,229,060 1,377,735 148,675
Central and Technical Support 354,810 369,670 387,790 18,120
Other Supplies and Services 106,900 207,690 212,359 4,669
Costs recovered from Shared
Service partners -661,810 -936,300 -982,585 -46,285
Other external income -35,000 -110,000 -42,600 67,400
Net expenditure 767,430 760,120 952,699 192,579
Charge to Council - Employer
Duties 339,021 331,711 524,779 193,068
Charge to Pension Fund 428,409 428,409 427,920 -489

The expenditure includes the costs associated with the Council performing its
functions as an employer for the purposes of the Local Government Pension Scheme

Regulations. Work carried out as an employer as well as that for Teachers’ Pensions,
cannot be charged to the Pension Fund. The expenditure shown above also includes
the budget for the Camden, Merton, Richmond, Waltham Forest and Wandsworth

Pensions Shared Service. Employee costs were higher than budget due to the taking

on temporary staff to cover increased work, particularly for the fund valuations and

staff vacancies.

Further detail of the actual expenditure for 2016/17 is given in the table below.

2016/17 Totals
Expenditure Description £'s
Salaries 1,075,728

National Insurance 111,204

Staffing Employer Pension 185,817
Redundancy costs 0

Training/Advertising 4,987

Office Accommodation 23,451

. Payroll 200,510

Central & Technical Support Ce}rlltral T 12.626
Finance Dept Overheads 151,202

Printing/Stationery 13,500

. . Postage 18,534

Other Supplies & Services IT & T?elecoms 165.579
Legal & Contracts 158

General (fares/equipment) 14,587

Total Expenditure 1,977,884

13
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Management Expenses

The merged Pension Fund paid £6.846 million in management expenses in 2016/17.
This was an increase of £2.469 million (56%) compared with the value for the
Wandsworth fund in 2015/16. When compared to budget there was an adverse
variance of £0.132 million (2%). (The figures for 2016/17 represent a revised cost
definition, the basis of which is detailed below.)

Longview received a performance fee of £726,000 due to outperformance of their
target.

Below is a breakdown of the fund management expenses for 2016/17 showing
variance from the budget in both percentage and monetary terms.

Note re: Fund Merger and Re-classification of Expenses

Due to the impact of the mid-year fund merger with LB Richmond, the following
adjustments to the expenses analysis have been made (to maintain relevance).

e Expenditure relating to the Richmond fund (which has been able to be
identified throughout the 2016/17 financial year but for which an original
budget had not been set) has been matched with an additional budget equal
to expenditure, allowing the true variance to the original budget to be
measured (the LBR budget adjustment — or component of budget is shown in
blue type).

e In the “cost per member analysis” an adjustment is shown for costs relating to
the Richmond fund incurred in the period 1 April 2016 — 30 September 2016
in order to maintain proportionality (as the whole of the former Richmond
membership is shown within the aggregate figure as at 31 March 2017).
These adjustments are shown in green type.

e The cost categories have been re-classified to correspond with those defined
in the CIPFA guidance “Accounting for local government pension scheme
management expenses” (which LGPS funds are required to adopt from
2016/17). The principal change effected via this guidance is to re-classify
expenses into three (as opposed to the former two) categories:

1. Investment Management (more narrowly defined then previously)

2. Oversight & Governance
3. Administration (more narrowly defined then previously).

¢ In the first cost category above, funds are now required to include explicit
transaction costs incurred in investment activity (which formerly would have
been absorbed in “change in market value”. As this is a further unbudgeted
cost another adjustment (shown in red type) have been introduced to match
this expenditure. Matching budgets for re-apportioned central administration
costs are also shown in red.

14
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2015/16 2016/17  2016/17 2016/17

Type of Fee Actual Budget  Actual Variance
compared to
budget

£000's £000's £000's % £000's

Investment Management Expenses

River and Mercantile 222 227 240 -6% -13

Allianz (LGPS CIV) 400 390 482 -24% -92

Longview 1,563 1,735 1,727 1% 8

Baillie Gifford (LGPS CIV)* 671 698 768 -10% -70

Rogge 241 196 199 -2% -3

UBSGAM Passive 109 76 53 30% 23

Aberdeen Asset Management

(Property) 18 17 10 41% 7

CQSs 176 342 342 - -

Oakahill 161 313 313 - -

Baillie Gifford (LGPS CIV) (ex-LBR)** - 227 227 - -

CCLA (ex-LBR)** - 13 13 - -

Henderson (ex-LBR)** - 338 338 - -

L&G (ex-LBR)** - 67 67 - -

Schroders (ex-LBR)** - 104 104 - -

*from 18/07/16 **expenses relate to 01.10.16-31.03.17 3,561 4,743 4,883 -3% -140

Custody / Transaction Costs

Northern Trust 70 53 44 17% 9

JP Morgan - 3 3 - -

Transaction Costs - 984 984 - -

70 1,040 1,031 1% 9

Total Investment Management

Costs 3,631 5,783 5,914 -2% -131

Oversight & Governance Costs

Central Administration - 154 154 - -

Accounting Fees - - 14 - -14

Audit Fees - 21 21 - -

Actuarial Fees 4 45 (41) 59 -31% -14

Performance Measurement 17 16 - - 16

Investment Consulting 60 55 (15) 81 -47% -26

Miscellaneous (courses, etc.) 9 12 - - 12

CIV Fees - 50 25 50% 25

90 353 354 - -1

Administration Costs 656 578 578 - -

Grand Total 4,377 6,714 6,846 2% -132

15
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Unit costs per member including investment management

2015/16 2016/17
Pension Staff & Premises Costs £395,000 £428,409
Investment Management Costs £3,978,088 £5,914,000
Total £4,373,088 £6,342,409
Membership 20,329 34,918
Cost per member £215.12 £181.64

With adjustment for part-period LBRuUT costs (1 April 2016-30 September 2016)

2015/16 2016/17
Pension Staff & Premises Costs £395,000 £428,409
Adustment re: LBRUT - £125,000
Investment Management Costs £3,978,088 £5,914,000
Adjustment re: LBRuUT - £664,000
Total £4,373,088 £7,131,409
Membership 20,329 34,918
Cost per member £215.12 £204.23

Management Performance

Performance Indicators

Key items of work are reported quarterly to the Director of Resources and the
Pensions Board. Achievements against targets at the end of year for these key items
are given in the table below. Data is for both Richmond and Wandsworth.
Comparators with other administrators was not undertaken last year as the other
administrators taking part in the benchmarking do not directly reflect the administration
of the Shared Service providing administration for five pension funds.

Additional information covering the work of the Service is included in the review of
specific major tasks/projects completed during the year in Section 3 - Scheme
Administration Report.

2016/17

Category of Work Achieved Target
New Scheme Member 98.62% 95.00%
Transfers In 83.80% 95.00%
Early Leavers 97.46% 95.00%
Transfers Out 74.13% 95.00%
Refunds 98.24% 98.00%
Pension Sharing on Divorce 100.00% 98.00%
Correspondence 90.38% 98.00%
Retirements 88.70% 98.00%
Deaths 81.85% 98.00%

16
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Customer Satisfaction Levels

Quality questionnaires are sent with every completed case together with a suggestion
slip for members to suggest areas where they feel quality could be improved. The
table below gives the percentage ratings of member satisfaction levels for the last 5
years.

12/13 13/14 14/15 15/16 16/17

Very Satisfied 80% 79% 79% 67% 62%
Satisfied 14% 15% 15% 22% 22%
Satisfied after further enquiry 5% 5% 6% 11% 12%
Not satisfied 1% 1% 0% 0% 4%

Complaints Received

The Service uses the Council’s Suggestions and Complaints procedure. Complaints
received in the last 5 years are shown in the table below. The higher number of
complaints this year was due to members complaining about delays in receiving
information.

Type of Complaint 12/13  13/14 14/15 15/16 16/17
System Error 0 0 0 0 0
Staff Error 1 0 0 1 12
Staff Attitude 0 0 0 0 0
Beyond Service Delivery

Standards 1 0 0 > 0
Policy/Service Delivery

changes 0 0 0 0 1
Not the Lead Authority 0 0 0 0 0
Total 2 0 0 6 13
Total as % of Workload 0.05% 0.00% 0.00% 0.17% 0.24%

Membership Numbers and Trends

Total membership numbers and trends split by member type — contributors,
pensioners, dependants and deferred are shown below. The table also gives an
indication of the membership trends within each member type. The data provided
shows the Richmond and Wandsworth membership numbers both before and after the
pension funds merger. Data going forward will illustrate the trends for the combined
pension fund.

17
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% Diff from (Notional) % Diff
previous year Richmond Wandsworth Combined Combined 15/16
Fund Fund Fund Fund VS
Membership 15/16 15/16 15/16 16/17 16/17
No’ of
Contributors 3,462 5,998 9,460 9,634 1.84%
Egngifoners 3,116 4,652 7,768 8,118 4.50%
ggp‘;‘cn dants 505 779 1,284 1,312 2.18%
No’ of 5398 8.900 14.298 15854 10.88%
Deferred
Total 12,481 20,329 32,810 34,918 6.40%
Membership ' ' ' ' Sl

The total number of pensioners in receipt of enhanced benefits due to ill health or early
retirement on the grounds of redundancy or efficiency of the service is given below as
at each year on 31 March. The number of new early retirements is lower than earlier
experience and so the total number of pensioners in these categories is following a
downward trend as the older pensioners die.

Richmond  Wandswortr (Notional) Combined
Total Total
Reason for Leaving 15/16 15/16 15/16 16/17
Il Health Retirement 346 511 857 851
Early Retirement 232 578 810 783
Total 578 1,089 1,667 1,634

The age profile of the membership calculated as at 31 March 2017 is shown in the
table and graph below.
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Type of Member/Number within Age Band

Age

Bgnd Contributing Pensioner Dependant Deferred
0-5 2

5-10 6

10-15 19

15-20 66 23 33
20-25 474 20 445
25-30 840 1 1293
30-35 844 1 1744
35-40 1004 2 1804
40-45 1135 2 5 1864
45-50 1448 11 14 2336
50-55 1610 34 30 2844
55-60 1287 175 40 2419
60-65 695 1495 72 753
65-70 185 2082 122 207
70-75 46 1727 164 61
75-80 1145 170 22*
80-85 780 240 14*
85-90 429 210 7*
90-95 181 135 6*
95-100 52 26 1*
100-105 4 10 1*
105-110 1

*These cases represent scheme members who are entitled to claim scheme benefits
but have not done so and so some may be dead.

Councillor Members

The Government passed legislation that removed the right for Councillors to be
active members of the pension scheme from 26 May 2014 (for London Councils). As
a result of this there are no longer any contributing Councillor members of the LGPS.
The membership for Councillor members is made up as follows:

Richmond Wandsworth Combined
15/16 16/17 15/16 16/17 16/17
No’ of Pensioners 15 17 16 17 34
No’ of Dependants 0 0 1 1 1
No’ of Deferred 27 25 42 41 66
Total 42 42 59 59 101
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SECTION 2 - INVESTMENT POLICY AND PERFORMANCE REPORT
Investment Policy

The Council sets out a broad statement of the principles it has employed in
establishing its investment and funding strategy in the Investment Strategy Statement
(ISS) (Section 8). The ISS also sets out the Fund'’s policies in respect of responsible
investment and other environmental or social issues.

The Fund subscribes to and is a member of the Local Authority Pensions Fund Forum
(LAPFF). The Fund does not subscribe to and is not a member of any other bodies.

The Investment Policy and the Council’s approach to the management of risk for the
Fund as a whole and in respect of the investment managers are outlined in the ISS
(Section 8).

A summary of how the administration of investments is controlled, who deals with each
element of the portfolio, how voting rights are exercised can be also found in the ISS
(Section 8).

Responsible Investment Policy

The Council has a paramount fiduciary duty to obtain the best possible financial return
on the Fund investments against a suitable degree of risk. It also considers a
company’s good practice in terms of social, environmental and ethical issues is
generally likely to have a favourable effect on the long-term financial performance of
the company and improve investment returns to its shareholders.

The investment managers, acting in the best financial interests of the Fund, are
expected to consider, amongst other factors, the effects of social, environmental and
ethical issues on the performance of a company when considering the acquisition,
retention or realisation of investments for the Fund. In the execution of this, the
Committee have considered and found it appropriate to adopt the investment
managers’ socially responsible investment policies. These policies are reviewed with
the investment managers regularly both by officers and the Committee.

Voting

From 1st October 2016 the fund’s investment managers were instructed to vote
“having had due regard to the stewardship code”. Previously managers were required
to vote in line with the National Association of Pension Funds’ (NAPF) voting
guidelines.

Membership of external bodies

The Council is a member of the Local Authorities’ Pension Fund Forum (LAPFF) and

subscribes to the Local Government Pensions Committee (LGPC) service, all costs for
which are met from the pension fund budget.
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Manager changes

During 2016/17 the fund acquired four new direct fund manager relationships (and an
additional indirect relationship with an existing manager) through the action of the
pension fund merger with London Borough of Richmond (effective from 1 October
2016). The new managers subject to direct relationships are:-

CCLA Investment Management (manager of the LAMIT Local Authorities’ Property
Fund).

Legal & General Investment Management

Henderson Global Investors (now Janus Henderson)

Schroder Investment Management

In addition, an investment held via the London Collective Investment Vehicle (LCIV) in
Baillie Gifford’s Diversified Growth Fund was transferred.

Monitoring of Managers

Managers are invited to the Pensions Committee periodically. Their views about the
prospects for each asset class over a specified time horizon are recorded following
their attendance and these views are examined at subsequent meetings and at
qguarterly meetings with Council Officers held at managers’ offices.

Asset Allocation

No strategic changes in the fund’s asset allocation were implemented in the course of
2016/17; however, the fund’s asset allocation changed materially on a “default” basis

from the date of the merger 1 October 2016, which all of LB Richmond’s assets were

assimilated into the fund.

Due to Richmond’s lower equity component and existing allocations to “alternative”
asset classes, the effect of the fund merger on the combined fund (relative to the pre-
existing Wandsworth fund) was generally to:-
¢ |ower the allocation to equities;
e increase the allocation to alternative asset classes (in the form of commercial
property and diversified alternatives).

Following the merger a provisional asset allocation target was agreed for the
combined fund within in a revised Statement of Investment Principles (SIP), which was
then translated into the fund’s Investment Strategy Statement (ISS), agreed in March
2017. However, due to the stated intention to review the merged fund’s long-term
investment strategy (including asset allocation and manager structure), no directed
movement toward a revised asset allocation was made during 2016/17. At the
broadest level of asset allocation the position of the merged fund relative to the
average LGPS fund at 31 March 2017 was therefore as follows.
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Asset Class Combined Fund LGPS Average
Equities 72 62
Bonds 15 15

Other (MAC, Property, DGF, Cash) 13 23
Source: PIRC

The merged fund also has a higher-than-average proportion of its equity exposure in
exclusively UK mandates as opposed to overseas / global — just over 40% of the total
compared to an LGPS average of around 30%.

The table below shows the fund’s notional asset allocation target (as per the ISS) at 31
March 2017, as compared to the actual asset allocation at that point. Also included is
fund’s (pre-merger) position as at 31 March 2016 excluding cash and derivative
contracts

Actual Actual Target Tolerance

Asset Asset Asset Ranges
31 March 2017 Allocation Allocation Allocation

£'000 % % %

UK Equities 631,241 28.9 325 27.5-375
Overseas Equities 937,044 42.9 36.5 31.5-415
Fixed Interest Gilts 51,387 24 2.0 1.0-3.0
Corporate Bonds 228,266 10.5 5.0 3.0-13.0
Index Linked Bonds 47,169 2.2 3.5 20-5.0
Multi Asset Credit 105,417 4.8 5.0 35-6.5
Property 66,175 3.0 5.0 3.5-6.5
Alternatives (DGF) 89,774 4.1 3.3 2.0-5.0
Infrastructure 0 0 6.0 0.0-10.0
Cash 26,051 1.2 1.2 0.5-2.0
Total 2,182,524 100.0 100.00

Note: above excludes (non-investment) current assets / liabilities and shares in the CIV operating
company.

Actual Actual Target Tolerance

Asset Asset Asset Ranges
31 March 2016 Allocation Allocation Allocation

£'000 % % %

UK Equities 377,079 325 37.5 32.5-42.5
Overseas Equities 503,387 43.4 375 32.5-42.5
Corporate Bonds 135,690 11.7 12.0 70- 17.0
Index Linked Bonds 45,893 4.0 5.0 0- 10.0
Multi Asset Credit 97,957 8.4 8.0 3.0-13.0
Property 1,106 0.1 0 0
Total 1,161,112 100.0 100.0

Note: above also excludes cash and derivative contracts (not in benchmark as at 31 March 2016).
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Investment Performance

In 2016/17 the continuity of the fund’s performance reporting was impacted by two
significant factors:-

e the withdrawal (by the provider) of the long-established WM / State Street
LGPS performance measurement and benchmarking service; and
e the merger of the fund with LB Richmond from 1 October 2016.

In response to the above, LB Wandsworth engaged its custodian (Northern Trust) to

carry out independent performance measurement services form 1 April 2016 whilst LB

Richmond obtained performance calculations at total fund level from Pensions &
Investment Research Consultants Ltd (PIRC). These separate approaches were
maintained until 31 March 2017 at which point Northern Trust assumed responsibility
for performance measure across the merged fund. Returns shown below for the

“combined fund” therefore represent these separately-obtained return aggregated on a

value-weighted basis. PIRC have also recreated a peer group universe /
benchmarking service across LGPS funds by incorporating historic performance data
provided by funds and collating this with 2016/17 returns. For clarity, therefore, the
first set of returns shown are those for each of the merged funds on a separate basis,
with the investment performance of the respective portfolios carried through to 31
March 2017 (as presented by PIRC).

Returns to 31 March 2017 1 Year 3 Years 5 Years 10 Years | 20 Years
(Annualised) % % % % %
Local Authority Average 21.4 11.2 10.7 7.0 7.4
Local Authority Median 20.6 10.7 10.6 6.8 7.1
LB Wandsworth 24.1 12.3 12.3 8.4 7.9
Ranking (9) @ (3) (7) (11)
LB Richmond 20.1 10.6 10.3 7.2 7.2
Ranking (59) (59) (65) (30) (45)
Source: PIRC

The London Borough of Wandsworth is ranked within, or close to, the top decile of
funds over all periods, reflecting both favourable asset allocation and above-index
returns achieved through successful active management within asset classes.

The London Borough of Richmond has reduced its equity component over the last 5
years which has been detrimental to total return in this period. In addition its
predominantly passive investment style militates against a high ranking based on
alpha-generation over shorter periods; however, over 10 years (broadly the period
over which this approach has been pursued) the fund portfolio shows a ranking just
outside the top quartile of all fund (based on figures that are predominantly gross of
fees).

Given that the fund (from the start of 2017/18) is invested and will be measured on a
wholly consolidated basis subsequent years’ reporting will reflect this.
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Performance figures relative to their specific benchmarks is given for all of the fund’s
managers over 1 and 3 years.

Year Ending 31st March 2017

Manager Mandate Reg/l:rn B’rz;oark Rel:;;ive Tar%/eot pa
River & Mercantile UK Equity +25.8 +22.0 +3.8 +2.0
UBS UK Equity & IL Passive +22.1 +22.0 +0.1 -
Allianz (CIV) Global Equity +30.2 +31.9 -1.7 +2.0
Baillie Gifford (CIV) Global Equity +34.5 +32.5 +2.0 +2.0
Longview Global Equity +29.9 +31.9 -2.0 +2.0
Henderson Multi-Asset Enhanced +23.6 +23.0 +0.6 +0.6
L&G Multi-Asset Passive +25.0 +24.7 +0.3 -
Rogge Multi-Asset Bonds +13.4 +13.0 +0.4 +1.5
CQs Multi-Asset Credit +8.6 +0.4 +8.2 +4.0
Oak Hill Multi-Asset Credit +13.5 +0.4 +13.1 +4.0
Baillie Gifford (CIV) Diversified Growth +10.4 +3.9 +6.5 -
CCLA / LAMIT Property +3.3 +3.7 -0.4 +1.0
Henderson Property +6.6 +3.7 +2.9 +1.0
L&G Property +3.6 +3.7 -0.1 +1.0
Schroders Property +6.3 +3.7 +2.6 +1.0

In the most recent year, of the 15 mandates (or sub-mandates) separately reported 11
outperformed the benchmark index of which 10 also exceeded any additional

performance target. Four mandates under-performed the index.

3 Years ending 31st March 2017

Manager Mandate Reg/l:rn B’rz;oark Rel:;;ive Tar%/eot pa
River & Mercantile UK Equity +8.1 +7.7 +0.4 +2.0
UBS UK Equity & IL Passive +8.9 +8.8 +0.1 -
Allianz (CIV) Global Equity +15.1 +16.1 -1.0 +2.0
Baillie Gifford (CIV) Global Equity +5.6 +4.0 +1.6 +2.0
Longview Global Equity +20.3 +16.1 +4.2 +2.0
Henderson Multi-Asset Enhanced +11.9 +11.6 +0.3 +0.6
L&G Multi-Asset Passive +11.6 +11.5 +0.1 -
Rogge Multi-Asset Bonds +9.7 +9.5 +0.2 +1.5
CQs Multi-Asset Credit N/A N/A N/A +4.0
Oak Hill Multi-Asset Credit N/A N/A N/A +4.0
Baillie Gifford (CIV) Diversified Growth +5.6 +4.0 +1.6 -
CCLA / LAMIT Property +10.5 +10.2 +0.3 +1.0
Henderson Property +11.1 +10.2 +0.9 +1.0
L&G Property +10.1 +10.2 -0.1 +1.0
Schroders Property +11.8 +10.2 +1.6 +1.0
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Of the 15 mandates (or sub-mandates) separately reported that have been operating
for 3 years of more 11 outperformed the benchmark index of which 5 also exceeded
any additional performance target. Two mandates under-performed the index.

Managers’ Benchmarks & Performance Targets

Manager

Mandate

Benchmark

Target pa
%

River & Mercantile

UK Equity

FTSE All-Share Index (Total Return)

+2.0

UBS

UK Equity & IL Passive

94% FTSE All Share,6% FTSE Actuaries
Government Securities Index Linked >5
Year

Allianz (CIV)

Global Equity

MSCI World Unhedged (Total Return)

+2.0

Baillie Gifford (CIV)

Global Equity

MSCI World All Countries Unhedged (Gross
Dividend Re-invested)

+2.0

Longview

Global Equity

MSCI World Unhedged (Total Return)

+2.0

Henderson

Multi-Asset Enhanced

26.5% FTSE All Share; 23% FTSEW N
America; 15% FTSEW Europe; 5.5%
FTSEW Japan; 3.5% FTSEW Asia Pacific
(ex Japan); 10.5% FTA British Government;
16% iBoxx Sterling Non Gilt Index

+0.6

L&G

Multi-Asset Passive

FTSE All-Share 34.50%; FTSE World N
America NetTax (UKPN) 18.50%; FTSE Dev
Europe ex UK NetTax (UKPN) 10.00%;
FTSE Japan NetTax (UKPN) 3.00%; FTSE
Dev Asia Pac ex Japan NetTax (UKPN)
3.00%; FTSE Emerging NetTax (UKPN)
12.00%; FTSE A UK Gilts All Stocks 7.50%;
Markit iBoxx GBP Non-Gilts (AllStocks)
11.50%

Rogge

Multi-Asset Bonds

80% IBOXX All Stocks Corporate Bonds,
20% FTSE Actuaries Govt Securities Index
— Linked > 5 years

+1.5

CQSs

Multi-Asset Credit

LIBOR

+4.0

Oak Hill

Multi-Asset Credit

LIBOR

+4.0

Baillie Gifford (CIV)

Diversified Growth

Base Rate +3.5% PA

CCLA/LAMIT

Property

AREF / IPD All Balanced Property Fund
Index Weighted Average

+1.0

Henderson

Property

AREF / IPD All Balanced Property Fund
Index Weighted Average

+1.0

L&G

Property

AREF / IPD All Balanced Property Fund
Index Weighted Average

+1.0

Schroders

Property

AREF / IPD All Balanced Property Fund
Index Weighted Average

+1.0
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SECTION 3 - SCHEME ADMINISTRATION REPORT

Overview

1.

a)

b)

f)

9)
h)

i)

2.

The Pensions Shared Service (the Service) is part of the Financial
Services Division of the Resources Department, Richmond and
Wandsworth Councils. The Service provides pension and compensation
services to current and former employees and pensioners of Camden,
Merton, Richmond, Waltham Forest and Wandsworth Councils. The
service provided includes the full range of administrative duties for an
employing and administering authority as follows:

Administering the Local Government Pension Scheme (LGPS) as an
Employing and Administering Authority in accordance with relevant
legislation and Committee decisions.

Administering the Teachers' Pension Scheme (TPS) and National
Health Service Pension Scheme (NHSPS) as an employer.

Administering the Councils’ early retirement arrangements and local
policies for discretionary elements in accordance with relevant
legislation and Committee decisions.

Maintain a central staff filing system for each employee/scheme
member of the Councils.

Providing advice to Scheme members, the Directors Boards (or
equivalent) and the Councils on options available under the pension
schemes.

Contribute to national policy formulation on pensions to reflect the
employers’ preferred approach.

Prudently manage the budgets under the Service's control.

Exploit information technology to improve service standards and
efficiency.

Train and develop staff to meet these service objectives.

The Pensions Shared Service comprises an establishment of 29 FTE
staff working across three teams dealing with all aspects of pensions
administration except investments. The work of each area is set out

below:

Employer Responsibilities

3.

The team is managed by a Pensions Manager (Employers) with a team
of 6 staff undertaking employer’s functions for members of the LGPS
contributing across the Service. The main areas of responsibility for this
team is the collection and reconciliation of contribution payments from
over 200 external employers/payroll providers monthly, the employer
duties for teachers, LPFA and NHS scheme members and providing
detailed advice on admission to the pension scheme for external
employers following tendering and academy conversions. This team also
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deals with redundancy and compensation benefits for employees and
undertakes ad-hoc projects.

Data Management

4.

Benefits

5.

General

7.

The team is managed by a Pensions Manager (Data Management) with a
team of 5 staff dealing with the receipt of electronic data, maintaining the
pensions administration system, providing support to the others teams by
way of streamlining the processes of calculating and notifying benefits.
The team is responsible for new entrants to the scheme and the payment
of refunds of contributions for early leavers. The team also deals with the
annual processing for end of year and benefit statements, ad hoc
projects and undertakes the initial stages of training new staff joining the
Service.

The team is managed by a Pensions Manager (Benefits) with a team of
14 staff. The team deals with all benefit entittements for pensioners,
retirement, re-employment, death benefits, transfers in to the scheme
and early leaver entitlements such as deferred benefits or transfers out to
other arrangements. The team is also responsible for the input of new
entrants and changes to the Pensions Payrolls for the Service.

In addition to carrying out the day-to-day functions of pensions
administration, the Service formulates Council policies within the
legislative framework of regulations under the LGPS, TPS,
compensation, age discrimination and HM Revenue and Customs’ rules.
This includes actively commenting on changes to legislation and
Government policy.

The Council’'s Suggestions and Complaints procedure is available to any
person who wishes to make a suggestion or complaint about the Service.
Details of individual complaints along with the overall number of
complaints are reported each year. There is also a two stage statutory
Independent Dispute Resolution Procedure within the LGPS regulations.
Details of this procedure are available on the Pensions Service web
pages at www.wandsworth.gov.uk/pensions or on request.

The Service Manager is Colette Hollands. The Pensions Managers,
heading each team, are: Andy Gray (Employer Responsibilities), Carrie
Adubofour (Data Management) and Martin Doyle (Benefits). They can be
contacted by telephoning (020) 8871 6524 or by email to
pensions@wandsworth.gov.uk. The Service reports to the Council’'s
Assistant Director (Financial Services) Paul Guilliotti.
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Review of 2016/2017

9.

10.

11.

12.

Alongside the normal day to day work of the Service this year, the work
during the year was led by the submission of data to the actuaries for the
triennial valuations, the commencement of the Shared Staffing
Arrangement (SSA) between Richmond and Wandsworth Councils and
the merging of the two pension funds.

The Service uses the Local Government pensions software, Altair.
During the year, the system was successfully updated with a software
update for regulation changes and an update for enhancements to
processes. The annual processes of Pensions Increase, updating for
variable rate contributions and pensionable pay and benefit statements
for current and deferred members were all successfully completed on the
Altair system during the year. These annual processes were completed
along with the work required for the triennial valuations and the merging
of the member data as a consequence of the merging of the pension
funds.

By the end of the summer, membership data extracted from Altair as at
31 March 2016 was submitted to each actuary for the five pension funds
to enable them to undertake the required calculations of liabilities in each
fund leading to the setting of employer contribution rates payable from 1
April 2017 onwards. Details of the results of the Wandsworth Pension
Fund valuation are found elsewhere within this Annual Report.

Ongoing throughout this year, the Service provided support and advice to
HR and officers involved in the re-organisations of services within
Richmond and Wandsworth Councils in preparation of the
commencement of the SSA from 1 October 2016. This support included
providing calculations of entitlements and advice for staff subject to
redundancy. A consequence of the SSA was the merging of the
Richmond and Wandsworth pension funds, by statute. We engaged our
software provider to undertake a project to merge the Altair member
records for Richmond scheme members in to the Wandsworth instance
of Altair and then to move 2,500 records in to a newly created SSA
employer. Also, as part of the commencement of the SSA, the Payroll
Service took on the payroll processing for SSA staff and Richmond
pensioners payroll. This has increased the complexity of record
monitoring and keeping within the Service.

13.The Service has reviewed its Risk Register and Business Continuity Plan

during the year and been subject to both internal and external audits.
The internal audit was undertaken in January and the result was a
qualified assurance with recommendations raised in four areas — payroll
and payments reconciliations, pensioners’ annual certificates and budget
monitoring. The recommendations were accepted and the work needed
to address these is ongoing in 2017/18.

14.The Service also reported to the Local Pensions Board in October, Paper

No. 16-405, the audit recommendations from the review against the
Pensions Regulator’s (the Regulator) Code of Practice No. 14. The
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Regulator’'s Code of Practice sets out the expected standards of
governance and administration for public sector pension schemes. The
audit review of the Service against the Code found that the Service “has
effective procedures in place to ensure that it is compliant with the Code,
however, the Internal Audit Report identified a number of areas where
these could be improved.” Work last year and in the coming year is
being undertaken to address these recommendations.

15. A major project commenced during the year to implement two additional
software components to the Altair system: i-Connect and Member Self
Service. These additional components will be implemented over the next
three years. i-Connect is a portal that will manage the monthly
submission of contribution returns from over 230 employers across the
funds and Member Self Service, once in place and operating, will allow
scheme members to access their own records and undertake basis
retirement quotations. To assist with managing the project
implementation, the Service has recruited a Project Manager for an initial

12 month period.

Dispute Resolution

1. There are set procedures in the Local Government Pension Scheme Regulations
for dealing with disputes about the pension scheme. This is the Internal Dispute
Resolution Procedure (IDRP). Under the procedure initial complaints are
considered by the Borough Solicitor at Stage 1. If a complainant still has a
dispute this may then be referred at Stage 2 to the Head of Pensions, Payments
and Support. After this a further referral is available to the Pensions Ombudsman
(PO). Shown below are statistics and a commentary for cases considered under

IDRP for the past two years.

IDRP - Number of appeals 15/16 16/17

In progress at start of year 4 2

New appeals during the year 2 5

In progress at end of year 2 3

IDRP 15/16 16/17

1st 2nd PO 1st 2nd PO
stage Stage stage Stage

Complaint Not Upheld 1 0 0 1 0 0
Complaint Upheld 3 0 0 2 0 1
Withdrawn 0 0 0 0 0 0
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2015/2016

2.

5.

The 4 cases in progress at the start of 15/16 were: 3 appeals against the
Council’s decision not to award early payment of benefits on the grounds of ill
health and the appeal against the Council’s decision to award ill health tier 3
pension benefits.

For the 2 new appeals received during the year, both relate to appeals
against the Council’s decision not to award early payment of benefits on the
grounds of ill health.

. During the year, 4 cases were concluded at stage 1. One complaint was not

upheld and three were upheld; these were all appeals against the Council’s
decision not to award early payment of benefits on the grounds of ill health.

At the end of the year 2 cases were in progress: the appeal against the
Council’s decision not to award early payment of benefits on the grounds of ill
health and the appeal against the Council’s decision to award ill health tier 3
pension benefits.

2016/2017

6.

9.

At the beginning of the year 2 cases were in progress: the appeal against the
Council’s decision not to award early payment of benefits on the grounds of ill
health and the appeal against the Council’s decision to award ill health tier 3
pension benefits.

The 5 new appeals received during the year related to: 3 appeals against the
Council’s decision not to award early payment of benefits on the grounds of ill
health; 1 appeal against the Council’s decision to award ill health tier 3
pension benefits and 1 appeal against the Council’s decision to apply
actuarial reductions to pension benefits.

During the year, 3 cases was concluded at stage 1. There were 2 complaints
upheld and 1 complaint not upheld regarding appeals against the Council’s
decision not to award early payment of benefits on the grounds of ill

health. Also, the Pensions Ombudsman decided to uphold a complaint
against the Council’s decision to award ill health tier 3 pension benefits.

At the end of the year there were 3 cases was in progress: the appeal against
the Council’'s decision not to award early payment of benefits on the grounds
of ill health, the appeal against the Council’s decision to award ill health tier 3
pension benefits and the appeal against the Council’s decision to apply
actuarial reductions to pension benefits.
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SECTION 4 - ACTUARIAL REPORT ON FUND

Under regulation 62 of the Local Government Pension Scheme (LGPS) Regulations
2013 (as amended), LGPS Pension Funds are required to commission and publish a
valuation of the Fund on a specified date every three years. The last valuation was
undertaken as at 31 March 2016 in accordance to the regulations in force at that date.
An executive summary from the Fund actuary, Barnett Waddingham, is given below.
This was reviewed by the Pensions Committee as part of the triennial actuarial report
as at March 2016. See also Section 7 for the Funding Strategy Statement. The latest
valuation report can be seen here:
http://www.wandsworth.gov.uk/downloads/file/12597/wandsworth_pension_fund_valua
tion_report_2016

Report by the Fund’s Actuary - Executive Summary

Wandsworth Fund

We have carried out an actuarial valuation of Wandsworth Council Pension Fund
(the Wandsworth Fund) as at 31 March 2016, as requested by Wandsworth Council.
The Fund is part of the Local Government Pension Scheme (LGPS).

The valuation was carried out in accordance with Regulation 62 of the LGPS
Regulations (the Regulations) as amended. The purpose of the valuation was to
review the financial position of the Wandsworth Fund and to set appropriate
contribution rates for each employer in the Fund for the period from 1 April 2017 to
31 March 2020.

Contributions are set to cover any shortfall between the assumed cost of providing
benefits built up by members at the valuation date and the assets held by the Fund
and to also cover the cost of benefits that active members will build up in the future.

The results of the valuation are set out in the full report addressed to Wandsworth
Council as the administering authority to the Wandsworth Fund. That report is not
intended to assist any user other than the administering authority in making
decisions.

The results of the valuation are that the past service funding level of the Wandsworth
Fund as a whole has increased from 95% to 101% between 31 March 2013 and 31
March 2016, largely due to better than expected investment returns over the period.

The whole Fund primary rate (i.e. the employer’s share of the cost of benefits
accruing) increased from 16.0% of payroll p.a. to 18.0% of payroll p.a. However, as
the Wandsworth Fund is now in surplus, the average contribution towards deficit
repayment has fallen from 3.0% of payroll p.a. (calculated based on a 17 year deficit
recovery period) to zero.

Richmond Fund

As at 1 October 2016, the London Borough of Richmond Upon Thames Pension
Fund (the Richmond Fund) merged with the Wandsworth Council Pension Fund
under The Local Government Pension Scheme (Wandsworth and Richmond Fund
Merger) Regulations 2016. The 31 March 2016 valuations for the two Funds were
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carried out separately for the individual Funds and therefore we have provided a
summary of the Richmond Fund’s 2016 valuation below.

The results of the valuation are set out in the full report addressed to London
Borough of Richmond as the administering authority to the Richmond Fund. That
report is not intended to assist any user other than the administering authority in
making decisions.

The results of the valuation are that the past service funding level of the Richmond
Fund as a whole has increased from 83% to 91% between 31 March 2013 and 31
March 2016, largely due to a change in assumptions underlying the present value of
liabilities, reflecting a change in methodology since the last valuation.

The whole Fund primary rate (i.e. the employer’s share of the cost of benefits
accruing) reduced from 19.4% of payroll p.a. to 18.0% of payroll p.a..

At the 2013 valuation, the average deficit contribution required to recover the
Richmond Fund’s deficit over a 20 year period was 8.3% of payroll p.a. At the 2016
valuation, the recovery period was reduced to 12 years, with a resulting deficit
contribution of 6.4% of payroll p.a. on a whole Fund level.

Graeme Muir FFA
Partner
Barnett Waddingham LLP
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Early Retirement within the LGPS

The Councils have powers to make discretionary payments under the LGPS. These
mainly relate to payments for early retirements. The Councils are also required to
decide upon entitlements for ill health retirement benefits in accordance with the
regulations. The Councils requires capital payments from Revenue into the Pension
Fund at the time of each retirement to pay for all early and ill health retirements.
Accordingly funding risks are minimised. Capital payments into the Pension Fund for
early retirements during 2015/16 and 16/17 were £1,390,000 and £1,833,370
respectively. The table below gives details of the number of each type of case and the
text following the table gives a brief description of each type.

Number in Number in
Type of Early Retirement 15/16 16/17
Il Health 3 3
Redundancy 31 48
Efficiency of the Service 0 0
Voluntary Early Retirement 0 1
Total 34 52

Total Capitalised Payments £1,390,000 £1,833,370

Under the LGPS it is possible to receive payment of accrued pension benefits early
depending on the reason membership of the LGPS ends. The LGPS regulations
permit early retirement on the following grounds:

o lll Health — at any age where the employer terminates the member’s
employment on the grounds of permanent ill health. In this case the member
receives their accrued pension benefits plus, in most cases, their pensionable
membership period is increased.

0 Redundancy — from age 55 where the employer terminates the member’s
employment on the grounds of redundancy. In this case, the member
receives their accrued pension benefits without any reduction for the early
payment.

o Efficiency of the Service - from age 55 where the employer terminates the
member’s employment on the grounds of business efficiency. In this case,
the member receives their accrued pension benefits without any reduction for
the early payment.

o Voluntary Early Retirement - from age 55 where the member volunteers to
retire before normal pension age. The amount of benefits payable may be
subject to actuarial reduction depending on the age and length of
membership. The employer has the discretion to waive, in whole or in part,
the actuarial reduction on benefits.
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SECTION 5 - GOVERNANCE COMPLIANCE STATEMENT
Introduction

In accordance with regulation 55 of the Local Government Pension Scheme
Regulations 2013 the Council is required to prepare, maintain and publish a
written governance statement addressing certain issues. Regulation 55 is
reproduced as follows: -

“Administering authorities: governance compliance statement -

55. —(1) An administering authority must prepare a written statement setting
out—

a) whether the authority delegates its functions, or part of its functions under
these Regulations to a committee, a sub-committee or an officer of the
authority;

b) if the authority does so—

() the terms, structure and operational procedures of the delegation,

(i)  the frequency of any committee or sub-committee meetings,

(i)  whether such a committee or sub-committee includes
representatives of Scheme employers or members, and if so,
whether those representatives have voting rights;

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

d) details of the terms, structure and operational procedures relating to the
local pension board established under regulation 106 (local pension
boards establishment).

(2) An administering authority must keep a statement prepared under paragraph
(1) under review, and make such revisions as are appropriate, following a material
change to any of the matters mentioned in that paragraph.

(3) Before preparing or revising a statement under this regulation, an
administering authority must consult such persons as it considers appropriate.

(4) An administering authority must publish its statement under this regulation,
and any revised statement.”

Governance at Wandsworth

The detail of the governance structure for the Council is set out in detail in the
Council’'s Constitution, which is available at
http://www.wandsworth.gov.uk/downloads/download/38/council _constitution

The Council delegates its function as an administering authority under the Local
Government Pension Scheme Regulations 2013 and the Local Government
Pension Scheme (Transitional Provisions, Savings and Amendment) Regulations
2014 or parts of that function in relation to maintaining a pension fund to the
Pensions Committee.
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The frequency of Pension Committee meetings is in accordance with the
Council’s Constitution.

The terms of reference, structure and operational procedures of delegations can
be found in the Council’s Constitution.

Committee Membership is determined in accordance with the Council’s
Constitution and does not include Fund members or representatives of other
employers.

Employers (and schools through the Wandsworth Schools’ Forum) are consulted
on decisions that affect them.

Fund members have an interest in benefit levels and the administration and
service they receive when dealing with their pension rights. The Council’s
Pensions Service holds member User Groups that meet on average twice a yeatr.
The groups are made up of volunteers and provide a forum for Council officers
and Fund members to raise any issues of concern. The volunteers are asked to
actively comment on the administration of the LGPS within the Council. All Fund
members who contact the Pensions Service with an enquiry are sent a user
satisfaction survey. This enables the member to comment, anonymously if they
wish, on the service they have received, to make any suggestions for
improvements or register dissatisfaction if appropriate.

Fund member views on issues pertaining to them are reported to committee as
part of the decision-making process either directly or through the Local Pension
Board which has access to all committee reports and therefore has special status
to directly comment on any items being considered.

Version | Nature of Change Implemented

V1 Initial Creation (Paper No. 06-324) March 2006
Reference to statutory guidance from CLG (Paper

V2 No. 09-150) January 2009
Replace references General Purposes Committee

V3 and Finance Sub-Committee with the Pensions July 2010
Committee (Paper No. 10-591)
Local Government Pension Scheme Regulation

va updated to reflect current scheme for this report August 2015
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GOVERNANCE COMPLIANCE STATEMENT

Principle (CLG statutory Guidance)

Compliance

A - Structure

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

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

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

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

(a) Compliant. The
management of the Council’s
Pension Fund administration
and investment is delegated to
the Council’s Pensions
Committee.

(b) Partial compliance.
Although not strictly compliant,
views from affected employers
and representation from Fund
members are considered (via
User Groups) and these views
are reflected within committee
reports where appropriate.

(c) Not applicable.

(d) Not applicable.

B - Representation

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

(i) employing authorities
(including non-scheme

(a) Partially Compliant. All
Committee meetings are open
to employers and Scheme
members should they wish to
attend. Pension Scheme
members can put forward their
views on both the investment
and administration of the
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employers, e.g., admitted

bodies);

(i) scheme members

(including deferred and

pensioner scheme

members),

(iif) where appropriate,

independent professional

observers, and

(iv) expert advisors (on an
ad-hoc basis).

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

Pension Fund via User Groups.
Independent observers are not
given membership of
committees. Expert advisers’
comments are included in
reports where appropriate.

Additionally the Council’s
Constitution allows citizens or
other interested bodies the right
to request the Council and
certain of the Council’s
committees and sub-
committees to receive
deputations from persons
wishing to address councillors
on agenda business to be
discussed.

(b) Not applicable.

C - Selection and

(a) That committee or panel

(a) Compliant. Members of the

Role of Lay members are made fully aware | Committees are fully aware of
Members of the status, role and function their status, role and the

they are required to perform on | function that they are required

either a main or secondary to perform.

committee.

(b) Compliant.

(b) That at the start of any

meeting, committee members

are invited to declare any

financial or pecuniary interest

related to specific matters on

the agenda.
D - Voting (a) That the policy of individual | (a) Compliant. Voting rights

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

apply to Committee Members
in accordance with the
Council’s Constitution.
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E - Training/
Facility
time/Expenses

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

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

(a) Compliant. Training is
available to members of the
Pensions Committee to assist
with the decision-making
process where required.

(b) Compliant. Training is
available to members of the—
Pensions Committee.

F - Meetings (a) That an administering (a) Compliant. The Pensions
(frequency/quorum) | authority’s main committee or Committee meets quarterly.
committees meet at least
quarterly.
(b) Not applicable.
(b) That an administering
authority’s secondary committee
or panel meet at least twice a
year and is synchronised with (c) Compliant. Interests of key
the dates when the main stakeholders are represented
committee sits. through User Groups, the Staff
Side Secretary or from
(c) That an administering taxpayers.
authority who does not include
lay members in their formal
governance arrangements,
must provide a forum outside of
those arrangements by which
the interests of key stakeholders
can be represented.
G - Access That subject to any rules in the | Compliant. Committee papers

council’s constitution, all
members of main and
secondary committees or
panels have equal access to
committee papers, documents
and advice that falls to be

are sent to Members at least 5
clear working days prior to the
meeting, subject to the
provisions of Section 100 of the
Local Government Act 1972, as
amended. Additionally,
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considered at meetings of the
main committee.

committee papers are
published on the Council’s
website before the committee
meeting date.

H - Scope That administering authorities Compliant. The Pensions
have taken steps to bring wider | Committee consider a wider
scheme issues within the scope | range of Pension Fund issues
of their governance outside of investment.
arrangements.

| - Publicity That administering authorities Compliant. The Governance

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

Policy Statement is published
on the Council’s website and its
existence is publicised in
Scheme member newsletters.
Scheme members and other
interested parties may attend
committee meetings and all
Council committee reports are
sent to the Council’s Staff Side
representative.
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Commentary on Governance Activity

During the course of 2016/17 the former Pensions Committee was reconstituted in
recognition of the fund merger as the “Joint Pensions Committee” with three elected
members from London Borough of Richmond being added to its membership. In
addition, in order to prepare for the merger a provisional “Joint Pensions Panel”
comprising the same membership as the subsequent Joint Pensions Committee met on
three occasions in the course of 2016/17. Where necessary, decisions of principle
agreed by the Panel were formally adopted by the Joint Pensions Committee at its first
meeting.

The Committee Reports shown here are available on the internet by following the link to
Reports and Minutes at:

Pensions Committee (31 May 2016 and 8 September 2016)
https://democracy.wandsworth.gov.uk/ieListMeetings.aspx?Cld=502&Year=0

Joint Pensions Committee (26 January 2017 and 7 March 2017)
https://democracy.wandsworth.gov.uk/ieListMeetings.aspx?Cld=634&Year=0

Joint Pensions Panel (27 June 2016, 26 September 2016 and 30 November 2016)
https://democracy.wandsworth.gov.uk/ieListMeetings.aspx?Cld=627&Year=0

31 May 2016 at 7.30 p.m.

Paper No. 16-165 reported on progress toward the anticipated fund merger with LB
Richmond, continued developments within the London Collective Investment Vehicle
and the implications of the withdrawal by WM / State Street of their LGPS performance
monitoring and benchmarking service.

Paper No. 16-166 concerned the Pensions Regulator’s requirement that those
responsible (at scheme level) for reporting breaches of it Code of Practice should be
made aware of relevant obligation, procedures and processes.

Paper No. 16-167 presented a copy of the minutes from the Local Pension Board’s
meeting held on the 16th February 2016.

Paper No. 16-168 reported on Infrastructure as an asset class.

Paper No. 16-169 concerned pension fund investment performance.

8 September 2016 at 7.30 p.m.

Paper No. 16-302 presented the Pension Fund Annual Report for 2015/16.

Paper No. 16-303 presented the Pension Fund Audit Report from Ernst & Young LLP
(EY) relating the fund’s accounts for year ending 31st March 2016.
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Paper No. 16-304 reported on further progress toward the anticipated fund merger with
LB Richmond, a response from DCLG to a proposal put forward by the Council and
London CIV in relation to asset pooling and the appointment of the fund’s custodian,
Northern Trust as provider of performance monitoring services

Paper No. 16-305 presented a copy of the minutes of the Joint Pension Panel held on
26th June 2016.

Paper No. 16/306 considered options for the re-structuring of the fund’s UK equity
investments.

Paper No. 16-307 concerned pension fund investment performance.
26 January 2017 at 6.30 p.m.

Paper No. 17-37 proposed the Terms of Reference for the new permanent Joint
Committee.

Paper No. 17-38 presented the minutes of each of the three meetings of the Joint
Pension Panel (including two that had occurred since the last meeting of the Pensions
Committee) and proposed the formal adoption of a revised Statement of Investment
Principles (SIP) and Discretions Policy for the fund (previously agreed on a provisional
basis by the Joint Pensions Panel).

Paper No. 17-39 presented a Revised Funding Strategy Statement.

Paper No. 17-40 presented the provisional results of the two merged funds’ individual
31 March 2016 triennial valuations and proposed a set of harmonised assumptions and
policies for the conclusion of the process of the issuing of the final results.

7 March 2017 at 7.30 p.m.

Paper No. 17-109 presented the Audit Plan of Ernst & Young LLP (EY) relating the
fund’s accounts for year ending 31st March 2017.

Paper No. 17-110 presented the fund’s inaugural “Investment Strategy Statement”
(“ISS™) for approval (to replace the former Statement of Investment Principles).

Paper No. 17-111 concerned pension fund investment performance

Paper No. 17-112 presented the fund’s revenue budget for the reporting years 2017/18
and 2019/20 inclusive.

Paper No. 17-113 presented options for the future procurement of pension fund
administration software.

Paper No. 17-114 considered the initial proposals of the fund’s investment advisors,

Mercer LLP, for the furtherance of a post-merger investment strategy and structure
review to be carried forward at future meetings.
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Conflicts of Interest

The Pension Fund is governed by elected members acting as trustees and accordingly
the Code of Conduct for elected members’ sets out how any conflicts of interests
involving elected members acting as trustees should be addressed. This is available at
http://www.wandsworth.gov.uk/downloads/file/52/code_of conduct

The Code includes provisions dealing with an elected member’s general obligations to
treat others with respect and not to bully, intimidate or do anything that compromises
the impatrtiality of those who work for or on behalf of the Council.

The Code also contains rules about “disclosable pecuniary interests” and action an
elected member must take when they have such an interest in Council business, for
instance withdrawing from the room or chamber when the matter is discussed and
decided in committee, unless dispensation has been obtained from the Council’s
Monitoring Officer.

The Code also requires elected members to register disclosable pecuniary interests.
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SECTION 6 - STATEMENT OF ACCOUNTS

STATEMENT OF RESPONSIBILITIES

The Authority’s Responsibilities
The Authority is required to:

e 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 Authority, that officer is the chief financial officer

e Manage its affairs to secure economic, efficient and effective use of resources
and safeguard its assets

e Approve the Statement of Accounts.

The Chief Financial Officer’'s Responsibilities

The chief financial officer is responsible for the preparation of the Authority’s Statement
of Accounts in accordance with proper practices as set out in the CIPFA/LASAAC Code
of Practice on Local Authority Accounting in the United Kingdom (the Code).

In preparing this Statement of Accounts, the chief financial officer has:

e selected suitable accounting policies and then applied them consistently
¢ made judgements and estimates that were reasonable and prudent
e complied with the local authority Code.

The chief financial officer has also:
e Kkept proper accounting records which were up to date
e taken reasonable steps for the prevention and detection of fraud and other
irregularities.
CERTIFICATE
| certify that the statement of accounts gives a true and fair view of the financial position
of the Pension Fund of Wandsworth Council at the end of the period to which it relates

and its income and expenditure for that period, including any material events occurring
after the net assets statement date, until the date of this certificate.

fouiicBe.

Mark Maidment Councillor Maurice Heaster
Director of Resources Chairman of Pensions Committee

Signatures
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Independent auditors’ statement to the Members of
Wandsworth Borough Council (the “Council”) on the

Pension Fund financial statements
We have examined the pension fund financial statements for the year ended 31 March 2017, which
comprise the Fund Account, the Net Assets Statement and the related notes.

Respective responsibilities of the Chief Financial Officer and the auditor

As explained more fully in the Statement of the Chief Financial Officer’s Responsibilities, the Chief
Financial Officer is responsible for the preparation of the pension fund’s financial statements in
accordance with applicable United Kingdom law.

Our responsibility is to report to you our opinion on the consistency of the pension fund financial
statements within the pension fund annual report with the pension fund financial statements in the
statement of accounts of Wandsworth Borough Council, and its compliance with applicable law and the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2016-17.

We also read the other information contained in the pension fund annual report and consider the
implications for our report if we become aware of any apparent misstatements or material inconsistencies
with the pension fund financial statements. The other information consists only of the Management and
Financial Performance Report, Investment Policy and Performance Report, Scheme Administration
Report, Actuarial Report on Fund, Governance Compliance Statement, Funding Strategy Statement,
Investment Strategy Statement and Communications Policy Statement.

We conducted our work in accordance with Auditor Guidance Note 07 — Auditor Reporting, issued by the
National Audit Office. Our report on the administering authority’s full annual statement of accounts
describes the basis of our opinion on those financial statements.

Opinion

In our opinion, the pension fund financial statements are consistent with the full annual statement of
accounts of Wandsworth Borough Council for the year ended 31 March 2017 and comply with applicable

law and the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2016-
17.

Tim Sadler (senior statutory auditor)
for and on behalf of Ernst & Young LLP, Appointed Auditor

Southampton

27 September 2017
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PENSION FUND ACCOUNT

31st March 2017 31st March 2016

Note £'000 £'000
Dealing with members, employers and
others directly involved in the fund
Contributions 7 46,427 34,020
Transfers in from other pension funds 8 1,745 12,474
Transfer in of LBRuT Fund at Market Value 8 675,048 -
723,220 46,494
Benefits 9 (60,241) (46,072)
Payments to and on account of leavers 10 (4,732) (2,482)
(64,973) (48,554)
Net additions from dealings with members 658,247 (2,060)
Management expenses 11 (6,192) (4,373)
Net additions including fund management
expenses 652,055 (6,433)
Returns on Investments
Investment Income 12 26,927 22,222
Taxes on Income 13 (116) (191)
Profit and losses on disposal of investments
and changes in market value of investments 14a 315,342 (34,275)
Net Return on Investments 342,153 (12,244)
Net increase/(decrease) in the net assets
available for benefits during the year 994,208 (18,677)
Net assets at the start of the year 1,188,472 1,207,149
Net assets at the end of the year 2,182,680 1,188,472
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NET ASSETS STATEMENT

31st March 2017 31st March 2016

Note £'000 £'000

Investment assets 14 2,161,667 1,166,572

CIV Long term capital - Founders Shares 14 300 150

Cash deposits 14 21,781 19,280

2,183,748 1,186,002

Investment liabilities 14 (924) (1,640)

Current assets 19 4,183 6,903

Current liabilities 20 (4,327) (2,793)
Net assets of the fund available to fund

benefits at the period end 2,182,680 1,188,472

The accounts do not take account of obligations to pay pensions and benefits which fall
due after the end of the financial year. The actuarial present value of promised retirement
benefits, valued on an International Accounting Standard (IAS) 19 basis, is disclosed at
Note 18 of these accounts.
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NOTES TO THE PENSION FUND

1. Description of Fund

Wandsworth Pension Fund (‘the fund’) is part of the Local Government Pension
Scheme and is administered by Wandsworth Council. The Council is the reporting entity
for this pension fund.

The following description of the fund is a summary only. For more detail, reference
should be made to the fund’'s Annual Report 2016/17 and the underlying statutory powers
underpinning the scheme, namely the Superannuation Act 1972, Public Service
Pensions Act 2013 and the Local Government Pension Scheme (LGPS) Regulations.

In the course of 2016/17, following the passing of SI 2016 No. 1241 (“The Local
Government Pension Scheme (Wandsworth and Richmond Fund Merger) Regulations
2016"), all the assets and liabilities of the former London Borough of Richmond upon
Thames (LBRuUT) Pension Fund transferred to the fund. LBRUT ceased to be an
administering authority of the LGPS, with all such responsibilities transferring to the
London Borough of Wandsworth. The regulations effecting this change came into full
legal force on 26th January 2017 but with retrospective effect, in a legal and
accounting sense, from 1st October 2016 (the “merger date” cited in the legislation).

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

— the Local Government Pension Scheme Regulations 2013 (as amended).

— the Local Government Pension Scheme (Transitional Provisions,
Savings and Amendment) Regulations 2014 (as amended).

— the LGPS (Management and Investment of Funds) Regulations 2016.

It is a defined benefit occupational pension scheme to provide pensions and
other benefits for pensionable employees of Wandsworth Council and other
scheduled and admitted bodies within the Borough of Wandsworth. Teachers are
not included as they come within the Teachers’ national pension scheme. The
fund is overseen by the Council’s Pensions Committee.

b) Membership
Membership of the LGPS is voluntary and employees are free to choose whether
to join the fund, remain in the fund or make their own personal arrangements outside
the fund. Organisations participating in the fund include:

- Scheduled bodies, which are local authorities and similar bodies whose
staff are automatically entitled to be members of the fund.

— Admitted bodies, which are other organisations that participate in the fund

under an admission agreement between the fund and the relevant
organisation. Admitted bodies include voluntary, charitable and similar
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bodies or private contractors undertaking a local authority function
following outsourcing to the private sector.

—  Designating bodies, which can nominate employees for access to the
LGPS.

There are 78 employer organisations within the fund including the Council itself. 53

employer organisations, including the Council, have active members, the remaining
employer organisations have deferred members and pensioners only.

Wandsworth Pension Fund 31st March 2017 31st March 2016

Number of employers with active members 53 21

Number of active members in fund

Council 6,749 5,073
Other employers 2,885 925
Total 9,634 5,998

Number of pensioners (including

dependants)

Council 8,440 5,348
Other employers 990 83
Total 9,430 5,431

Deferred pensioners

Council 12,836 8,456

Other employers 3,018 443

Total 15,854 8,899
c) Eunding

Benefits are funded by contributions and returns on investment. Contributions are
made by active members of the fund in accordance with the Local Government Pension
Scheme Regulations 2013 (as amended) and range from 5.5% to 12.5% of pensionable
pay for the financial year ending 31st March 2017. Employer contributions are set at
each triennial actuarial valuation of the fund. The last valuation was at 31st March 2016
(prior to the merger of the Richmond and Wandsworth funds). Valuations for both
Richmond and Wandsworth were carried out by the same actuary using common
assumptions. At the end of the year the combined fund was assessed for accounting
purposes as a single entity. Primary contribution rates payable by employers range
from 14.7% - 26.6% of pensionable pay (although some employers are paying
additional deficit contributions).
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d) Benefits

The LGPS was amended for service from 1st April 2014. From this date the LGPS
provides a Career Average Revalued Earnings (CARE) pension (rather than a pension
based on final salary) with a benefit build up rate of 1/49" (rather than 1/60™) for future
membership. Protections apply to benefits built up before 1st April 2014. More details
about the new scheme can be found here: www.lgpsmember.org for members of the
scheme and here: www.lgpsregs.org for administrators of the scheme.

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

Service pre 1st April 2008 Service post 31st March 2008 to
31st March 2014

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

Lump Sum  Automatic lump sum of 3 x pension.  No automatic lump sum.

In addition, part of the annual pension Part of the annual pension can be
can be exchanged for a one-off tax- exchanged for a one-off tax-free

free cash payment. A lump sum of cash payment. A lump sum of £12
£12 is paid for each £1 of pension is paid for each £1 of pension
given up. Subiject to the lifetime given up. Subject to the lifetime
allowance limit imposed by the Inland  allowance limit imposed by the
Revenue. Inland Revenue.

There are a range of other benefits provided under the fund including early retirement,
disability pensions and death benefits. For more details, please refer to the Wandsworth
Pension Fund scheme handbook available from Wandsworth Council.

Benefits are index-linked in order to keep pace with inflation.

2. Basis of Preparation

The Statement of Accounts summarises the fund's transactions for the 2016/17
financial year and its position at year-end as at 31st March 2017. The accounts have
been prepared in accordance with the Code of Practice on Local Authority Accounting in
the United Kingdom 2016/17 which is based upon International Financial Reporting
Standards (IFRS), as amended for the UK public sector. The accounts summarise the
transactions of the fund and report on the net assets available to pay pension benefits.
The accounts do not take into account of obligations to pay benefits which fall due
after the end of the financial year. The actuarial present value of promised retirement
benefits, valued on an International Accounting Standard (IAS) 19 basis, is disclosed at
Note 18 of these accounts.

As noted above during 2016/17 all assets and liabilities of the LBRuT Pension Fund
transferred to the London Borough of Wandsworth and transactions occurring after
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that date (on an accruals basis) are attributable to the fund. The relevant assets have
been treated in the accounts as having been transferred at the values applicable to
the “merger date” 30 September. The Fund Account for 2016/17 therefore includes:-

- atransfer (shown separately) of the total market value of the LBRuT Fund

as at 30 September 2016 (including any accruals as at that date);
- all revenue transactions related to the former LBRuT Fund attributable to
the period after the merger date shown on consolidated basis.

The transfer value of the LBRuUT Fund shown in the accounts is based on the audited
accounts of the LBRuT Fund covering the period 1 April 2016 to 30 September 2016.
This audit was carried out by Grant Thornton LLP and the accounts will appear in the
Accounts of the London Borough of Richmond upon Thames (as an annexe).

3. Summary of Significant Accounting Policies

Fund account - revenue recognition

a) Contribution income
Normal contributions, both from the members and from the employer, are accounted for
on an accruals basis in the payroll period to which they relate.

The Council’s contribution rate is for the year ended 31st March 2017 was 19% of
pensionable salary. This comprised a normal contribution rate of 16.0% in respect of
future accrual and an additional rate of 3.0% required to repay the deficit. The contribution
rate payable by other employers (including those transferred from the London Borough of
Richmond upon Thames) contributing to the Fund ranges from 14.8%-35.0%. Employer
deficit contributions are accounted for in accordance with the agreement under which
they are paid or in the absence of an agreement on a receipts basis. Contributions are
recognised when salaries are paid.

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

b) Transfers to and from other schemes

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

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

Transfers in from members wishing to use the proceeds of their additional voluntary

contributions (see Note 21) to purchase scheme benefits are accounted for on a
receipts basis and are included in Transfers in (see Note 8).
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c) Investmentincome

i. Interestincome
Interest Income is recognised in the fund account as it accrues.

ii. Dividend income

Dividend income is recognised on the date the shares are quoted ex-dividend. Any
amount not received by the end of the reporting period is disclosed within investment
assets.

iii. Distribution from pooled funds

Pooled investment vehicles are accumulation funds and as such the change in market
value also includes income, net of withholding tax, which is re-invested in the fund. All of
the pooled funds are accumulation funds with the exception of the Henderson equity,
bond and property funds and the CCLA / LAMIT, Schroders and Rreef property fund.

iv. Movement in the net market value of investments

The change in market value of investments during the year comprises all increases and
decreases in the market value of investments held at any time during the year, including
profits and losses realised on sale of investments during the year.

Fund account — expense items

d) Benefits payable

Pensions and lump-sum benefits payable include all amounts known to be due as at the
end of the financial year. Any amounts due but unpaid are disclosed in the net assets
statement as current liabilities. Pensions and lump sum payments are considered to
be due at the later of the date of retirement and the date that the option to receive
benefits is exercised.

e) Taxation

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

f) Management expenses

The fund’'s expenses have been stated in the accounts according to the CIPFA
Guidance “Accounting for local government pension scheme management expenses
(2016)". This requires costs be expressed and a consolidated value in the Fund
Account and to be analysed elsewhere over 3 categories:

- administration expenses
- oversight and governance expenses; and
- investment management expenses.

The fund’s administration costs are comprised of a charge made to the fund for the
services provided by the Pensions Shared Service and other Council-provided services
such as pensions payroll.
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g) Investment management expenses
The CIPFA Guidance further requires that investment management expenses should be
analysed over 4 sub-categories:

- transaction costs

- management fees (including ad valorem or fund value based fees)
- performance fees; and

- custody fees.

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

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

In addition the fund has negotiated with the following managers that an element of their
fee be performance related. Performance targets are set on a three-year rolling basis in
relation to the benchmark (except where noted).

- Longview Partners

- River and Mercantile

- Rogge Global Partners

- Henderson Global Investors [now Janus Henderson] (annual)

A fixed sum of the Council's costs representing management time spent by officers on
investment management is charged to the fund.

Net assets statement

h) Financial assets

Financial assets are included in the net assets statement on a fair value basis as at the
reporting date. A financial asset is recognised in the net assets statement on the date
the fund becomes party to the contractual acquisition of the asset. From this date any
gains or losses arising from changes in the fair value of assets are recognised by the
fund.

The values of investments as shown in the net assets statement have been determined
as follows:

i.  Market - quoted investments
The value of an investment for which there is a readily available market price is
determined by the bid price ruling on the final day of the accounting period.

ii. Fixed interest securities

Fixed interest securities are recorded at bid price based on their current yields.

iii. Pooled investment vehicles

Pooled investment vehicles are valued at closing bid price if both bid and offer prices are
published; or if single priced, at the closing single price. In the case of pooled
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investment vehicles that are accumulation funds, change in market value also
includes income which is reinvested in the fund, net of applicable withholding tax.

The transaction costs incurred by the fund in 2015/16 have not been re-stated in the
Fund Account but are disclosed elsewhere in the statement.

i) Foreign currency transactions

Dividends, interest and purchases and sales of investments in foreign currencies have
been accounted for at the spot market rates at the date of transaction. End-of-year spot
market exchange rates are used to value cash balances held in foreign currency bank
accounts, market values of overseas investments and purchases and sales outstanding at
the end of the reporting period.

J) Derivatives

The fund uses derivative financial instruments to manage its exposure to specific risks
arising from its investment activities. The fund does not hold derivatives for speculative
purposes.

Derivative contract assets are fair valued at bid prices and liabilities are fair valued at offer
prices. Changes in the fair value of derivative contracts are included in change in market
value.

The value of futures contracts is determined using exchange prices at the reporting
date. Amounts due from or owed to the broker are the amounts outstanding in respect of
the initial margin and variation margin.

The future value of forward currency contracts is based on market forward exchange
rates at the year-end date and determined as the gain or loss that would arise if the
outstanding contract were matched at the year-end with an equal and opposite contract.

k) Cash and cash equivalents

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

[) Financial liabilities

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

m) Actuarial present value of promised retirement benefits

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

As permitted under the Code, the fund has opted to disclose the actuarial present value of
promised retirement benefits by way of a note to the net assets statement (Note 18).
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n) Additional voluntary contributions

Wandsworth Pension Fund provides an additional voluntary contributions (AVC)
scheme for its members, the assets of which are invested separately from those of the
pension fund. The fund has appointed Prudential as its AVC provider. AVCs are paid to
the AVC provider by employers and are specifically for providing additional benefits for
individual contributors. Each AVC contributor receives an annual statement showing the
amount held in their account and the movements in the year.

The AVC arrangements formerly pertaining to the LBRUT Fund have transferred to
Wandsworth Pension Fund under the merger. These arrangements, via Equitable Life
and Clerical Medical operate on the same basis as described above and will continue to
be provided within the combined fund.

AVCs are not included in the accounts but are disclosed separately in (Note 21).

4. Critical Judgements in Applying Accounting Policies

Pension fund liability

The pension fund liability is calculated every three years by the appointed actuary, with
annual updates in the intervening years. The methodology used is in line with accepted
guidelines and in accordance with IAS 19. Assumptions underpinning the valuations are
agreed with the actuary and are summarised (Note 18). This estimate is subject to significant
variances based on changes to the underlying assumptions.

5. Assumptions Made About the Future and Other Major Sources of Estimation
Uncertainty

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

The item for which there is a significant risk of material adjustment in the forthcoming
financial year are as follows.
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Actuarial present
value of promised
retirement benefits

Uncertainties

Estimation of the net liability
to pay pensions depends
on a number of complex
judgements relating to the
discount rate used, the rate

at which salaries are

projected to increase,
changes in retirement ages,

mortality rates and
expected returns on

pension fund assets. A firm
of consulting actuaries is
engaged to provide the
fund with expert advice
about the assumptions to

be applied.

6. Events after the Year End

There have been no events since 31st March 2017, and up to the date when these

Effect if actual results differ from
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assumptions

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

For instance:

a 0.1% increase in the discount
rate assumption would result in a
decrease in the pension liability of
£51 million
a 0.1% increase in assumed
earnings inflation would increase
the value of liabilities by
approximately £6 million, and

a one-year increase in assumed
life expectancy would increase the
liability by approximately £108
million.

accounts were certified that require any adjustments to these accounts.

7. Contributions

By category
Employers

- Normal

- Deficit

- Augmentation
Members

Total

By authority
Scheduled bodies
Admitted bodies
Designating bodies

Total

31st March 2017 31st March 2016
£'000 £'000
28,154 20,189
5,266 3,786
1,833 1,405
11,175 8,640
46,428 34,020
43,752 33,083
1,565 937
1,111 -
46,428 34,020
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8. Transfers in from other Pension Funds (including LBRuUT Transfer)

31st March 2017

31st March 2016

£'000 £'000
LPFA Transfer In - 10,646
Individual transfers 1,745 1,828
Total 1,745 12,474

Analysis of transfer value from LB Richmond Upon Thames

1st October 2016

£'000
Assets transferred in specie 667,890
Cash 6,216
Investment debtors 197
Current assets 1,135
Current liabilities (390)
Total 675,048
9. Benefits

31st March 2017 31st March 2016

£'000 £'000
By category
Pensions 48,612 37,472
Commutation and lump sum retirement
benefits 10,557 7,750
Lump sum death benefits 1,072 850
Total 60,241 46,072
By authority
Scheduled bodies 58,372 45,727
Admitted bodies 1,750 345
Designating bodies 119 -
Total 60,241 46,072
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10. Payments to and on Account of Leavers

31st March 2017
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31st March 2016

£'000 £'000
Refund to members leaving service 374 117
Individual transfers 4,358 2,365
Total 4,732 2,482

11. Management Expenses

31st March 2017

31st March 2016

£'000 £'000
Administrative costs 578 593
Investment management expenses 5,285 3,615
Oversight and governance costs 329 165
Total 6,192 4,373

11a) Investment Management Expenses

31st March 2017

31st March 2016

£'000 £'000
Transaction Costs 983 -
Management Fees 3,363 2,815
Performance related fees 892 730
Custody fees 47 70
Total 5,285 3,615
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12. Investment Income

Fixed interest securities

Equity dividends

Pooled investments - unit trusts and other

managed funds

Interest on cash deposits

Total

13. Taxes on Income

Overseas Withholding tax on equities

Total

31st March 2017
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31st March 2016

£'000 £'000
6,141 6,910
11,194 14,699
9,551 528
41 85
26,927 22,222

31st March 2017

31st March 2016

£'000 £'000
116 191
116 191
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14. Investments

Investment assets

CIV Founders Shares

Fixed interest securities
Equity

Pooled investments

Pooled property investments
Derivative contracts

- Futures

- Forward currency contracts
Cash deposits

Cash collateral

Investment income due
Amounts receivable for sales
Amounts receivable for pending spot FX

Total investment assets
Investment liabilities

Derivative contracts

- Futures

- Forward currency contracts
Amounts payable for purchases
Obligation to return cash collateral

Total investment liabilities

Net investment assets

31st March 2017
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31st March 2016

£'000 £000
300 150
181,996 157,738
441,509 503,080
1,466,793 499,187
66,175 1,106
192 249

120 379
21,779 19,280
174 305
4,114 4,252
592 276

3 -
2,183,747 1,186,002
(170) (134)
(241) (909)
(513) (410)

- (187)

(924) (1,640)
2,182,823 1,184,362
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a) Reconciliation of movements in investments and derivatives (excluding CIV
founders shares)

Purchases Market
Market Transfer during the Sales during value as
value as at of assets year and the year and Change in at 31st
31st March from derivative derivative Market value March
2016 LBRuUT payments receipts during the year 2017
£'000 £'000 £000 £'000 £'000 £'000
Fixed interest securities 157,738 - 83,766 (75,411) 15,903 181,996
Equities 503,080 - 168,928 (324,710) 94,211 441,509
Pooled investments 499,187 605,027 171,755 (10,703) 201,527 1,466,793
Pooled property investments 1,106 62,712 480 (298) 2,175 66,175
1,161,111 667,739 424,929 (411,122) 313,816 2,156,473
Derivative contracts:
Futures 115 - (389) (868) 1,163 21
Forward currency contracts (531) - 7,791 (6,742) (639) (121)
1,160,695 667,739 432,331 (418,732) 314,340 2,156,373
Other investment balances:
Cash deposits 19,280 72 21,781
Amount receivable for sales
of innestments 276 592
Investment income due 4,252 4114
Spot FX contracts - 3
Amounts payable for
purchases of investments (410) (513)
Cash Collateral 305 174
Obligation to Return Cash
Collateral (187) -
1,184,211 314,412 2,182,524

Transaction cost adjusted against
management expenses 930

Change in market value as
per Fund Account 315,342
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Fixed interest securities
Equities

Pooled investments

Pooled property investments

Derivative contracts:
Futures
Forward currency contracts

Other investment balances:
Cash deposits

Amount receivable for sales
of investments

Investment income due
Amounts payable for
purchases of inestments
Cash Collateral

Obligation to Return Cash
Collateral

Market value as

Purchases

during the
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Sales during

year and

the year and Change in

Market value as

at 31st March  derivative derivative  Market value at 31st March
2015 payments receipts during the year 2016
£000 £000 £000 £000 £'000
227,929 94,444 (156,470) (8,164) 157,739
670,317 234,703 (386,892) (15,048) 503,080
278,136 294,331 (63,240) (10,040) 499,187
1,019 87 1,106
1,177,401 623,478 (606,602) (33,165) 1,161,112
147 1,016 (626) (423) 114

404 6,048 (6,106) (877) (531)
1,177,952 630,542 (613,334) (34,465) 1,160,695
23,041 190 19,280
3,871 276
4,919 4,253
(2,922) (410)
527 305

(627) (187)
1,206,761 (34,275) 1,184,212

Transaction costs are included in the cost of purchases and in sale proceeds. These include
costs charged directly to the fund, such as fees, commissions, stamp duty and other fees.
Transaction costs incurred during the year total £1.0 million (£1.1 million in 2015/16). In
addition to these costs, indirect costs are incurred through the bid-offer spread on
investments within pooled investments.
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b) Analysis of investments (excluding cash derivative contracts and CIV

founders shares)

Fixed interest securities
UK

Public sector quoted
Corporate quoted

Public sector Index linked
Overseas

Public sector quoted
Corporate quoted

Equities
UK
Quoted
Overseas
Quoted

Pooled funds - additional analysis
UK

Fixed income unit trust

Equity unit trust

Diversified Growth Unit Trust
Overseas

Fixed income unit trust

Equity unit trust

Pooled property investments

31st March 2017 31st March 2016

£'000 £000
6,273 11,037
72,003 66,428
36,575 32,262
6,558 1,206
60,587 46,806
181,996 157,739
199,163 167,387
242,346 335,693
441,509 503,080
239,404 111,589
432,078 209,692
89,774
10,838 10,212
694,698 167,694
1,466,792 499,187
66,175 1,106
66,175 1,106
2,156,472 1,161,112
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Analysis of derivatives

Objectives and policies for holding derivatives

Derivative instruments are used in the bond portfolio managed by Rogge in order to help
achieve the objectives of the Portfolio more efficiently than would otherwise be the case
through direct dealing in underlying securities. Such objectives include: the reduction of
cost or the generation of additional capital gains or income with an acceptable level of
risk. The underlying asset of any derivative must be an investment that is permitted to be
held in the portfolio.

In practice, it sometimes may be prohibitive on a cost-benefit basis to purchase or sell
physical bonds. In these instances, gaining a desired market exposure through a
derivative instrument, such as a bond future, may provide a more efficient means of
accessing risk for the portfolio. Frequently the use of futures is for risk-reductive
purposes, i.e. hedging away unwanted interest rate exposure which can be present from
our security selection process when choosing which issuers to invest in. In some
instances, futures will also be used in the portfolio to gain active interest rate exposures in
certain countries, where it makes sense to gain exposure through the futures market as
opposed to dealing directly in physical securities.

In all instances, derivatives are not used to leverage the portfolio (i.e. lending against
securities to raise additional capital), or to materially incur portfolio risk in a way which
would exceed the stated duration limits of the portfolio, or with the intention of increasing
active risk (tracking error) above stated limits.

Derivative positions are managed as an integral part of the portfolio strategy. The
portfolio, inclusive of derivative positions, is bound by the performance objectives and
constraints set out in the guidelines. All obligations resulting from purchases or sales of
futures would be covered at all times by holdings within the portfolio.

Rogge is the only manager permitted to use derivatives. Rogge use two types of
derivative; Forward Foreign Exchange contracts and Futures. Their use enables Rogge
to manage positions efficiently where cash market liquidity is poor and to reduce trading
costs. The use of derivatives for speculation or to gear the fund is prohibited. The
contract with Rogge restricts their use as follows:

“The net value of the derivatives in place should not exceed 5% of the portfolio’s market
value”.

a. Futures
Futures are used by the manager to manage interest rate risk exposure as described
above.

b. Forward foreign currency

The Pension Fund holds foreign exchange forward currency contracts to hedge the fund’'s
exposure to investments denominated in overseas currencies. The purpose of this is to
manage risk of exposure to foreign currencies, the interaction with investments held and
fluctuations in exchange rates depending on conditions and expectations in these
markets.
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Futures

Outstanding exchange traded futures contracts are as follows:

Market Market value
Economic value 31st Economic 31st March
Type Expires exposure March 2017 exposure 2016
£'000 £'000 £'000 £'000
Assets
UK Fixed Income Futures Less than one
year 8,675 140 12,001 25
Owerseas Fixed Income Futures Less than one
year 24,225 51 16,432 224
Total assets 191 249
Liabilities
UK Fixed Income Futures Less than one
year - - - -
Owerseas Fixed Income Futures Less than one
year (9,852) (A70)  (21,861) (134)
Total liabilities (270) (134)
Net futures 21 115
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Open forward currency contracts
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Local Local
value of value of
Currency currency Currency currency Liability
Settlements bought bought sold sold Asset value value
'000 '000 £'000 £'000
1-2 months EUR 8,655 uUsD (9,259) 15 (12)
1-2 months GBP 1,360 EUR (1,570) 17 -
1-2 months GBP 19,857 UsD (24,829) 8 @
1-2 months JPY 814,937 EUR (6,748) 77 -
1-2 months JPY 20,057 GBP (144) - -
1-2 months UsD 38 AUD (50) - -
1-2 months UsD 2,549 GBP (2,055) 2 (20)
1-2 months UsD 7,426 JPY (831,993) - (36)
3-6 months GBP 555 MXN (13,462) - W)
3-6 months MXN 2,241 UsD (115) 2 -
3-6 months UsD 3,429 MXN (69,539) - (166)
Open forward currency contracts at 31st March 2017 120 (241)
Net forward currency contracts at 31st March 2017 (121)
Prior year comparative:
Open forward currency contracts at 31st March 2016 379 (909)
Net forward currency contracts at 31st March 2016 (530)
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Investments analysed by Fund Manager

Aberdeen (Property Pooled Vehicle)

Baillie Gifford (Equity)

CCLA/LAMIT (Pooled Property)

CQS Multi-Asset Credit (Pooled Fund)
Henderson (Multi-Asset & Pooled Property)
L&G (Passive Multi-Asset & Pooled Property)
London LGPS CIV (Allianz Global Equity)
London LGPS CIV (Balillie Gifford DGF)
Longview (Global Equity)

Northern Trust (Custodian)

Oakhill (Multi-Asset Credit)

River & Mercantile (UK Equity)

Rogge (Enhanced Bonds)

Schroders (Pooled Property)

UBSGAM (Passive Multi-Asset)

Excludes CIV Founders Shares

2,182,524

Market
value as at
31st March

2017
£'000

827
211,969
4,265
54,565
263,608
332,963
215,473
89,774
280,239
352
50,852
178,874
196,389
29,861
272,513
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%

0.0
9.7
0.2
2.5
12.1
15.3
9.9
4.1
12.8
0.0
2.3
8.2
9.0
14
12.5

Market
value as at
31st March

2016

£'000

1,106
158,525
47,650
168,389
219,146
92
50,308
142,502
173,159
11
223,324

1,184,212

%

0.1
134
0.0
4.0
0.0
0.0
14.2
0.0
18.5
0.0
4.2
12.0
14.6
0.0
18.9

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

UBSGAM Life UK Equity Tracker

London LGPS CIV (Allianz Global Equity)
London LGPS CIV (Growth)

L&G UK Equity Index Fund

Market
value as at

31st March

792,549
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2017
£'000

256,523
214,749
211,367
109,910

%

11.8
9.8
9.7
5.0

Market
value as at

31st March

2016
£'000

209,692
167,694

377,386

%

17.7
14.2
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The Fund held 29 Pooled Funds, they are shown in the table below

Market
value as at
31st March

Asset Description 2017

£000
UBSAM UK Equity Tracker Fund 256,523
LCIV Global Equity Alpha [Allianz Global Equity] 214,749
LCIV BG Global Alpha Growth [Baillie Gifford Global Equity] 211,367
L&G UK Equity Index Fund 109,910
LCIV Diversified Growth [Baillie Gifford DGF] 89,774
Henderson Institutional UK Index Opportunities Trust 65,644
L&G North America Equity Index Fund 58,234
Henderson Institutional Exempt North American Index Opportunities Fund 56,389
CQS Multi Asset Credit Fund 54,565
Oakhill Multi Asset Credit Fund 50,852
L&G World Emerging Mkts Equity Index Fund 38,864
Henderson All Stocks Credit Fund 38,504
Henderson Institutional European Index Opportunities Fund 38,213
L&G Investment Grade Corporate Bond Index Fund 34,380
L&G Europe (ex UK) Equity Index Fund 33,159
Schroder UK Real Estate Fund 29,766
Henderson Institutional UK Gilt Fund 22,800
L&G All Stocks Gilts Index Fund 22,314
Henderson UK Property Fund 16,419
UBSAM Over 5 Year Index Linked Gilt Tracker Fund 15,990
L&G Managed Property Fund 14,946
Henderson Institutional Japan Index Opportunities Fund 13,530
L&G Asia Pacific (ex Japan) Developed Equity Index Fund 10,742
L&G Japan Equity Index Fund 10,414
Henderson Institutional Asia Pacific (ex Japan) Index Opportunities Fund 9,039
Rogge Funds plc Global Select High Yield Bond Zero Management 7,403
Local Authorities' Property Fund (LAMIT / CCLA) 4,217
Rogge Funds plc Heitman Short Duration Global Bond Fund 3,435
Rreef Up Property Fund No 3 827
Total 1,532,969
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The top 10 equity holdings are shown in the table below

Asset Description

Parker Hannifin Corporation

Aon

HCA Healthcare

Royal Dutch Shell ‘B’ Ordinary Shares
Delphi Automotive

Sap

Emerson Electric Company

Fidelity National Information Services
Zimmer Biomet Holdings

Progressive Corporation

Total

Stock Lending
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Market
value as at
31st March

2017
£'000

10,714
10,431
10,360
10,118
10,089
10,073
9,820
9,766
9,731
9,693

100,795

Stock lending is prohibited by the fund’s Statement of Investment Principles.
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15. Financial Instruments

a) Classification of financial instruments
Accounting policies describe how different asset classes of financial instruments are
measured, and how income and expenses, including fair value gains and losses, are
recognised. The following table analyses the carrying amounts of financial assets and
liabilities (excluding cash) by category and net assets statement heading. No financial assets
were reclassified during the accounting period.

Designated Designated
as fair Financial as fair
value liabilities value Financial
through at through liabilities at
profitand Loansand amortised profitand Loans and amortised
loss receivables cost loss receivables cost
2016/17 2016/17 2016/17 2015/16 2015/16 2015/16
£'000 £'000 £'000 £'000 £000 £'000
Financial assets
Fixed interest securities 181,996 157,738
Equities 441,809 502,385
Pooled investments 1,466,793 499,882
Pooled property investments 66,175 1,106
Private/equity infrastructure - -
Property - -
Derivative contracts 312 627
Cash 21,779 19,280
Other investment balances 4,675 204 4,833
Current assets 4,184 6,888
Pending currency transactions - 35,576
2,161,760 26,167 1,202,147 26,168
Financial liabilities
Derivative contracts (411) (513)
Other investment balances 3 -
Creditors (513) (597)
Current liabilities - (57) - (1,040)
Pending currency transactions - (4,270)  (36,107)
(408) (57) (4,783) (36,620) (1,637)
2,161,352 26,110 (4,783) 1,165,527 26,168 (1,637)
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b) Net gains and losses on financial instruments

31st March 2017 31st March 2016

£000 £000
Financial assets
Fair value through profit and loss 314,747 (33,165)
Loans and receivables 72 189
Financial liabilities
Fair value through profit and loss 524 (1,300)
Total 315,343 (34,276)

c) Valuation of financial instruments carried at fair value
The valuation of financial instruments has been classified into three levels according to the
quality and reliability of information used to determine fair values.

Level 1

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

Listed investments are shown at bid prices. The bid value of the investment is based on
the bid market quotation of the relevant stock exchange.

Level 2

Financial instruments at Level 2 are those where quoted market prices are not available; for
example, where an instrument is traded in a market that is not considered to be active, or
where valuation techniques are used to determine fair value and where these techniques
use inputs that are based significantly on observable market data.

Level 3
Financial instruments at Level 3 are those where at least one input that could have a
significant effect on the instrument's valuation is not based on observable market data.

Such instruments would include unquoted equity investments, which are valued using
various valuation techniques that require significant judgement in determining appropriate
assumptions.

This would also include pooled property investments. Pooled property investment

managers will sign off the valuation to confirm it is within expectation. The external valuer’s
opinion prevail and the valuation is produced on the basis of market value in accordance
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with the latest edition of the RICS appraisal and valuation standards. Signed valuations are
then passed to the real estate pricing team for inclusion in the relevant fund NAV.

The following table provides an analysis of the financial assets and liabilities of the
pension fund grouped into Levels 1 to 3, based on the level at which the fair value is

observable.

Values at 31st March 2017
Financial assets

Fair value through profit and loss
Loans and receivables

Total financial assets
Financial liabilities
Fair value through profit and loss

Financial liabilities at amortised cost

Total financial liabilities

Net financial assets

Values at 31st March 2016
Financial assets

Fair value through profit and loss
Loans and receivables

Total financial assets
Financial liabilities
Fair value through profit and loss

Financial liabilities at amortised cost

Total financial liabilities

Net financial assets

With
Quoted Using significant
market observable unobservable
price inputs inputs
Level 1 Level 2 Level 3 Total
£'000 £'000 £'000 £'000
440,523 1,761,123 2,178 2,203,824
27,225 3,443 - 30,668
467,748 1,764,566 2,178 2,234,492
(170) (47,315) - (47,485)
(4,327) - - (4,327)
(4,497) (47,315) - (51,812)
463,251 1,717,251 2,178 2,182,680
Quoted Using With significant
market obsernvable unobservable
price inputs inputs
Level 1 Level 2 Level 3 Total
£'000 £'000 £000 £'000
505,365 695,676 1,106 1,202,147
26,168 - - 26,168
531,533 695,676 1,106 1,228,315
(513) (36,107) - (36,620)
- (1,637) - (1,637)
(513) (37,744) - (38,257)
531,020 657,932 1,106 1,190,058

The “Fair value through profit and loss” figures re-stated for 31st March 2016 have been
adjusted to re-allocate £167,694k from Level 1 to Level 2. This adjustment represents
the value of the fund’s holding in the London LGPS CIV Allianz Global Equity fund and is

designed to ensure consistency of treatment with the 31st March 2017 disclosure.
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16. Nature and Extent of Risks Arising from Financial Instruments

Risk and risk management

The fund's primary long-term risk is that the fund's assets will fall short of its liabilities (i.e.
promised benefits payable to members). Therefore, over the long-term, the aim of
investment risk management is to minimise the risk of an overall reduction in the value of
the fund and to maximise the opportunity for gains across the whole fund portfolio. The fund
achieves this through asset diversification to reduce exposure to market risk (price risk,
currency risk and interest rate risk) and credit risk to an acceptable level. In addition, the
fund manages its liquidity risk to ensure there is sufficient liquidity to meet the fund's
forecast cash flows. Policies are reviewed regularly to reflect changes in activity and in
market conditions.

Responsibility for the fund's risk management strategy rests with the pension fund
committee. Risk management policies are established to identify and analyse the risks
faced by the Council's pensions operations.

a) Market Risk

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

The objective of the fund's risk management strategy is to identify, manage and control
market risk exposure within acceptable parameters, whilst optimising the return on risk.

In general, excessive volatility in market risk is managed through the diversification of the
portfolio across a range of asset classes and management styles. The mid-year fund
merger enhanced the level of asset class and manager diversification by reducing the
combined fund’s overall equity exposure to around 70% (from 75%) and introducing new
asset classes such as commercial property and diversified alternatives. The fund retains
an asset allocation rebalancing policy that ensures that diversification is maintained in the
event that particular asset class values increase or decrease to an extent that rebalancing
is required to retain diversification. These ranges are reviewed quarterly by the Finance
Directorate. Further details of current policy are included in the Fund’'s Statement of
Investment Principles. To mitigate market risk, the Council and its investment advisors
undertake appropriate monitoring of market conditions and benchmark analysis. The
Fund manages risk by applying risk-weighted maximum exposures to individual
investments and asset classes.
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Other price risk

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

The fund is exposed to share and derivative price risk. This arises from investments held
by the fund for which the future price is uncertain. All securities investments present a
risk of loss of capital.

The fund’s investment management agreements for non-pooled investments provide
tolerances for investment manager deviation from market asset class returns
expressed as the tracking error from benchmark returns. Fund officers review these
metrics with fund managers at each quarter.

The fund's investment managers mitigate this price risk through diversification and the
selection of securities and other financial instruments is monitored by the Council to
ensure it is within limits specified in the fund investment strategy.

In addition, a significant component of the assets transferred from the LBRuT fund are
managed on a passive or enhanced index basis, thereby reducing “active risk” across the
fund as a whole

Other price risk — sensitivity analysis

Following analysis of historical data and expected investment return movement during
the financial year, in consultation with the fund's investment advisors (Mercer), the
Council has determined that the following movements in market price risk are reasonably
possible for the 2017/18 reporting period:

Potential

market
movements

()
UK equities 15.7%
Overseas equities 17.8%
UK Fixed Interest Gilts 8.2%
UK Index-Linked Gilts 9.3%
UK Non Government Bonds 8.5%
UK Non Government Index-Linked 9.3%
Overseas Bonds 11.7%
Multi-Asset Credit 7.8%
Diversified Growth Fund 10.5%
Pooled property investments 14.1%
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The potential price changes disclosed above are broadly consistent with a one-
standard deviation movement in the value of the assets. This means that degree of price
variance indicated is the maximum that would be anticipated in two out of every three
years. The analysis includes variances in the sterling values of overseas assets based in
currency movements.

Had the market price of the fund investments increased/decreased in line with the above,
the change in the net assets available to pay benefits would have been as follows (the
prior year comparator is shown below):

Value as at 31st Percentage Value on Value on

Asset Type March 2017 change increase decrease
£'000 % £'000 £'000

UK equities 631,241 15.7 730,346 532,136
Overseas equities 937,044 17.8 1,103,838 770,250
UK Fixed Interest Gilts 51,387 8.2 55,601 47,173
UK Index-Linked Gilts 47,169 9.3 51,556 42,782
UK Non Government Bonds 144,887 8.5 157,202 132,572
UK Non Government Index-Linked 5,396 9.3 5,898 4,894
Overseas bonds 77,983 11.7 87,107 68,859
Multi-Asset Credit 105,417 7.8 113,640 97,194
Diversified Growth Fund 89,774 10.5 99,200 80,348
Pooled property investments 66,175 14.1 75,506 56,844
2,156,473 2,479,894 1,833,052

Value as at 31st Percentage  Value on Value on

Asset Type March 2016 change increase decrease
£'000 % £'000 £'000

UK equities 377,079 10.5 416,748 337,410
Overseas equities 503,388 11.0 558,811 447 965
UK bonds 189,053 7.0 202,343 175,763
Overseas bonds 58,224 7.2 62,434 54,014
UK Index Linked 32,262 9.4 35,307 29,216
Pooled property investments 1,106 n/a 1,106 1,106
1,161,112 1,276,749 1,045,474

Figures for the previous year were provided by the fund’'s then performance measurer,

State Street Analytics (formerly “the WM Company”).
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Interest rate risk

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

The fund's direct exposure to interest rate movements as at 31st March 2017 and 31st
March 2016 is set out below. These disclosures present interest rate risk based on the
underlying financial assets at fair value:

31st March 2017 31st March 2016

Asset type £'000 £000
Cash and cash equivalents 21,781 19,280
Fixed interest securities 181,996 157,738
Fixed income pooled funds 250,243 121,801
Total 454,020 298,819

Changes in interest rates principally affect investments held in cash or fixed interest
securities. Changes in interest rates, currencies and credit risk are all inter-related
and affected by many influences including sovereign interest rates and factors
affecting each individual investment. Investment managers manage these risks
through the choice of their investments, by having benchmark outputs to attain and
reporting variances from benchmark returns. The Council reviews outcomes versus
the assigned benchmark and the exposure to different classes of credit ratings and
these results are reviewed quarterly by the Director of Finance.

Government bond futures are used to manage interest rate risk.

Interest rate risk sensitivity analysis

The Council recognises that interest rates can vary and can affect both income to the
fund and the value of the net assets available to pay benefits. The fund’s long-term
average rates are expected to move less than 50 basis points from one year to the next
and experience suggests that such movements are likely.

The analysis that follows assumes that all other variables, in particular exchange rates,

remain constant, and shows the effect in the year on the net assets available to pay
benefits of a +/- 100 basis point change in interest rates.
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Carrying amount Change in the year in
as 31st March the net assets available

2017 to pay benefits

+100bps -100bps
£'000 £'000 £'000

Asset Type
Cash and cash equivalents 21,781 218 (218)
Fixed interest securities 181,996 1,820 (1,820)
Fixed income pooled funds 250,243 2,502 (2,502)
Total 454,020 4,540 (4,540)
. Change in the year in the

Carrying amount as t assets available to pa
31st March 2016 % bay
benefits

+100bps -100bps
£'000 £'000 £'000

Asset Type
Cash and cash equivalents 19,280 193 (193)
Fixed interest securities 157,738 1,577 1,577)
Fixed income pooled funds 121,801 1,218 (1,218)
Total 298,819 2,988 (2,988)

Currency risk

Currency risk represents the risk that the fair value of future cash flows of a
financial instrument will fluctuate because of changes in foreign exchange rates. The
fund is exposed to currency risk on financial instruments that are denominated in any
currency other than the functional currency of the fund (EUK). The fund holds both
monetary and non-monetary assets denominated in currencies other than £UK.

Many securities denominated in foreign currencies also gain significant proportions of
their income and profits from jurisdictions outside of the market on which those
securities are quoted. Over the long-term currency rates reflect value in a particular
territory and to the extent that a particular security is exposed to currency risk in a
particular territory, investment managers make decisions about this in their analysis
of what securities to buy, sell or hold. The fund manages this risk by setting
investment benchmarks and comparing overall outcomes against those benchmarks.
These outcomes are reported to the Director of Finance and Pensions Committee for
each quarter of the year.

Foreign exchange forwards are used to manage currency risk.
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The following table summarises the fund's currency exposure as at 31st March 2017
and as at the previous year end:

31st March 2017 31st March 2016

£'000 £000
Currency exposure - asset type
Overseas cash 739 2,086
Overseas equity unit trust 694,698 167,694
Overseas securities (quoted) 242,346 335,693
Overseas fixed income unit trusts 10,838 10,212
Overseas public sector bonds (quoted) 6,558 1,206
Overseas corporate bonds (quoted) 60,587 46,806
Total overseas assets 1,015,766 563,697

Currency risk — sensitivity analysis

Following analysis of historical data in consultation with the fund's investment advisor
(Mercer), the Council considers the likely volatility associated with foreign exchange rate
movements to be 10% in 2016/17 (6.5% in 2015/16 as provided by WM / State Street)
(as measured by one standard deviation).

A 10% fluctuation in the currency is considered reasonable based on the fund advisor's
analysis of long-term historical movements in the month-end exchange rates over a
rolling 36-month period.

This analysis assumes that all other variables, in particular interest rates, remain
constant.

A 10% strengthening/weakening of the pound against the various currencies in which the
fund holds investments would increase/decrease the net assets available to pay benefits as
follows:

Carrying amount as Change to net assets available
at 31st March 2017 to pay benefits
Asset Type £'000 £'000 £'000
Owerseas cash 739 813 665
Owerseas equity unit trust 694,698 764,168 625,228
Owerseas securities (quoted) 242,346 266,581 218,111
Owerseas fixed income unit trusts 10,838 11,922 9,754
Owerseas public sector bonds (quoted) 6,558 7,214 5,902
Owerseas corporate bonds (quoted) 60,587 66,646 54,528
Total change in assets available 1,015,766 1,117,344 914,188
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Carrying amount as Change to net assets available to
at 31st March 2016 pay benefits
+6.5% -6.5%
Asset Type £'000 £'000 £'000
Owerseas cash 2,086 2,222 1,950
Owerseas equity unit trust 167,694 178,594 156,794
Owerseas securities (quoted) 335,693 357,513 313,873
Owerseas fixed income unit trusts 10,212 10,876 9,548
Owerseas public sector bonds (quoted) 1,206 1,284 1,128
Owerseas corporate bonds (quoted) 46,806 49,848 43,764
Total change in assets available 563,697 600,337 527,057

b) Credit risk

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

In essence the fund's entire investment portfolio is exposed to some form of credit risk.
The selection of high quality counterparties, brokers and financial institutions minimises
credit risk that may occur through the failure to settle a transaction in a timely manner.

Contractual credit risk is represented by the net payment or receipt that remains
outstanding, and the cost of replacing the derivative position in the event of a
counterparty default. The residual risk is minimal due to the various insurance policies
held by the exchanges to cover defaulting counterparties.

Credit risk on over-the-counter derivative contracts is minimised as counterparties are
recognised financial intermediaries with acceptable credit ratings determined by a
recognised rating agency.

In managing cash balances held the fund follows the risk management approach set out
in the Treasury Management Strategy of the administering authority (“the Council”).

Deposits are not made with banks and financial institutions unless they are rated
independently and meet the Council's credit criteria. The Council has also set limits as
to the maximum percentage of the deposits placed with any one class of financial
institution. In addition, the Council invests an agreed percentage of its funds in the
money markets to provide diversification. Money market funds chosen all have Aaa rating
from a leading ratings agency.

The Council believes it has managed its exposure to credit risk, and has had no experience
of default or uncollectable deposits over the past five financial years. The fund's cash
holding under its treasury management arrangements at 31st March 2017 was £21 million
(£18 million in 2015/16).
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This was held with the following institutions:

Balances as at Balances as at
Summary Rating 31st March 2017 31st March 2016
£'000 £000
Money market funds
NTGI global cash fund Aaa 21,228 18,366
Bank deposit accounts
Variation margin 730 676
Bank current accounts
NT custody cash accounts (177) 238
Held with Council's Bankers 2,480 6,888
Total 24,261 26,168

The Council reviews exposure to different classes of credit ratings for fixed-interest
securities and these results are reviewed quarterly by the Director of Finance. As part
of the review the fund’s exposure to lower rated bonds is monitored to ensure the risk
of default is managed. The table below shows the credit rating of the fund’s fixed
interest securities as at 31st March 2017. These investments exclude the two Multi

Asset Credit managers.
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Balances as at

Rating 31st March 2017 31st March 2016
£'000 £'000

AAA 11,276 12,252
AA+ 38,497 981
AA 80,439 2,299
AA- - 39,667
A+ 2,564 1,154
A 37,131 7,633
A- 22,263 17,884
BBB+ 35,906 28,501
BBB 56,494 30,135
BBB- 21,968 10,215
BB+ 3,717 4,577
BB 6,885 1,639
BB- 986 801
B+ - -
B 3,741 -
B- 757 -
Other 4,197 -
326,821 157,738

c) Liquidity Risk

Liquidity risk represents the risk that the fund will not be able to meet its financial
obligations as they fall due. The Council therefore takes steps to ensure that the pension
fund has adequate cash resources to meet its commitments. The fund has immediate
access to cash balances held by the administering authority. Balances held by the
custodian are accessible subject to any commitments of the fund manager in whose
custody account it is held.

The fund defines liquid assets as assets that can be converted to cash within three
months. llliquid assets are those assets which will take longer than three months to
convert in to cash. As at 31st March 2017 the value of illiquid assets was £0.8 million,
which represented 0.04% of the total fund assets (£1.2 million in 2015/16, which
represented 0.1% of the total fund assets).

Management prepares periodic cash flow forecasts to understand and manage the
timing of the fund's cash flows. The appropriate strategic level of cash balances to be
held forms part of the fund investment strategy.

All financial liabilities in the accounts at 31st March 2017 are due within one year.

d) Refinancing risk

The fund has no refinancing risk that is distinct from that addressed by its fixed interest
managers as part of their portfolio management approach.

87



Pension Fund Annual Report

17. Funding Arrangements

In line with the Local Government Pension Scheme Regulations 2013, the fund's
actuary undertakes a funding valuation every three years for the purpose of setting
employer contribution rates for the forthcoming triennial period. The last such valuation
took place as at 31st March 2016. As noted previously, due to the fund merger two
separate valuations were carried out as at the above date, although both valuations were
carried out by the same actuary using common assumptions.

The key elements of the funding policy reflected in both valuations are:

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

- to ensure that employer contribution rates are as stable as possible

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

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

- to use reasonable measures to reduce the risk to other employers and ultimately to the
council tax payer from an employer defaulting on its pension obligations

The aim is to achieve 100% solvency over a period of years and to provide stability in
employer contribution rates by spreading any increases in rates over a period of
time. At the 2016 actuarial valuation, the London Borough of Wandsworth fund was
assessed as 101% funded (95% at the March 2013 valuation). As a result, no monetary
deficit applied to the fund as at the valuation date. The London Borough of Richmond
fund was assessed as 91% funded (83% at the March 2013 valuation as measured by
the fund’s former actuary, Hymans Robertson LLP). The aggregate monetary deficit of
the London Borough of Richmond fund was measured as £56.675m.

The actuary has set a range of contribution rates appropriate to funding position of
individual employers.

Financial assumptions

Nominal Real
% p.a. % p.a.
Discount Rate 4.7 2.3
Short Term Pay increases 2.4 -
Long Term Pay increases 3.9 1.5
Price Inflation/pension increases 24 -
Historic mortality assumptions
Year Ended Prospective Pensioners Pensioners
31st March 2016 2015 Continuous Mortality 2015 CMI Model with long term rate

Investigation (CMI) Model with long  of improvement of 1.5% p.a.
term rate of improvement of 1.5%

p.a.
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Commutation assumption

It is assumed that future retirees will take 50% of the maximum additional tax-free lump
sum up to HMRC limits.

18. Actuarial Present Value of Promised Retirement Benefits

Following the fund merger the actuary Barnett Waddingham LLP has carried out an
assessment of the actuarial value of promised retirement benefits in accordance with
IAS26, using methods and assumptions that are consistent with IAS19.

The fund was measured immediately prior to the merger with London Borough of
Richmond and then as a “combined fund” as at 31 March 2017.

For the combined fund the following data sources have been used:-

- the results of the valuation as at 31 March 2016 which was carried out for funding
purposes;

- estimated whole Fund income and expenditure items for the period to 31 March
2017;

- estimated Fund returns based on Fund asset statements provided (or estimated
where necessary) as at 31 March 2016 and 31 December 2016; and

- details of any new early retirements for the period to 31 March 2017 that have
been paid out on an unreduced basis, which are not anticipated in the normal
employer service cost.

Demographic/Statistical Assumptions

The fund actuary has adopted a set of demographic assumptions that are consistent
with those used for the formal funding valuation as at 31st March 2016. The post
retirement mortality tables adopted are the S2PA tables with a multiplier of 80% for
males and 85% for females. These base tables are then projected using the CMI 2015
Model, allowing for a long-term rate of improvement of 1.5% p.a.

The assumed life expectations from age 65 are:
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31st March 2017  30th Sept 2016

Expectancy

Retiring today

- Males 24.4 24.4
- Females 26.0 25.9

Retiring in 20 years
- Males 26.6 26.6
- Females 28.3 28.2

It has also been assumed that:

- members will exchange half of their commutable pension for cash at retirement;
- members will retire at one retirement age for all tranches of benefit, which will be
the pension weighted average tranche retirement age; and
- The proportion of the membership that had taken up the 50:50 option at the
previous valuation date will remain the same.

Financial Assumptions

The financial assumptions used for the purposes of the calculations are as follows.

Assumptions as at 31st March 2017 30" Sept 2016 31st March 2016
%p.a Real % p.a Real % p.a Real

CPl increases 2.7% - 2.5% - 2.3% -
Salary increases 4.2% 1.5% 40% 1.5% 4.1% 1.8%
Pension increases 2.7% - 2.5% - 2.3% -
Discount rate 2.7% - 2.3% -0.2% 3.6% 1.3%

These assumptions are set with reference to market conditions at 31st March 2017.

Our estimate of the duration of the Fund’s liabilities is 19 years.

The discount rate is the annualised yield at the 19 year point on the Merill Lynch AA rated
corporate bond curve which has been chosen to meet the requirements of IAS 19 and with

consideration of the duration of the Fund’s liabilities. This is consistent with the approach
used at the last accounting date.
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The Retail Prices Index (RPI) increase assumption is set based on the difference
between conventional gilt yields and index-linked gilt yields at the accounting date using
data published by the Bank of England (BoE), specifically the 19 year point on the BoE
market implied inflation curve. The RPI assumption is therefore 3.6% p.a. This is
consistent with the approach used at the last accounting date.

As future pension increases are expected to be based on the Consumer Prices Index
(CPI) rather than RPI, the assumption about CPI is that it will be 0.9% p.a. below RPI
i.e. 2.7% p.a. This is consistent with the approach used at the last accounting date.

Salaries are assumed to increase at 1.5% p.a. above CPI in addition to a promotional
scale.

The actuarial present value of promised retirement benefits at 31st March 2017 was
£2,857 million (£1,865 million as at 30" September 2016 and £1,478 million in as at 31st
March 2016).

The net asset value available to pay benefits as at 31st March 2017 was £2,154 million
(£1,366 million as at 30th September 2016 and £1,184 million in as at 31st March 2016).
Therefore the net pension liability as at 31st March 2017 was £703 million (£499 million
as at 30th September 2016 and £294 million in as at 31st March 2016). The present
value of the Funded Obligation consists of £2,772 million vested and £85 million in
respect of non vested obligation.

The value of assets stated above as at 31st March 2017 is based on the actuary’s
projection of the fund value as at 31st December 2016, so may vary from the value
shown in the Net Assets Statement.

19. Current Assets
31st March 2017 31st March 2016

£'000 £'000
Current assets
Cash 2,480 6,888
Contributions due from employer 840 -
Amount due from HMRC 112 -
Amounts due from Council 31 -
Amounts due from LB Richmond 625 -
Advances to Staff 2 1
Overpaid pensions 14
Fund managers' fee rebates 59 -
Sundry debtors 34 -
Total 4,183 6,903
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20. Current Liabilities

31st March 2017 31st March 2016

£'000 £'000
Current liabilities
Unpaid benefits (2,123) (1,251)
Fund managers' fees (1,322) (1,029)
Audit fee (32) (11)
Amounts due to Council (108) -
Amounts due to HMRC (702) (460)
Pension due 9) (2)
Pension due to Estate of deceased pensioners (10) (40)
Sundry creditors (21) -
Total (4,327) (2,793)

21. Additional Voluntary Contributions

Some staff choose to invest in Additional Voluntary Contributions with the Prudential,
Equitable Life or Clerical Medical. Additional Voluntary Contributions are entirely
separate from the Council’'s Pension Fund accounts.

Market Value Market Value

31st March 2017 31st March 2016

£000 £000

Balance at beginning of the year 4,060 2,828

Investments purchased with AVCs 422 465

Sales of investments to settle benefits due to members (766) (1,055)
Changes in the value of AVCs (investment income and

changes in the market value of investments) 397 120

Balance at end of the year 4,113 2,358

The amount of additional voluntary contributions paid by members during the year was
£421,123.

In accordance with LGPS Regulations, AVCs are excluded from the Fund Account and
Net Assets Statement.
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22. Related Party Transactions

Wandsworth Council (and Richmond Council)
Wandsworth Pension Fund is administered by Wandsworth Council. Consequently
there is a strong relationship between the Council and the pension fund.

The Council incurred costs of £618,960 (£605,000 in 2015/16) in relation to the
administration of the fund and was subsequently reimbursed by the fund for these
expenses. During the year the Council formed a joint employer body in the fund with
Richmond Council under the boroughs’ Shared Staffing Arrangement (SSA).
Collectively, including via the SSA, the two Councils are the largest employers in the
fund and contributed £36 million to the fund in 2016/17, including amounts paid by
Richmond after the fund merger (£30 million in 2015/16 for Wandsworth only). The
pension fund paid benefits to former employees of the two Councils of £56m in 2016/17,
including amounts paid to former Richmond employees after the merger (£46m in
2015/16 for Wandsworth only).

Governance

In recognition of the fund merger the former Pensions Committee was reconstituted
during 2016/07 as a Joint Pensions Committee with three members from the former
London Borough of Richmond Pension Fund Committee being co-opted. Of the nine
members serving on the Committee, 1 is in receipt of a LGPs pension and 3 others
have a deferred benefit in the scheme.

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

The key officers responsible for the pension fund, Mr. M. Maidment (Director of Resources
and Deputy Chief Executive), Mr. P Guilliotti (Assistant Director — Financial Services), Ms
C Hollands (Head of Pensions Shared Service) and Mr. M. Smith (Pension Fund
Controller), are all active members of the scheme. In addition Mr. C Buss (former Director
of Finance and Deputy Chief Executive) and Mr. P Harris (former Pension Fund Controller),
retired from service during 2016/17 or in early 2017/18 and are in receipt of a pension.
Details of how the scheme benefits are administered can be found at www.lgps.org.uk.

23. Contractual Commitments

There are no outstanding capital commitments (investments) at 31st March 2017 (£nil
in 2015/16).

93



Pension Fund Annual Report
Wandsworth Council Pension Fund

Actuary’s Statement as at 31 March 2017
Introduction

The last full triennial valuation of the Wandsworth Council Pension Fund was carried out as at
31 March 2016 as required under Regulation 62 of the Local Government Pension Scheme
Regulations 2013 (the Regulations) and in accordance with the Funding Strategy Statement of
the Fund. The results were published in the triennial valuation report dated 31 March 2017.

On 1 October 2016, the London Borough of Richmond Upon Thames Pension Fund and the
Wandsworth Council Pension Fund merged under The Local Government Pension Scheme
(Wandsworth and Richmond Fund Merger) Regulations 2016.

This statement is in respect of the combined Fund.
2016 valuation results

Asset value and funding level

As at 31 March 2016, a funding valuation was carried out for each of the London Borough of
Richmond Upon Thames Pension Fund and the Wandsworth Council Pension Fund.

London Borough of Richmond Upon Thames Pension Fund

The smoothed market value of the Richmond Fund'’s assets as at 31 March 2016 for valuation
purposes was £599m which represented 91% of the Richmond Fund'’s accrued liabilities at that
date, allowing for future increases in pay and pensions in payment. The corresponding deficit
was £57m.

Wandsworth Council Pension Fund
The smoothed market value of the Wandsworth Fund’s assets as at 31 March 2016 for
valuation purposes was £1,177m which represented 101% of the Wandsworth Fund’s accrued

liabilities at that date, allowing for future increases in pay and pensions in payment. The
corresponding surplus was £15m.

Contribution rates

The employer contributions rates, in addition to those paid by the members of the Fund, are set
to be sufficient to meet:

e The annual accrual of benefits allowing for future pay increases and increases to
pensions in payment when these fall due;

e plus an amount to reflect each participating employer’s notional share of the Fund’s
assets compared with 100% of their liabilities in the Fund, in respect of service to the
valuation date.

The primary rate of contribution as defined by Regulation 62(5) for each employer for the period
1 April 2017 to 31 March 2020 is set out in the relevant actuarial valuation report. The primary
rate is the employer’s share of the cost of benefits accruing in each of the three years beginning
1 April 2017. On a whole Fund level, the primary rate as at 31 March 2016 for both the
Richmond Fund and the Wandsworth Fund was 18.0% of payroll p.a.

In addition each employer pays a secondary contribution as required under Regulation 62(7)
that when combined with the primary rate results in the minimum total contributions as set out
below. This secondary rate is based on their particular circumstances and so individual
adjustments are made for each employer. Details of these secondary adjustments can be
found in each Fund’s 2016 actuarial valuation report.

94



Assumptions

Pension Fund Annual Report

The assumptions as at 31 March 2016 used for the funding valuations of both the Richmond
Fund and the Wandsworth Fund are summarised below:

Discount rate

4.7% p.a.

Pension increases (CPI)

2.4% p.a.

Salary increases

In line with CPI. until 31 March 2020 and 3.9% p.a. thereafter.

Pension increases on GMP

Funds will pay limited increases for members that have reached
SPA by 6 April 2016, with the Government providing the
remainder of the inflationary increase. For members that reach
SPA after this date, we have assumed that Funds will be

required to pay the entire inflationary increases.

Mortality The post retirement mortality assumptions adopted are as
follows:

e For members, the S2PA series with a multiplier of 80% for
males and 85% for females, making allowance for CMI
2015 projected improvements and a long term rate of
improvement of 1.5% p.a.

e For dependants, 95% of the S2PMA tables for male
dependants and 100% of the S2DFA tables for female
dependants, making allowance for CMI 2015 projected
improvements and a long-term rate of improvement of
1.5% p.a.

Retirement For each tranche of benefit, the "tranche retirement age" is the

earliest age a member could retire with unreduced benefits.
Each member is assumed to retire at the weighted average of

these for all tranches of benefit.

Commutation

Members will convert 50% of the maximum possible amount of

pension into cash
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Further details of these assumptions can be found in the relevant actuarial valuation
report.

Updated position since the 2016 valuation

Since March 2016, investment returns have been higher than assumed at the 2016
triennial valuation. The liabilities will however have also increased due to the accrual of
new benefits as well as a decrease in the real discount rate underlying the valuation
funding model. Overall, we expect that the funding level should be slightly higher than
at 31 March 2016 although the ongoing cost is likely to have increased due to lower
real discount rates.

The next actuarial valuation is due as at 31 March 2019 and the resulting contribution
rates required by the employers will take effect from 1 April 2020.

Graeme Muir FFA
Partner, Barnett Waddingham LLP
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Pension Fund Accounts Reporting Requirement

Wandsworth Council Pension Fund - IAS26 Disclosures 31 March 2017
Introduction

We have been instructed by Wandsworth Council, the administering authority to the
Wandsworth Council Pension Fund (the Fund), to undertake pension expense
calculations in respect of pension benefits provided by the Local Government Pension
Scheme (the LGPS) to members of the Fund as at 31 March 2017.

This report is addressed to the administering authority and its advisers; in particular,
this report is likely to be of relevance to the Fund’s auditor.

These figures are prepared in accordance with our understanding of IAS26. In
calculating the disclosed numbers we have adopted methods and assumptions that
are consistent with IAS19.

This advice complies with all Generic Technical Actuarial Standards (TASs) and the
Pensions TAS.

The LGPS is a defined benefit statutory scheme administered in accordance with the
Local Government Pension Scheme Regulations 2013 and currently provides benefits
based on career average revalued earnings.

This report covers the period 1 October 2016 to 31 March 2017.

Valuation data

Data sources

In completing our calculations for pension accounting purposes we have used the
following items of data, which we received from Wandsworth Council:

e The results of the valuation as at 31 March 2016 which was carried out for
funding purposes;

e Estimated whole Fund income and expenditure items for the period to 31
March 2017;

e Estimated Fund returns based on Fund asset statements provided (or
estimated where necessary) as at 31 March 2016 and 31 December 2016; and

e Details of any new early retirements for the period to 31 March 2017 that have
been paid out on an unreduced basis, which are not anticipated in the normal
employer service cost.

Although some of these data items have been estimated, we do not believe that they

are likely to have a material effect on the results of this report. Further, we are not
aware of any material changes or events since we received the data.
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Employer membership statistics
The table below summarises the membership data, as at 31 March 2016.

Member data summary Salaries/Pensions

£000s
Actives 6,159 127,060 44
Deferred pensioners 9,301 12,769 45
Pensioners 5432 37,870 72

On 1 October 2016, the London Borough of Richmond Upon Thames Pension Fund
merged with the Wandsworth Council Pension Fund under The Local Government
Pension Scheme (Wandsworth and Richmond Fund Merger) Regulations 2016. The
effect of this is shown as a settlement in Appendix 2. The table below summarises the
membership data of the London Borough of Richmond Upon Thames Pension Fund
as at the most recent 31 March 2016 funding valuation:

Member data summary Salaries/Pensions Average age
£000s

Actives 3,668 77,535 46

Deferred pensioners 5,509 9,190 46

Pensioners 3,626 19,564 72

Early retirements

We requested data on any early retirements in respect of the Fund from the
administering authority for the period ending 31 March 2017.

We have been notified of 36 new early retirements during the period which were not
allowed for at the previous accounting date. The total annual pension that came into
payment was £498,000.

The capitalised cost of the additional benefits on IAS19 compliant assumptions is
calculated at £2,245,000. This figure has been included within the service cost in the
statement of profit or loss.

Assets

The return on the Fund (on a bid value to bid value basis) for the period to 31 March
2017 is estimated to be 7%. The actual return on Fund assets over the period may be
different.

The estimated asset allocation for Wandsworth Council Pension Fund as at 31 March
2017 is as follows:
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Asset breakdown 31 Mar 2017 30 Sep 2016
£000s £000s

Equities 1,542,942 72% 1,034,836 76%
Gilts 106,653 5% 65,729 5%
Other bonds 216,116 10% 141,316 10%
Property 66,730 3% 1,137 0%
Cash 24,435 1% 19,905 1%
Multi-asset fund 196,937 9% 103,397 8%
Total 2,153,813 100% 1,366,320 100%

We have estimated the bid values where necessary. The final asset allocation of the
Fund assets as at 31 March 2017 is likely to be different from that shown due to
estimation techniques.

Unfunded benefits

We have excluded any unfunded benefits as these are liabilities of employers rather
than the Fund.

Actuarial methods and assumptions

Valuation approach

To assess the value of the Fund'’s liabilities at 31 March 2017, we have rolled forward
the value of Fund’s liabilities calculated for the funding valuation as at 31 March 2016,
using financial assumptions that comply with IAS19.

The full actuarial valuation involved projecting future cashflows to be paid from the
Fund and placing a value on them. These cashflows include pensions currently being
paid to members of the Fund as well as pensions (and lump sums) that may be
payable in future to members of the Fund or their dependants. These pensions are
linked to inflation and will normally be payable on retirement for the life of the member
or a dependant following a member’s death.

It is not possible to assess the accuracy of the estimated liability as at 31 March 2017
without completing a full valuation. However, we are satisfied that the approach of
rolling forward the previous valuation data to 31 March 2017 should not introduce any
material distortions in the results provided that the actual experience of the Fund has
been broadly in line with the underlying assumptions, and that the structure of the
liabilities is substantially the same as at the latest formal valuation. From the
information we have received there appears to be no evidence that this approach is
inappropriate.

Demographic/Statistical assumptions

We have adopted a set of demographic assumptions that are consistent with those
used for the most recent Fund valuation, which was carried out as at 31 March 2016.
The post retirement mortality tables adopted are the S2PA tables with a multiplier of
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80% for males and 85% for females. These base tables are then projected using the
CMI 2015 Model, allowing for a long-term rate of improvement of 1.5% p.a.
The assumed life expectations from age 65 are:

Life expectancy from age 65 (years) 31 Mar 2017 30 Sep 2016
Retiring today
Males 244 244
Females 26.0 259
Retiring in 20 years
Males 26.6 26.6
Females 283 282

We have also assumed that:
e Members will exchange half of their commutable pension for cash at retirement;
e Members will retire at one retirement age for all tranches of benefit, which will
be the pension weighted average tranche retirement age; and
e The proportion of the membership that had taken up the 50:50 option at the
previous valuation date will remain the same.

Financial assumptions

The financial assumptions used to calculate the results in Section 4 and the
Appendices are as follows:

Assumptions as at 31 Mar 2017 30Sep 2016 31 Mar 2016
% p.a. % p-a. % p.a.
Discount rate 2.7% 2.3% 3.6%
Pension increases 2.7% 2.5% 2.3%
Salary increases 4.2% 4.0% 4.1%

These assumptions are set with reference to market conditions at 31 March 2017.
Our estimate of the duration of the Fund'’s liabilities is 19 years.

The discount rate is the annualised yield at the 19 year point on the Merrill Lynch AA-
rated corporate bond yield curve which has been chosen to meet the requirements of
IAS19 and with consideration of the duration of the Fund’s liabilities. This is
consistent with the approach used at the last accounting date.

The Retail Prices Index (RPI) increase assumption is set based on the difference
between conventional gilt yields and index-linked gilt yields at the accounting date
using data published by the Bank of England (BoE), specifically the 19 year point on
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the BoE market implied inflation curve. The RPI assumption is therefore 3.6% p.a.
This is consistent with the approach used at the last accounting date.

As future pension increases are expected to be based on the Consumer Prices Index
(CPI) rather than RPI, we have made a further assumption about CPI which is that it
will be 0.9% p.a. below RPI i.e. 2.7% p.a. We believe that this is a reasonable
estimate for the future differences in the indices, based on the different calculation
methods and recent independent forecasts. This is consistent with the approach used
at the last accounting date.

Salaries are assumed to increase at 1.5% p.a. above CPI in addition to a promotional
scale. However, we have allowed for a short-term overlay from 31 March 2016 to 31
March 2020 for salaries to rise in line with CPI. This is consistent with the approach
used at the last accounting date.

Results and disclosures

We estimate that the net liability as at 31 March 2017 is a liability of £702,718,000.
The results of our calculations for the period ended 31 March 2017 are set out in the
appendices below:

e Appendix 1 sets out the Statement of financial position as at 31 March 2017;
e Appendix 2 details a reconciliation of assets and liabilities during the period,;
and
e Appendix 3 shows a sensitivity analysis on the major assumptions.
The figures presented in this report are prepared only for the purposes of IAS19. In
particular, they are not relevant for calculations undertaken for funding purposes or for
other statutory purposes under UK pensions legislation.

We would be pleased to answer any questions arising from this report.

Graeme Muir FFA
Partner
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Appendix 1 - Statement of financial position as at 31 March 2017

Net pension asset as at

Net liability in balance sheet

Present value of the defined benefit obligation

Fair value of Fund assets (bid value)

31 Mar 2017

£000s

30 Sep 2016

£000s

2,856,531 1,865,195
2,153,813 1,366,320
702,718 498,875

31 Mar 2016

£000s

1,478,406

1184,212

294,194

*Present value of funded obligation consists of £2,771,812,000 in respect of vested
obligation and £84,719,000 in respect of non-vested obligation.

Appendix 2 - Asset and benefit obligation reconciliation for the

period to 31 March 2017

Reconciliation of opening & closing balances of
the present value of the defined benefit
obligation

Opening defined benefit obligation

Current service cost

Interest cost

Change in financial assumptions

Change in demographic assumptions

Experience loss/(gain) on defined benefit obligation
Liabilities assumed / (extinguished) on setlements
Estimated benefits paid net of transfers in

Past service costs, including curtailments
Contributions by Scheme participants and other employers
Unfunded pension payments

Cosing defined benefit obligation

Period to

31 Mar 2017

£000s

1,865,195

42,059

33,156

(107,842

1,0625%

(47,472)

2,245

6,596

2,856,531

Period to

30 Sep 2016

£000s

1,478,406

17,120

26,234

415,611

22,366

(78,925)

(20,874)

834

4423

1,865,195
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Period t Period t
Reconciliation of opening & closing balances of erodto eriodto

the fair value of Fund assets

31 Mar 2017 30 Sep 2016

£000s £000s
Opening fair value of Fund assets 1,366,320 1,184,212
Interest on assets 23,154 21,092
Return on assets less interest 110,956 162,870
Other actuarial gains/(losses) - 2,083
Administration expenses (1,388) -
Contributions by employer including unfunded 21,074 12,514
Contributions by Scheme participants and other employers 6,596 4,423
Estimated benefits paid plus unfunded net of transfers in (47,472) (20,874)
Settlement prices received / (paid) 674,573 -
Closing Fair value of Fund assets 2,153,813 1,366,320

The total return on the Fund’s assets for the period to 31 March 2017 is £134,110,000.

Appendix 3 - Sensitivity analysis

Sensitivity analysis

Present value of total obligation 2,856,531
Sensitivity to +0.1% -0.1%
Discount rate 2,805,474 2,908,568
Long term salary increase 2,862,516 2,850,589
Pension increases and deferred revaluation 2,902,532 2,811,367
Sensitivity to +1 Year -1VYear
Life expectancy assumptions 2,964,838 2,752,305
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Funding Strategy Statement — Scope

Following the Shared Staffing Arrangement between Richmond and Wandsworth Councils
which commenced on the 1st October 2016 all assets and liabilities of the Richmond Pension
Fund transferred to the Wandsworth Pension Fund (SI 2016 No 1241). Referencesto the

“Council” mean Richmond and Wandsworth Councils as appropriate.

Funding Strategy Statement — Purpose

Every local authority that administers a pension fund is required to obtain an actuarial
valuation of the assets and liabilities as at 31st March 2004, and every third anniversary
afterwards. The main purpose of the valuation isto determine the rate a which the
participating employers should contribute in the future to ensure that the existing assets and
future contributions will be sufficient to meet future benefit payments from the fund.
Revised contribution rates, as certified by the actuary, must be implemented on 1st April of
the following calendar year.

The employer contribution rate is the net sum of three elements:
e the future service contribution rate, required to provide for benefits accruing to active
members of the fund over the year following the valuation date,
e the past service adjustment, spreading over a number of years any surplus or shortfall
in funding at the valuation date, and
e anindividual adjustment for the employer, if the actuary considers it appropriate to
take account of any circumstances peculiar to the employer.

1. Every valuation relies on a number of assumptions to calculate the funding level at the
valuation date and the future service contribution rate. A degree of judgement isthen
required about how the past service adjustment should reflect any surplus or shortfall, and
about the need for individual adjustments. Regulation 58 of the Local Government
Pension Scheme Regulations 2013 require every local authority that administers a
pension fund to prepare, maintain and publish a written statement setting out their funding
strategy, addressing these assumptions and judgements. The Council’ s actuary, when
undertaking triennial valuations, must then have regard to this statement.

2. The purpose of this statement, therefore, is to establish the general strategy for ensuring
appropriate assumptions and judgements in valuations of the Wandsworth Council
Pension Fund. In particular, the statement should clarify the potentially conflicting legal
requirements for the Fund’ s actuary:

a. to specify employer contribution ratesthat secure the solvency of the Fund on a
prudent basis; and

b. to haveregard to the desirability of maintaining as nearly constant employer
contribution rates as possible.

3. Inpreparing the funding strategy statement, each authority must have regard to its own
Statement of Investment Principles (SIP) (Investment Strategy Statement (1SS) from 1st
April 2017) and to guidance issued by the Chartered Institute of Public Finance and
Accountancy (CIPFA). Consultation with all employers participating in the fund is also
required.
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4. This statement must be revised and published again to reflect any material change in
policy or inthe ISS. CIPFA recommend that it should be reviewed formally at least
every three years, in advance of the triennial valuation.

Pension Fund — Purpose, Aims and Scope

5. The purpose of the Wandsworth Council Pension Fund isto:

a

b.

pay pensions, retirement and death lump sums, other scheme benefits, refunds of
employees contributions, transfers of pension rightsto other pension schemes, and
administration costs,

from payments of employees and employers' contributions, payments from other
funds in respect of transferred pension rights, and investment income and realisations,

in accordance with the Loca Government Pension Scheme Regulations.

6. The aims of the Fund are therefore, with a prudent long-term view, to:

a
b.
C.

d.

ensure that sufficient resources are available to meet al liabilities asthey fall due;
maximise the returns from investments within reasonable risk limits;

have regard to the desirability of maintaining as nearly constant employer
contribution rates as possible; and

enable and assist participating employers to manage their liabilities effectively.

7. The scope of the Fund, in terms of employers and active membership, isamost entirely
limited to eligible employees in Council-funded functions, and predominantly direct
employees of the Council itself. Wandsworth Council, as the administering authority, has
for many years tended to resist the admission to the Fund of other employers, in view of
the risk that their liabilities would ultimately fall on the Council. But all Wandsworth and
Richmond schools have a degree of autonomy in their financial affairs that warrants
special consultation and consideration about the impact of funding proposals. Academies
may be viewed as separate employers as they have financial independence from the
Council.

Responsibilities of key parties

8. Wandsworth Council as the Fund’'s administering authority should:

a

b.

collect employer and employee contributions from employers;

ensure the investment of surplus monies is well-managed in accordance with the
regulations,

ensure that cash is available to meet liabilities as and when they fall due;

manage the valuation process in consultation with the fund’s actuary;

prepare and maintain a Funding Strategy Statement (FSS) and an Investment Strategy
Statement (1SS); and

monitor all aspects of the fund’ s performance and funding, and amend the FSS or 1SS
when necessary.
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9. School employers, admitted bodies and Wandsworth and Richmond Councils as
employer should:

a. deduct contributions from employees pay correctly;

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

exercise discretions within the regulatory framework;

d. make additional contributions in accordance with agreed arrangements in respect of,
for example, augmentation of scheme benefits, early retirement strain; and

e. notify the administering authority promptly of all changes to membership or, as may
be proposed, which could affect future funding.

10. The Fund’s actuary should set employer contribution rates at levels that secure solvency,
having regard to:

a. the Fund’'sexisting and prospective liabilities;

b. circumstances peculiar to a particular employer or pool of employers,
c. thedesrability of maintaining as nearly a constant rate as possible; and
d. this Funding Strategy Statement.

The actuary also prepares advice and calculations in connection with bulk transfers and
individual benefit-related matters.

Fund I nvestment Policy

11. The investment objectives of the Fund according to the current SIP, “to maintain the
solvency of the Fund at all times, and to deliver low and stable contribution rates over the
long term”, support the first three aims of the Fund as stated above.

12. The Fund’ s investment policy is “to appoint expert fund managers with clear performance
benchmarks and place maximum accountability for performance against that benchmark
approach with the investment manager”. Managers are given discretion and are held
accountable for stock selection decisions, within parameters, over periods ranging from a
few monthsto afew years. The overall framework for asset allocation is decided by the
Council and reviewed periodically.

13. The practical effect of this policy is that the majority of the Fund’s investments are
generally held in equities. Asthe Fund is still attracting new members and can afford to
take along view, this degree of equity weighting is considered acceptable. It isalso
considered generally desirable in view of the higher return that may reasonably be
expected in the long term from investments carrying higher risk. This expectation is
supported by historical analysis showing that equities have out-performed bonds over
most, but by no means all, periods. When determining the asset allocation consideration is
given to cash flow requirements to maximise the use of dividend and income payments to
meet the shortfall between new contributions and pension liabiliites.

14. Thisinvestment policy, generally resulting in a heavy equity weighting, allows the

actuary to include an asset out-performance assumption (AOA) (above the yield on
bonds) within the average investment return assumed for fund valuations. The amount of
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this assumption will be decided for each valuation, having regard to market expectations
at the time but with a significant allowance for prudence.

15. The Fund’s heavy equity weighting means accepting more volatile valuation results,

compared with funds invested largely in bonds. Asthe Council is virtually the sole
participating employer required to publish an annual balance-sheet, and as this balance-
sheet is published for stewardship purposes and not to give assurance to lenders, the
volatility in the pension reserve shown in the annual balance-sheet is not a concern.
Volatility in triennial valuation results, however, tends to work against “the desirability of
maintaining as nearly constant employer contribution rates as possible”. Ways to mitigate
thisrisk are discussed below. The additional risk is considered worth taking in pursuit of
the aim to “ maximise the returns from investments within reasonable risk limits’, and
hence to keep employer contribution rates as low as possible. A move entirely into bonds
would markedly reduce volatility, but it would also compel the assumption of lower
investment returns and thus require much greater employer contribution rates.

Assumptions, risks and counter -measur es

16. There are many risks that could impact upon employer contribution rates. The key risks

17.

and the measures that could be taken to counter them are discussed below. Many of these
are the subject of assumptions that have to be made in the course of each actuarial
valuation. Although these assumptions refer to the long term, the risk for employers
potentially crystallises at the next triennial valuation. If the assumptions made at one
valuation do not appear to be sustainable three years later, and then have to be superseded
by more adverse assumptions, there will be consequential increases in contribution rates.
Conversely, substantial prudence at one valuation may be rewarded by a reduction in
contribution rates three years later.

The main output of the valuation is the employer contribution ratesto be paid over many
years into the future. So called “marked to market” valuations have the potential to
produce quite different valuation results and levels of required employer contributions
depending on actual market conditions on the day of the valuation. Thus, to determine
the value of liabilities, rather than adopt assumptions based on “spot” yields and market
conditions on the actual valuation date, we use the average yields over the 6 month period
gpanning the valuation date. Similarly in the valuation of assets used for valuation
purposes we derive average market values of assets over the same 6 month period. This
approach is akin to carrying out daily valuations over a 6 month period and then
determining the average valuation result. The purpose of this averaging or smoothing
processisto help stabilise levels of employer contributions as required by the
Regulations.

I nvestment Perfor mance

18.

19.

As contributions are being invested now to provide for benefits payable in the future (and
to make good any deficit), then part of the cost of providing the benefits can be met from
investment returns. The higher the rate of return achieved by the assets, the lower the
contributions that will be required in future to meet the cost of the benefits. Therefore, a
key assumption in any valuation is the anticipated returns from assets in the future.

Investment managers may under-perform. Investment markets may perform worse than
expected. Market yields may be lower. Actuaries advise there is a substantial probability
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that equities will underperform bonds even over atwenty-year period. Some of these
risks are controlled to some degree by the framework for investment management
described in the SIP. The prudent long-term view and the desirability of maintaining as
nearly constant employer contribution rates as possible, require the adoption of an AOA
with a significant allowance for prudence in order to counter theserisks. The allowance
will be higher when investment market values are considered to be high.

Pay and Price Inflation

20. Pay growth enhances the future pension benefits of the active members of the Fund. To
make the valuation assumption as robust as possible, the actuary has regard to the trend in
national real earnings growth, to the experience of promotional increasesin local
government generally, and to any differences in the recent experience of the Wandsworth
Fund. Employers are naturally mindful of the direct effect of pay rises on their budgets
and local taxes; they should also be alert to the impact on their pension contributions if
pay rises exceed the valuation assumptions, particularly for employees with long periods
of service.

21. Annual increases in pensioner and deferred pensioner benefits are linked to price
inflation. At each valuation, market expectations of future inflation can be calculated
from the difference between the yields on conventional and index-linked government
bonds.

L ongevity

22. Life expectancy is akey determinant in the valuation of prospective liabilities. The
actuarial valuation reflects recent experience of pensioner mortality in the Wandsworth
Pension Fund. Mortality investigations over the last few years have concluded that the
population across the UK is living longer and that recent improvements have been at a
faster rate than seen in the past. However, experience does vary across the country and
from Fund to Fund. Over the long term-ongevity is expected to increase in line with the
Actuarial Profession’s Continuous Mortality Investigation (*CMI™) 2015 projected
improvements with a long term rate of between 1.25-1.75%p.a. The risk of associated
additional liabilities emerging at subsequent valuations is one of the factorsto be
considered when deciding the prudent AOA and the appropriate deficit/surplus recovery
period.

Early Retirement Costs

23. The Council ensures due control of all early retirement costs by charging against the
revenue account of the employing service a lump sum representing the present value of
releasing benefits before the date on which they could have been taken by the employee
without reduction. Cogts of added years at the time of retirement are treated smilarly.

Regulatory

24. Actuarial valuations do not anticipate potential changes to the local government pension
scheme or to national pension requirements. But the potential for associated additional or
reduced liabilities emerging at subsequent valuations is one of the factorsto be
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considered when deciding the prudent AOA and the appropriate deficit/surplus recovery
period.

25. The Council, as employer, takes advantage of opportunities to respond to consultation on
proposed changes, taking account of their likely impact on local authority budgetsin
particular.

Governance

26. The Council has avoided the risks associated with poor communication in multi-employer
funds by mostly restricting the scope of the Wandsworth Fund to eligible employeesin
Council-funded functions.

Employer Contribution Rates
Funding Level

27. The funding level determined in the actuarial valuation isthe result of comparing the
assets held in the fund with the existing and future liabilities already accrued in respect of
the service of fund members up to the valuation date. The prudential target isto
achieve/maintain 100% funding, with assets and liabilities in balance.

28. When the funding level shows either a surplus or shortfall, the employer contribution rate
must include a“past service adjustment”, with a view to restoring balance within a
reasonable recovery period.

Surplus and Shortfall Recovery Periods

29. The CIPFA guidance does not prescribe an optimum target period for securing full
funding. It notesthe need to avoid short-term horizons, provide stability in employer
contributions, and to take advantage of the constitutional permanence of local government
and the scheme’ s statutory status. Where this is thought prudentially appropriate and
relevant to local circumstances, the guidance suggests, these considerations would allow
longer-term recovery periods for shortfalls than those in the private sector.

30. A funding shortfall implies that employment costs for the workforce have previously been
understated, so prudence implies that any shortfall should be recovered within the
remaining working-life of the current workforce. The calculation of the average
remaining working-life may allow for weighting by compound-interest factors a the rate
used for the valuation. Adoption of this recovery period could be reinforced by the
desirability of maintaining as nearly constant employer contribution rates as possible: for
example, a high proportion of retirements over the subsequent three to nine years would
force sharply increasing contribution rates in respect of the remaining workforce, if the
valuation assumptions proved sustainable.

31. On the other hand, the desirability of stable contribution rates might support the adoption
of alonger recovery period, to the extent that any shortfall were considered attributable to
recent unusually adverse volatility in the investment markets that may prudently be
expected to reverse before the next valuation.

32. Stable contribution rates are not the only mechanism available to the Council for
protecting local taxpayers from the impact of market volatility. Reserves for pension
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liabilities may be established as soon as market conditions suggest significant adverse
impact at the next valuation, and these provisions could be applied to offset the effect of
the consequential increase in employer contributions. Other participating employers and
schools are also empowered to establish provisions and reserves to have a similar effect
within their own budgets. For these employers and for the Council, the scope for such
provisions and reserves depends upon the degree of other financial pressures at the time.
In the event of the funding level showing a surplus, this should be spread over thirty years
on grounds of both prudence and the desirability of maintaining as nearly constant
employer contribution rates as possible.

Stepped Contribution Changes

33. Phasing periods will be influenced by the credit worthiness of each employer and be
explicitly expressed at each valuation.

Pooling or individual adjustment

34. Generally, the Council expects to have a common contribution rate for all employers,
other than transferee admitted bodies and academies, without individual adjustment.
However, there are risks that any deficit is not repaid at any point at which the employer
ceases to exist, in which case the liability would fall on the Council and be reflected in
council tax. Inrespect of new employers the maximum deficit recovery periods for each
employer isrestricted according to the period over which the Pension Fund can be
assured that an adequate funding stream in respect of that employer would be available.
Consequential decisions on pooling of employers together to share liabilities and funding
terms are then made to reflect any commonality between employers. The Council
reserves the right, however, to require additional contributions when employers take
decisions that incur substantially disproportionate liabilities for the Fund.

Verson | Natureof Change Implemented

V1 Initial Creation April 2005

V2 Reflecting the 2007 Valuation April 2008

V3 Reflecting the 2010 Valuation and a moveto risk based | April 2011
outcome modelling

V4 Reflecting the 2013 Valuation and a move to economic | April 2014
rate discount model subject to

amendment

V5 Reflecting the 2016 Valuation and the transfer of assets | January 2017
and liabilities from the Richmond Council Pension subject to
Fund amendment
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SECTION 8 — INVESTMENT STRATEGY STATEMENT

Investment Strategy Statement (Published March 2017)

Introduction and background

1. Thisis the Investment Strategy Statement (“ISS”) of the Wandsworth Pension
Fund (“the Fund”), which is administered by Wandsworth Council, (“the
Administering Authority”) Wandsworth Council’'s Pension Fund is established
in accordance with statute to provide death and retirement benefits for all
eligible employees, mainly staff from Richmond and Wandsworth Councils and
incorporates the former Richmond Pension Fund . The ISS is made in
accordance with Regulation 7 of the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2016 (“the Regulations”).

2. The ISS has been prepared by the Fund’'s Pension Committee (“the
Committee”) having taken advice from the Fund’s investment adviser, Mercer
Limited. The Committee acts on the delegated authority of the Administering
Authority.

3. The ISS, which was approved by the Committee on 7" March 2017, is subject
to periodic review at least every three years and without delay after any
significant change in investment policy. The Committee has consulted on the
contents of the Fund’s investment strategy with such persons it considers
appropriate.

4. The Committee seeks to invest in accordance with the ISS, any Fund money
that is not needed immediately to make payments from the Fund. The ISS
should be read in conjunction with the Fund’s Funding Strategy Statement
(dated 26™ January 2017).

The suitability of particular investments and types of investments
5. The primary objective of the Fund is to provide pension and lump sum
benefits for members on their retirement and/or benefits on death,
before or after retirement, for their dependants, on a defined benefits
basis. This funding position will be reviewed at each triennial actuarial
valuation, or more frequently as required.

6. 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.

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

112



Pension Fund Annual Report

8. ltisintended that the Fund’s investment strategy will be reviewed at least
every three years following actuarial valuations of the Fund. The approach
that the Fund has taken to setting an appropriate investment strategy is as
follows:

9. The investment management strategy is to appoint expert fund managers with
clear performance benchmarks and place maximum accountability for
performance against that benchmark with the investment manager having
taken advise from the Fund’s appointed advisor on both asset allocation and
where appropriate manager selection (this would only apply if the appropriate
asset class is not available within the Fund’s Pooling arrangements).

10.The approach employs a combination of specialist active managers plus a
passive manager in order to give diversification taking into account appetite for
(active) risk, management cost factors and empirical evidence relating to the
success of particular approaches in different markets.

11.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).

12.In addition, the Committee monitors investment strategy on an ongoing basis,
focusing on factors including, but not limited to:

e Suitability given the Fund'’s level of funding and liability profile
e The level of expected risk

e Outlook for asset returns

¢ Ongoing income requirements for the Fund

13. The Committee also monitors the Fund’s actual allocation on a regular basis to
ensure it does not notably deviate from the target allocation In order to
minimise trading costs any rebalancing is limited to the mid-point of the
difference between the benchmark allocation and the relevant boundary of the
tolerance range.

14.The Director of Resources will monitor these tolerances monthly and is
delegated authority to rebalance within these guidelines.

15. Exceptionally, there may be market conditions that dictate against this
rebalancing strategy being implemented or the pace at which rebalancing
occurs and the Director of Resources is authorised to depart from this strategy
if he deems that circumstances indicate a departure.

16. Rebalancing decisions would also take account of any liquidity effects.

17.Any rebalancing activity or departures from the strategy would be reported to
the next meeting of the Pensions Committee.
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18.The Fund’s Investment Beliefs are:
e Enhanced returns are delivered through long term investing

e The strength of the Fund’s covenant enables the fund to take a long
term view for it's investment strategy

e Strategic Asset Allocation and the timing of material changes are the
most important drivers of the fund’s financial outcomes

e Equities are expected to generate superior long term returns

e Alternative asset classes will be considered to enhance returns and
diversification

e Whilst fees and costs need to be controlled, return net of fees will be
the key performance indicator for the Fund.

e Good Governance is critical to making informed investment decisions.

e Enhanced returns in a risk managed environment are delivered through
combining active and passive management approaches.

Investment of money in a wide variety of investments

Asset classes

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

20.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.

21.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 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".
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Table 1: Fund allocation

UK equities 325 27.5-375
Overseas equities 36.5 31.5-415
Property 5 3.5-6.5
Multi-asset credit 5 3.5-6.5
Diversified Growth 3.33 2-5

Index Linked Gilts 3.5 2-5
Infrastructure 6 0-10
Corporate bonds 5 2-5
Government Bonds 2 1-3

Cash 1.17 05-2
Total 100 n/a

22.The above allocation was produced by combining the allocations for the
Richmond and Wandsworth Pension Fund’s which merged on 31 October
2016 following the commencement of the Shared Staffing Arrangement
between the two Local Authorities. The asset allocation needs to meet the
requirements of all stakeholders and therefore the combined funding level will
be used to determine the asset allocation for the Fund which at the 31 March
2016 Triennial Valuation 98%. The Fund will seek relevant advice following
each triennial valuation to ensure that the allocation meets its funding and
cash flow requirements.

23.Further details on the Fund'’s risks, including the approach to mitigating risks,
is provided in the following section.

Restrictions on investment

24.The Regulations have removed the previous restrictions that applied under the
Local Government Pension Scheme (Management and Investment of Funds)
Regulations 2009. The Fund has agreed not to impose its own restrictions as
all other investment restrictions will be negotiated with fund managers or the
London CIV, subject to the Fund receiving appropriate investment and/or legal
advice. However, should any one fund manager (including money invested in
sub-funds within the London CIV) hold more that 15% of the Fund'’s assets this
will be reported to the next Pension Committee for authorisation to continue or
rebalance to below 15%. No fund manager shall hold (including money
invested via the London CIV) more than 25% of the Fund'’s assets.
Percentages will be rounded to the nearest whole number.
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Managers

25.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. 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. 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. 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.

26.Future Manager selection will be the responsibility of the London CIV, and
therefore the Committee will need to be satisfied that the benchmarks set by
the CIV meet the Fund’s requirements. Governance arrangements for the CIV
are dealt with in paragraphs 58-61

The approach to risk, including the ways in which risks are to be
measured and managed

27.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 an active risk
management programme in place that aims to help it identify the risks being
taken and put in place processes to manage, measure, monitor and (where
possible) mitigate the risks being taken. One of the Committee’s overarching
beliefs is to only to take as much investment risk as is necessary.

28.The principal risks affecting the Fund are set out below, we also
discuss the Fund’s approach to managing these risks and the
contingency plans that are in place:

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

30.Changing demographics —The risk that longevity improves and other
demographic factors change, increasing the cost of Fund benefits.

31. 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.

32.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. The Committee has taken into
account that the Fund is sub-divided into 3 pots to reflect the Shared
Staffing Arrangement (SSA) between Richmond and Wandsworth
Councils. The results from the 2016 analysis highlighted these pots

116



Pension Fund Annual Report

were funded at the following levels: Richmond (90%); SSA (100%);
and Wandsworth (102%). This analysis will be revisited as part of the
2019 valuation process. 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.

33.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.

34.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.

Asset risks

35. 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.

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

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

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

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

40. The Committee measure and manage asset risks as follows.

41.The Fund'’s strategic asset allocation benchmark invests in a diversified range
of asset classes. The Committee has put in place rebalancing arrangements
to ensure the Fund’s “actual allocation” does not deviate substantially from its
target. The Fund invests in a range of investment mandates each of which
has a defined objective, performance benchmark and manager process which,
taken in aggregate, help reduce the Fund’s asset concentration risk. By
investing across a range of assets, including liquid quoted equities and bonds,
as well as property, the Committee has recognised the need for access to
liquidity in the short term.

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

43.The Committee has considered the risk of underperformance by any single
investment manager and have attempted to reduce this risk by appointing
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more than one manager and have a significant 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. The ability to continue with this approach will be dependent on the
arrangements agreed with the London CIV who will be responsible for
appointing Fund Managers on an ongoing basis

Other provider risk

44. 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.

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

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

47.Stock-lending — The possibility of default and loss of economic rights
to Fund assets.

Cash flow Risk

48. A shortfall in liquid assets or eligible collateral relative to short term
liabilities (e.g. pension payments) could create the risk of selling a
significant proportion of assets at an unreasonably low price to fund
these payments. The Pension Fund has insufficient income from
contributions to meet its current pension liabilities however is cash
positive when dividends and interest is included, so that cash
reserves are normally sufficient to meet any payments. At each
actuarial valuation (every three years) a sensitivity analysis
determines whether liquidity and cash flow needs are likely to be met
while testing for adverse market effects and potential asset sales to
meet pension payments. Additionally the Council will ensure that all
future payments can be met and that sufficient assets are held in
liquid investments (realisable in three months or less) or in eligible
collateral, such as government bonds.

49. 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.

50. A more comprehensive review of risks to which the Fund is exposed
and the approach to managing these risks is undertaken by the
Wandsworth Local Pension Board whose Minutes are reported to the
Pensions Committee. Should any significant concerns be highlighted
the Chair of the Board would prepare a report to the Committee.
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The approach to pooling investments, including the use of collective

investment vehicles and shared services

51.The Fund is a participating scheme in the London CIV. The proposed structure
and basis on which the London CIV will operate was set out in the July 2016
submission to Government.

Assets to be invested in the CIV

52.The Fund’s intention is to invest its assets through the London CIV as and
when suitable Pool investment solutions become available. An indicative
timetable for investing through the Pool was set out in the July 2016
submission to Government. The Fund will transition liquid assets into the
London CIV when there are suitable investment strategies that meet the asset
allocation and investment strategy available on the London CIV platform. They
key criteria for assessment of the CIV solutions will be as follows:

53.That the CIV enables access to an appropriate solution that meets the
objectives and benchmark criteria set by the Fund

54.That there is a clear financial benefit to the Fund in investing in the solution
offered by the CIV, should a change of provider be necessary.

55. At the time of preparing this statement the Fund has already invested the
following assets via the London CIV:

Table 2: Fund allocation to London CIV

Global Equity Allianz MSCI World
9.7 Unhedged (Total
Return) + 2%

Global Equity Baillie Gifford MSCI World All
Countries

9.4 Unhedged (Gross
Dividend Re-
invested) + 2%

Diversified Growth Baillie Gifford 4.2 Base Rate
Fund ’ +3.5% PA

56. At the time of preparing this statement the Fund has elected not to invest the
following assets via the London CIV:
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Passive / UBS, Legal FTSE/ Not value for
Enhanced and General, iBoxx money to
Index — Multi and indices transfer/no
Asset Henderson. 35.7 (various) equivalent
[+0.55% mandate on
Enhanced Clv
Index]
Global Equity Longview MSCI World Currently in
12.7 Unhedged discussions to
' (Total Return) | join CIV
+ 2%
Fixed Income Rogge, Rogge: IBOXX | No fixed
Henderson All Stocks Income
Corporate mandate
Bonds, FTSE currently on
Actuaries Govt | CIV platform
Securities
Index — Linked
11.9 > 5 years +
1.5%; HGI:
FTA British
Government;
16% iBoxx
Sterling Non
Gilt Index +
0.55%
UK Equity River & FTSE All-Share | Currently
Mercantile 8.2 Index (Total evaluating UK
Return) + 2% equity options
Multi-asset Oak Hill, CQS No MAC
Credit 50 LIBOR + 4% mandate
currently on
CIV platform
Property Legal & AREE / IPD Al Not value for
General, money to
Balanced
Henderson, transfer/no
CCLA, and 32 Property I_:und equivalent
Schroder Index Weighted mandate on
Average + 1% CIV
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57.Any assets not currently invested in the Pool will be reviewed annually to
determine whether the rationale remains appropriate, and whether it continues
to demonstrate value for money.

Structure and governance of the London CIV

58.The July 2016 submission to Government of the London CIV 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. As the Pool develops and the structure
and governance of the Pool are fully established the Fund will include this
information in future iterations of the ISS.

59. The governance structure of the CIV is detailed below:

Participating Local Authorities
(Investment decision makers)

g

A 4

Pensions Sectoral Joint Committee Investment Advisory Committee
‘Members’ R ‘Officers’
(Defines requirements for the Operator and | "I (Provide advice & guidance on investment

are shareholder representatives) mandates)

ACS Operator
(London LGPS CIV Ltd.)

ACS Fund

London CIV

60. All participants of the CIV are both shareholders and investors in the London
CIV company and the governance structure enables both formal ad informal
scrutiny. The Pension Sectoral Joint Committee provides scrutiny and
oversight of the CIV with each authority represented on the Committee with
voting rights (1 share per authority).

61. The Fund will seek to have representatives on both Member and Officer led
Committees within the London CIV and any key updates from those meetings
and/or other information provided by the CIV shall be reported to Pension
Committee.
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How social, environmental or corporate governance considerations are

taken into account in the selection, non-selection, retention and realisation

of investments

62. The Council has a paramount fiduciary duty to obtain the best possible
financial return on the Fund investments against a suitable degree of risk. It
also considers a company’s good practice in terms of social, environmental
and ethical issues is generally likely to have a favourable effect on the long-
term financial performance of the company and improve investment returns to
its shareholders.

63.1t is recognised that ESG factors can influence long term investment
performance and the ability to achieve long term sustainable returns. 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.

64.The investment managers, acting in the best financial interests of the Fund,
are expected to consider, amongst other factors, the effects of social,
environmental and ethical issues on the performance of a company when
considering the acquisition, retention or realisation of investments for the Fund.
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.

65. 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..

66. 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.

67.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.

68. The Committee understand the Fund is not able to exclude investments in
order to pursue boycotts, divestment and sanctions against foreign nations and
UK defence industries, other than where formal legal sanctions, embargoes
and restrictions have been put in place by the Government.

69.To date, the Fund’s approach to Social investments has largely been to
delegate this to their underlying investment managers as part of their overall
ESG duties having had due regard to the Stewardship Code. Any identified
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breaches of the Stewardship Code would be reported to the Pensions
Committee.

The exercise of rights (including voting rights) attaching to investments
Voting rights

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. 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.

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 their guidelines in
respect of all resolutions at annual and extraordinary general meetings of
companies under Regulation 7(2)(f). The Director of Resources monitors the
voting decisions made by all its investment managers on a regular basis.

It should be noted that as the fund’s investments will largely be held in the
London CIV and those investments 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 as far as practically possible to do
so and will hold managers to account where they have not voted in
accordance with the LAPFF directions.

Stewardship

The Committee has formally agreed to adhere to the Stewardship Code as
published by the Financial Reporting Council. The Committee expects both the
London CIV and any directly appointed fund managers to also comply with the
Stewardship Code and this is monitored on an annual basis.
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SECTION 9 - COMMUNICATIONS POLICY STATEMENT

1. The Council is required by regulation 61 of the Local Government Pension Scheme
Regulations 2013 to maintain and publish a communications policy statement. The
regulations are reproduced below : -

“Statements of policy concerning communications with members and Scheme
employers

61. —(1) An administering authority must prepare, maintain and publish a written
statement setting out its policy concerning communications with

a) members;

b) representatives of members;
C) prospective members; and
d) Scheme employers

(2) In particular the statement must set out its policy on

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

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

c) the promotion of the Scheme to prospective members and their employers.

(3) The statement must be revised and published by the administering authority
following a material change in their policy on any of the matters referred to in
paragraph (2).”

2. Who We Communicate With

Scheme Members (Current, Deferred, Pensioner, Dependant)
Representatives of Scheme Members

Prospective Scheme Members

Departmental Personnel Sections and Service Managers
Employing Authorities

3. Methods of Communication — Scheme Members and Prospective Members
(a) Scheme Literature
A link to a Scheme booklet is provided to all employees on commencing employment.
Changes in the Scheme regulations are notified to all members via newsletters. The
Scheme booklet is updated to take account of Scheme changes. The link to the

Scheme booklet is available on the Council’'s website, from the member’s
departmental Personnel Section or employer and direct from the Pensions Service.
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(b) Website/Information Technology

The Council’s website (www.wandsworth.gov.uk/pensions) includes web pages for
Scheme members. The pages hold details of the Scheme together with newsletters
and forms. The Service can be contacted by email at pensions@wandsworth.gov.uk.
Scheme information is also available online via the Local Government Employers’
Organisation’s national website at www.lgpsregs.org/ and www.lgpsmember.org/
Access to the Scheme regulations is available at the Pensions Shared Service office
or online using the website at
www.lgpsregs.org/schemeregs/lgpsregs2013/timeline.php Newsletters for current
members are distributed by email with hard copies available on request.

(c) Member Support

Members can contact the Pensions Service by using direct dial telephone numbers
between 9:00am and 5.00pm Monday to Friday. The Service operates an “open-door”
policy where members may visit the office between 9.00am and 5.00pm Monday to
Friday without a pre-arranged appointment.

The Service also offers pre-arranged appointments between 7.30am and 6.30pm
Monday to Friday. The Pensions Service undertakes training on behalf of the Council’s
Learning and Development Centre by way of contributing to the Corporate Induction
training giving an overview of the Scheme. The Service also plays a major role in the
Planning for Retirement courses. These courses are available through the Council’s
Learning and Development Centre. Seminars are also arranged by individual
Departments from time to time.

(d) Alternative Requirements

Newsletters invite members to contact the Service if they wish to receive information in
a non-standard format (for example large print, Braille or on audiotape). The Service
has access to transcription, translating and interpreting services if required.
Correspondence to members is sent in increased font sizes according to individual
members’ requests.

(e)Benefit Statements
Active and deferred members are sent annual benefit statements.

(HPay advice slips / P60s / Pensions Increase

Pay advice slips are provided to pensioner members monthly and a form P60 is sent
annually. Pensioner members are sent a letter annually with details of the new
amount of pension following the yearly Pensions Increase. Pensioner members
receive newsletters.

(g)Report and Accounts

The Pension Fund Annual Report is produced and available to all members at
www.wandsworth.gov.uk/pensions. The availability of the report is notified via
newsletters included the offer of a paper copy on request. The report includes details
of the Pension Fund Accounts, the Pension Fund investment performance, the
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Council’s policies on Governance, Investment Principles, Funding Strategy and
Communications Statement.

(h)Performance Monitoring

The Pensions Service is committed to continuous service improvements. The Service
monitors its performance and reports this quarterly. Performance achievements are
published in the annual Business Plan, newsletters and Pension Fund Annual Report.
The Pension Fund Annual Report and newsletters are available on the Council’s
website.

Communicating with Representatives of Scheme Members

The range of information and ways of communicating that is available to Scheme
members is also available to their representatives (with the exception of in-house
training).

Communicating with Prospective Scheme Members

The range of information and ways of communicating that is available to Scheme
members is also available to employees who are not currently members of the
Scheme but may be considering joining (including the in-house training).

Communicating with Employing Authorities

The Council is the main employer however Council schools have some independence.
The Pensions Service provides a Schools Procedure manual to assist schools in
carrying out their statutory duties. The Service also offers training for School
Administrative Officers or Bursars/Finance Officers and undertakes visits. The full
range of Scheme information is provided.

Communications Policy Statement 2016/2017 Review

In accordance with regulation 61 of the Local Government Pension Scheme
Regulations 2013, the Councils’ Communications Policy Statement has been reviewed
as part of the production of this report. There are no material changes to the Councils’
policy statement.

The Pensions Service issued newsletters to pensioners and active members in April.
Information contained in the newsletters included legislation changes, details of the
proposed changes to the LGPS and tax in the future and notification of increases to
pensions. Pensioner Members received monthly pay advice slips and a P60 in April.
Annual Benefit Statements were issued to active and deferred members in August.
The webpage for pensioner members was revised to include pension payment dates,
information for overseas pensioners, acting on behalf of a pension, re-employment
and tax amongst other items.

The Pension Fund Annual Report 2015/16 was completed and presented to the
Pensions Committee in September. And the 2016 Pension Fund Valuation Report
was published on the website in April.
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Summary of Communication Material

Communication When Made Available Eormat When
Document Available To Reviewed
Employees’ Guide| Before Prospective / | Paper / Member’'s | As regulations
— Local commencing Active / Website / Intranet / | change or
Government employment / On | Deferred Audiotape annually
Pension Scheme | leaving / When members
Guide requested
Joining the LGPS | Before Prospective / | Paper / Member’'s | As regulations
— Other Pension | commencing Active Website / Intranet | change or
Rights employment / Members annually
When requested
Leaving On leaving the Active / Paper / Member's | As regulations
Pensionable Scheme before Deferred Website / Intranet | change or
Employment — A | retirement age members annually
Guide to Your
Pension Options
Pay Advice Slips | Monthly Pensioner Paper Annually
Members
Form P60 Annually Pensioner Paper Annually
Members
Newsletters Biannually / As Prospective / | Paper / Member’s | Biannually / As
required by Active / Website/ Intranet / | required
Regulations Pensioner Audiotape
Members
Pensions Service | On Request All Paper / Member’'s | Annually
Annual Business Website/ Intranet
Plan
Statutory On Request All Paper / Member’'s | Annually / As
Statements Website/ Intranet required
Pension Fund Annually All Paper / Member’'s | Annually
Report and Website / Intranet
Accounts
Schools On becoming an | Employing Paper/Intranet Annually
Employers’ employing Authorities
Manual authority / When
requested
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Appendix 1
National Fraud Initiative reports

NFI 2014

Pension

Suspended or

Number of Abated as a
Report Cases Result of NFI Identified as
Number Name of Report - Categories Matched Matched Notification Fraud
Report 52 Wandsworth Pensioners recorded with DWP as Deceased 59 4 0
Report 53 Wandsworth Deferred Pensioners recorded with DWP as Deceased 13 N/A 0
Report 54 Wandsworth Pensioners with another post on Wandsworth Payroll 78 0 0
Report 55 Wandsworth Pensioners with another post on another Local Authority Payroll 30 0 0
Report 56 Other LA Pensioners with Post on Wandsworth Payroll 0 0 0
Totals 180 4 0

Comments

Report 52 55 of these cases had already been notified to the Pensions Service by next of kin or the deceased's Bank - the remaining 4 cases
were immediately suspended until contact from the next of kin.

Report 53 Following the NFI notification, we contacted the last known addresses and local register offices for confirmation of death. We have
had contact from next of kin in 4 of these cases.

Report 54 Of the 78 matches, 39 are members to whom the LGPS abatement rules do not apply: 7 members whose employment in their current
post commenced before retirement; 24 members who have flexibly retired; 6 receiving Councillor's pensions and 2 former members
of the Teachers Pensions Scheme. The remaining 39 retired members' earnings have not triggered any reduction to their pensions.

Report 55 Of the 30 matches, none of the members' earnings have triggered any reduction to their pensions.
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NFI 2016

Report Number
Report 52
Report 52

Comments

Report 52

Report 53

Report 54, 55 & 56

Name of Report - Categories Matched
Wandsworth Pensioners recorded with DWP as Deceased
Richmond Pensioners recorded with DWP as Deceased

Totals

Number of Cases Pension Suspended or Abated as  Identified as
Matched a Result of NFI Notification Fraud
67 8 0
48 5 0
115 13 0

102 of these cases had already been notified to the Pensions Shared Service by next of kin or the deceased's Bank - the remaining 13 cases

were immediately suspended until contact from the next of kin.

No report received

These are no longer relevant as Wandsworth Pension Fund’s policy regarding abatement of pensions was amended and pensions are no
longer abated following reemployment. Richmond Pension Fund’s policy is not to abate on reemployment.
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