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RHAGLEN

YMDDIHEURIADAU
Pwrpas: | derbyn unrhyw ymddiheuriadau.

DATGAN CYSYLLTIAD (GAN GYNNWYS GWRTHDARO O RAN
CYSYLLTIAD)

Pwrpas: | dderbyn unrhyw Datganiadau a chynghori’r Aeolodau yn unol
a hynny.

COFNODION (Tudalennau 5 - 18)

Pwrpas: | gadarnhau, fel cofnod cywir gofnodion y cyfarfod ar 31 Awst
2022

ADRODDIAD BLYNYDDOL CRONFA BENSIYNAU CLWYD YN CYNNWYS
CYFRIFON 2021/22 (Tudalennau 19 - 202)

Pwrpas: Darparu Aelodau’r Pwyllgor ag Adroddiad Blynyddol a
Chyfrifon Cronfa Bensiynau Clwyd a archwiliwyd ar gyfer eu
cymeradwyo, a’r adroddiad archwilio allanol.

DATGANIAD STRATEGAETH GYLLIDO DRAFFT (Tudalennau 203 - 262)

Pwrpas: Darparu Aelodau’r Pwyllgor & chanlyniadau’r Prisiad
Actiwaraidd cychwynnol a’r Datganiad Strategaeth Gyllido
drafft i'w ystyried, adolygu a’i gymeradwyo ar gyfer ymgynghori
gyda Chyflogwyr.

FFRAMWAITH RHEOLI RISG, LLWYBR HEDFAN A CHYLLID (Tudalennau
263 - 286)

Pwrpas: Rhoi’r wybodaeth ddiweddaraf i Aelodau’r Pwyligor ar y sefyllfa
gyllido, a gweithrediad y fframwaith rheoli risg a llwybr hedfan.

DIWEDDARIAD AR YR ECONOMI A'R FARCHNAD, A'R STRATEGAETH
FUDDSODDI A CHRYNODEB RHEOLWYR (Tudalennau 287 - 322)

Pwrpas: Rhoi’r wybodaeth ddiweddaraf i Aelodau’r Pwyligor ar yr
economi a’r farchnad a pherfformiad y Gronfa a Rheolwyr y
Gronfa.

DIWEDDARIAD AR FUDDSODDI AC ARIANNU (Tudalennau 323 - 442)

Pwrpas: Rhoi'r wybodaeth ddiweddaraf i Aelodau’r Pwyligor ar faterion
buddsoddi ac ariannol a darparu’r ymateb ar gyfer y Cynllun
Pensiwn Llywodraeth Leol (Cymru a Lloegr); Llywodraethu ac
adrodd ar ymgynghoriad risgiau newid hinsawdd i’'w
cymeradwyo.
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DIWEDDARIAD LLYWODRAETHU AC YMGYNGHORIADAU (Tudalennau
443 - 516)

Pwrpas: Rhoi’r wybodaeth ddiweddaraf i Aelodau’r Pwyligor ar faterion
yn ymwneud & llywodraethu, yn cynnwys y Polisi LIlywodraethu
a Datganiad Cydymffurfio i'w cymeradwyo.

DIWEDDARIAD GWEINYDDU/ CYFATHREBU PENSIYNAU (Tudalennau
517 - 558)

Pwrpas: Rhoi’r wybodaeth ddiweddaraf i Aelodau’r Pwyllgor mewn
perthynas & materion gweinyddu a chyfathrebu.

CYFUNO BUDDSODDIADAU YNG NGHYMRU (Tudalennau 559 - 598)

Pwrpas: Rhoi’r wybodaeth ddiweddaraf i Aelodau’r Pwyligor ar faterion
Cyfuno Buddsoddiadau yng Nghymru.

DEDDF LLYWODRAETH LEOL (MYNEDIAD | WYBODAETH) 1985 -
YSTYRIED GWAHARDD Y WASG A'R CYHOEDD

Mae’r eitem a ganlyn yn cael ei hystyried yn eitem eithriedig yn rhinwedd
Paragraff(au) 14 Rhan 4 Atodiad 12A o Ddeddf Llywodraeth Leol 1972 (fel y
cafodd ei diwygio).

Mae budd y cyhoedd mewn dal y wybodaeth yn 6l yn gorbwyso budd y
cyhoedd mewn datgelu'r wybodaeth.

CONTRACTAU CYFLENWYR (Tudalennau 599 - 608)

Pwrpas: Gofyn i Aelodau’r Pwyllgor gymeradwyo estyniadau i
gontractau Cronfeydd amrywiol a rhoi'r wybodaeth
ddiweddaraf ar y Link Fund Solutions Limited.

DEDDF LLYWODRAETH LEOL (MYNEDIAD | WYBODAETH) 1985 -
YSTYRIED GWAHARDD Y WASG A'R CYHOEDD

Mae’r eitem a ganlyn yn cael ei hystyried yn eitem eithriedig yn rhinwedd
Paragraff(au) 18 Rhan 4 Atodiad 12A o Ddeddf Llywodraeth Leol 1972 (fel y
cafodd ei diwygio).

Y rhesymeg yw bod yr adroddiad yn cynnwys manylion troseddau seiber y
gellir eu hatal ac mae budd y cyhoedd yn gorbwyso'r diddordeb mewn
datgelu'r wybodaeth

RHAGLEN WAITH STRATEGAETH SEIBER (Tudalennau 609 - 618)

Pwrpas: Rhoi'r wybodaeth ddiweddaraf i Aelodau’r Pwyllgor ar waith
strategaeth seiber y Gronfa yn cynnwys canlyniadau asesiad
seiber Cyngor Sir y Fflint.




14 CYFARFODYDD YN Y DYFODOL

Pwrpas: Cynhelir cyfarfodydd o Gronfa Bensiwn Clwyd yn y dyfodol am
9.30 am ar:-

Dydd Mercher 15th Chwefror 2023
Dydd Mercher 29th Mawrth 2023
Dydd Mercher 21st Mehefin 2023

Nodyn Gweithdrefnol ar redeq cyfarfodydd

Bydd y Cadeirydd yn agor y cyfarfodydd ac yn cyflwyno eu hunain.

Bydd nifer o Gynghorwyr yn mynychu cyfarfodydd. Bydd swyddogion hefyd yn
mynychu cyfarfodydd i gyflwyno adroddiadau, gyda swyddogion Gwasanaethau
Democrataidd yn trefnu a chynnal y cyfarfodydd.

Gofynnir i bawb sy’n mynychu i sicrhau bod eu ffonau symudol wedi diffodd a bod
unrhyw sain gefndirol yn cael ei gadw mor dawel & phosib.

Dylai’r holl feicroffonau gael eu rhoi “ar miwt” yn ystod y cyfarfod a dim ond pan
fyddwch yn cael eich gwahodd i siarad gan y Cadeirydd y dylid eu rhoi ymlaen. Pan
fydd gwahoddedigion wedi gorffen siarad dylen nhw roi eu hunain yn 6l “ar miwt”.

Er mwyn mynegi eu bod nhw eisiau siarad bydd Cynghorwyr yn defnyddio’r
cyfleuster ‘chat’ neu yn defnyddio’r swyddogaeth ‘raise hand’ sy’n dangos eicon codi
llaw electronig. Mae’r swyddogaeth ‘chat’ hefyd yn gallu cael ei ddefnyddio i ofyn
cwestiynau, i wneud sylwadau perthnasol ac yn gyfle i'r swyddog gynghori neu
ddiweddaru’r cynghorwyr.

Bydd y Cadeirydd yn galw ar y siaradwyr, gan gyfeirio at aelod etholedig fel
‘Cynghorydd’ a swyddogion yn &l eu teitl swydd h.y. Prif Weithredwr neu enw. O
bryd i'w gilydd mae’r swyddog sy’n cynghori'r Cadeirydd yn egluro pwyntiau
gweithdrefnol neu’n awgrymu geiriad arall ar gyfer cynigion er mwyn cynorthwyo'’r
Pwyllgor.

Os, a phan y cynhelir pleidlais, mi fydd y Cadeirydd yn egluro mai dim ond y rheiny
sy’n gwrthwynebu’r cynnig/cynigion, neu sy’n dymuno ymatal a fydd angen mynegi
hynny drwy ddefnyddio’r swyddogaeth ‘chat’. Bydd y swyddog sy’n cynghori’r
Cadeirydd yn mynegi os bydd y cynigion yn cael eu derbyn.

Os oes angen pleidlais fwy ffurfiol, bydd hynny yn 6l galwad enwau — lle gofynnir i
bob Cynghorydd yn ei dro (yn nhrefn yr wyddor) sut mae ef / hi yn dymuno
pleidleisio.

Yng nghyfarfodydd Pwyligorau Cynllunio a Chyngor Sir mae amseroedd siaradwyr
yn gyfyngedig. Bydd cloch yn cael ei chanu i roi gwybod i’r siaradwyr bod ganddyn
nhw funud ar 4l.

Bydd y cyfarfod yn cael ei ffrydio’n fyw ar wefan y Cyngor. Bydd recordiad o’r
cyfarfod ar gael yn fuan ar 6l y cyfarfod ar https://flintshire.publici.tv/core/portal/home
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201.

Eitem ar gyfer y Rhaglen 3

CLWYD PENSION FUND COMMITTEE
31 Auqust 2022

Minutes of the meeting of the Clwyd Pension Fund Committee of Flintshire County
Council, held remotely at 9.30am on Wednesday, 31 August 2022.

PRESENT: Councillor Ted Palmer (Chairman)
Councillors: Dave Hughes, Jason Shallcross, Antony Wren, Sam Swash

CO-OPTED MEMBERS: Councillor Andy Rutherford (Other Scheme Employer
Representative) and Mr Steve Hibbert (Scheme Member Representative).

ALSO PRESENT (AS OBSERVERS): Elaine Williams (PFB Scheme Member
Representative).

APOLOGIES. Councillor Gwyneth Ellis (Denbighshire County Council), Councillor
Anthony Wedlake (Wrexham County Borough Council), and Sharon Carney
(Corporate Manager, People and Organisational Development).

Advisory Panel comprising: Philip Latham (Head of Clwyd Pension Fund), Karen
McWilliam (Independent Adviser — Aon), Gary Ferguson (Corporate Finance
Manager), Paul Middleman (Fund Actuary — Mercer), Kieran Harkin (Fund
Investment Consultant — Mercer).

Officers/Advisers comprising: Neal Cockerton (Chief Executive), Debbie Fielder
(Deputy Head of the Clwyd Fund), Sandy Dickson (Investment Adviser — Mercer),
Karen Williams (Pensions Administration Manager), Alison Murray (Aon), Megan
Fellowes (Actuarial Analyst — Mercer - taking minutes), leuan Hughes (Graduate
Investment Trainee).

The Chairman welcomed the new members to the Committee including ClIr
Swash from Flintshire County Council as this was his first meeting. He also
welcomed Clir Ellis from Denbighshire County Council and Clir Wedlake from
Wrexham County Borough Council who had also been appointed to the Committee
but did not attend the meeting.

The Chairman welcomed Mrs Murray back to the Committee as she will present item
13.

DECLARATIONS OF INTEREST (including conflicts of interest)

The Chairman confirmed he had family members as members of the Pension
Fund and he has applied to become a member of the Fund.

Tudalen 5



202.

Clir Swash also confirmed he is a member of the Fund, Hawarden Community
Council and University and College Union.

Clir Shallcross confirmed he is a member of the Fund and Saltney Town
Council.

Clir Wren confirmed he has applied to become a member of the Fund and
Connah’s Quay Town Council.

Clir Wren and the Chairman are members of Flintshire County Council’s
Constitution Committee, which was highlighted during item 6.

There were no other declarations of interest.

MINUTES 15 JUNE 2022

Mr Hibbert asked whether his correction note for the previous Committee
minutes was accepted. Mrs Fielder and Mrs McWilliam said this was being updated.

The minutes of the meeting of the Committee held on 15 June 2022 were
agreed.

RESOLVED:

The minutes of 15 June 2022 were received, approved and will be signed by the
Chairman once the updates are made.

203. CLWYD PENSION FUND ANNUAL REPORT 2021/22

Mrs Fielder confirmed that the 2021/22 annual report was due to be published
before 1 December 2022 which included the audited accounts. She thanked Mercer
for their support in the production of the Annual Report due to the departure of the
Fund Accountant in April 2022. Mrs Fielder explained that Mr Ferguson, the Fund'’s
Section 151 Officer had reviewed the accounts and any comments from him had
been taken into account. She also confirmed that the Fund complied with the CIPFA
guidance produced in 2019 called “ Preparing the Annual report” as much as was
able.

Mrs Fielder went through the annual reporting highlighting a number of areas
including the following key points:

- The Independent Adviser’s report and Pension Board report highlighted the
approval of the cyber policy, excellent progress on the Fund’s responsible
investment priorities and targets as well as the continued improvement in
administration despite the rise in case numbers.
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The administration report in appendix 4 reflected that, since the pandemic,
employees continued to work from home during 2021/22. Productivity
remained high and the number of cases completed exceeded 31,000 during
the year. The registration for the member self-service increased from 36.1%
to 48.4%. 52 of the 54 employers in the Fund now used iConnect.

At 31 March 2022, the Fund had maintained a fully funded position as per
pages 83 to 86 in the Funding and Flightpath item. As the Fund was in a
valuation year, the funding position would be formally reviewed, and the risk
management framework would monitor the impact of rising inflation and
interest rates which continued after the accounting year end, and these will be
considered as part of the assumptions setting.

The Fund performed well in the year as outlined on pages 85 to 103 as the
Fund achieved an investment return for the year of 13.3% against the Fund
benchmark of 9.1%. The local authority average for this figure was 8.6%. This
placed the Fund second in the universe of peer LGPS Funds.

Highlights were the best ideas portfolio which achieved 20.3% and the private
markets portfolio which returned 26.4% in aggregate, of which private equity
returned 36.0% and the local impact portfolio returned 40.3%. In contrast,
global and emerging market equities returned 2.3%, which was a reversal of
the previous year’s return of 42.2% when private markets only managed to
return 4.6%.

The Fund continued to make commitments to private market assets favouring
those with a sustainable impact or local remit.

During the year, more assets were transitioned to the WPP, namely emerging
market equities. The 10% strategic allocation was now managed by Russell
Investments which brought the Fund’s total investments in the WPP to 32%.
The fund accounts were shown on pages 104 to 139. The main areas to note
were that:

o Assets which included cash but excluded net assets increased from
£2.2 billion to £2.5 billion.

o Contributions from employees and employers increased by £3.4
million.

o Transfers into the Fund, which were difficult to estimate, increased by
£3.5 million.

o Income over expenditure, excluding fees and investment income, was
£4 million compared to £2 million last year.

o The change in the market value of investments comprised of realised
profit and loss and also the unrealised gain/loss in the valuation of
assets during the year. The increase to the market value of £261
million was lower this year, as sales were £200 million lower than last
year.

o On pages 115 to 116, management expenses highlighted that
administration costs increased by £210k from last year. This was due
to IT and staffing costs which had been in the budget for 2021/22. The
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oversight and governance costs increased by £334k due to increased
legal fees relating to new investments in private markets and the
increased support from consultants on private markets.

- Page 146 showed the actual costs versus the budgets, and in total £436k was
underspent against a budget of £25.8 million. A more detailed breakdown was
reflected in appendix 8.

- Page 143 showed the actual cashflow against the budget and the significant
variance which was the distribution income from the private markets which
was better than originally anticipated.

- Pages 155 to 162 gave further details on the progression of the WPP to date.

- Section 4 would include the Fund’s regulatory documents which had
previously been approved by the Committee such as the Funding Strategy
Statement, Investment Strategy Statement, Governance Policy and
Communication Strategy. These would be included in the final published
document. Other best practice Fund documents were also signposted.

- Appendix 2 included the draft response to audit and inquiries letter from Audit
Wales for 2021/22 and the changes were highlighted. The Committee
members were asked to note the response.

Regarding the economic and market update, Mr Cockerton highlighted his
concerns regarding the inflationary pressures which would impact the Fund, noting
that this matter was on a later agenda item.

Mr Ferguson thanked Mrs Fielder and the team for the hard work on the
accounts. He reviewed the accounts prior to submission and was happy to support
them being submitted to Audit Wales. Mr Ferguson confirmed that the Committee
would be asked to approve the final audited accounts at the November Committee
meeting.

On page 95, ClIr Swash highlighted the reference to the ambitious target for
the investments in the Fund to have a net zero carbon emissions by 2045. Clir
Swash knew other Funds had a net zero carbon emissions target date of 2030 so
asked for more context on this. Mr Harkin said that it was ambitious in the context of
the Fund’s current portfolio, balancing risks along the pathway to net zero. He noted
that if the Fund were to move their portfolio too quick, this could expose the Fund to
significant risks. It was about balancing the trade-off of risks and not putting our
fiduciary responsibility to members at risk. Mr Latham added that the Fund planned
to undertake an induction session to help the new members understand how the
2045 net zero target date had been set.

RESOLVED:

(a) The Committee considered the Fund’s draft Annual Report for 2021/22
including the draft Statement of Accounts.
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(b) Members noted the Audit Enquiries letter and response.

204. STEWARDSHIP CODE SUBMISSION

Mr Latham introduced this report and highlighted the two recommendations

on page 185. The appendix included the draft Stewardship Report which would need
to be submitted by the end of October, ahead of the next Committee in November,
hence the reason the Committee were being asked to consider it at this meeting and
delegate responsibility to make any final changes to the Head of Clwyd Pension
Fund. He added the following key points:

The drafting of the Stewardship Report had been supported by Mercer and
contained matters the Fund already does, had done in the past, or planned to
do in the future.

The Fund were part of the WPP which had already successfully submitted a
report for the Stewardship Code earlier this year.

Two thirds of the Fund’s assets were held outside the WPP, so Mr Latham
believed it was right for the Fund to also become a signatory of the Code.
After submission, the Financial reporting Council (FRC) would make
comments and suggestions for improvements, regardless of whether the
submission was successful or not. If it is successful, the Fund would need to
demonstrate ongoing development and improvements, as they are required to
reapply annually to retain signatory status.

Mr Latham highlighted that principle 1 included a definition of what
stewardship is - “Signatories’ purpose, investment beliefs, strategy, and
culture enable stewardship that creates long-term value for clients and
beneficiaries leading to sustainable benefits for the economy, the environment
and society’.

Paragraph 1.07 highlighted the four main sections and the 12 underlying
principles.

Paragraph 1.09 to 1.12 highlighted the main areas and how they were
addressed through the Fund or the WPP.

Paragraph 1.13 onwards gave key points to note as part of the submission.
Mr Latham believed a particularly strong area of the Funds submission was in
relation to the private markets portfolios where the Fund has a sustainable
focus.

RESOLVED:

(a) The Committee considered the contents of the draft submission.
(b) The Committee delegated responsibility for approving the final submission to

the Head of Clwyd Pension Fund.
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205. GOVERNANCE UPDATE

Mr Latham highlighted the recommendations and the following key points to
the Committee:

- The outcome of the Pension Board effectiveness survey was summarised in
appendix 3.

- The recommendations included proposed changes to the Constitution and
Pension Board Protocol as outlined in paragraphs 1.04 to 1.09. The key
changes proposed moving responsibilities from the previous Chief Executive
to the Head of Clwyd Pension Fund. They also added the Corporate Manager
for Human Resources and Organisational Development to the Advisory Panel,
replacing the Chief Executive. The Monitoring Officer had considered the
changes and supported them. The next steps would be consideration by the
Council’s Constitution and Democratic Services Committee, before going to
Flintshire County Council for approval. At this point the Chair and Councillor
Wren highlighted that they were members of the Constitution and Democratic
Services Committee but Mr Lathan and Mrs McWilliam, the Independent
Adviser felt there was no conflict in those roles, and if anything it would be
helpful for them to be there.

- An update from the Scheme Advisory Board was in appendix 5.

- As shown in paragraph 1.11, there were new appointments following the
many resignations of ministers of the Department for Levelling Up, Housing
and Community.

- Paragraph 1.13 had information about a new Supreme Court judgement
which would likely impact both the Fund and employers. The LGA and SAB
were aware of the issue and Mr Latham said the Fund may be required to
make retrospective changes to records including benefit calculations for this.
It is hoped that there might be national guidance in due course.

- Future training events were outlined in paragraph 1.14 and Mr Latham asked
for the Committee members to contact Mrs Fielder if they wished to attend.
The training on the Investment Strategy Review was due to take place on 5"
October and he emphasised that this was essential training and important for
members to attend.

- A key risk relates to the difficulties with recruitment and retention. This matter
was being considered by the Advisory Panel given the impact it is having on
the Fund.

Following Mr Hibbert’s concerns raised and discussed at the last meeting
regarding Michael Lynk’s letter on Palestine, Mr Hibbert suggested that the Fund
reviewed the ‘Social’ part of ESG relating to the companies the Fund is invested in.
Mr Latham highlighted work was ongoing with the WPP and Robeco on this matter.
Mrs Fielder added that the WPP Responsible Investment group meets regularly with
Robeco to discuss engagement themes and the stocks and shares that are being
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voted and engaged on within these areas, and she referred to the appendices in
agenda item nine.

RESOLVED:

(a) The Committee considered and noted the update.

(b) The Committee considered the proposed changes to the Council’s
Constitution and Pension Board Protocol, relating to pension fund related
responsibilities and recommended the proposed changes for consideration by
Constitution and Democratic Services Committee and then approval by the
Council.

(c) The Committee approved the proposed changes to the Delegations of
Functions to Officers Schedule.

206. ADMINISTRATION AND COMMUNICATIONS UPDATE

Mrs Williams highlighted this item of the agenda was for note and talked
through the following key points.

- The team were busy with business as usual, the McCloud programme,
national pension board dashboard preparation and the re-calculation of
member benefits as a result of the retrospective 2021/22 pay award.

- The resource issues were outlined in paragraph 2.01 which detailed the
number of vacancies the Fund had available and any appointments made.
Since the paper was drafted, the Fund had met with HR advisors and were in
the process of improving the job advert wording to try to better attract
candidates. For example, this included changes to job titles to incorporate the
word “administration” so it would be highlighted on more job searches. The
adverts were due to go live in the next few weeks.

Clir Hughes asked whether the Fund had thought about hiring an apprentice.
Mrs Williams confirmed that the Fund currently had two apprentices already, so no
more were taken on this year as the current focus was on recruiting more
experienced team members.

Mrs Williams then presented training slides regarding the national pensions
dashboard and highlighted the following:

- The development of the national pensions dashboard applies to all pension
schemes (not just the LGPS) but the session focused on how it affected the
Clwyd Pension Fund.

- The dashboard project is being run by the Department of Work and Pensions;
it will allow individuals to access all of their pension schemes’ information in
one place to help plan for retirement and increase engagement. It is designed
for members who have not yet retired (active and deferred members) - not for
pensioners.
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The Pensions Regulator, Department of Work and Pensions, HM Treasury,
the FCA, dashboard system providers, scheme managers and administration
software providers all need to work together on this project in order for it to be
delivered on time.

The requirements are being set out in legislation compelling schemes to
provide information through a dashboard. Hence the Fund was required to
prepare data to connect to the pensions dashboards eco-system.
Non-retired members would have access to pension arrangement details,
employment details, accrued pension and estimated retirement income.
However, limitations within this dashboard were expected so Mrs Williams
was keen to promote the Fund’s Member Self Service as this increased
engagement directly with members.

All public sector schemes are required to be onboarded to the pension
dashboard infrastructure by September 2024, albeit this did not mean
members would get access by September 2024. The date for going live is
expected to be around the end of 2024.

Also one element of data, called value data, did not need to be provided until
April 2025, because of the ongoing work on the McCloud programme
meaning this information may not be ready by September 2024.

Once the pensions dashboard goes live, a member would log onto the
dashboard, verify their information and the details would be sent to the
Pensions Finder Service. Details would then be sent by them to all UK
pension schemes and schemes are required to respond clarifying whether
there is a match with their scheme records. When there is a positive match of
a record, a ‘Pel’ (Pension Indicator) token is sent to the dashboard and the
dashboard returns the tokens to schemes so further data is provided.
Schemes then provide access to the appropriate pension data through the
dashboard so the member can view it.

The pensions dashboard would not hold data on an ongoing basis, and
members will need to go through the same verification process to access
information at a later date.

It was estimated that every pension scheme could receive up to 20,000
enquiries a day asking to check for matches.

The scheme could return a partial match but must provide contact details.
Once returned, the member has 30 days to contact the scheme and confirm
their pension information.

Schemes were required to ensure they take reasonable, diligent steps to
search for matches and minimise the risk of data breaches or not returning
pension matches.

For estimated retirement income (ERI), active members in the Fund (in DB
schemes) would need to see a projected figure at retirement based on their
current salary. Deferred members would need to see their pension at date of
leaving revalued to a current date in accordance with scheme rules.
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- The Fund needed to also be aware and comply with defined contribution
scheme rules (as well as defined benefit scheme rules) due to the Fund
having Additional Voluntary Contribution schemes that some members
contribute too. For these, members would need to see their accrued pension
pot, their projected pension amount (in line with money purchase illustrations)
and an accrued pension amount (based on money purchase illustrations but
without future contributions and investment growth).

- Schemes were expected to return ERI information within 10 working days for
the main LGPS and 3 working days for the AVC schemes, which could be
very demanding for any cases where this information is not readily available,
such as members who have recently left employment but for whom deferred
benefits have not been calculated.

- Under the legislation, the legal responsibilities for connecting with the
pensions dashboard lie with the Fund along with understanding the
dashboard limitations, ensuring data and calculations are available,
confirming matching requirements are used, dealing with ongoing queries,
keeping data up-to-date and the regular reporting and day-to-day
administration.

- A key part of the work over the two years would be setting up the interface
between the Fund’s administration software and the pensions dashboards
provider. It is possible that the same software firm could provide both.

- The key tasks the Fund as administering authority must do to prepare are as
follows:

o Understand the Pensions Dashboards framework.

o Plan and prepare a project plan leading up to the staging date.

o Explore the readiness of data including the ability to provide ERI
calculated benefits.

o Confirm matching requirements.

o Consider communications with members.

- So far, the Fund has had involvement with the PLSA Dashboard Group and
the Altair Testing Group, has been doing ongoing data cleansing and recently
completed address tracing and frozen refund exercises. These would
hopefully reduce the number of partial matches that the Fund has going
forward.

- From a governance perspective, the Fund was liaising with Aon as well as
Heywood, the Fund’s administration software supplier, given the importance
of this and the resource implications.

- Ongoing costs and resourcing requirements cannot be determined yet but
they will be brought to Committee in due course.

Mr Hibbert asked whether those responsible for the main dashboards took
any responsibility for the information being provided on the dashboard, given the risk
of cyber-attacks. Mrs Williams expected that they would take no responsibility for this
but highlighted that it is being governed by strict guidelines that have been
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established nationally. She confirmed that she would look into this to ensure the
Fund were comfortable on this matter. Mrs McWilliam highlighted that the dashboard
would be like a switch board, so even though members could access the information,
they could not physically hold the information. Mrs Williams did highlight that if the
Fund incorrectly matched and sent it back, it would be a breach for the Fund.

RESOLVED:

The Committee noted the update.

207. INVESTMENT AND FUNDING UPDATE

Mrs Fielder noted the following key points:

- The business plan was currently on track in relation to the actuarial valuation
and investment strategy statement work. However, the LGPS investment
related developments were behind schedule due to the delay of consultations
that were expected in the summer.

- New for this quarter from WPP was an update on voting and engagement,
and stock lending. This would be updated on an ongoing basis going forward.
Voting and engagement was carried out by Robeco and the stock lending was
carried out by Northern Trust.

- Pages 419 to 464 covered the engagement and voting activity that Robeco
carried out on behalf of WPP. The stocks listed in the report were for WPP as
a whole and cover all sub-funds, not necessarily those that the Fund were
invested in. The Fund was invested in three sub-funds at the moment.

- The Fund would engage with Robeco on an annual basis on future topics for
engagement. If any Committee members wished for any themes to be
covered in the future Mrs Fielder could put that forward to be included.

- The summary of the voting activity was included in the report and the RI sub-
group received the individual voting reports behind the summaries.

- Another area the RI group was looking at was securities lending and the
summary of the income generated in the stock was outlined in paragraph
1.08.

- Since the last Committee meeting, an additional investment had been made in
the Copenhagen Infrastructure Partners Energy Transition Fund. This was in
line with the Fund’s desire to invest more sustainably, supporting and
benefitting from opportunities that the transition to a low carbon economy
would bring.

- The Fund were also working with Mercer on an additional 5 or 6 investment
opportunities in the sustainable and impact areas.

- There were several changes to the risk register in light of the increased risks
due to interest rate and inflation levels. These would continue to be monitored
closely.
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- The resourcing and recruitment challenges, referred to previously, also affect
the Finance Team as they have three current vacancies - a fund accountant,
a trainee accountant and a governance and administration position.

RESOLVED:
The Committee noted the update.

209. ASSET POOLING

Mr Latham congratulated the Chairman on his new position as Vice Chair of
the WPP for a 12 month period.

Mr Latham highlighted that the sustainable equity fund had been approved by
the JGC and this was something that had been instigated by this Committee. The
next step is the FCA would review the submission carefully to ensure there was no
greenwashing and it was noted this could take some time. Mr Latham hoped that the
Fund would be able to invest in the sustainable offering once it had completed its
investment strategy review.

Lastly, Mr Latham highlighted the ongoing work on private markets which Mrs
Fielder was also heavily involved with. This was crucial given that the Fund had 27%
of assets in private markets.

RESOLVED:

The Committee noted the update and discussed the JGC agenda.

210. ECONOMIC AND MARKET UPDATE AND PERFORMANCE MONITORING
REPORT

Mr Harkin noted the following key points:

- He emphasised the difficult period for all assets over the quarter to 30 June
2022 with the exception of commodities which had performed strongly. Over
this period, there had been pressure on equity markets which trended
downwards as rising bond yields meant the present value of future earnings
decreased.

- Over the quarter, the Fund’s total market value decreased by c£185 million to
£2,280.2 million. He believed that the Fund’s assets had been resilient during
a difficult time due to the diversified investment strategy overall.

- Despite that, the longer-term figures for the Fund’s performance were still
strong on a relative basis and the Fund had been protected through the
flightpath strategy through difficult economic environments.

- The biggest challenge for the Fund currently was the inflationary pressure
given that the 12 month CPI rate for the UK increased to 9.4% in June 2022. It
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was crucial to ensure that the Fund was protected, as far as possible, in the
short-term against this type of inflationary pressure.

It was hoped that the initial thoughts regarding the Investment Strategy
Statement would be brought to the next Committee meeting in November but
as it stood the Fund had a robust investment strategy.

RESOLVED:

The Committee noted the performance of the Fund over periods to the end of June
2022 along with the Economic and Market update which effectively set the scene.

211. EUNDING, FLIGHTPATH AND RISK MANAGEMENT FRAMEWORK

Mr Middleman emphasised Mr Harkin’s point regarding the inflationary pressures
on the Fund and noted the following key points:

At 31 March 2022 (at the valuation date), the funding level was estimated to
be 101% and despite the challenging investment environment, the Fund was
expected to still be ahead of the target funding level of 95% by 2% at 30 June
2022.

The figures within the report were based on an update from the 2019 actuarial
valuation as Mercer were currently in the middle of updating the 2022
actuarial valuation.

The April 2023 pension increase could result in a possible 10%+ increase in
member benefits. This would be beneficial for members but would put a strain
on the Fund as it would increase the liabilities and some allowance for this
would be made in the valuation.

The changes in interest rates were noted. Mr Middleman confirmed this
matter and how the Fund would deal with this would be discussed at the next
FRMG meeting in the context of how it will affect funding and the flightpath.
As noted in the report, the equity protection had been successful for the Fund
in the last quarter despite the challenging period. Mr Middleman believed the
Fund was in the best position at the moment due to the protections in place
from the funding and flightpath strategy.

The Bank of England had a target to reduce the rate of inflation. Mr Latham
therefore asked whether Mr Middleman believed that this was achievable. Mr
Middleman said that for the 2022 valuation, it was assumed that the Bank of England
would not meet its 2% CPI target as quickly as the Bank of England were stating, but
it is not unreasonable that it could be met in, say, 5 years which is what has been
built into the provisional assumptions. Reducing inflation more quickly would be
positive in terms of the Fund’s liabilities (all other things equal).
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RESOLVED:

The Committee noted the update and considered the contents of the report.

LOCAL GOVERNMENT (ACCESS TO INFORMATION) ACT 1985 — TO CONSIDER
THE EXCLUSION OF THE PRESS AND PUBLIC

RESOLVED

That the press and public be excluded for the remainder of the meeting for the following
items by virtue of exempt information under paragraph(s) 14 and 18 of Part 4 of Schedule
12A of the Local Government Act 1972 (as amended).

212. CYBER STRATEGY WORK PROGRAMME AND CYBER HYGIENE GUIDELINES -
CONFIDENTIAL

This item of the agenda was presented and discussed.

The Chairman thanked everyone for their attendance and participation. The
next formal Committee meeting is on 23 November 2022 and hopefully the Board
can meet in person.

The meeting finished at 12:00pm.

Chairman
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Date of Meeting Wednesday 23 November 2022

Report Subject Clwyd Pension Fund Annual Report 2021/22
Report Author Deputy Head Clwyd Pension Fund
EXECUTIVE SUMMARY

LGPS Regulations require the Clwyd Pension Fund (the Fund) to publish an
Annual Report before 15t December each year. The regulations and CIPFA best
practice guidance advise on the content.

The Annual Report for 2021/22 is attached as Appendix 1 to this report. The
Annual Report includes the Fund’s Statement of Accounts, which has been
audited by Audit Wales. The Audit Wales Audit of Accounts Report is attached as
Appendix 2, and the Final Letter of Representation as Appendix 3.

The Annual Report includes statutory and best practice policies and statements.
These are not attached to the report as they have previously been approved by the
Committee, but are available on the Fund’s website. Those which are of a
statutory nature will be included in the report when it is published. Other non
statutory information relating to the report, which is all available on the Fund’s
website, will be signposted in the published version of the report.

RECOMMENDATIONS

1 That members approve the Fund’s Annual Report for 2021/22 including
the Statement of Accounts.

2 That members consider the Audit of Accounts Report

3 That members approve the final Letter of Representation
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REPORT DETAILS

1.00 | Annual Report and Accounts

1.01 | Asin previous years, the main structure of the report consists of a series of
reports from senior officers and advisors to the Fund. These are:

- Areport on the governance of the Fund, the training of Committee

and Board members, and risk management

- Areport from the Fund’s Independent Advisor

- A report from the Pension Board

- Areport on the administration of the Fund

- Areport from the Fund’s actuary

- Areport from the Fund’s investment consultants

- Areport on the Fund’s financial activity
In addition, the Fund’s Statement of Accounts and Annual Governance
Statement are included. The Annual Report is required to include certain
statutory strategies and these will be included in the report when it is
published, along with signposting to non-statutory information which is felt
relevant to the Report.

1.02 | The latest CIPFA guidance, which they provide to Local Government
Pension scheme administering authorities to ensure that their annual reports
are completed in accordance with best practice, was published in March
2019. The guidance has been followed wherever possible in the preparation
of this report. The Committee received the original draft Annual Report as
part of the 318t August 2022 agenda and no material changes have been
required following the audit.

1.03 | The Audit Wales Audit of Accounts Report states:

“In my opinion, based on the work undertaken in the course of my audit the
information contained in the annual report for the financial year for which the
financial statements are prepared is consistent with the financial statements
and the annual report has been prepared in accordance with the Local
Government Pension Scheme Regulations 2013.”

1.04 | The Fund’s Statement of Accounts is included as part of the Annual Report.
Members will recall that a draft Statement of Accounts was signed off by the
Corporate Finance Manager as Section 151 Officer prior to the Committee
meeting on August 315t 2022 where the draft Annual Report was presented
for consideration by members.

1.05 | The audit of the 2021/22 Statement of Accounts is now substantially
complete, although the audit continues up until the point at which it is
formally signed off by the auditors which will be before the 15t December
2022 deadline for publishing the Annual Report.

1.06 | A copy of the Statement of Accounts for 2021/22 is included in the Annual

Report as Appendix 7 to Section 2 on page 89. It incorporates all changes
agreed with Audit Wales during the course of the audit.
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1.07

Audit Wales are required to provide an opinion and communicate relevant
matters arising from the audit to the Clwyd Pension Fund Committee which
is charged with governance of the Fund. Attached at Appendix 2 is the Audit
of Accounts Report subsequently received from Audit Wales and they will be
in attendance at the meeting to present this report. The Audit report states:

“In my opinion the financial statements:

e give a true and fair view of the financial transactions of the pension
fund during the year ended 31 March 2022, and of the amount and
disposition at that date of its assets and liabilities; and

e have been properly prepared in accordance with legislative
requirements and UK adopted international accounting standards as
interpreted and adapted by the Code of Practice on Local Authority
Accounting in the United Kingdom 2022.”

1.08

The report includes details of any issues arising from the audit, and also a
summary of the corrections made to the Statement of Accounts after the
audit. It was pleasing to note that there were no significant issues to report
this year. There was a misstatement identified which was below materiality
but slightly above triviality which officers chose to correct in the accounts.
This related to private market valuations which were as at December 31st
2021 when the accounts were produced. Updated valuations at March 31st
2022 were received during the audit amounting to £1,303,469 resulting in an
increase to the closing net assets of the scheme.

The Fund also included an updated Post Balance Sheet Event disclosure for
the impact on the investments held by the Fund due to the changes in the
economic environment since 31t March 2022.

1.09

The Letter of Representation shown at Appendix 3 confirms to Audit Wales
that all the information contained in the financial statements is true and
accurate and that all information has been disclosed. It is recommended that
Committee approve the Letter of Representation which is required for Audit
Wales to provide the unqualified audit opinion

2.00

RESOURCE IMPLICATIONS

2.01

None directly as a result of this report.

3.00

CONSULTATIONS REQUIRED / CARRIED OUT

3.01

This report and its attachments have been subject to consultation with the
Section 151 Officer.

4.00

RISK MANAGEMENT

4.01

The contents of the Annual Report and the external audit both include
information reviewing and identifying how the risk to the Fund is being
managed. These include strategic, operational and financial risks.
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4.02 | The external audit of the accounts will specifically consider financial risks
and how well the Fund is managing those risks.

5.00 | APPENDICES

5.01 | Appendix 1 — Draft Annual Report 2021/22
Appendix 2 — Audit Wales Audit of Accounts Report 2021/22
Appendix 3 — Final Letter of Representation

6.00 | LIST OF ACCESSIBLE BACKGROUND DOCUMENTS

6.01 | The statutory documents that will be included can be found on the Fund’s
website here - https://mss.clwydpensionfund.org.uk/home/investments-
and-governance/strategies-and-policies/
Contact Officer: Debbie Fielder, Deputy Head, Clwyd Pension Fund
Telephone: 01352 702259
E-mail: debbie.a.fielder@flintshire.gov.uk

7.00 | GLOSSARY OF TERMS

7.01 | (a) LGPS - Local Government Pension Scheme — the national scheme,

of which Clwyd Pension Fund is part.

(b) Audit Wales — Welsh public body charged with assuring public money
is managed well, explaining how it is used and driving public sector
improvement.

(c) International Standard on Auditing - deals with the independent
auditor’s overall responsibilities when conducting an audit of financial
statements

(d) Chartered Institute of Public Finance and Accountancy (CIPFA )-
the professional body for people in public finance.
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Section 1 [

Introduction to the Clwyd Pension Fund Annual Report 2021/22

Welcome to the Clwyd Pension Fund (the Fund) Annual Report for 2021/22.

The report covers in detail the activities of the Fund during 2021/22. Although the Fund did
not experience the same level of business disruption as 2020/21 it was another challenging
year and despite continued remote working for the team, and international financial market
instability arising from the conflict in Ukraine and more recently, rising inflation, the Fund
has continued to operate in a secure and efficient way and we have continued to meet the
needs and expectations of our members and employers.

| am pleased to confirm that during the year the Fund maintained a fully funded position and
continues to be ahead of timetable, which remains an outstanding achievement given
external market factors. We will seek to consolidate and build on this position and await the
outcomes of the Actuary’s triennial valuation assessment and an Investment Strategy
Review during the year ahead, which will shape the Fund’s strategic direction going
forwards.

| would like to thank all those involved in the governance and management of the Fund for
their continuing hard work and dedication, including Colin Everett, the former Chief
Executive of Flintshire County Council who was a member of the Advisory Panel.

| do hope that you find the report interesting and informative.

Cllr Ted Palmer

Chair of the Clwyd Pension Fund Committee
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Section 2

Summary by the Head of Clwyd Pension Fund

This section of the report highlights some of the main elements of this year’s Annual Report,
and explains how to use the report to find more information about the activities and
performance of the Fund during the year, along with some of the challenges and risks which
the Fund faces moving forward.

Governance, Training and Risk Management

Flintshire County Council is the Administering Authority for the Fund, and delegates
responsibility for running the Fund to a Pension Fund Committee. The work of the
Committee is supported by a Pensions Advisory Panel. In addition, a Pension Board, chaired
by the Fund’s Independent Advisor, assists the Committee in ensuring compliance with
legislation and the Pension Regulator’s requirements in addition to ensuring efficient
governance and administration of the Fund. Against the continued backdrop of the COVID-
19 pandemic, the Committee, Advisory Panel and Pension Board have again continued to
function effectively during 2021/22.

The Fund is required to produce an Annual Governance Statement and this is found in
Section 3 of this report.

The Fund’s Knowledge and Skills Policy ensures that those charged with Governance
including senior officers of the Fund have the appropriate knowledge and skills to ensure the
Fund is appropriately managed. Attendance at training is recorded and monitored to ensure
that the training is fully effective.

The risk landscape within which the Fund operates is complex and the risks which the Fund
faces are often as a result of events outside the Fund’s control. This was evident in the risks
arising from the potential impact of the COVID-19 pandemic. The Fund has a well-
established and effective approach to risk management, including maintaining a risk register
which is regularly monitored and reported to those charged with governance.

The Governance, Training and Risk Management Report, the Independent Advisor Report
and the Pension Board Annual Report are found in Appendices 1-3 respectively in this
report.

Funding

Despite volatility during the year caused by the pandemic globally, the conflict in Ukraine
and more recently, the impact of rising inflation, the funding position has improved slightly
during the year relative to the 31 March 2021 position, and by the end of the financial year it
was estimated to still be fully funded, which is ahead of the 2026 target date for full funding.

A key part of the Funding Strategy Statement is the Fund’s Flightpath Strategy, which is
designed to provide stability of funding and stability to employer contribution rates in the
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long term. This has been monitored and revised during the year to ensure its continuing
effectiveness.

Future challenges in respect of funding include:

* maintaining the funding level

* managing the impact of a very challenging global economic outlook, in particular rising
inflation and interest rates, when considering the 2022 valuation outcomes

= considering the impact of climate change on the funding strategy (via modelling to be
undertaken as part of the 2022 valuation)

The funding position (and contribution outcomes for all employers) are being reviewed in
full by the Actuary as part of the 31 March 2022 actuarial valuation (with new rates
becoming effective from 1 April 2023). The Funding Strategy Statement will also be updated
and consulted on with employers as part of the valuation process.

Further details of the funding position can be found in the Funding and Flightpath Review
which is Appendix 5 to this report.

Investment

Investment activity operates within the objectives defined by the Investment Strategy
Statement (which was reviewed during 2021/22 and updated in February 2022). Each of
these objectives reflects the Fund’s desire to incorporate sustainability and act as a
Responsible Investor in its investment approach.

During 2021/22 the Fund’s investments returned 13.3% despite the volatility in the global
markets caused by the ongoing COVID-19 pandemic, the conflict in Ukraine and rising
inflation. Given the volatility experienced in recent years, it’s important to view performance
in the context of longer-term performance. Overall, the investments returned 9.9% per
annum over the three years to March 31t 2022, compared to a benchmark of 8.9% per
annum. The performance is also well ahead of the assumption of growth in the Funding
Strategy Statement which is Consumer Price Index plus 2.25% per annum.

In light of the Ukraine conflict, Wales Pension Partnership committed to divest from Russian
stocks as soon as was practical. In the absence of being able to divest from such stocks
directly, as at 31 March 2022, such stocks in the Global Opportunities Equity Fund and the
Emerging Market Equity Fund had been written down to nil and the impact of this emerges
in the year-end asset values quoted in this report.

Key investment performers during the year were the Tactical Asset Allocation Portfolio
(20.3%), along with the Cash and Risk Management Framework (17.9%), and the Private
Market assets, which returned 26.4%. The Fund’s total equity mandates returned 2.3%.

During the year the Fund continued to transition assets to the Wales Pension Partnership in
line with its commitment to pooling of LGPS assets.

The Fund has continued to progress significantly on work relating to the Responsible
Investment Priorities in the Investment Strategy Statement (updated in 2022). In particular
the Fund has approved a strategy to achieve net-zero carbon emissions from its portfolio by
2045, with an interim target of carbon reduction of 50% by 2030. The Fund continues to
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educate its Committee members to aid their understanding of Responsible Investment. The
Fund continues to deploy capital into sustainable and local investments and engages with
asset managers in relation to Responsible Investment principles.

Against the backdrop of continued market volatility in the early part of 2022/23, the 2022
actuarial valuation, and the current stagflationary environment, the investment strategy will
be reviewed again later in 2022/23.

Further details of the investment activity may be found in the Investment Policy and
Performance Report which is Appendix 6 to this report. The current Investment Strategy
Statement can be found in Appendix 11.

Administration

The Administration and Communication Strategies frame the work of the Fund’s
Administration Team. The Administration Strategy was updated in March 2021,
consolidating information previously held in employer Service Level Agreements. The
Communications Strategy was updated in 2021/22 (approved June 2022) and reflects
advances in technology to aid communications with stakeholders.

On a day to day basis, the Administration Team provides a service covering the calculation
and payment of benefits, transfers in and out of the Fund, the maintenance of individual
members’ records and communications and advice to members and employers. During the
year, around 31,000 cases involving all activities across the team were completed. During
2021/22 the Team has continued to deliver a high quality service despite the ongoing
challenges posed by the impact of the COVID-19 pandemic.

In addition to this work, the Team has been working on a number of projects designed to
improve the quality of the service provided to members and employers:

= continuing to develop and implement a data improvement plan. Data Quality is
improving and progress against the plan will continue to be monitored

= developing further Key Performance Indicators (KPIs) to help improve performance
monitoring

= continuing the roll out of the i-Connect system, allowing employers to directly enter and
update information to the Fund’s database. At 315t March 2022, 99% of member
information was being updated by employers using the i-Connect system.

® improving accessibility to the Fund’s website, and the quality of the website generally

= working closely with employers on compliance statements and through the Employer
Liaison Team

= establishing a McCloud Programme to implement the remedy for the Fund once the
LGPS regulations are amended (with the initial focus being on collecting historical data
from employers)
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The Fund continues to monitor performance using KPIs and introduced 6 new KPIs during
2021/22.

In addition to those mentioned above, the Administration Team faces a number of
challenges going forward. Key amongst these are:

* involvement in the development of a new National Pensions Dashboard

= responding to possible changes resulting from the Cost Management Process and the
proposed increase in minimum retirement age from April 2028.

Further details of the administration of the Fund may be found in the Administration Report
which is Appendix 4 to this report.

Finance

The total net assets of the Fund (excluding cash) at 31st March 2022 was £2,376m. Total
contributions for the year from members and employees together with transfers into the
Fund were £92m, with benefits and other payments to members £88m. Total management
expenses paid by the Fund were £26m, with an increase in the Funds market value and
income of £263m. The Fund continues to transition assets to the Wales Pension Partnership
with the intention of saving costs and improving returns on investments, and this will
continue in 2022/23.

The Fund continues to operate within its budget. Key variances against budget during the
year were underspends on manager fees, actuarial fees, administration employee costs and
direct costs associated with the employer liaison team. Pooling fees were higher than
budgeted for given the further transition of assets to the Wales Pension Partnership over the
year.

Further details of the Fund’s finances can be found in the Fund’s Statement of Accounts
which is Appendix 7 to this report, and the Financial Report which is Appendix 8.

Other information

Four key strategy statements also form part of this report. They are the Governance and
Compliance Statement (Appendix 9), the Funding Strategy Statement (Appendix 10), the
Investment Strategy Statement (Appendix 11) and the Communication Strategy Statement
(Appendix 12).

The following documents may also be found on the Fund’s website at:
https://mss.clwydpensionfund.org.uk/home/investments-and-governance/

= Business Plan

= Administration Strategy

= Breaches Policy

= Conflicts of Interest Policy

=  Knowledge and Skills Policy
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Overall, despite a challenging year, the Fund has improved both financially and with the
service provided to our members and employers. We will seek to both consolidate and
improve in 2022/23 in line with the Fund’s Mission Statement.

Philip Latham
Head of Clwyd Pension Fund
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Clwyd Pension Fund Mission Statement

We will be known as forward thinking, responsive, pro-active and professional providing
excellent customer focused, reputable and credible service to all our customers.

We will have instilled a corporate culture of risk awareness, financial governance, and will be
providing the highest quality, distinctive services within our resources.

We will work effectively with partners, being solution focused with a can do approach.
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Appendix 1 - Governance, Training and Risk [ Return to Contents

Management

Introduction

This report covers the way in which Clwyd Pension Fund (the Fund) is governed, which
includes how the knowledge and skills requirements of those charged with the governance
and operations of the Fund have been met. It also details the key partners of the Fund and
how the Fund approaches with risk management.

The Fund has a number of governance related policies and strategies which outline the
strategic governance objectives in these areas and how they will be managed and delivered.
These are:

Governance Policy and Compliance Statement

= Risk Policy

= Conflicts of Interest Policy

= Knowledge and Skills Policy

= Procedure for Recording and Reporting Breaches of the Law.

Another key document is the Fund’s three-year Business Plan. The version relating to
2021/2022 to 2023/2024 was approved at the Pension Fund Committee in March 2021.

The latest versions of these documents can be found in the Strategies and Policies section of
the Fund's website -

https://mss.clwydpensionfund.org.uk/home/investments-and-governance/strategies-and-

policies/
Governance Structure

Background

To carry out the responsibilities relating to the management of Clwyd Pension Fund,
Flintshire County Council, as Administering Authority to the Fund, has established a formal
Pension Fund Committee (the Committee), supported by a Pensions Advisory Panel (the
Panel). The Committee includes both scheme member and employer representatives who
have full voting rights. In performing its role the Committee takes advice from the Panel (a
group of officers and professional advisors). The Committee has a scheme of delegation to
officers to ensure efficient management and timely decision making on urgent matters
between meetings.
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It receives monitoring reports at each quarterly Committee against the Governance,
Funding, Investment, Administration and Communication Strategies and progress against the
Fund’s three-year Business Plan. The agenda, reports and minutes for each Committee
meeting are available on the Flintshire County Council website — www.flintshire.gov.uk. The
membership of both the Committee and the Panel are shown below.

Flintshire County Council has also established the Clwyd Pension Board (the Board). The role
of the Board as defined in regulation is to assist in:

= securing compliance with legislation and the Pensions Regulator's requirements and
= ensuring effective and efficient governance and administration of the Fund.

The minutes of the Board’s meetings are included in the Committee agenda papers and
Board members often attend Committee, making an important contribution to debates and
discussion. The Board annual report is included within this Annual Report.

Further information about the Board can be found on the Fund’s website
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Clwyd Pension Fund Committee

Committee Members

Flintshire County Council

Cllr Ted Palmer (Chair)

Flintshire County Council

Clir Haydn Bateman (Vice Chair)

To May 2022

Flintshire County Council

Cllr Dave Hughes (Vice Chair)

Appointed May 2021 and
appointed Vice Chair May
2022

Flintshire County Council

Clir Billy Mullin

To May 2021

Flintshire County Council

Cllr Jason Shallcross

Appointed May 2022

Flintshire County Council

Clir Ralph Small

To May 2022

Flintshire County Council

Clir Antony Wren

Appointed May 2022

Flintshire County Council

Cllr Tim Roberts

To May 2022

Flintshire County Council

Cllr Sam Swash

Appointed May 2022

Denbighshire County Council

Clir Julian Thompson - Hill

To May 2022

Denbighshire County Council

Cllr Gwyneth Ellis

Appointed May 2022

Wrexham County Borough
Council

Clir Nigel Williams

To May 2022

Wrexham County Borough
Council

Clir Anthony Wedlake

Appointed May 2022

Scheduled Body
Representative

Cllr Andrew Rutherford

Member Representative

Mr Steve Hibbert
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Advisory Panel

Panel Members

Chief Executive (FCC) (to 31 October 2021)

Colin Everett

Corporate Finance Manager/ S151 Officer (FCC)

Gary Ferguson CPFA

Senior Manager — Human Resources and Organisational
Development (from 1 November 2021)

Sharon Carney

Head of Clwyd Pension Fund (FCC)

Philip Latham

Investment Consultant (Mercer)

Kieran Harkin

Fund Actuary (Mercer)

Paul Middleman FIA

Independent Advisor (Aon)

Karen McWilliam FCIPP

Clwyd Pension Fund Board

Local Board Members Voting Rights
Independent Chair Karen McWilliam X
Employer Representative Steve Gadd v
Employer Representative Steve Jackson v
Scheme Member Representative Phil Pumford v
Scheme Member Representative Elaine Williams v

Investment Managers

The Fund has a number of investments with managers investing in Property, Private Equity,
Private Debt, Infrastructure, Timber & Agriculture which are listed in the Investment Policy &

Performance section of this report.

Investment Managers Address

BlackRock 12 Throgmorton Avenue, London
Insight Investment 160 Queen Victoria Street, London
Man Group Riverbank House, 2 Swan Lane, London
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Investment Managers

Address

Wellington Management International Ltd Cardinal Place, 80 Victoria Street, London

Russell Investments

Rex House, 10 Regent Street, London

Other Key Partners

Service

Address

Custodian: Bank of New York
Mellon

160 Queen Victoria Street, London

Actuary and Benefit
Consultants: Mercer Ltd

4 St Paul’s Square, Old Hall Street, Liverpool

Investment Consultant:
Mercer Ltd

12 Booth Street, Manchester

Independent Advisor:
Aon Solutions UK Ltd

122 Leadenhall Street, London

External Auditors:
Audit Wales

24 Cathedral Road, Cardiff

Bank: National Westminster
Bank plc

48 High Street, Mold

AVC Provider:
Prudential

121 King’s Road, Reading

AVC Provider:
Utmost Life & Pensions

Utmost House, 6 Vale Avenue, Tunbridge Wells

Legal Advisors:

This varies depending on the issue and can include the Flintshire County Council in-house
legal team as well as organisations listed on the LGPS National Legal Services Framework.

Clwyd Pension Fund Contact Details

Name Post Contact details
Philip Latham Head of Clwyd Pension Fund (01352) 702264
Debbie Fielder Deputy Head of Clwyd Pension Fund (01352) 702259
Karen Williams Pensions Administration Manager (01352) 702963
Pensions Administration | pensions@flintshire.gov.uk (01352) 702761
Pensions Finance pensionsinvestments@flintshire.gov.uk | (01352) 702812
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Knowledge and Skills

Clwyd Pension Fund Knowledge and Skills Policy

There is a growing need for LGPS Pension Committee members, Pension Board members
and officers to have the knowledge and skills to ensure LGPS funds are appropriately
managed, and decisions around their management are robust and well based. This need is
being emphasised in codes of practice and guidance including by the Chartered Institute of
Public Finance and Accountancy (CIPFA) and the Pensions Regulator (TPR) as well as various
elements of legislation.

The Fund has a well-developed Knowledge and Skills Policy which was updated in September
2021 to reflect the latest CIPFA Code of Practice and guidance. It details the knowledge,
skills and training strategy for members of the Committee, the Board and senior officers
responsible for the management of the Fund. It has been created to provide a formal
framework and greater transparency on how the relevant knowledge and skills are acquired
and retained in accordance with the Fund's aspirations and national requirements. It aids
existing and future Committee members, Board members and senior officers in their
personal development and performance in their individual roles, providing a structure which
will ensure that the Fund is managed by individuals who have the appropriate levels of
knowledge and skills. Details of how to access the Knowledge and Skills Policy are included in
the contents page of this Annual Report.

Training Performance 2021/22

The Fund has a Training Plan which is provided to both Committee and Board Members and
details all the training to be covered during the year. Due to continuing restrictions on face
to face events, Members were provided training where possible by virtual platforms. During
the year some conferences were held virtually and others in hybrid format, and many
providers continued to offer webinar training events which some of the Committee and
Board chose to attend.

In order to monitor the knowledge and skills and identify whether we are meeting the
objectives of the Fund’s Knowledge and Skills Policy, we monitor and report on attendance
at training events based on the following:

a) Individual Training Needs — ensuring a training needs analysis is carried out at least once
every two years which drives the content of the Fund's Training Plan.

b) Hot Topic Training —targeting attendance by at least 75% of the required Pension Fund
Committee members, Pension Board members and senior officers at planned hot topic
training sessions. This target may be focused at a particular group of Pension Fund
Committee members, Pension Board members or senior officers depending on the
subject matter.

c) General Awareness — each Pension Fund Committee member, Pension Board member or
senior officer attending at least one day each year of general awareness training or
events.

d) Induction training — ensuring areas of identified individual training are completed within
six months of appointment.
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Actual performance in 2021/22 was as follows:

a) Individual Training Needs — The last training needs analysis was completed in the Spring
of 2020, which drove the training completed over 2020/21 and 2021/22. This biennial
analysis is due to take place again in summer or autumn of 2022 to assess training needs
over the next two years. Although this is outside of the two year target, it was deferred
due to the Welsh local authority elections in May 2022 which could impact on
membership of the Pension Fund Committee.

b) Hot Topic Training — Of the designated hot topic training sessions, attendance has been
as follows:

Committee Board
Course

No | % attendance No | % attendance
Funding / Flightpath | 7 78% 1 20%
Fossil Fuel and Divestment 9 100% 4 80%
Responsible Investment Roadmap 8 89% 3 60%
Funding / Flightpath 2 3 33% 2 40%
Conflicts of Interest 7 78% 5 100%
Cyber Security 8 89% 5 100%
Tax / Annual Allowance 7 78% 5 100%

As can be seen, in the majority of cases the target attendance was achieved and attendance
in general was higher than in 2020/21 even though there were more Hot Topic sessions in
2021/22 (7 compared to 3 in 2020/21).

c)

d)

General Awareness - Out of the combined 14 Committee and Board members, 10 (71%)
completed at least one general awareness day in accordance with the policy. In
percentage terms this is a decline from the previous year (when 10 out of 13 attended at
least one day). We believe this is due to time constraints and possibly fewer training
opportunities due to the ongoing pandemic.

Induction Training — Induction sessions were completed by May 2021 for 4 new
members (3 Committee and 1 Board) who were elected in the 2020/21 year. The
sessions were delivered within six months of joining for all but 1 of the new members.
Recordings of the sessions were made available for those not able to attend. Similar
training is currently taking place for the new members elected at the 2022 Welsh
elections.

The following table details all the training provided to members of the Committee during
2021/22 to satisfy the requirements of the Knowledge and Skills Policy. This includes
Committee meetings attended and relevant training sessions, conferences and seminars.
Board Members also received and completed relevant training in line with the Policy, details
of which are included in the Pension Board Annual Report.
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Meeting
Nov 21 | Annual Joint Consultative Meeting v v v | v
Jun 21 | Committee meeting June v v v v v v v v
Sep 21 | Committee meeting September 4 4 vV | vV | vV |V |V |V
Nov 21 | Committee meeting November 4 v v v v v v | v
Hot Topic
Apr 21 | Funding / Flightpath | v 4 v v v v v
May 21 | Fossil Fuel and Divestment 4 v v v v v v v | v
May 21 | Responsible Investment Roadmap v v v |V v | v v | v
Jul 21 | Funding / Flightpath 2 v v | v
Nov 21 | Conflicts of Interest 4 v v v v v | v
Dec 21 | Cyber Security 4 v v v v 4 v | v
Jan 22 | Tax / Annual and Lifetime Allowances 4 4 v | v v | vV | vV
General Awareness
May 21 | PLSA Conference May 2021 4
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Jun 21 | LGC Conference v
Jun 21 | Sustainable Investment Forum Conference v
Jun 21 | PLSA ESG Conference June 2021 4 v
Jul 21 | PLSA ESG Conference July 2021 v | v
Sep 21 | LGC September Conference 4 4 4
Oct 21 | PLSA conference October 2021 v
Dec 21 | LAPFF Conference v
Jan 22 | LGA Annual Conference v
Mar 22 | LGC Conference — Carden Park v v v v
Induction
Apr 21 | Investment Practice v v v
Apr 21 | Administration v v
Apr 21 | Accounting Audit & Procurement v v
May 21 | Communications v v
Other Wales Pension Partnership Training
Apr 21 | WPP Training Private Markets & Fund Wrappers VI v |V
Jun 21 | WPP Emerging Market Managers 4
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Jul 21 | WPP Training Rl benchmarks and Reporting v v | v
Sep 21 | WPP Operator Role (JGC only) 4
Oct 21 | WPP Performance reporting / ACS Roles and Responsibilities v v vV v |V
Jan 22 | WPP Pools / Collaboration v v v v
Mar 22 | WPP Good Governance / Cost Transparency v V| v Y

*Cllr Mullin left the Committee in May 2021 and ClIr Hughes, a former Chair, re-joined the Committee in May 2021

In addition, Committee and Board members are encouraged to attend other suitable events. The scheme member representative of the Committee
= attended a further 31 training events including Unison Carbon Tracker Initiative, Aon’s Pensions Dashboard and Climate and Just Transition
I Pensions events, Pensions Lifetime Savings Association (PLSA) — ESG (Environmental, Social and Governance) Conferences and the MOT for Liability

F Driven Investment event and Hymans’ and Mercer’s Valuations 2022 training events.

o[epnL

As the new Policy came into force mid-way through the year, not all of the training attended by Senior Officers has been fully recorded. As a result,
they have not been included within the training performance statistics above.
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Risk Management

Background

Risk management is embedded in the governance of the Fund. The Committee has
approved a Risk Management Policy and a risk register is maintained. Changes to the level
of risk are reported at each Committee.

Given that many pension fund risks are outside the Fund’s control, risk management focuses
on measuring the current risk against the Fund's agreed target risk (which may still be
relatively high), summarising the existing controls and identifying further controls that can
be put in place. This risk management process is integral to identifying actions that are then
included in the Fund’s Business Plan.

Significant Risks

Overall the next few years will continue to be challenging for those involved in the
governance, management and operation of the Fund. The risks discussed below are
documented in the risk register which will continue to be updated at each Committee
meeting as circumstances change. The risks shown are those risks which, as at March 2022,
were identified as amber i.e. with moderate consequences that are considered a possible
occurrence, or higher, and where we were not meeting the target risk exposure.

Since March, as you can read in other areas of this report, some of these risks have changed
and there are other risks that are now more significant or not meeting their target risk
exposure. The tables also show the latest agreed actions.

Key:

Risk Exposure Impact/Likelihood

Catastrophic consequences, almost certain to happen

Major consequences, likely to happen

Amber Moderate consequences, possible occurrence.

Yellow Minor consequences, unlikely to happen.
Insignificant consequences, almost very unlikely to happen.

Tudaler11942



v usfepnlL

Governance

Risk Description (if this happens)

Risk Overview (this will
happen)

Insufficient staff numbers (e.g.
sickness, resignation, retirement,
unable to recruit)

- current issues include age
profile, implementation of asset
pools and local authority pay
grades

Services are not being
delivered to meet legal
and policy objectives

Risk

Target
Status at Risk Further Action
March Status
2022

1 - Recruit to vacant governance, administration,
communications, business, Fund accountant and
Trainee Fund accountant roles

2 - Ongoing consideration of business continuity
including succession planning

3- Action plan being developed for recruitment,
retention, succession planning
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Funding & Investment

. . . Risk Target

Risk Description (if this happens) RI.Sk Overview (this | Status at Risk Further Action

will happen) March Status

2022
Value of liabilities
increase due to
. market

:\:;;I:gnfzcr]tgri;;z:zsftr;zs yields/inflation Amber | Yellow | 1 - Consider as part of Triennial Actuarial Valuation

moving out of line

from actuarial

assumptions
1. Responsible Investment
(including Climate Change) is not
properly considered within the | The Fund's Long , o . .
Fund’s long-term Investment term Investment 1- Imr.?lement Strat(,eglc RI Prlorltles,'mcludlng. ongomg
Strategy meaning it is not Strategy fails to famaly5|s of the Fund s' c.arbon F‘ootprmt. I.dentlfy sustainable
sustainable and does not address | deliver on its investment opportunities and improve disclosure and

Amber | reporting

all areas of being a Responsible
Investor

2. WPP does not provide CPF
with the tools to enable
implementation of Rl policies

ambition and
objectives as a
Responsible
Investor.
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2 - Work with WPP to ensure the Fund is able to implement
effectively via the Pool
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Administration & Communication

Risk Description (if this happens)

Risk Stat
Risk Overview (this ISk Status
will happen) at March
PP 2022

That there are poorly trained
staff and/or we can't
recruit/retain sufficient quality
of staff, including potentially due
to pay grades (including due to
Covid-19)

Unable to meet
legal and
performance
expectations
(including
inaccuracies and
delays) due to staff
issues

Employers:

- don't understand or meet their
responsibilities

- don't have access to efficient
data transmission

- don't allocate sufficient
resources to pension matters
(including due to Covid-19)

Unable to meet
legal and
performance
expectations
(including
inaccuracies and
delays) due to
employer issues

22

Target
Risk Further Action
Status
1 - Ongoing recruitment of vacant posts
Yellow

2 - Action plan being developed for recruitment, retention,
succession planning

1 - Implement new process for employers relating to
service standards
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Risk Description (if this
happens)

Risk Status
Risk Overview (this | at March

will happen) 2022

Systems are not kept up to date
or not utilised appropriately, or
other processes inefficient
(including McCloud and potential
exit cap)

High
administration
costs and/or errors

System failure or unavailability,
including as a result of
cybercrime and Covid-19

Service provision is
interrupted

23

Target
Risk
Status

Further Action

1 - Review pension admin system contract
2 - If delays in system upgrades, look for alternative solutions
to administer regulatory changes

1 - Develop updated business continuity plan for CPF

2 - Implement remaining elements of cyber strategy

3 - Develop post Covid-19 approach to working
arrangements
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Appendix 2 - Independent Adviser’s Report [ Return to Contents ]

Annual Report of Karen McWilliam

This annual report is written in my role as Independent Adviser to the Clwyd Pension Fund,
focusing on the year 2021/22.

At a glance...

» The year 2021/22 has proven to be a different kind of challenge in respect to previous
years, as we emerge from the COVID-19 pandemic. It is with pride that, in this report, |
share how the Clwyd Pension Fund officers, Pension Fund Committee and Pension
Board members have adapted to the “new normal” and managed to make significant
progress on many areas, including:

= approving a Fund Cyber Strategy and making excellent progress in better
understanding the Fund’s resilience to cybercrime

= making excellent progress against responsible investment priorities and agreeing a
new net-zero target and interim carbon reduction targets

= continued improvement in administration performance, despite continuing increases
in case numbers, and large increases in members using the self-service facility.

= So much has been achieved in this virtual environment despite the difficulties faced
which is of great credit to all involved, and in my view the overall management and
governance of the Fund continues to be in an extremely good position.

= Going forward my biggest concerns relate to the number of major projects and
developments that need to be delivered in the next few years, most of which are
driven by national changes; this is against a backdrop of difficulties in recruiting and
retaining staff (and potential retirements within the pensions team). Although the
commitment and dedication of those involved in managing the Fund and on the
operational side of delivering these changes alongside day to day business is
exceptional, solutions will need to be found to fill existing vacant positions and to
manage ongoing challenges with recruitment and retention.

My role

My remit is to provide independent advice to the Clwyd Pension Fund (the Fund),
predominantly on governance and administration matters. This includes reporting annually to
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stakeholders on whether the Administering Authority (Flintshire County Council) is managing all
risks associated with governance, investments, funding, administration and communication.

It should be noted that | am not required to be, nor indeed am |, an expert in all of these areas.
In particular, the Fund already has an appointed Actuary to advise on funding matters and an
appointed Investment Consultant to advise on investment matters. | therefore use my working
knowledge in these areas (and close working relationship with those appointed advisers) to
specifically advise on the governance of these areas rather than on these areas themselves.

This annual report sets out my views on the management and administration of the Fund and,
in particular, how it has evolved during 2021/22 (April to March), but also touches on some
developments that have taken place after March 2022. | also highlight some of the ongoing
challenges the Administering Authority will face both in the short term and in the longer term.

Effective Governance

@ Key Benefits
There are some key benefits from having effective governance in place, including:

= Robust risk management that can assist in avoiding issues arising or at least reducing
their impact

= Ensuring resources and time are appropriately focused
= Timely decision making and implementation of change

= Aclear view of how the Fund is being operated for the Pension Fund Committee.

The approach | take in advising the Administering Authority is to consider its approach to
governance against the Aon governance framework. The Aon governance framework
incorporates our beliefs about what it takes to achieve good governance, and considers the
following key areas:

= Direction — having clear strategies and policies that also meet legislative requirements are
fundamental

= Delivery — having a clear plan for implementing the Fund's strategies and policies, together
with appropriate monitoring as to whether they are being achieved, and good risk
management, ensure effective and efficient delivery

= Decisions — having an appropriate governance structure, involving the right people, with the
right attitude and the appropriate skills and knowledge is critical.
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Skills &
knowledge

Dejjverd

In relation to each of these elements, | consider the key responsibilities for the management of
the Fund, in particular:

= the overall governance (i.e. management and decision making) of the Fund
= having an appropriate approach to funding the liabilities

= the safeguarding and investment of assets

= the administration of the scheme members' benefits and

=  communications with the Fund's stakeholders.

Observations

In this section | consider the progress made in the key areas of focus for the Fund, as well as
highlighting my thoughts for the future.
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Governance

@ Key Achievements

= Approval of a Fund Cyber Strategy and excellent progress in better understanding of
the Fund’s cyber resilience in line with the Pension Regulator’s expectations.

= Excellent results in a survey to establish the Pension Fund Committee’s views on the
effectiveness of their meetings and governance arrangements.

The Fund went into 2021/22 in a strong position with governance arrangements that were well
established, including stability in the Pension Fund Committee’s membership, and operating
well, despite the challenges faced as a result of the COVID-19 pandemic. Although Pension
Fund Committee meetings were held virtually throughout the year, based on my observations
as well as feedback in a survey of Committee members, they have proven to be effective.

Pension Fund Committee members were supported with a considerable amount of internal
training, mainly focused on areas relating to decisions required by the Pension Fund
Committee. Comparing the training undertaken over the year with the objectives set out in the
Knowledge and Skills Policy, | see that in most cases the Fund met the required objective for
attendance by members at essential training sessions, however, this was not the case for all of
the essential sessions. However, where training was deemed “desirable” or “optional” (which
includes attendance at externally hosted training and events), it was found that attendance was
lower than the Policy’s overall objective with regards to attendance at training sessions over
the year.

The Chief Executive of Flintshire County Council, Colin Everett, left his position in the autumn
of 2021. As the Administrator of the Fund he played an integral role in advising the Committee
and as part of the Advisory Panel, particularly in relation to national matters and matters
involving wider Council responsibilities. Following discussions with Colin and the new Chief
Executive Neal Cockerton, Colin’s position on the Advisory Panel was replaced by the Senior
Manager — Human Resources and Organisational Development (held by Sharon Carney). There
was a long period of succession planning to ensure Colin’s departure had no detrimental impact
on the Fund’s governance.

Turning to the key areas in the Fund’s business plan, good progress has been made in all of
these areas:

= Significant headway has been made on assessing the Fund’s cyber security resilience, and
embedding cyber risk management into the Fund’s ongoing work, which is very much in line
with TPR expectations. This work was codified when the Fund put in place a Cyber Strategy
which was approved at the March 2022 Committee meeting. The adoption of this strategy
was supported by training which was provided for all Committee and Board members in
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December 2021. During the year, the Fund developed a data and asset map which sets out
the flows of the Fund’s data and assets as well as assessing the relative cyber risk associated
with these flows. From this mapping, the Fund commenced its programme of carrying out
cyber assessments of the organisations associated with the data and asset flows, to better
understand any cyber risk. These assessments involve guidance from cyber security experts
and the Committee and Board were provided with the findings. The subject was added as a
standing item on Pension Fund Committee and Board meetings allowing them to monitor
the Fund’s progress in this high risk area.

A Fund specific Business Continuity Policy was approved by the Committee in March 2021,
and during the last year, the Fund officers have been carrying out a business impact
analysis, documenting the current resources required for effective running of the Fund
alongside any current business continuity strategies, which is now being used to develop a
new business continuity plan.

The Fund carried out a survey into the effectiveness of the Pension Fund Committee.
Various key areas were covered including the format of meetings, the format and quality of
information provided, knowledge, skills and understanding, administration of committees
and the governance structure. | was encouraged to see an overwhelmingly positive
response from the members of the Committee across nearly all areas considered by the
survey, especially considering the move to virtual meetings as a result of the COVID-19
pandemic. The main area of feedback for improvement was around the format of meetings,
with an overall view from the survey was that whilst virtual meetings and training sessions
did not have a significant detrimental impact in the running of the Fund, they were less
effective overall and more face to face meetings would be preferred. The Fund’s Advisory
Panel is looking to consider how the results of the survey might affect the way the
Committee meetings are held in future, whilst having regard to FCC policy and legal
requirements.

A number of the Fund’s governance related policies were reviewed during the year, namely
the Knowledge and Skills Policy, the Procedure for Recording and Reporting Breaches of the
Law, and the Conflicts of Interest Policy. The most notable changes were to the Knowledge
and Skills Policy, which was reviewed in light of the changes to the CIPFA Code of Practice
and Framework on LGPS Knowledge and Skills. The key here was an increased emphasis on
the level of knowledge, skills and training to be had by Pension Committee members, and
S151 officers in order to execute their responsibilities adequately. The updated Policy
introduces greater clarity on these areas, albeit in the period since I've been involved with
the Fund, it has always been extremely proactive in this area. However the ongoing cycle of
changes to Committee membership means this is and will continue to be an important area
of governance for the Fund.
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Resourcing continues to be an area of concern for the Fund and perhaps my biggest concern in
relation to the governance of the Fund. They have had a number of vacant positions that have
remained vacant for a considerable period of time. Currently the Fund’s finance team is worst
affected as the team of seven currently has three vacant posts, leading to some significant
challenges including the need to make greater use of consultants to ensure that the Fund’s
objectives and legal responsibilities continue to be met. Recruitment is proving a challenge,
particularly given the constraints of local authority pay structures and the limited number of
people with the necessary knowledge, and this will be an area of focus going forward.

More generally:

| feel that the current governance structure is well established and is working as intended.
The involvement of scheme member and employer representatives on both the Committee
and the Board continues to be extremely valuable. The structure has been proven to allow
decisions to be made urgently where required and minimises the risk of inadequate
governance during challenging times such as with the pandemic, and due to changes in
Committee members.

Attendance at Committee, Board and Advisory Panel meetings has been excellent
throughout the year, despite the challenges presented by virtual meetings.

The Pension Board continues to play an integral part in the governance of the Fund
(recognising my role as Chair of the Board). The Board have produced a separate report
(which can be found in the Fund's annual report and accounts) which outlines the work they
have undertaken, and which | believe demonstrates the excellent partnership they have
with the Committee and officers of the Fund, and the benefits that they bring to the overall
management of the Fund.

| continue to be pleased to see all those involved in the governance of the Fund
demonstrating a strong understanding of the potential conflicts of interest that can arise
and following the requirements of the Fund's Conflicts of Interest Policy. A number of
potential conflicts were properly highlighted before or during meetings and they were
managed appropriately. Perhaps the most challenging potential conflict of interest the Fund
faced (and will continue to face) is in relation to climate change, and particularly the setting
of net zero targets or expectations in relation to the Fund divesting from fossil fuels. This
matter was tested during the year as motions and questions were received from the
participating local authorities. | was pleased to see the appropriate separation of
responsibilities between the Fund and employers, with the Pension Fund Committee
agreeing a net zero target for the Fund which appeared appropriate (based on the
investment consultants’ advice). | am not aware of any potential conflict situations that
were not notified in accordance with the Fund's Policy.
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The risk management framework is embedded in the day to day management of the Fund.
Risk management across all areas of Fund responsibilities is considered regularly and forms
a standard part of all Committee reports. | believe those involved with the governance of
the Fund have a good appreciation of the key risks and are working hard to continuously
develop robust internal controls where feasible.

A wide range of performance measures are in place across Fund matters including the areas
of administration, investments and funding, and further measures are being developed as
the Fund's strategies evolve (such as further communications key performance indicators
and measures relating to carbon emissions relating to the Fund's assets). These are integral
to the day to day management of the Fund and provide assurance that issues can and will
be identified in a timely manner, as well as enabling the Administering Authority to
evidence strong or improving performance in many areas.

Business planning continues to be integral to the day to day running of the Fund. The
2021/22 to 2023/24 business plan was approved in March 2021 and was monitored
throughout the year. The plan continues to be robust, with very little need to adapt it mid-
year, and the officers of the Fund have done a tremendous job in delivering the projects and
tasks highlighted within it particularly during the pandemic.

My opinion is that the governance of Clwyd Pension Fund continues to compare extremely well
to the Aon Governance Framework. The Council identifies and sets out good clear objectives in
all areas, measures itself effectively against these objectives, and has a good attitude to
business planning and to risk management. The Council’s governance structure for Fund
matters works well, as mentioned above, and the individuals charged with managing the Clwyd
Pension Fund are engaged, committed to their roles and well trained.

Looking to the future:

There are several matters relating to governance that | will be particularly interested in during
2022/23, most of which have been included in the Fund's ongoing business plan which was
approved in March 2022:

Following the Welsh local authority elections there has been a significant change in the
membership of the Pension Fund Committee. There are now five new members in the nine
person Committee. Intensive induction training is taking place over the summer and
attention will need to be paid to ensure new members are supported as well as possible
over their term.

There were two governance related national initiatives which were delayed again last year.
The Pension Regulator’s (TPR’s) New Single Code which will replace TPR's Public Service
Code of Practice, is expected to come into force in the autumn of 2022, and the
Department for Levelling Up, Housing and Communities (DLUHC’s) Good Governance
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review consultation is also outstanding. These are expected to encompass some
overlapping themes, such as increased clarity on the need for high standards of knowledge
and skills, and the proper management of potential conflicts of interest. The DLUHC Good
Governance consultation is expected to require wider governance compliance reporting and
perhaps also an independent audit. When these are issued, | expect the Fund to be well-
placed to meet the requirements contained in the new requirements as a result of the hard
work carried out by the Administering Authority in the past few years.

As mentioned previously, work has already commenced on updating the Fund's business
continuity arrangements and on managing cybercrime risk. In particular, the Administering
Authority is seeking to ensure that the up to date business continuity plan is finalised over
the course of the year as well as ensuring they have embedded the requirements of the
cyber strategy.

There are two appointments to the Pensions Board which will require to be considered
over the year. | am delighted to note that one of these has already been finalised and that
Phil Pumford has been reappointed as representative trade union scheme member to the
Pension Board. He was renominated and has kindly agreed to hold the position for another
three to five years.

More generally, the next few years are clearly going to be difficult for LGPS administering
authorities given the plethora of changes and initiatives mainly from UK Government. It will
be critical that the Administering Authority proactively consider the need for changes to the
existing staffing structure throughout this period to minimise impact on the services being
provided to the Fund's stakeholders, whilst still proactively delivering and meeting
expectations on these new initiatives.

That being said the recruitment and retention of staff is already causing problems and a
major concern, along with recognising that a number of the team could choose to retire
before the end of the decade. This is a fundamental risk to the running of the Fund. The
Administering Authority is bound by Flintshire County Council’s policies surrounding
recruitment and retention of staff, including levels of pay. | expect that this will be an area
of focus going forward, and that the Fund officers and the Committee will work with
Flintshire County Council to help manage this risk and find ways to improve recruitment and
retention.
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Funding and Investments (including accounting and financial management)

@ Key Achievements

= Excellent progress against responsible investment priorities

= Agreeing a new net-zero target and interim carbon reduction targets

= Strong position shown in the interim funding review

| work closely with both the Actuary and the Investment Consultant to the Fund, and each will
produce their own report, so this area of my report focuses on how things are done, rather
than the detail of what is done. Key areas in relation to investment and funding this year have
included:

= Ongoing work on delivering the Fund's responsible investment priorities, which has included
formally requesting establishment of a Sustainable Active Equity fund by Wales Pension
Partnership (WPP), a number of local and impact investment opportunities including the
groundwork for the first direct investment in clean energy projects in Wales through a
Separate Managed Account (again this is a first for the Fund). Good progress is clearly being
made in this area.

= Following extensive analysis, a new net-zero target of 2045 was agreed for the Fund’s
investments as well as specific interim carbon reduction targets, all of which were built into
the Investment Strategy Statement. This is a key step in ensuring the Fund is on track to
meet the Task Force on Climate-Related Financial Disclosures (TCFD)’s requirements of
transparency on the Fund’s commitments. Due to the complex nature of this topic,
specialist training and briefing sessions were held with the Committee.

The asset pooling in Wales arrangements, through Wales Pensions Partnership (WPP) is now
well established and assets from the Clwyd Pension Fund have continued to be transitioned
across to WPP. Though some assets are yet to be transferred, and indeed there has been an
exceptional amount of work taking place in relation to the private market and emerging
markets transitions and | was pleased to see the Fund officers being fully involved in the
development of these areas given Clwyd Pension Fund has a large proportion of assets in this
area. Otherwise, there is a general feeling of business as usual in relation to the Fund’s
investments with WPP.

Some of the reporting from WPP is still not as customised as is needed; this relates to
engagement on environmental, social and governance matters with companies that are being
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invested in and also stock lending reporting. This is something that has been discussed at the
Clwyd Pension Fund Committee and officers are working with WPP to ensure this is resolved.

During the year the Fund were advised of the likely purchase of the Pool’s Operator, Link Fund
Solutions. This is clearly something that will need to be monitored to understand the
implications of this transition to a new owner.

| was also delighted that WPP became a signatory of the UK Stewardship Code 2020 which
comprises a set of 12 ‘apply and explain’ principles for asset owners. There is a significant
amount of work in meeting the Code’s requirements and also then completing the application
to become a signatory. My congratulations go to everyone who has and continues to be
involved in the work of WPP.

Despite WPP now very much established, the amount of work involved by Fund officers,
especially the Head of Clwyd Pension Fund (Philip Latham) and the Deputy Head of Clwyd
Pension Fund (Debbie Fielder) continues to be substantial. It is important to ensure that the
Fund is appropriate resourced to allow this to continue. | would also highlight the key role of
the Chair of the Clwyd Pension Fund Committee (Councillor Ted Palmer) for his attendance and
input at the meetings of the WPP Joint Governance Committee over the year.

| am aware that the dedication and commitment of Clwyd Pension Fund officers continues to be
integral to the success of WPP as well as ensuring alignment with the Fund's strategies. 1 am
also particularly pleased to see their involvement at a national level on various working groups
and initiatives, bringing greater insight and expertise to the Administering Authority.

During the year, the Fund Actuary carried out his interim funding review to provide assurance
on the funding strategy and assist employers in longer term budget setting, given the triennial
actuarial valuation due at 31 March 2022 will likely impact on employer contribution rates. It

was pleasing to see the results of the review which suggested a funding level of approximately
103% and also pleasing to note the early engagement with employers.

Looking to the future:

= The key funding project for this year will be the Funding Strategy Statement review and
triennial actuarial valuation as at 31 March 2022. | would hope to see a well-managed
process with good employer engagement.

= Concurrently with the review of the Funding Strategy Statement, the Fund will also review
its Investment Strategy Statement over the coming year. The review will also have regard to
DLUHC’s recently published Levelling Up agenda and the requirement for LGPS Funds to
draft a mandatory plan setting out an ambition as to how they will allocate at least 5% to
“new” local investments. Again, from a governance perspective | am pleased to see this is
being considered as part of the triennial actuarial valuation, as | recognise that funding and
investment are heavily interrelated.
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From an investment perspective, implementing the Fund's Responsible Investment
priorities will remain the most critical element of work over the next year. It is a complex
area and the options may have a number of risks and opportunities associated with them.
We are expecting a consultation from DLUHC during late summer 2022 that will explore
how the LGPS should adopt the requirements of The Task Force for Climate-Related
Financial Disclosures (TCFD). | look forward to seeing more robust performance measures
and reporting to emerge from this area. | am also mindful of the potential for pressure
coming from other parties including carbon pressure groups, employers and governments
to align the Fund's investment strategy with their views or to invest in particular initiatives.
It is critical these matters are well thought through with robust due diligence carried out as
decisions are being made and thorough monitoring during and after implementation. The
Committee need to ensure they make investment decisions having regard to their fiduciary
duty to scheme members and employers.

As part of the Fund’s desire to demonstrate its good governance and stewardship of its
assets, the Fund will look to become a signatory to the UK Stewardship Code 2020 by
submitting its report by October 2022. | wish the Fund well with their submission.

It is also worth noting that the WPP's Operator contract with Link Fund Solutions is due to
cease in December 2024 (having been extended for two years to then). As such a critical
supplier to all Welsh LGPS Funds, this is a matter that will be on my radar for the next few
years. | will also continue to monitor the news surrounding the sale of the Operator, and the
outcome on the FCA’s case against them on the collapse of Woodford Equity Income Fund,
which may need to be managed going forward.

Administration and Communications

@ Key Achievements

Continued improvement in administration performance demonstrated, despite
continuing increases in case numbers

Member self-service providing increased support for scheme members during the
pandemic and major increase in registered scheme members

i-Connect employer functionality now covers all active employers

Work has continued on the McCloud remedy programme undertaken by the Fund's
administration team which is a major piece of work for the team and will continue for a number
of years. A separate programme team was established at the outset of the programme which
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has enabled the Administering Authority to continue to make progress in this area with minimal
disruption to the ongoing governance of the Fund.

There has been a delay in the DLUHC’s consultation response and draft LGPS regulations which
are now expected in Autumn 2022 and are due to come into force by 1 October 2023 (noting
previously this was “on” 1 April 2023). Employer data to allow recalculation of benefits for the
remedy period (1 April 2014 to 31 March 2022) continues to be received with the expectation
that this will be complete by the Autumn of 2022 for the vast majority of employers. The
communication with employers has been excellent and members have been kept informed of
the progress of the remedy on a regular basis. | have been pleased to see a continuation of the
regular reporting of the progress on this programme to the Committee, Board and Advisory
Panel.

In relation to day to day workloads and service standards, 2021/22 was another busy year for
the team with over 35,000 administration cases coming into the pensions administration team,
an increase of over 6,000 compared to 2020/21. Despite the continuing resourcing challenges,
the administration team managed to increase the amount of cases they can complete,
remaining on top of this increased workload. | was also delighted to see that the number of
outstanding cases had fallen below 5,000 for the first time since the August 2016 which is an
outstanding performance.

Key performance indicators are monitored for the main processes including dealing with
retirements, quotations of benefits, deaths and providing information to new scheme
members. The team has also started tracking 6 new KPIs over 2021/2022. These are not
related to legal requirements but will help to ensure the increasing efficiency of case
management within the team. The overall percentage of cases completed within the service
standard relating to internal timescales for the administration team rose substantially (nearly
8%) compared to the previous year, with 85% of cases completed within the agreed service
standard. | was pleased to see that the two measures which are arguably of greater
importance also demonstrated significant increases in the number of cases meeting the service
standard:

= Service standard relating to legal requirements — 90% (increase of nearly 14% on 2020/21)
= Service standard relating to overall process time — 70% (increase of nearly 9% on 2020/21).

Both these measures have shown fantastic improvement over the last 2 years, with the number
of cases meeting the legal timescale improving by nearly 20% over the last two years. This
continued improvement is particularly positive and | am delighted by the performance of the
team who deserve credit for their achievements.

The Member Self-Service (MSS) facility is the Fund’s default mode of communication and
engagement with Fund members. The number of users of the system has grown to 50% of
scheme members as at 30 April 2022, which is a growth of over 13% during the year. As well as
providing instant access to certain information and tasks for scheme members, this provides
much greater efficiency for the Fund's Administration Team. In the spirit of providing better and
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more effective member service, the team have been working on improvements to allow
scheme members to carry out more processes using the MSS facility, again making it more
accessible for those who wish to use it. The officers have worked hard over the year to improve
their contact with members who were neither receiving paper communications nor registered
on MSS. These exercises have taken place for active and pensioner members of the Fund and
have greatly improved the take up of MSS over the year. In total the proportion of the Fund’s
membership who have positively opted for communications through either MSS or paper
communications is around 65% of the membership.

The roll out of i-Connect, which is an online administrative module that allows information to
be submitted by employers more directly and efficiently into the pension administration system
from their own payroll systems, commenced in 2017/18. | am delighted to report that all
remaining employers have now signed up on to the live system and data is being submitted in
respect of all active members in the Fund, which is excellent news as TPR actively encourages
this form of data submission. The Clwyd Pension Fund’s Administration Strategy has also been
updated to reflect this new medium of transferring employer information.

The Fund relies on employers to deliver their information to the Fund on time so that legal
requirements and the Fund’s KPIs can be met. Unfortunately, this is not always the case.
However, during the year, the Fund officers developed reporting metrics for employers so that
they are better able to monitor whether notifications of new members to the scheme, leavers
and retirements are all being sent by the Fund’s employers within agreed timescales. Employers
now receive monthly communications showing how they performed in the previous month,
with the Fund officers actively engaging with employers to help them meet the requirements.
This is an excellent development that allows employers to reflect on their processes around
gathering and providing data and make any alterations required to ensure that the Fund
receives the data on time and is therefore able to meet the legal and KPI requirements. It also
allows the Fund to monitor this on an ongoing basis to quickly identify issues that might be
impacting on overall timescales. This is an excellent system set up by the Fund, and as far as
I’'m aware, very few LGPS Funds carry out monitoring and engagement at this level.

Overall, my general opinion is that the Clwyd Pension Fund compares extremely well to the Aon
Governance Framework in the areas of administration and communication. The Administering
Authority identifies and sets out clear objectives, has an excellent level of performance
measurements in place and demonstrates robust business planning and risk management. The
knowledge and understanding of the existing individuals within the Fund is excellent, and the
Pension Fund Committee’s and Board’s engagement on administration is also excellent.

Looking to the future:

=  The McCloud remedy is going to remain to be a major programme of work and the greater
part of this work will be carried out within the pensions administration team. The
significant operational cost of the work, including the additional resources, is likely to only
benefit a small proportion of scheme members. Given the magnitude of this work, it will
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need to be well controlled and resourced, with robust quality checks and efficiencies gained
through bulk processing where at all possible. It is putting a strain on employers in
providing data which will need to continue to be well managed, recognising the differences
in how employers hold and can collate their own data. Further, communications will need
to be clear and focused on individual circumstances.

The staging deadline of the National Pensions Dashboard has now been moved to
September 2024, delayed by five months from the previous deadline of April 2024 so that
funds are provided with more time to implement the McCloud remedy. That being said, the
movement to this platform will be another major project requiring significant resource from
the Clwyd Pension Fund team in the coming years.

The Pension Committee signed off on the Fund’s new Communication Strategy in June
2022. This was a substantial review of the strategy, with emphasis on more accessible and
engaging communications. | look forward to seeing the changes that will be made to adhere
to the new strategy and the impact of increased active engagement on the Fund’s
stakeholders as a result.

The main immediate focus is to ensure timely, accurate and complete submission of data in
order to ensure that the triennial actuarial valuation as at March 2022 can be completed
smoothly, and at the point of writing, this was all going to plan.

Given these projects, the other area of key focus for the Administration Team is ensuring
day to day business as usual tasks are not impacted and my previous points about
recruitment and retention will be critical to this.
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Final Thoughts

| want to say a huge thank you to the Pension Fund Committee, Pension Board, officers and
other stakeholders of the Fund for continuing to make me extremely welcome, and for being so
open and receptive to my many suggestions. | would also like to recognise the Committee
members who we have said goodbye to this year, and also Colin Everett the Chief Executive
who left last year, for their time and commitment to service of the Clwyd Pension Fund, its
members and employers. | remain extremely impressed and inspired by the hard work and
dedication of the Fund's officers, and the commitment and engagement | see from the Pension
Fund Committee and Pension Board members who continue to dedicate many hours to
Committee / Board business.

Aon plc (NYSE:AON) is a leading global professional services firm providing a broad range of risk,
retirement and health solutions. Our 50,000 colleagues in 120 countries empower results for
clients by using proprietary data and analytics to deliver insights that reduce volatility and
improve performance.

Copyright © 2022. Aon Solutions UK Limited. All rights reserved. aon.com. Aon Solutions UK
Limited is authorised and regulated by the Financial Conduct Authority. Registered in England &
Wales No. 4396810. Registered office: The Aon Centre | The Leadenhall Building | 122
Leadenhall Street | London | EC3V 4AN. This document and any enclosures or attachments are
prepared on the understanding that they are solely for the benefit of the addressee(s). Unless
we provide express prior written consent no part of this document should be reproduced,
distributed or communicated to anyone else and, in providing this document, we do not accept
or assume any responsibility for any other purpose or to anyone other than the addressee(s) of
this document. In this context, “we” includes any Aon Scheme Actuary appointed by you. To
protect the confidential and proprietary information included in this document, it may not be
disclosed or provided to any third parties without the prior written consent of Aon Solutions UK
Limited.

AON
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Appendix 3 - Pension Board Annual Report [ Return to Contents ]
Introduction

= This is the annual report of the Clwyd Pension Fund Board covering the financial year from 1
April 2021 to 31 March 2022.

Role and Membership of the Clwyd Pension Fund Board

= The Public Service Pensions Act (PSPA) 2013 requires each LGPS Administering Authority to
have a local Pension Board consisting of employer and scheme member representatives.
Some Pension Boards also have an Independent Chair, which is the case with the Clwyd
Pension Fund Board. The Chair is a non-voting role.

= Legislation states that the role of the Pension Board is to assist the Administering Authority
in securing compliance with regulations and with requirements imposed by the Pensions
Regulator, as well as assisting in ensuring effective and efficient governance and
administration of the Scheme. This has generally been interpreted as the Pension Board
having an oversight role but not a decision-making role. For the Clwyd Pension Fund (the
Fund), we have very much embraced this role as being about partnership. We work closely
with the Pension Fund Committee (the decision-making committee for the Fund) and
officers of the Fund in the hope that the questions we ask, and the challenge we sometimes
provide, will assist in ensuring that the Fund is managed in the best interests of its scheme
members and employers.

= Board members undertake these roles for a period of between three and five years,
although we may be reappointed for future terms if we are selected again through the
recruitment process.
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Membership, meetings, training and attendance

Our Board membership during 2021/22 is shown in the table below.

During 2021/22 we held three Pension Board meetings (in June 2021, September 2021 and
February 2022), all of which were virtual due to restrictions put in place as a result of the
pandemic. Attendance at the Board meetings during 2021/22 was as follows:

June 2021 | September February
2021 2022

Mr Phil Pumford Member v v
Representative

Mrs Elaine Williams | Member v v v
Representative

Mr Steve Jackson Employer v v v
Representative

Mr Steve Gadd Employer v v v
Representative

Mrs Karen Independent Chair v v v

McWilliam

The meetings were also attended by the Board Secretary (the Head of Clwyd Pension Fund) and
Pension Fund Officers who support the Pension Board, with the exception of the September
2021 meeting when the Board Secretary sent their apologies.

As members of the Pension Board, we have all committed to meeting the requirements of the
Clwyd Pension Fund's Knowledge and Skills Policy, which also ensures we meet the legal
requirement to have the right level of knowledge and skills to carry out our Pension Board
roles. We attended a range of events and training in 2021/22 to complement the induction
training we undertake on appointment. In addition, we are invited to attend the Pension Fund
Committee meetings and their training events.

The Fund specifies the number of Board members who are required to attend essential training
sessions. The Knowledge and Skills policy currently states that 75% of Board members must
attend each Hot Topic training session, as these are classed as essential training. We are
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pleased to report that we have exceeded that number at all essential training sessions since the

policy was formally agreed by the Pension Fund Committee in September 2021.

Our full record of attendance at those meetings, hot topic training and other events is shown

below:
Event Steve Phil Elaine Steve Independent
Jackson Pumford Williams Gadd Chair
Committee Meetings
June 2021 4 4 v
September 2021 v v
November 2021 v v
February 2022 4 4 v
March 2022 v v v
Other Meetings
Annual Joint v v v
Consultative Meeting
Hot Topic (essential training)
Funding / Flightpath | v 4
Fossil Fuel and v v v 4
Divestment
Rl Roadmap v v 4
New TPR Code / Pension | v 4 v v 4
Scams (Board only)
Funding / Flightpath 2 4 4
Conflicts of Interest v v v v v
Cyber Security v v v v v
Tax / Annual Allowance | v v v v v
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Event

Steve
Jackson

Phil
Pumford

Elaine
Williams

Steve
Gadd

Independent
Chair

General Awareness

CIPFA Annual LPB
Conference

LGC Conference March
2022

Induction

Investment Practice

n/a

n/a

Administration

n/a

n/a

n/a

n/a

Accounting Audit &
Procurement

n/a

n/a

n/a

n/a

Communications

n/a

n/a

n/a

n/a

Other Wales Pension Partnership Training

WPP Training Private
Markets & Fund
Wrappers

WPP Training RI
benchmarks and
Reporting

WPP Performance
reporting / ACS Roles
and Responsibilities

WPP Pools /
Collaboration

WPP Good Governance /
Cost Transparency
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What has the Pension Board done during 2021/22?

Our meetings include several standing items, including:

latest Pension Fund Committee papers,

reviewing the administration of the Fund including performance against Key Performance
Indicators (KPIs) and data improvement activity,

reviewing the Fund's risk register,
receiving updates on all compliments and complaints, and

monitoring of our allocated budget.

Key governance matters that we discussed during the year included:

Continual monitoring of the impact of the Covid 19 pandemic on the Fund. In particular, we
noted that meetings and day-to-day interactions still largely continued to take place
virtually during 2021/22. Pension Board business including some training courses and
conferences were increasingly conducted via a “hybrid” format, where some individuals
meet in person while those who choose to, are able to attend virtually. The impact of
sickness was minimal and short-term in most teams with no or little effect on services.

Regular updates on recruitment and retention within the teams. Unfortunately, this is now
an area of concern with some resignations, and difficulties in recruiting to both existing
posts and new posts that have been recently created.

Management of cybercrime risk for the Fund on which we continue to look for assurance
given the continually changing environment. This is currently a standard items at all
meetings and we have received updates on the progress on the delivery of the Fund’s Cyber
Security Strategy including supplier assessments and data and asset mapping. At the
September meeting, we received a presentation from a cyber specialist on the independent
assessment of the Fund’s administration system provider.

The development of the Fund’s new business continuity plan which will be finalised during
2022/23, including the detailed work the officers of the Fund have been carrying out in
determining dependencies for their critical processes.

An effectiveness survey which members of the Pension Fund Committee were asked to
complete earlier in the year. The results, which were extremely positive, were discussed
with the Board. It was encouraging to know that the Committee value the Board’s input in
light of our advisory role.

The progress of asset pooling through the Wales Pensions Partnership (WPP). Our focus
remains on the governance of WPP and during the year we have closely monitored activity
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in this area including the development of key policies and the WPP's Business Plan. There is
a potential change in ownership for the Operator, and there is an ongoing investigation by
the FCA, both of which we are continuing to monitor. The Chair of the Board continues to
attend regular asset pooling meetings with the other Welsh Chairs.

The Fund’s compliance with The Pension Regulator’s Code of Practice for Public Service
Pension Schemes. The Fund is fully compliant in most areas of the Code and the small
number of areas that require attention are being worked on in 2022/23. We also received a
presentation on The Pension Regulator’s New Single Code which is due to come into force
later in 2022.

The Fund’s new Knowledge and Skills Policy and Conflicts of Interest Policy which we
adopted in September. As a Board we are committed to meeting the requirements of these
policies.

Key administration matters that we discussed during the year included:

The consultation on the remedy following the McCloud judgement, which was finalised in
May, with legislation expected to be in force on 1 October 2023. The Board received
updates on the Fund’s programme of work at each meeting. In addition, all Board members
are part of the McCloud Steering Group which has oversight of all areas relating to
McCloud. We have been pleased with the progress made on the McCloud remedy
programme this year.

Pension scams which are a big concern throughout the pensions industry. We received a
presentation on these and the Pensions Administration Manager was reassuring about how
the risk of scams is reduced and we were pleased that no scams took place for the Fund.
This is an area we are continuing to monitor.

Ongoing issues with Prudential as the Fund’s external AVC provider, which we have been
tracking. We are disappointed that the members’ experience of the Fund is being negatively
affected by an external provider but are very appreciative of the work done by the Pensions
Administration Manager in escalating the issues within Prudential, and are pleased to see
the services are now improving.

The Data Improvement Plan on which we remain engaged with Pension Fund Officers on.
We were pleased to note that the common and scheme specific data scores had both
slightly improved but recognise that there will be a point at which the time taken to
improve the data further will exceed the benefits of improving the data. We were very
pleased to see that the Fund has invested in tools to allow officers to monitor the data
quality more frequently than the previous annual exercise. It is also clear to see that having
all employers electronically uploading their pension data monthly has resulted in data being
much more up to date and of a good quality.
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= Member cases received, completed and outstanding, the updates on which painted a
positive picture, particularly given the challenges of the pandemic. It was extremely
pleasing to see that the total outstanding cases dropped to the lowest level since
monitoring began. That being said, we recognised that there were some key performance
indicator areas where targets were not being met on a consistent basis much of which was
due to ongoing recruitment and training. Furthermore, the new process for monitoring of
employer service level standards was shared with us. We consider this to be extremely
useful in ensuring the Fund meets legal deadlines for delivering to scheme members and we
will receive regular updates on this going forward, including how the Fund is engaging with
employers who are not meeting the agreed timescales.

= How the Member Self-Service facility is being utilised. During the year there was a
significant increase in members registering for the service due publicity run by the Fund.
The Board are very supportive of scheme members being able to access information
instantly through this facility.

We continued to monitor other topical developments and have taken a close interest in a
number of areas during the year including a slight increase in the number of breaches of the
law arising from specific employers, the pensions dashboard project, and implementation of
responsible investment and climate change strategies.

The Pension Board's budget and final spend for 2021/22 are summarised below:

Item Budget 2021/22|Actual 2021/22 |Variance
f f f
Allowances and Expenses 2,034 1,090 (944)
Training 19,634 40,594 20,960
Advisor Fees 64,915 55,215 (9,700)
Other Costs 4,700 4,360 (340)
Total 91,283 101,259 9,976
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What will the Pension Board do in the future (in particular in 2022/23)?

We have a number of items on our forward plan for 2022/23, although the exact agenda and
timescales will necessarily remain flexible to consider any further matters that may arise. The
following are already on our work plan for the forthcoming year:

A consultation on the Task Force on Climate-Related Financial Disclosures that is expected
to take place in autumn 2022 and how the Fund is implementing this.

Ensuring that the Fund is compliant with the TPR’s Single Code of Practice that that is
expected to come into force during the year.

The governance of the 2022 actuarial valuation including communications with the Fund’s
employers.

The management of the Fund’s cashflows in light of potential reductions in contributions
required from employers arising from the completion of the 2022 Valuation.

Review of audit reports and implementation of their recommendations.

Considering the results of a survey of Pension Board members to assess the effectiveness of
the Fund's governance arrangements.

Ensuring the new members of the Pension Fund Committee are offered and undertake
appropriate training.

Ongoing further consideration of several of the areas noted above, including:
= The McCloud remedy programme
= Engagement with employers failing to meet service standards
= The national pensions dashboard
= Business continuity
= Cyber security and the resilience of the Fund's systems
= The governance of asset pooling

= Continuous monitoring of both the administration team and finance team
resources.
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A budget for 2022/23 has been agreed as follows:

Item Budget
2022/23
£

Allowances and Expenses 2,192

Training 33,148

Advisor Fees 72,313

Other Costs 4,700

Total 112,353

Conclusion and final comments

In our view 2021/22 has been a successful and productive year for the Board, and we are
pleased with the work we have completed, which has covered a wide range of Fund
management areas. We continue to have an excellent working relationship with the Pension
Fund Committee and the Fund’s officers and are grateful for the way they have all embraced
our involvement and for their openness in their interaction with us. We would like to thank the
Committee for welcoming us to their meetings, which helps us put the challenges and
successes of the Fund much more easily into context. We look forward to continuing that
relationship.

Phil Pumford, Member Representative
Elaine Williams, Member Representative
Steve Jackson, Employer Representative
Steve Gadd, Employer Representative
Karen McWilliam, Independent Chair
Clwyd Pension Fund Board

E-mail address — PensionBoard@flintshire.gov.uk
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Appendix 4 - Administration Report [

Introduction

This section of the report describes the way in which the Fund delivers its administration
related services to members and employers. It identifies current and potential future
challenges, and explains the way in which the Administration Team is meeting them. The
report also includes Key Performance Indicator information and some information on the
membership of the Scheme.

The work of the Administration Team is driven by the Fund's Administration and
Communications Strategies.

Our Pensions Administration Strategy ensures that both the Fund and the employers are fully
aware of their responsibilities under the Scheme and outlines the performance standards they
are expected to adhere to, to ensure the delivery of a high-quality, timely and professional
administration service.

Our Communication Strategy has been updated in June 2022. The Strategy outlines how we will
communicate with scheme members and prospective members, scheme employers, the Clwyd
Pension Fund Committee, the Clwyd Pension Fund Board, Clwyd Pension Fund staff and other
interested organisations.

The chosen methods of communication are monitored and reviewed to ensure they are
effective. The main means of communication with the above stakeholders are outlined in the
Communications Strategy and the new Strategy includes a greater focus on ensuring
communications are more relevant to the audience and the use of technology to provide
quicker and more effective communication. The Communication Strategy and Pensions
Administration Strategy are available to view on the Fund’s website.
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How our service is delivered

The Clwyd Pension Fund’s day to day administration service is provided by the Pension
Administration Team which consists of a total of 47 Full Time Equivalent (FTEs) members of
staff including a Pension Administration Manager.

It is split between:

= an Operational Team

= aTechnical and Payroll Team

= a3 Regulations and Communications Team
= an Employer Liaison Team (ELT)

= a McCloud Team (temporary project team)

It is separate from the Finance Team which manages the Fund’s investment portfolio, collects
pension contributions from employers and maintains the Fund’s accounts.

The Operational Team delivers a pensions service for over 50,000 scheme members. This
includes the calculation of various benefits, transfers in and out with other pension
arrangements, refunds of contributions and maintenance of individual scheme member
records. The Team not only calculate pensions for members but also survivor benefits to
spouses, civil and cohabiting partners and children.

The Technical Team implements and maintains the pension software systems (including the on-
line facilities of Member Self-Service, and I-Connect for employer data uploads), collects and
reconciles member data from all Fund employers and provides a pensioner payroll service for
over 15,000 pensioners and dependents paying more than £6 million per month.

The ELT provides assistance to Fund employers in providing accurate and complete notifications
to the Fund, and the Regulations and Communications Team provides guidance on regulatory
matters to all stakeholders and a communication service for Scheme members and employers.

COVID-19 Update

The coronavirus pandemic forced staff members to work from home from March 2020 and to
make changes to processes ensuring service delivery was maintained. During 2021/2022 the
impact of Covid-19 from a stakeholder experience continued to be minimal. The main changes
that were put in place at the beginning of the pandemic have been in relation to
incoming/outgoing post where processes were adapted to ensure continuity in this area. Staff
members have continued to work from home during the last year remaining contactable with
interviews, training sessions and meetings taking place via virtual methods. Productivity levels
have remained consistent and, in some areas, improved. Regular meetings have taken place to
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give staff members the opportunity to catch up with each other and a continued focus for the
management team is ensuring well-being of all staff members.

Summary of Activity

In addition to this day-to-day work during 2021/2022 the Pension Administration Team has
been managing other major pieces of work and projects as described below.

Data Quality

Data quality requirements are embedded in the Public Service Pensions (Record Keeping and
Miscellaneous Amendments) Regulations in 2014 and The Pensions Regulator (TPR) has
oversight of this area within the LGPS. The Administration Team collectively developed a data
improvement plan for 2021/22 onwards in readiness for the annual review of common and
scheme specific data which is reported to TPR. The results of the time and effort that is
dedicated to ensuring good data quality has led to improved common and scheme specific data
scores over recent years (see table below).

Common Data %* Scheme Specific Data %*
2021 /2022 98 98
2020/ 2021 97.7 97.3
2019 /2020 97.4 97.2
2018 /2019 96.8 92.7
2017 / 2018 92.7 68.2

*The score is the % of data that has met specific targets set by TPR in relation to Common Data
(NINO, Name, Address etc.) and Scheme Specific Data (Member benefits, Member details, Her
Majesty’s Revenue and Customs (HMRC) details etc.). The score is reported back to TPR and a
data improvement plan is put in place to improve scores where it is relevant to do so.

Key Performance Indicator Monitoring

The Fund measures and reports monthly performance in order to ensure timescales are being
met, as set out in the Fund’s Administration Strategy. The Fund currently measures 13
categories of workflow, separately considering timescales in relation to legal requirements
(where appropriate), the overall member experience and the Fund’s internal target.

The new employer reporting functionality that was developed last year has facilitated the
identification of employers who have or have not met their Service Level Agreement
timescales. This measure has helped the Fund and employers understand what is being
achieved and also where improvements are required.
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i-Connect

In 2021/22 the Fund continued to roll-out, to its employers, the electronic data system i-
Connect. i-Connect ensures timely and more accurate data is provided to the Fund and
replaces the requirement for employers to submit a year end return. The functionality includes
the notification of new starters, leavers, name changes, address changes and job changes. The
system allows member details extracted from their employer’s payroll systems to be directly
uploaded to the Funds pension’s administration system on a monthly basis. We have 52 out of
54 employers submitting data related to active members using i-connect which is 99% of
membership (the two employers not using i-Connect are transitioning to a new payroll provider
but are committed to on-board when appropriate). The Fund provides training to all new
employers to ensure they supply their data through i-Connect, and the use of the functionality
is now a requirement as part of the Fund's Administration Strategy.

Clwyd Pension Fund Website

The Clwyd Pension Fund website contains information about the Fund and the Scheme for both
current and prospective members along with information for Fund Employers. The website
address is www.mss.clwydpensionfund.org.uk

Within the website (which includes access to the Member Self Service portal) there are multiple
sections to help users navigate their way around and to find the information which they are
looking for. Users are able to download Scheme literature and forms from the website. In the
last 12 months, work has been done to ensure that all guides and forms have the same brand
and style. The forms have also been made more user friendly by making them editable. This
allows members to complete the forms online and return them to us electronically, instead of
having to print out the form to complete it and return.

All the Fund's policies and strategies as well as information on the investments of the Fund are
also available.

Due to website accessibility regulations, public sector websites are required to meet national
accessibility standards and to publish an accessibility statement on their websites. To meet the
government’s requirements, websites must achieve level A of the Web Content Accessibility
Guidelines (WCAG 2.1). This means that websites should be accessible to people with
impairments to their vision, hearing, mobility and thinking and understanding. Accessibility
should also be considered for those visiting websites via a tablet, mobile phone or other device.
It is anticipated that these regulations will be updated to WCAG 2.2 in September 2022.

To ensure our compliance with WCAG, the Fund continues to work with a company who
provides reporting software which allows each page on the Fund's website to be automatically
analysed on a weekly basis. This weekly report shows our scores in relation to certain areas
within website accessibility:

= Digital Certainty Index
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= Quality Assurance
= Accessibility
= Search Engine Optimisation

The reports allow us to see where our scores can be improved and where areas of the website
need to be amended or fixed in order to be compliant.

The table below shows 31 March 2022 scores compared to 31 March 2021 scores.

31/03/2021 31/03/2022
Digital Certainty Index 92.1% 93.18%
Quality Assurance 98.0% 98.88%
Accessibility 97.3% 95.67%
Search Engine Optimisation 81.0% 84.98%

Member 1-2-1 Sessions

Member 1-2-1 sessions were held virtually again in 2021/2022. These were a mixture of video
calls and telephone calls. The sessions ran from October 2021 through to February 2022. The
Communications Team met with members covering a mixture of active and deferred members.
Below are some statistics on the 1-2-1 sessions:

Number of 1-2-1 dates offered 39
Number of 1-2-1- appointments offered (TOTAL) 269
No of 1-2-1 appointments taken 96
Take up rate (%) 35.69%
Members attending their scheduled appointment 89
Members not attending their scheduled appointment 7

Moving forward, the Clwyd Pension Fund will hold 1-2-1 appointments as and when requested
by the member as opposed to designating a proportion of the year specifically for 1-2-1
sessions.

Employer Liaison Team (ELT) Services

The ELT continues to be available to Fund Employers who may require assistance in order to
meet their employer obligations for providing information to the Fund, both in relation to day
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to day notifications and any project work required, for example, as a result of regulatory or
system changes.

During the year, the ELT has worked closely with a number of the Fund’s employers to
successfully collate, validate and then upload data on a monthly basis through i-Connect. This
monthly process relates to data for more than 10,000 scheme members.

The ELT has also assisted its employers in several other areas during 2021/2022. This included
ongoing data cleansing projects and additional support during a period of staff change with the
supply of additional pension information on behalf of an employer.

The current ELT employers have each enlisted the assistance of the team in order to meet their
obligations required by the McCloud remedy (considered further in the next section). The ELT
has assisted with the design of new payroll system reports for each employer to extract the
required data and then collating, formatting and validating the data to meet the Fund’s
requirements.

Scheme changes and national developments affecting administration
and communications

McCloud Remedy Case

The Court of Appeal ruling in the McCloud court case determined that the protections given to
older members on the introduction of the new CARE schemes for Firefighters and Judges in
April 2015 were unlawful age discrimination. This case impacts other public service pension
schemes including the LGPS where the new CARE scheme from April 2014 included a statutory
underpin for older members. The Ministry for Housing Communities and Local Government
(MHCLG) (now DLUHC) issued a consultation in July 2020 setting out its proposals for
implementing the McCloud judgement in the LGPS. This focused on remedies which will result
in changes to scheme benefits some of which will be retrospective. We expect a full response
to the consultation in the second half of 2022 and final changes to the scheme rules are
expected to come into effect on 1 October 2023.

From an administrative perspective, the impact of the court case is expected to result in a
change to how benefits are calculated for a large number of scheme members including some
members who have left since 1 April 2014. The change involves providing younger members
with protection equal to the underpin protection already given to older members. Despite this
protection impacting on a lot of members, most are unlikely to see an increase to their pension.
Regardless this is likely to significantly impact on administration processes and systems as well
as requiring a robust communication exercise with employers and scheme members. The Fund
has established a McCloud programme to implement the remedy for Clwyd Pension Fund. The
main focus during 2021/2022 was collecting historical data from employers relating to part-
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time hours worked and service breaks for scheme members so benefits can be recalculated
when the scheme rules are amended. .

National Pensions Dashboard

The Pensions Dashboard is a Government initiative first announced in the Budget 2016. The
idea behind the Dashboard is to allow all pension savers in the UK access to view the values of
all of their pension pots, including state pension, through one central platform. A consultation
was undertaken by Government in early 2019 which sought views on the potential phasing of
the introduction of the pensions dashboards as well as how the architecture, funding and
governance arrangements would work. The Pension Schemes Act 2021 provides the legal
framework for implementing the dashboard. A consultation on regulations closed in March
2022 and these regulations will include more detail on the requirements to participate in the
Pension Dashboard for schemes. The consultation response has clarified that public sector
pension schemes will be expected to initially onboard by 30 September 2024 with full data
having to be provided by 30 April 2025. During 2021/22 the key focus in this area was
understanding the requirements and feeding into consultations. The Pensions Administration
Manager is participating in a PLSA working group on the development of the Dashboard. The
Clwyd Pension Fund has also volunteered to be part of the testing of the pension dashboard
enhancements being integrated into the administration software. The main work for
onboarding to the Dashboard will commence during the second half of 2022/2023.

Other Expected National Changes

There are a number of further changes that are expected in due course but the final details of
the impact of them and the timescales are not yet available. These include the following
changes that are detailed below. These explanations are based on the situation in August 2022.

Cost Management

Public Sector Pension Schemes (including the LGPS) were designed to ensure sustainability for
25 years. The design included a cost management mechanism and at the 2016 valuations the
lower threshold within that mechanism (i.e. the cost floor) was deemed to be breached which
suggested member benefits would need to increase or their contributions reduce. Following
the McCloud judgement, Government announced that any additional McCloud costs would fall
to be deemed “member costs” within the cost management mechanism. In June 2022 they
confirmed that there will be no changes to member benefits or contributions on account of the
2016 exercise. However the Trades Unions have been granted permission for a Judicial Review
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of the decision to allocate McCloud costs to members and the results of the Judicial Review
could change the outcome of the 2016 cost management process.

In addition the results of the 2020 cost management process are also outstanding albeit the
cost management mechanisms have been updated from the 2016 process.

From an administrative perspective, should there be changes to member benefits and/or
contributions as a result of the 2016 or 2020 cost management process, this could have a
significant impact on administration processes and systems as well as requiring a robust
communication exercise with employers and scheme members.

Exit Payment Reform

With effect from 4 November 2020 a £95k cap on exit payments made by public sector
employers came into effect, this included the cost of early payment of LGPS pensions. However,
in the face of legal challenge, HMT issued a direction to disapply the £95k exit cap with effect
from 12 February 2021. Changes are still due to be introduced which may include separate
rules for the LGPS. However Welsh Government might implement a different approach to
meeting the exit cap requirements which would then impact on some of the employers in the
Clwyd Pension Fund.

Increase in minimum retirement age

The Government has also announced that the earliest age a pension can be taken (other than in
some cases of ill-health) will be increased from 55 to 57 in April 2028. Protections to retain the
minimum pension age of age 55 may be available for those who were scheme members in on
or before 3 November 2021, but these would need to be introduced into the LGPS Regulations.
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2021/2022 key performance and other information

Member Self-Service (MSS)

MSS allows scheme members to log into a secure web area to view the information which is
held on their pension account.

MSS enables our members to:

update their personal details

— run estimates for retirement using their chosen retirement dates

— amend their death grant beneficiaries

— request retirement packs for deferred members who want to start receiving their pension
— view all member specific documents (e.g. annual benefit statements) and

— upload completed forms for Clwyd Pension Fund to process.

Members who use MSS receive their correspondence electronically, automatically uploaded to
their account. They are notified by email each time information is uploaded.

As at 315 March 2022, 48.40% of Clwyd Pension Fund’s membership had registered for MSS.
To compare, as at 315t March 2021, 36.13% of Clwyd Pension Fund’s membership had
registered. This means that the registration uptake has increased by 12.27% during this period.

The Clwyd Pension Fund has recently started to record statistics for those members who have
elected to receive paper correspondence. Early indications show that approximately 15% of
our membership has currently opted for paper communications, rather than using MSS.

The ratio of paper versus MSS communication preference can be broken down into the
different membership status types as seen in the graph below: MSS continues to be an effective
method of communication, allowing Clwyd Pension Fund to upload documents such as
retirement packs and estimates to members’ MSS accounts. This means that members receive
their correspondence from us more quickly and securely compared to having it posted to them.
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Members are also able to upload completed forms to their MSS accounts for the Fund to then
progress payment of their benefits quicker.

Percentage split by status

90.00%
80.00%
70.00%
60.00%
50.00%
40.00%
30.00%
20.00%
10.00%

Active Deferred Pensioner Dependant

M Paper election MSS

On-going improvements to the functionality and promotion of MSS will continue during the next
12 months.
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MSS and I-Connect Statistics

3,506

New starter

records

uploaded by

i-Connect

51

cases
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Scheme Membership details
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i-Connect
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2021/2022

MSS generated

updated by

49,420

Estimates run
by members
using MSS
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Death grant
nominations
updated by
members on
MSS

This section includes a range of information relating to the numbers of staff, employers and
scheme members during 2021/2022.

Full time equivalent Total Fund Ratio of staff to Average cases
staff in the Pension members members of Fund completed per
Administration Team member of staff

33.1 49,495 1:1,495 1,001

Summary of Employers as at 31 March 2022

Employers Active | Ceased | Total

Scheduled bodies 35 20 55

Admitted bodies 19 19 38

Total 54* 39 93
*excluding Councillors
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2021/2022 New Pensioners

Retirement Type Number of
Retirements

lll Health a4

Early 406

Normal Retirement Age (NRA) 75

Late 143

Redundancy/Efficiency 25

Flexible 17

Trivial Commutation 79

Total 789

Member Trends:
Year Contributor | Deferred Pensioners | Dependent | No. of No. of lll
s (Including Pensioners | Redundancy | Health

Undecided & Efficiency | Enhanced
& Frozen Enhanced Benefits -
refunds) Benefits tier 1 only

2018/19 16,528 18,573 11,249 1,732 64 15

2019/20 17,211 17,745 12,751 1,988 54 18

2020/21 17,542 17,275 12,996 2,041 43 21

2021/22 17,073 17,888 12,613 1,921 25 34

Analysis of Pension Overpayments and Write Offs

The Fund has a policy in which it does not seek to recover any overpayments of pensioner

payroll payments which are under £100. Details of those are shown below. Every effort is made
to recover any payroll overpayments above £100. In some circumstances these may be written
off with agreement from the Section 151 Officer.
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Overpayments relating to the GMP reconciliation exercise are not included in these figures.

2021/22 2020/21 2019/20 2018/19 2017/18

Amount | Cases Amount | Cases Amount | Cases | Amount | Cases Amount | Cases
Amounts under £6,516 166 £6,348 151 £4,435 129 £6,270 154 £6,164 150
£100
Overpayments £38,056 | 92 £26,716 | 92 £29,277 | 76 £39,685 | 90 £51,265 | 102
Recovered
Overpayments £0 0 £498 2 £0 0 £2,742 4 £990 3
Written Off

Key Performance Indicators (KPI)

The Fund measures a number of administration tasks against agreed service standards. These KPIs help ensure we are providing

information to our scheme members in a timely manner. Previously the fund reported on seven measures, however, the Fund has
developed further measurements of service provision in order to increase the transparency of performance and are now reporting
on 13 measures. The KPI requirements can be found in the Fund's Administration Strategy and include targets of 90% of the agreed

service standard for the Clwyd Pension Fund administration element and 100% for the legal requirement element.

The new measures in the table below are marked with a *, please note not all of these measures have a legal requirement and
therefore will have ‘N/A’ in the legal requirement fields.
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No. of cases

% of cases

% of cases
completed completed | CPF )
. - .. . completed
Process cases Legal Requirement within Administration L
within  target
target element target
(CPF)
(Legal)
4,072 2 months from date of joining (assuming
notification received from the employer), or 30 working da
To send a Notification of Joining . L ployer) g. Y
within 1 month of receiving jobholder 84% s from receipt of | 99%
the LGPS to a scheme member , . e . . . .
information where the individual is being all information
automatically enrolled / re-enrolled
To-#form members who leave 2,030 As soon as practicable and no more than 2 15 working day
thécheme of their leaver rights months from date of initial notification (from | 99% s from receipt of | 98%
an%options employer or from scheme member) all information
ObTain transfer details for 309 20 working day
trapsfer in, and calculate and 2 months from the date of request 78% s from receipt of | 69%
provide quotation to member all information
456 20 working da
Provide details of transfer value 3 months from date of request (CETV g' y
. 98% s from receipt of | 81%
for transfer out, on request estimate) . i
all information
1,534 1 month from date of retirement if on or .
Notification of amount of after Normal Pension Age or 2 10 working day
& 86% s from receipt of | 90%

retirement benefits

months from date of retirement if before
Normal Pension Age #

all information
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883 As soon as is practicable, but no more than 2 15 working davs
Providing quotations on request months from date of request unless there g y
. ) 99% from receipt of all | 89%
for retirements has already been a request in the last 12 . )
months information
207 As soon as possible but in any event no more 10 working davs
Calculate and notify dependant(s) than 2 months from date of becoming aware g y
i : 87% from receipt of all | 81%
of amount of death benefits of death, or from date of request by a third information
party (e.g. personal representative)
103
*Calculate and Notify member of 20 working days
CETV for Divorce/Dissolution 3 months from the date of request 99% from receipt of all | 95%
Quote information
—
-
o 5 4 months from the date of the pension 15 working dave
*C%tulate and Notify members of sharing order, or the date where all sufficient g Y
. ) e . ) 60% from receipt of all | 60%
Ac®al Divorce Share information is received to implement the ) )
fos) q information
o order
350 10 king d
working days
*Calculate and pay a Refund of
contributions pay N/A from receipt of all | 61%
information
1,062 ing d
15 working days
*Calculate and Pay retirement g y
N/A from receipt of all | 96%

lump sum

information
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1,821 30 ki d
*Calculate and Notify member of | ™’ wor m.g avs
i N/A from receipt of all | 35%
Deferred Benefits information
442 3 ki q
. ) working days
*Initial lett k led
nitialfetier acknowleaging N/A from receipt of all | 78%

death of member

information

98 usjepnL
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Other performance information

The total number of cases completed annually continues to increase. Despite that, there has still been a
positive effect on the performance levels achieved across all areas. Additional resource and developments in
technology have contributed towards this success and will continue to be monitored to ensure service
standards do not decrease. In order to satisfy legal requirements the KPIs noted above are measured at a
specific point within the case. These numbers will, therefore, not match the completed cases shown below

which also include other areas of work.

Completed Cases 2021/2022

Case Type Cases 2020/21
New Starters 3,506
Address changes (including via MSS) 3,535 Total cases
Defers 1,830 completed
Refunds 709
Retirements (all types) 1,437 29,854
Estimates (all types) 883
Deaths (deferred, active and pensioners) 530
Transfers In 300 2021/22
Transfers Out 404
Divorce Quote 106 Total cases
Divorce Share 5 completed
Aggregation 2,111 31,152
Case Movement

Apr May |Jun Jul Aug | Sept | Oct Nov | Dec |Jan Feb Mar
Start total | 5,127 | 5,074 | 5,005 | 4,905 | 4,962 | 5,074 | 5,708 | 6,197 | 5,463 | 5,135 | 4,835 | 4,985
Completed | 2,306 | 2,457 | 2,578 | 2,165 | 2,218 | 2,539 | 2,974 | 3,647 | 2,566 | 3,057 | 3,344 | 5,024
Received 2,295 (2,411 | 2,493 | 2,280 | 2,418 | 3,253 | 3,539 | 2,937 | 2,291 | 2,760 | 3,512 | 4,961
Deleted 42 23 17 58 88 80 76 23 53 3 18 13
Remaining | 5,074 | 5,005 | 4,905 | 4,962 | 5,074 | 5,708 | 6,197 | 5,463 | 5,135 | 4,835 | 4,985 | 4,909

Value for Money Statement

The Fund measures Value for Money by achieving its objectives set out in both the Administration Strategy
and the Communication Strategy and particularly the following objectives:

Administer the Fund in a cost effective and efficient manner utilising technology appropriately to obtain

value for money

Ensure the correct benefits are paid to, and the correct income collected from, the correct people at the

correct time

Maintain accurate records
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= Ensure we use the most appropriate means of communication, taking into account the different needs of
different stakeholders, but with a default of using electronic communications where efficient and effective
to do so

= Look for efficiencies and environmentally responsible ways in delivering communications through greater
use of technology and partnership working

To successfully deliver these objectives there is a robust Business Plan and Data Improvement Plan in place,
risk management is integrated into our day-to-day business and we continually measure success against these
objectives in various ways such as through our KPIs, satisfaction surveys and our Breaches Register. Progress
updates on each of these are regularly reported to the Committee and the Board.

Some of the key measures to demonstrate Value for Money are as follows:

» The quality of data is fundamental to both the valuation of the fund's liabilities and how this is
subsequently reported in the fund's accounts. As mentioned earlier, our common and scheme specific data
quality scores are 97.7% and 97.3% respectively and these have significantly improved in recent years
evidencing that data is now of a high quality.

=  We aim for 5% per year increases in the proportion of scheme members registered on Member Self-
Service, which directly results in greater efficiencies. We achieved an increase of 12.27% from March 2021
to March 2022.

= We strive to use digital communications as a default in all situations unless there are valid reasons not to
do for efficiency or effectiveness reasons.

=  We regularly review our progress against a wide range of KPIs (including legal timescales, overall process
timescales and internal Fund turnaround times), workload case numbers (received, completed and
outstanding) and our business plan requirements to ensure our resources are appropriate to meet our
objectives.

= We aim for the cost per member to not be in upper or lower quartiles when benchmarked against all LGPS
Funds using national data. The latest measure confirms our administration cost per member (CIPFA
measure) to be £36.35 and this represents a position within the middle quartiles of the Funds included in
the comparison. With regard to overall costs per member across administration, oversight and
governance, the latest measure confirmed this to be £88.44 per member. This represents a position within
the upper quartile of the Funds included in the comparison.

Furthermore, in 2021/22 the administration of the Fund was achieved within the agreed budget.

Complaints Procedure

The Fund's complaints procedure is officially known as the Internal Dispute Resolution Procedure (IDRP).

Usually, before IDRP is instigated, an ‘informal’ complaint is raised by a member and the Pensions
Administration Manager or Principal Pensions Officers will attempt to resolve the complaint and confirm this
in writing where possible. If the complaint is against an employer decision, it is the employer’s responsibility to
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attempt to resolve this complaint. If the member is dissatisfied with the response, they may appeal. IDRP has
a two stage process under LGPS regulations.

Written appeal applications must be made using the Fund’s official IDRP forms and must be returned to the
Fund within six months of the date of the decision that the member is appealing against.

Stage One of the appeal’s process requires the Fund’s ‘nominated person’ to investigate the complaint. For
Stage One, this nominated person is the Business Development Manager for West Yorkshire Pension Fund. He
reviews the dispute and makes a determination as to whether the decision reached was made in line with the
Scheme regulations. Should the member remain dissatisfied with the outcome they can make an application
under Stage Two which can be forwarded to the Fund. Stage Two appeals are heard by the Monitoring Officer
of Flintshire County Council.

If still dissatisfied, members may take their dispute to the new MoneyHelper service and then onto the
Pensions Ombudsman. The table below summarises the IDRP requests the Fund received in 2021/2022 and
their outcomes:

2021/2022 Received Upheld Rejected Ongoing
Stage 1 - Against Employers 7 0 3 4
Stage 1 - Against Administering Authority | 0 0 0 0
Stage 2 - Against Employers 0 0 0 0
Stage 2 - Against Administering Authority | 0 0 0 0

Mrs Karen Williams

Appeal Contact details: | pensions Administration Manager, Clwyd Pension Fund, County Hall,

Mold, CH7 6NA

More information about the appeal process can be found in our Internal Dispute Resolution Procedure Pack
at: https://mss.clwydpensionfund.org.uk/home/Igps-scheme/forms-and-resources/index.html

Contact Details

For further information on this section of the Annual Report please contact:
Mrs Karen Williams, Pensions Administration Manager

Clwyd Pension Fund, County Hall, Mold, CH7 6NA.

Email: Karen.williams@flintshire.gov.uk

Tel: 01352 702963
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Appendix 5 - Funding and Flightpath Review [

An update from the Actuary

| am delighted to provide my annual update from an actuarial perspective on the activities of the Clwyd
Pension Fund (the Fund) during 2021/22. This was a particularly difficult period given the impact of rising
inflation, rising interest rates and the likely global recession in major economic markets. We have now entered
a stagflationary environment (lower growth, higher inflation), which will be a challenge for the Fund, given the
liabilities are directly linked to UK Consumer Prices Inflation (CPI). This means the assets need to work harder
to keep pace with the increasing liabilities.

Despite the challenging economic environment, the Fund has been resilient both financially and operationally
over this period, which is testament to the strong governance and oversight in place. It is pleasing to see that
the estimated funding position, whilst volatile, is still above 100% at the end of March 2022 based on an
approximate roll forward of the 2021 interim valuation update. This will be formally reviewed as part of the
2022 actuarial valuation, which will be a key project for the Fund and employers over the coming year. The
results and employer contributions will be formally signed off in March 2023, with the new contributions
coming into effect from 1 April 2023.

The Risk Management Framework has been integral to achieving the surplus funding position and will help
provide much needed overall contribution stability. The challenge now is to consider how we can maximise
the chance of remaining fully funded or better through a combination of the investment strategy and
employer contributions to provide ongoing stability, particularly in light of the high inflation that has
continued after 31 March 2022. This is a delicate balance as providing more certainty through reduced risk
may result in lower returns being achieved, which in turn would impact on the funding position, and increase
contribution requirements.

Going forward there is little doubt that we are going to see further increases in interest rates in the UK and
globally to try to mitigate the spiralling inflationary environment. Whether the monetary policy can influence
materially on this given the structural supply and labour issues we are seeing in the UK remains to be seen.
Whatever approach is taken, there is no doubt that the Fund is facing a number of challenges, but | do know
that having the Risk Management Framework and the exceptional wider financial governance framework in
place will help the Fund navigate this as effectively as possible.

Risk Management Framework

Flightpath Strategy

A critical aspect of managing risk relates to the Flightpath Strategy, which is central to providing stability of
funding and employer contribution rates in the long term. This strategy has been in operation for 8 years now
and there have been big strides forward in achieving the objective of reaching full funding by 2026.

Over the year, the level of liability risk hedging (the “hedge ratio”) within the framework increased marginally
(to just over 25% for interest rates and 40% for inflation expectations. We have seen several increases in
interest rates and bank base rates are currently at 1.75% (as announced on 5 August 2022) with more
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increases likely. The level of inflation hedging has provided some protection against the rising inflationary
environment.

The funding plan was well ahead of the target set as part of the 2019 valuation as at 31 March 2022 despite
the ongoing uncertainty in investment markets. Overall, the funding position was estimated to be 101% as at
31 March 2022 based on a roll forward from the 2021 interim valuation review, which was 8% ahead of target
meaning that the full funding objective was met despite the increased inflation and falls in markets. However,
we have seen some deterioration since 31 March 2022 due to the continued ongoing inflationary pressures
(increasing the liabilities) and the falls in asset values. The position remains volatile and we expect this to
continue for a while yet.

Executive summary - to quarter end 31 March 2022
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We monitor the funding position on a monthly basis and the impact of the funding deterioration will be
considered as part of the 2022 valuation and the employer contribution requirements, noting that the
inflationary pressures are also affecting employer budgets through wage inflation and operational costs from
energy and other goods.

Whilst monitoring the funding position is central to my role, it is also important that we ensure other
operational aspects of the Flightpath run by Insight Investment Management (Insight) are working correctly,
as this is vital to the success of the strategy. Therefore, we monitor on a monthly basis using a
red/amber/green (“RAG”) rating system and the summary at March 2022 is shown. It can be seen that all
aspects were in line with expectations apart from:

= The synthetic equity mandate has seen some underperformance relative to an unhedged equity position
since inception. This is driven by the sharp rally in equity markets post March 2020 following the Covd-19
market recovery, which caused the value of the equity downside protection to be less valuable. Overall,
however, the rally in markets has meant that the synthetic equity mandate has been a key contributor to
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the improved overall funding position. This equity downside protection is still critical to the overall strategy
of protecting against large falls in markets, such as those we experienced last year due to the economic
impact of the pandemic.

= |t should be noted that, having an equity protection policy in place will protect from any large changes in
equity markets. Importantly over the longer-term, the increased security allows less prudence in the
Actuarial Valuation assumptions, which could translate into lower contributions at the 2022 valuation, and
maintaining the equity exposure supports a lower cost of accrual than under traditional de-risking
methods.

= The Fund will consider the current high inflationary environment in relation to setting the inflation
assumption for the formal actuarial valuation as at 31 March 2022. This includes considering the
effectiveness of the Bank of England’s monetary policy of increasing interest rates.

Changes to the Risk Management Framework

Following the strong performance of the framework and analysis of the collateral adequacy position, the
Funding and Risk Management Group (FRMG) agreed to release £100m of collateral from the risk
management framework. It was decided that this would be invested into private market assets over the next
few years. Given it takes time to fund these investments, £50m of the earmarked value was invested within
the collateral management strategy within the framework in order to generate additional return in the
interim. The FRMG also put in place a robust cash management plan should the Fund need to source liquidity
at short notice, improving the governance around cashflow management.

The Flightpath framework will continue to be monitored as part of the regular FRMG meetings.

What will we need to consider during 2022/23?

As well as the challenge of the global economic environment, there are a number of other areas that the Fund
will need to navigate and react to.

= 2022 actuarial valuation — The effective date for the 31 March 2022 valuations has now passed. Work is
now well underway as the Fund and the Actuary begin to consider the assumptions (financial and
demographic) to adopt and the outlook for markets. The results will be communicated to employers
during Q4 2022 and summarised within the 2022/23 update from the Actuary.

= |mpact of rising inflation and interest rates — As you will be well aware, the rate of inflation has recently
reached its highest level in over 40 years, with the annual increase in CPI to June 2022 hitting 9%. It is quite
conceivable that the April 2023 pension increase (which is based on the September 2022 annual CPI value)
could be double digit, which is the highest pension increase since the 1970’s. This has been driven by
various factors initially, but also exacerbated by the impact of the crisis in Ukraine on energy, petrol and
food prices with other factors such as low unemployment adding to concerns of sustained high inflation.

= The Bank of England has already taken some steps to control UK inflation and at the August monetary
policy committee increased the base interest rate to 1.75% p.a., aiming to encourage saving instead of
spending, and hence more price competition. It predicts that this will bring CPI inflation to below its 2%
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target within a few years, although this seems somewhat optimistic given the global influences on UK
inflation, which are not within the Bank of England’s gift to control. As a result, there is considerable
uncertainty in how prolonged the situation may last and this uncertainty was highlighted by the Bank of
England in its latest forecast.

= (Climate change — at the time of writing we are seeing a year of record-breaking temperatures in the UK

and rightly climate change continues to be one of the issues at the top of the agenda. The Fund rightly has
climate change at the centre of its policies and is already taken steps aiming to manage climate change risk
within the investment strategy through its net zero policy and impact investing. We will be considering this
in more detail from a funding perspective for the 2022 valuation. This will comprise using scenario analysis
to test the potential evolution of the Fund’s funding position over time under different climate change
transition scenarios, which will help inform our understanding of the resilience of the funding strategy and
how the current investment strategy plus planned future changes impact on this.

= Maintaining full funding — In light of the funding level moving over 100%, the challenge is how do we
maintain or even improve this position through contributions and investment returns. This cannot be
guaranteed and will be a delicate balance between a number of often competing factors. The 2022
actuarial valuation will also impact on the funding level as updated membership data and assumptions
(including demographic factors) are incorporated.

=  McCloud remedy — On 10 March 2022, the Public Sector Pensions and Judicial Offices Bill received Assent.
The next stage in the process will therefore be for Regulations for each of the Public Sector Schemes to be
released together with a consultation on draft guidance to assist Funds in implementing the remedy. Both
are expected prior to parliamentary recess in the summer of 2022.

* From a funding perspective, a letter from the Head of Local Government Pensions at DLUHC was
forwarded to administering authorities setting out DLUHC’s recommendations on how the impact of the
McCloud Judgment should be taken into account as part of the 31 March 2022 actuarial valuation. For the
Fund, the recommendations were in line with the treatment already incorporated into the 2019 valuation
outcomes and hence no significant changes in approach/outcome are expected as part of the 2022
valuation exercise other than for those employers who decided not to make a provision in their current
contributions rates.

| have covered a wide range of challenges and opportunities for the Fund and | remain confident that we are
in the best place possible to navigate these over the next few years and beyond given the strong financial
governance in place.

Paul Middleman FIA

Fund Actuary and Pensions Advisory Panel member
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Appendix 6 - Investment Policy and Performance Report [

| am pleased to provide an update from an investment perspective on the activities of the Clwyd Pension Fund
(the Fund) during 2021/22. As the Fund’s Investment Consultant, | provide advice to the Fund on how to
manage various investment risks. | also have a specific role in guiding the overall direction of the Fund via my
seat on the Fund Advisory Panel and the Funding and Risk Management Group (FRMG).

Investment Strategy Statement (ISS)

When considering the Fund’s investments it is appropriate to start with the overall investment objectives,
which are set out in the ISS. The ISS is appended to this report and sets out the funding and investment
objectives for the Fund. The specific investment objectives are:

= Achieve and maintain assets equal to 100% of liabilities within the 13-year average timeframe, whilst
remaining within reasonable risk parameters

= Determine employer contribution requirements, whilst recognising the constraints on affordability and
strength of employer covenant, with the aim being to maintain as predictable an employer contribution
requirement as possible

= Recognising the constraints on affordability for employers, aim for sufficient excess investment returns
relative to the growth of liabilities

= Strike the appropriate balance between long-term consistent investment performance and the funding
objectives

=  Manage employers’ liabilities effectively through the adoption of employer specific funding objectives
= Ensure net cash outgoings can be met as/when required
= Minimise unrecoverable debt on employer termination

= Ensure that its future strategy, investment management actions, governance and reporting procedures
take full account of longer-term risks and sustainability

= Ensure that the Fund’s investments are aligned with the transition to a low carbon economy through a
commitment to achieving a net zero carbon dioxide emission’s target by 2045

=  Promote acceptance of sustainability principles and work together with others to enhance the Fund’s
effectiveness in implementing these

= Aim to use the Wales Pensions Partnership (WPP) as the first choice for investing the Fund’s assets subject
to it being able to meet the requirements of the Fund’s investment strategy and objectives (including
sustainability requirements), within acceptable long-term costs to deliver the expected benefits and
subject to ongoing confidence in the governance of the Partnership.
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Each of these specific objectives have embedded within them the Fund’s desire to incorporate sustainability in
its long-term approach and to demonstrate that it is acting effectively as a Responsible Investor.

This report demonstrates progress made towards these long-term objectives during the year, compliance with
the ISS, the economic and market environment and changes implemented or planned during the year.

Market Commentary

The world entered the second quarter of 2021 with heavy COVID-19 related restrictions in place. The
successful roll-out of vaccinations in developed countries created optimism over imminent reopening’s
that would be more sustainable this time than a year before. The reopening rebound in July and August
2021 in developed countries did indeed materialize and drove risk-on sentiment initially. However, some
emerging economies re-imposed restrictions, which added to already existing supply chain pressures. The
supply impact was felt with increasing intensity in September with bottlenecks in a large number of areas.

One major event was a run on UK petrol stations at the end of September after rumours of fuel shortages
became a self-fulfilling prophecy. Rising energy future prices in the UK and Europe led to a further
deterioration in sentiment. In the emerging world, China’s attempt to deflate its property market by
tightening credit increased financial distress and led to the bankruptcy of some large property developers,
most notably Evergrande. This came in addition to its disruptive regulatory campaign that created
enormous uncertainty for Chinese companies and led to a sharp deterioration in business sentiment.

The fourth quarter did not bring much better news for investors. Persistently high inflation in both
developed and emerging countries prompted central banks to become more hawkish. Tightening in
emerging markets that had already started reacting earlier in the year continued. The Federal Reserve
began to taper asset purchases, setting the stage for interest rate rises as early as in 2022. The Bank of
England increased rates by 15bps to 0.25% in December. Only the European Central Bank and Bank of
Japan remained on the fence.

There was a further COVID-19 variant scare from late November onwards but with a more limited impact
this time. International travel restrictions were somewhat tightened and only few countries in Europe re-
imposed meaningful domestic restrictions. The US and UK opted instead for a more pragmatic approach of
keeping their economies open and focusing on making booster vaccinations more widely available. Some
optimism returned late in the year as existing vaccines proved to still be sufficiently effective against
severe symptoms whilst the new variant also appeared to be less severe than feared, although more
contagious.

At first, 2022 started on a positive note. The continued absence of far-reaching COVID restrictions in
developed countries supported demand. Although inflation came in at elevated levels, a combination of
improving supply chains and moderate monetary tightening was expected to bring it under control. The
invasion of Ukraine and subsequent spike in commodity markets completely changed this narrative.
Central banks were forced to accelerate this pace of tightening even as growth expectations were dialled
down. The recovery in supply chains was nipped in the bud both due to the conflict, sanctions on Russia
and China locking down large manufacturing hubs.
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Overall, the 12-month period was shaped by a strong global economic recovery supported by economies
reopening, higher increased household savings and loose monetary policy. This position fell under pressure
in 2022 amid rising inflation, tightening monetary policy, the conflict in Ukraine and renewed lockdowns in
China, just when there was hope that supply chains would improve and COVID-19 would cease to cause
major economic disruptions.

At a global level, developed markets as measured by the FTSE World index, returned 14.9%. Meanwhile, a
return of -3.3% was recorded by the FTSE All World Emerging Markets index.

At a regional level, European markets, excluding the UK, returned 6.5% as indicated by the FTSE World
Europe ex UK index. At a country level, UK stocks as measured by the FTSE All Share index returned 13.0%.
The FTSE USA index returned 19.3% while the FTSE Japan index returned -2.3%. UK equities caught up
considerably with global equities in the first quarter of 2022 due to the index’s large exposure to oil, gas
and basic materials.

Equity market total return figures are in Sterling terms over the 12-month period to 31 March 2022.

UK Government Bonds as measured by the FTSE Gilts All Stocks Index, returned -5.1%, while long dated
issues as measured by the corresponding Over 15 Year Index had a return of -7.2% over the year. The yield
for the FTSE Gilts All Stocks index rose over the year from 1.2% to 1.7% while the Over 15 Year index yield
rose from 0.7% to 1.1%.

The FTSE All Stocks Index-Linked Gilts index returned 5.1% with the corresponding over 15-year index
exhibiting a return of 3.9%. Rising inflation expectations offset rising nominal yields to an extent,
cushioning the fall of real yields somewhat which explains the outperformance of index-linked gilts relative
to nominal gilts.

Corporate debt as measured by the ICE Bank of America Merrill Lynch Sterling Non-Gilts index returned -
5.1%.

Over 12-month period to 31 March 2022, the MSCI UK All Property Index returned 23.9% in Sterling terms.
All three main sectors of the UK Property market recorded positive returns over the period (retail: 20.8%;
office: 6.7%; and; industrial 42.3%).

The price of Brent Crude Oil rose 69.2% from $63.52 to $107.46 per barrel over the one-year period.
Commodities rallied significantly in the first quarter of 2022, as Russia invaded Ukraine. As Russia was
sanctioned by large parts of the world, energy markets spiked due to the uncertainty of supply given
Russia being such a large supplier of oil and gas to Europe.

The S&P GSCI Commodity Spot Index returned 62.4% over the one-year period to 31 March 2022 in
Sterling terms.

Over the 12-month period to 31 March 2022, Sterling appreciated by 0.8% against the Euro from €1.17 to
€1.18 and appreciated 4.8% against the Yen, from ¥152.46 to ¥159.81. Sterling depreciated against the US
Dollar by -4.6%, from $1.38 to $1.32.
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Clwyd Pension Fund Investment Performance 2021/22

The Fund posted strong investment returns for the year returning 13.3% for the twelve months, well ahead of
the Actuary’s future service return assumption of CPl +2.25%, as quoted in the Investment Strategy Statement
(ISS) and Funding Strategy Statement (FSS).

The Fund returned 13.3% compared with a composite benchmark (of the underlying manager benchmarks) of
9.1%. Whilst the returns for the year were well ahead of the required rate, given the impact COVID-19 had on
the preceding year’s returns, it remains appropriate to see this in context of the longer-term performance.
Over three years to the 31 March 2022 the Fund achieved a return of +9.9% per annum, compared with a
benchmark of +8.9% per annum. This performance is also well ahead of the future service target of CPI
+2.25%.

The Equity portfolio that includes Global and Emerging Market Equity exposures returned +2.3% due to the
falls in equity markets over the year to 31 March 2022. The BlackRock World ESG portfolio returned +16.8%,
outperforming its target of +16.5%, whilst the Russel WPP Global Opportunities portfolio returned +11.0%,
underperforming its target of +14.6% over the 12 months.

The Multi-Asset Credit (MAC) portfolio produced a negative return of -2.1% against a target of 4.1%. The
portfolio mainly detracted due to security selection within the US and the impact that the Russian invasion of
Ukraine had on credit markets in late February and March of 2022.

The Best Ideas Portfolio produced a return of +20.3% over the one year period to 31 March 2022, well in
excess of its long term target of CPI +3.0% p.a.

Throughout the year under review, a number of positions have been taken within the underlying composition
of the Best Ideas portfolio as demonstrated in the chart below. There is a monthly meeting of the Tactical
Asset Allocation Group where Mercer monitor and review the portfolio and make recommendations to the
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Fund Officers. A robust process has been put in place with a transparent audit trail (including minutes of all
meetings) documenting any changes and decisions together with their rationale.
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The chart demonstrates the diversified nature of the holdings within the Best Ideas portfolio, which has
included Developed Equities, Emerging Market Equities, Commodities and Corporate Bonds as well as liquid
alternatives in the form of listed Infrastructure. It also shows how the underlying holdings have changed
following decisions that have been taken by the Tactical Asset Allocation Group over the year. One key holding
during the year has been the Sterling Liquidity (cash) fund. This has been particularly helpful at the start of
2022 as market volatility and falling valuations hit all investors.

The Managed Account Platform with MAN contains a Hedge Funds portfolio, which produced a strong
absolute return of +8.5% during the year. The portfolio was restructured as part of the strategic review and
the new structure was in place with effect from April 2020.

In the 12 months under review the Private Markets assets lead performance achieving a positive return of
+26.4%. Within the Private Markets portfolio Local/Impact and Private Equity posted the strongest returns,
returning +40.3% and +36.0%, respectively.

The Cash and Risk Management Framework investment portfolio (a key component of the Risk Management
Framework) which consists of regional synthetic Global Equities, Gilt and inflation exposures (as well as equity
protection and currency hedging strategies) returned +17.9% in 2021/22. However, the performance of this
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portfolio over the short term is less relevant due to its risk management characteristics. The risk management
elements of the portfolio performed as expected and managed the fund’s risks effectively over the period.

The chart below summarises the 12-month performance against the target for each of the Fund’s asset classes
and managers together with the total Fund. It should be noted we have only included those funds/asset
classes that have a full 12-month return.
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Summary of Investment Performance 2021/22

Market conditions over the year to 31 March 2022 year were beneficial for investors, and the Fund benefited
from these investment markets. COVID-19 restrictions were lifted across the globe which improved investor
sentiment. The first quarter of 2022 has seen markets fall off largely due the tightening of monetary policies
across UK, US and Europe as well as the impact on supply chains resulting from the Russian invasion of
Ukraine, which has ultimately reduced the yearly returns to March 2022.

As a result the performance of the Fund for the twelve months under review was +13.3%.

The Fund’s allocations to private markets (+26.4%) and the Tactical Asset Allocation (+20.3%) helped propel
the Fund over the period. The Fund’s cash and risk management allocation also posted strong returns over the
year in review, returning +17.9%. Equities returned a positive return (+2.3%) over the period, whilst Multi-
Asset Credit dragged on performance (-2.1%).

Investment Strategy

The Fund’s Investment Strategy is shown in the table below:

Strategic Asset Class Strateg'ic Strategic Range | Conditional Range
Allocation (%) (%) (%)
Developed Global Equity 10.0 5.0-15.0 0-30
Emerging Market Equity 10.0 5.0-15.0 0-30
Hedge Funds 7.0 5.0-9.0 0-15
TAA/Best Ideas 11.0 9.0-13.0 0-20
Multi-Asset Credit 12.0 10.0-14.0 0-20
Cash and Risk Management Framework | 23.0 10.0-35.0 0-40
Private Markets
Property 4.0 2.0-6.0 0-8
Private Equity 8.0 6.0-10.0 0-15
Local/Impact 4.0 0.0-6.0 0-8
Infrastructure 8.0 6.0-10.0 0-15
Private Credit 3.0 1.0-5.0 0-6
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The Fund’s Investment Strategy continues to be more diversified than most Local Government Pension
Scheme (LGPS) Funds and incorporates a Risk Management Framework, which differentiates the Fund from
many other LGPS Funds. The aim of the Fund’s strategy remains to reduce the volatility of returns, in line with
the objective of stabilising employer contribution rates. Although history suggests that in the long term
equities should out-perform other asset classes, these returns can be very volatile and the asset class can
under-perform for many years.

The Cash and Risk Management Framework is a key feature of the Fund’s Investment Strategy and looks to
manage a number of the key risks. As described above the strategic target weight has been increased as part
of the recent review, demonstrating that it remains strategically important. This portfolio is explained in more
detail in the Risk Management section of the Actuary’s report.

The Best Ideas Portfolio is a short-term (12-month horizon) tactical allocation based upon Mercer’s suggested
“best ideas”. Aside from the decisions being made on a tactical (short-term) basis, the basic premise of the
decisions within this portfolio is that any asset allocation implementation should be liquid (to enable speed of
action should it be required) and cost efficient. Given the material size of this allocation (11% of total Fund
assets), further detail is provided in the Performance section of this report. The following table shows the
strategic allocation compared to the actual asset allocations as at 31 March 2021 and 31 March 2022.

As we start the 2022/23 period, there continues to be a significant amount of volatility across financial
markets. In conjunction with the 31 March 2022 Actuarial Valuation, the Fund will be undertaking an
Investment Strategy Review and potentially making changes to the strategic asset allocation based on a range
of factors including but not limited to: market volatility, the challenging outlook for growth and inflation.
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Strategic Allocation vs Actual Allocations (Note: Totals may not sum due to rounding)

Tudalen 102

Actual Actual Strategic
M
anager Mandate 31/03/21 | 31/03/22 | Allocation 21/22
Developed Global Equity 10.0%
WPP Global Equity 5.4% 5.3% 5.0%
BlackRock Global Equity 5.2% 5.4% 5.0%
Emerging Market Equity
Wellington EM (Core) 3.6% 0.0% 0.0%
Wellington EM (Local) 3.3% 0.0% 0.0%
BlackRock Emerging Equity 3.8% 0.0% 0.0%
WPP Emerging Equity 0.0% 9.0% 10.0%
Hedge Funds
ManFRM Hedge Funds 6.7% 6.4% 7.0%
11.0%
TAA / Best Ideas
In-house Best Ideas Portfolio 10.6% 11.1% 11.0%
Multi-Asset Credit
WPP Multi-Asset Credit 11.5% 10.0% 12.0%
. 23.0%
Cash and Risk Management Framework
Insight CRMF 24.4% 25.5% 23.0%
Private Markets
Various Property 6.0% 6.0% 4.0%
Various Private Equity 7.7% 7.9% 8.0%
Various Local/Impact 2.3% 2.7% 4.0%
Various Infrastructure 4.7% 4.8% 8.0%
Various Private Credit 2.3% 2.1% 3.0%
Various Timber/Agriculture 0.8% 0.5% 0.0%
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Actual Actual Strategic
Manager
& Mandate 31/03/21 | 31/03/22 | Allocation 21/22
Cash 1.7% 3.2% 0.0%

During the 2021/2022 period, the Fund switched out of Wellington Emerging Market Core and Local Funds
and BlackRock Emerging Market Equity Fund and transferred all Emerging Market allocation into the WPP
Emerging Market Fund. This was in line with the Fund’s objective to use the WPP for investing the Fund’s
assets.

Responsible Investment

The Fund’s ISS includes the full Responsible Investment Policy and includes the approach to Investment
Pooling, Stewardship and Engagement and Reporting and disclosure. The Policy includes the Fund’s
Responsible Investment beliefs, and a set of Principles. It also sets five key Strategic Responsible Investment
Priorities for the work in this area over the next three years.

The Fund has continued to progress significantly in the work undertaken over the past year. Progress has been
made across all of the strategic Responsible Investment Priorities as detailed in the ISS. In particular, the
Committee approved a strategy to achieve net-zero carbon emissions from its investment portfolio. The
Committee agreed an ambitious target for the investments in Clwyd Pension Fund, as a whole, to have net
zero carbon emissions by 2045, with an interim target of carbon reduction of 50% by 2030.The Fund has also
continued to deploy allocations into sustainable private market investments, many of which have direct
impact focus, with some allocations designed to directly benefit the Fund in the local area.

The Committee have received a series of dedicated training sessions across a range of Responsible Investment
areas and the Fund continues to take actions that place it at the forefront of the Responsible Investment
landscape.

Engagement and Voting

The Fund requires that its managers report how they voted the shares held within their portfolios. A summary
of the voting activities of the managers for 2021/22 is shown in the following table.

Not
Annual/
] Votes Votes Voted/
Manager Special Proposals Votes For ) )
Meetings Against Abstained | Refer/
& Withheld
BlackRock -
ackRock = 1 274 3,937 3,641 266 29 1
ESG
Russell -
61 704 634 64 5 1
Global Ops
Russell -
Emerging 19 187 139 35 1 12
Market

80

Tudalen 103



Source: Investment Managers

United Nations Principles for Responsible Investment

The Fund engages with all of its asset managers to ensure that they are fully aware of their responsibilities
with regard to sustainability, and one of the ways in which the fund management industry can demonstrate
that it takes its responsibilities seriously is to become a signatory to the UN Principles for Responsible
Investment (UN PRI). Firms that are signatories to the UN PRI are required to commit to a set of six principles
promoting and incorporating Environmental Social and Governance (ESG) principles into all aspects of its
work. The Fund’s major asset managers are all UN PRI signatories. For sake of completeness, Russell are not
considered a direct manager of assets as they manage a portfolio of underlying investment managers. These
underlying investment managers are being encouraged to become signatories to the UN PRI.

Summary of the Longer Term

The market value of the Fund has increased from approximately £1,082.7m in March 2012 to £2,490.8m in
March 2022.

The table below shows a summary of the annualised investment performance over the last 10 years compared
with the Fund’s benchmark and local government pension funds.

Period Clwyd  Pension | Clwyd Average  Local
(Years) Fund (%) pa Benchmark (%) pa | Authority (%) pa
1 +13.3 +9.1 +8.6

3 +9.9 +8.9 +8.3

5 +7.8 +7.4 +7.1

10 +8.4 +8.1 +8.9

Source: Mercer, PIRC
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Performance to 31 March 2022

Investment

Total -0.9 -1.0 13.3 9.1 9.9 8.9 7.8 7.4 8.4 8.1
Total Equity -3.1 -2.9 2.3 49 9.1 11.0 8.0 9.4 10.0 11.6
WPP Global ¢ cell 14 22 110 146 145 156 - . - .
Opportunities
World ESG BlackRock  -1.8 -1.9  16.8 165 - - - - - -
Equity
Emerging
Markets Russell -49 -39 - - - - - -- -- --
Equity
Total Credit -3.8 1.1 -2.1 4.1 1.9 2.9 1.8 2.5 2.1 1.9
WPP Multi-
Asset Credit Russell -3.8 1.1 2.1 4.1 -- -- -- -- -- --
Total Hedge 04 10 85 3.6 44 39 - - - -
Funds
Hedge Funds  Man 04 1.0 8.5 3.6 4.4 3.9 2.4 4.0 -- --
Hedge Funds ) 58 1.0 41 36 96 39 352 4.0 - -
(Legacy)
Total T?Ctlcal 8.1 2.5 20.3 8.8 11.5 5.8 7.8 5.6 3.9 5.0
Allocation
Best Ideas Various 8.1 2.5 20.3 8.8 12.0 5.8 8.8 5.6 2.4 0.1
Total Private 43 20 26.4 80 11.0 58 10.7 59 - -
Markets
Property Various 5.0 5.6 16.9 23.9 7.0 8.4 7.5 8.4 8.2 9.2
Private Equity Various 4.9 1.3 36.0 5.1 17.3 54 15.7 5.5 13.0 5.6
Local / Impact Various 2.3 1.3 40.3 5.1 -- -- -- -- -- --
Infrastructure Various 4.7 1.3 22.3 5.1 6.2 54 7.1 5.5 12.2 5.6
Private Credit Various 1.6 1.8 18.1 7.5 4.4 7.5 -- -- -- --
Timber/ Various 26 13 61 5.1 09 54 06 55 22 56
Agriculture
Total CRMF -6.3 -6.3 17.9 17.9 16.0 16.0 11.4 11.4 -- --
Cash and Risk
Management bt 63 -63 179 179 160 160 114 114 - -
Framework
(CRMF)
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Source: Investment Managers, Mercer.

Note: Figures shown are net of fees and based on performance provided by the Investment Managers, Mercer
estimates and Refinitiv. For periods over one year the figures in the table above have been annualised.

The following table documents the changes in the Fund’s Investment Strategy since 2001. As can be seen the
asset allocation is very different from that of the average local government pension fund. The Fund has been
particularly active and very early in its commitments to alternative assets through a broad range of specialist
managers. The current weightings were reviewed in 2019, the new strategy was in effect from April 2020.
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2001 2004 2007 2011 2015 2017 2020
Core Manager Investments LGPS Average
(%) (%) (%) (%) (%) (%) (%)
Equities
Global Unconstrained - - 5.0 5.0 8.0 4.0 5.0
Global Developed (Smart Beta) - - - - - 4.0 -
Global Developed (ESG) - - - - - - 5.0
Global High Alpha/ Absolute - - - 5.0 - - -
UK Active (Traditional) 35.0 29.0 15.0 - - - -
UK Active (Portable Alpha) 10.0 10.0 12.0 - - - -
US Active 7.0 8.0 5.0 - - - -
Europe (ex UK) Active 11.0 9.0 6.0 - - - -
Japan Active 4.0 4.0 4.0 - - - -
-Ear East (ex UK) Active 2.5 3.0 4.0 7.0 - - -
g_merging Markets Active 2.5 3.0 4.0 7.0 6.5 6.0 10.0
%ontier Markets Active - - - - 2.5 - -
5eveloped Passive - - - 19.0 - - -
ﬁ 72.0 66.0 55.0 43.0 17.0 14.0 20.0 54.0
+ixed Interest
Traditional Bonds 10.0 9.5 - - - - -
High Yield/ Emerging 1.5 2.0 - - - - -
Unconstrained - - 13.0 15.0 15.0 12.0 12.0
Private Credit (illiquid) - - - - - 3.0 3.0
Cash/ Other 2.5 0.5 - - - - -
14.0 12.0 13.0 15.0 15.0 15.0 15.0 18.0
Liability Driven Investment - - - - 19.0 19.0 23.0 -
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2001 2004 2007 2011 2015 2017 2020
Core Manager Investments LGPS Average
(%) (%) (%) (%) (%) (%) (%)
Alternative Investments and Cash
Property 5.0 7.0 6.5 7.0 7.0 4.0 4.0
Infrastructure 0.5 5.0 1.5 2.0 2.0 6.0 8.0
Timber/ Alternatives - - 1.5 2.0 2.0 2.0 -
_QPmmodities - - 2.0 4.0 - - -
@rivate Equity & Opportunistic 4.5 4.5 6.5 10.0 10.0 10.0 8.0
QD
ocal/ Impact - - - - - - 4.0
=
HHedge Fund of Funds 4.0 4.0 5.0 5.0 - - -
(@)
@edge Fund Managed Account - - - - 9.0 9.0 7.0
Platform
Currency Fund - 4.0 4.0 - - - -
Tactical Asset Allocation (TAA) - 2.0 5.0 12.0 - - -
Tactical Allocation (Diversified - - - - 10.0 10.0 -
Growth)
Tactical Allocation (Best Ideas) - - - - 9.0 11.0 11.0
14.0 22.0 32.0 42.0 49.0 52.0 42.0 28.0
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In House Portfolio

Asset Class

Number of Funds

Property Closed Ended Holdings

Schroders

Hermes

LAMIT

Legal & General

BlackRock

R (R [(R|=|un

Property Open Ended Holdings

N
=

Aberdeen Property Asia Select

Basecamp

BlackRock European Feeder

BlackRock US Residential

Darwin Leisure Property

Franklin Templeton

InfraRed Active Property

Newcore

North Haven Global Real Estate

Paloma Real Estate

Partners Group Global Real Estate

Threadneedle

Timber

BGT Pactual Timberland

Stafford Timberland

Agriculture

Insight Global Farmland

GMO

RPIRPINWINUUOURNNWERWNNRPERNRFPRPEP

Infrastructure

[
00

Access Capital Infrastructure

Arcus European Infrastructure

Carlyle Global Infrastructure

GSAM West Street Infrastructure

HarbourVest Real Assets

Hermes Infrastructure

InfraRed

Infravia

Innisfree

JP Morgan Infrastructure

Marine Capital

North Haven Global Infrastructure

Pantheon

Partners Group Direct Infrastructure

RIRWRRRRWRRRRR|R

Total Funds

(8]
ey
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Asset Class

Number of Funds

Private Equity Direct Funds

N
N

Access Capital

Apax

August Equity

Capital Dynamics

Carlyle Group

Charterhouse

Dyal Capital Partners

ECI

FSN

GB Deutschland

Livingbridge

Marquee

North Haven

Partners Direct

Unigestion

RINRIR|RPR|IRPRIRPIW[R|N|RlW WU,

Private Equity Fund of Funds

w
=

Access Capital

N

Capital Dynamics

~

HarbourVest

JP Morgan Secondary’s

Partners Group

Standard Life

Unigestion

Local / Impact

Aviva

Bridges

Circularity

Development Bank of Wales

Environmental Technologies

Ludgate Environmental

Fairfax

Foresight

Harbour Vest

Hermes

Impax

Infrared

Partners Group

RIRINR|IRINRIRPRW R R O|R

Total Funds

N
[(-]

Private Debt

~N

BlackRock
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Asset Class

Number of Funds

Carlyle

Neuberger Berman

Permira

Pinebridge

Total Funds

N PR, w

Kieran Harkin

Head of LGPS Investments
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Appendix 7 - Clwyd Pension Fund Accounts

For The Year Ended 315t March 2022

FUND ACCOUNT

2020/21
£000

(81,805)
(3,415)

(85,220)

65,188
9,454
2,654

77,296

5,924

83,220

(2,000)

21,924

19,924

(17,804)
(450,889)

(468,693)

(448,769)

(1,777,439)

(2,226,208)

Note

Dealings with members, employers and
others directly involved in the Fund

Contributions 7
Transfers in 8

Benefits payable :
Pensions 9

Lump sums (retirement)
Lump sums (death grants)

Payments to and on account of leavers 10

Net (additions)/withdrawals from dealings with
members

Management expenses 11

Net (additions)/withdrawals including fund
management expenses

Returns on Investments
Investment income 12
Change in market value of investments 13A

Net return on investments

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

Opening net assets of the scheme

Closing net assets of the scheme

Tudalengb12

2021/22
£000

(85,253)
(6,956)

(92,209)

66,875
14,572
2,251

83,698

4,456

88,154

(4,055)

25,766

21,711

(23,589)
(262,709)

(286,298)

(264,587)

(2,226,208)

(2,490,795)




NET ASSETS STATEMENT

2020/21
£000

2,222,792

2,222,792
254
5,059

(1,897)

2,226,208

Investment Assets

Net Investment Assets
Long-term debtors

Debtors due within 12 months
Creditors

Net assets of the fund available to fund
benefits at the end of the reporting period

Note

13

19

19

20

2021/22
£000

2,485,770

2,485,770
294
6,962

(2,231)

2,490,795

Note: The Fund’s financial statements do not take account of liabilities to pay pensions and
other benefits after the period end. The actuarial present value of promised retirement
benefits is disclosed in the actuary’s report (Note 25).
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Notes to the Clwyd Pension Fund Accounts For The Year
Ended 31t March 2022

Note 1 — Description of the Fund

General

Clwyd Pension Fund (the Fund) is part of the Local Government Pension Scheme (LGPS) and
is administered by Flintshire County Council. The County Council is the reporting entity for
the Fund.

The LGPS is governed by the Public Service Pensions Act 2013 and the following secondary
legislation:

= The LGPS Regulations 2013, as amended;

= The LGPS (Transitional Provisions, Savings and Amendment) Regulations 2014, as
amended; and

= The LGPS (Management and Investment of Funds) Regulations 2016.

The LGPS is a contributory defined scheme, which provides pensions and other benefits to
employees and former employees of Flintshire County Council and scheduled and admitted
bodies in North East Wales. Teachers, police officers and firefighters are not included as
they come within other national pension schemes. The Fund is overseen by the Clwyd
Pension Fund Committee which is a committee of Flintshire County Council.

The accounts have been prepared during the national emergency situation arising from the
global COVID-19 pandemic and reference will be made to any known impacts of this as
required within the document. The accounts have been prepared in accordance with the
2021/22 Code of Practice (the Code) on Local Authority Accounting which is based on
International Financial Reporting Standards (IFRS).

Membership

Membership of the LGPS is voluntary and employees are free to choose whether to join the
scheme, remain in the scheme or make their own personal arrangement outside the
scheme. 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 participate in the Fund under the terms of an admission
agreement between the Fund and the relevant organisation. Admitted bodies include
voluntary, charitable and similar bodies or private contractors undertaking a local
authority function following outsourcing to the private sector.
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Membership details are set out below in more detail:

2020/21 2021/22
No. No.
52 Number of employers with active members 52
Number of employees in scheme
5,524 Flintshire County Council 5,552
12,018 Other employers 11,521
17,542 Total 17,073
Number of pensioners
4,011 Flintshire County Council 4,234
9,939 Other employers 10,300
13,950 Total 14,534
Deferred pensioners
5,718 Flintshire County Council 5,525
11,557 Other employers 12,363
17,275 Total 17,888
48,767 Total employees 49,495
Funding

Benefits are funded by contributions and investment earnings. Contributions are made by
active members in accordance with the LGPS Regulations 2013, as amended, and range
from 5.5% to 12.5% of pensionable pay for the financial year ending 31st March 2022.
Employers also pay contributions to the Fund based on triennial funding valuations. The last
valuation was at 31st March 2019, the findings of which became effective on 1st April 2020.
Currently employer contribution rates range from 11.5% to 29.4% of pensionable pay.

Benefits

Prior to 1 April 2014, pension benefits under the LGPS were based on final pensionable pay
and length of service. From 1 April 2014, the LGPS became a career average scheme,

whereby members accrue benefits based on their pensionable pay in that year at an accrual
rate of 1/49th. Accrued pension is increased annually in line with the Consumer Price Index.

There are a range of other benefits provided under the scheme including early retirement,
disability pensions and death benefits as explained on the LGPS website, see
www.lgpsmember.org.

In addition the Fund provides an additional voluntary contribution (AVC) scheme for its
members, the assets of which are invested separately from the Fund. The Fund uses
Prudential and Utmost (previously Equitable Life) as its AVC providers. AVCs are paid to the
AVC providers by employers and provide additional benefits for individual contributors.
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Note 2 - Basis of Preparation

The Statement of Accounts summarises the Fund’s transactions for the 2021/22 financial
year and its financial position at 31st March 2022. The accounts have been prepared in
accordance with the Code of Practice on Local Authority Accounting in the United Kingdom
2021/22 which is based upon International Financial Reporting Standards (IFRS), as
amended for the UK public sector.

The accounts report on the net assets available to pay pension benefits. They do not take
account of obligations to pay pensions and benefits which fall due after the end of the
financial year. The Code gives administering authorities the option to disclose this
information in the net assets statement, in the notes to the accounts or by appending an
actuarial report prepared for this purpose. The Fund has opted to disclose this information
in Note 25.

The accounts have been prepared on a going concern basis.

Paragraph 3.3.1.2 of the Code requires disclosure of any accounting standards issued but
not yet adopted. The Code has introduced the following changes, amendments and
interpretations to existing standards:

= - Definition of a Business: Amendments to IFRS 3 Business Combinations
= - |nterest Rate Benchmark Reform: Amendments to IFRS 9, IAS 39 and IFRS 7

= - |nterest Rate Benchmark Reform — Phase 2: Amendments to IFRS 9, IAS 39, IFRS 7, IFRS
4 and IFRS 16

= - |FRS 16 Leases — will require local authorities that are lessees to recognise most leases
on their balance sheet as right-of-use assets with corresponding lease liabilities (there is
recognition for low-value and short-term leases). CIPFA/LASAAC have deferred
implementation of IFRS 16 for local government to April 2024.

These changes were mandatory for the Fund’s accounting periods beginning on or after 1st
April 2021 or later periods and may require changes to accounting policies in future year’s
accounts. They are not expected to have a material impact on the Fund’s financial
statements.
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Note 3 — Summary of significant accounting policies

In summary, accounting policies adopted are detailed as follows:
Fund Account — Revenue recognition

Contribution income
Normal contributions are accounted for on an accruals basis as follows:

= - Employee contribution rates are set in accordance with LGPS regulations, using
common percentage rates for all schemes that rise according to pensionable pay.

= - Employer contributions are set at the percentage rate recommended by the Fund’s
actuary for the period to which they relate.

Employer deficit funding contributions are accounted for on the basis advised by the Fund’s
actuary in the rates and adjustment certificate issued to the relevant employing body.
Additional employer’s contributions in respect of ill-health and early retirements are
accounted for in the year the event arose. Any amount due in year but unpaid will be
classed as a current financial asset. Amounts not due until future years are classed as long-
term financial assets.

Transfers to and from other schemes

Transfers in and out relate to members who have either joined or left the Fund.

Individual transfers in/out are accounted for when received or paid. Transfers in from
members wishing to use the proceeds of their additional voluntary contributions (see
below) to purchase scheme benefits are accounted for on a receipts basis and are included
in transfers in (Note 8).

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

Investment income

= - Interest income is recognised in the Fund Account as it accrues, using the effective
interest rate of the financial instrument as at the date of acquisition or origination.

= - 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 in the net assets
statement as a current financial asset.

= - Distributions from funds are recognised at the date of issue. Any amount not received
by the end of the reporting period is disclosed in the net assets statement as a current
financial asset.

= - Changes in the value of investments (including investment properties) are recognised
as income and comprise all realised and unrealised profits/losses during the year.
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Fund Account — expense items

Benefits payable

Pensions and lump-sum benefits payable include all amounts known to be due as at the end
of the financial year. Lump sums are accounted for in the period in which the member
becomes a pensioner. Any amounts due but unpaid are disclosed in the Net Assets
Statement as current liabilities.

Management expenses

The Fund discloses its management expenses in accordance with the CIPFA guidance
Accounting for Local Government Pension Scheme Management Expenses (2016). All items
of expenditure are charged to the Fund on an accruals basis.

All staff costs in relation to administration expenses are charged direct to the Fund and
management, accommodation and other support service costs are apportioned to the Fund
in accordance with Council policy.

All costs associated with governance and oversight are separately identified, apportioned to
this activity and charged as expenses to the Fund.

Investment management expenses include the fees paid and due to the fund managers and
custodian, actuarial, performance measurement and investment consultant fees. Where
fees are netted off quarterly valuations by investment managers, these expenses are
included in note 11A and grossed up to increase the change in the value of investments.

Where the Fund has invested in Fund of Funds arrangements and underlying fees are
incurred these are not recognised in the Funds accounts, in accordance with guidance from
CIPFA. Details of underlying fees may be found in the Fund’s Annual Report.

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.

As Flintshire County Council is the administering authority for the Fund, VAT input tax is
recoverable from all Fund activities including expenditure on investment expenses.

Net Assets Statement

Financial assets

All investment assets are included in the financial statements 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 the asset are recognised in the Fund Account.
Any amounts due or payable in respect of trades entered into but not yet complete at 31
March each year are accounted for as financial instruments held at amortised cost and
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reflected in the reconciliation of movements in investments and derivatives in Note 13A.
Changes in the net market value of investments are recognised as income and comprise all
realised and unrealised profits/losses during the year.

The values of investments as shown in the Net Assets Statement have been determined at
fair value in accordance with the requirements of the Code and IFRS13 (see Note 15). For
the purposes of disclosing levels of fair value hierarchy, the Fund has adopted the
classification guidelines recommended in Practical Guidance on Investment Disclosures
(PRAG/Investment Association, 2016).

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.

Cash and cash equivalents

Cash comprises cash in hand and demand deposits and includes amounts held by the fund’s
external managers. All cash balances are short-term, highly liquid investments that are
readily convertible to known amounts of cash and are subject to minimal risk of changes in
value.

Financial liabilities

Financial liabilities are recognised at fair value on the date the Fund becomes legally
responsible for the liability. From this date any gains or losses arising from changes in the
fair value of the liability are recognised by the Fund as part of the change in value of
investments.

Actuarial present value of promised future retirement benefits

The actuarial value of promised future retirement benefits is assessed on a triennial basis by
the scheme actuary in accordance with the requirements of the Code and IAS 26. As
permitted under the Code, the Fund has opted to disclose the actuarial present value of
promised retirement benefits by way of a report from the actuary (note 25).

Additional Voluntary Contributions (AVCs)

The Fund provides an AVC scheme for its members, the assets of which are invested
separately from those of the Fund. AVCs are not included in the accounts in accordance with
Regulation 4(1)(b) of the Local Government Pension Scheme (Management and Investment
of Funds Regulations 2016), but are disclosed as a note only (see Note 21).
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Note 4 - Critical judgements in applying accounting policies

Pension fund liability

The net pension fund liability is re-calculated every three years by the appointed actuary,
with annual updates in the intervening years. The methodology used is in line with accepted
guidelines. This estimate is subject to significant variances based on changes to the
underlying assumptions which are agreed with the actuary and set out in the actuary’s
report shown at the end of these accounts. These actuarial re-valuations are used to set
future contribution rates and underpin the Fund’s most significant investment management
policies, for example in terms of the balance struck between longer term investment growth
and short-term yield/return.

Note 5 - Assumptions made about the future and other major
sources of uncertainty

The preparation of financial statements requires management to make judgements,
estimates and assumptions that affect the reported amounts. Estimates and assumptions
take into account historical experience, current trends and future expectations. However,
actual outcomes could differ from the assumptions and estimates. The items in the Net
Assets Statement at 31 March 2022 for which there is a significant risk of material
adjustment in the forthcoming financial year are as follows.

Item Uncertainties Effect if actual results differ from
assumptions

Actuarial Estimation of the net liability to pay The effects on the net pension

present value | pensions depends on a number of liability of changes in asset values

of promised complex judgements relating to the and individual assumptions can be

retirement discount rate used, the rate at which | measured. For instance, a 10%

benefits salaries and pensions 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 expert advice about the
assumptions to be applied.

decrease in asset values would have
reduced the 2019 valuation funding
level of 91% to 82%. A 0.25% p.a.
reduction in the discount rate would
in isolation have reduced the
funding level to 88% (a 0.25% p.a.
increase in assumed inflation would
have a similar impact). A
combination of the asset and
discount rate changes would reduce
the funding level to 79%.
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Value of The Fund contains investments in Note 15 summarises the techniques
investments private equity, hedge funds and used, the key sensitivities
at level 3 pooled funds including property, underpinning the valuations and the

infrastructure, timber and agriculture, | sensitivity or tolerance around the
that are classified within the financial | \51yes reported.

statements as level 3 investments in
note 15 to these accounts. The fair
value of these investments is
estimated using a variety of
techniques which involve some
degree of tolerance around the
values reported in the Net Assets
Statement.

Note 6 - Post Balance Sheet Events

The accounts outlined within the statement represent the financial position of the Clwyd
Pension Fund as at 31st March 2022. Performance of global financial markets since this date
may have affected the financial value of pension fund investments as reported in the Net
Asset Statement, but do not affect the ability of the Fund to pay its pensioners.

As a result of the Government’s “mini budget” announcement on Friday 23 September
2022, gilt yields rose significantly causing the value of gilts to fall. This was due in large part
to the expectation of greater debt issuance by the government to fund various tax cuts and
other spending measures. As a consequence of this, the Bank of England stepped into the
market to buy gilts on a temporary basis, with the aim of preventing the prices falling
further. The speed at which gilt yields rose put pressure on pension schemes that invest in
gilts in a leveraged manner to collateralise portfolios at short notice to decrease leverage.
Whilst the government has u-turned on the majority of the tax cuts, gilt yields remain
elevated given the remaining uncertainty on the government’s fiscal plans, along with the
speed and size of the Bank of England’s interest rate hikes to help combat inflation.

Clwyd Pension Fund (the “Fund”) invests in fixed and index-linked gilts on a leveraged basis
within its Liability Driven Investment (LDI) mandate and has therefore experienced a
material fall in the value of these assets. The strategy is underpinned by a robust collateral
waterfall framework. This is a pool of readily available assets that allowed access to required
liquidity easily and promptly.

The main action following the rapid rise in gilt yields was to rearrange the overall portfolio
to ensure there remains enough collateral in the event of any further gilt yield rises whilst
maintaining the same overall return expectations. The Fund sold physical equities for cash
to support the LDl mandate, and the sold equity exposure was replaced synthetically in
order to maintain the overall strategic allocation and expected returns. This was able to be
implemented quickly because of the strong governance and oversight the Fund has in place
through its Funding and Risk Management Group.

Whilst the asset value of the LDI strategy has fallen due to rising gilt yields, the
corresponding fall in the actuarial value of the liabilities (all other things equal) will have
more than offset this, leading to no adverse impact on the funding position.
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Note 7 - Analysis of contributions receivable

By employer
2020/21 2021/22
£000 £000
(26,713) Administering Authority - Flintshire County Council (28,080)
(51,495) Scheduled bodies (52,973)
(3,597) Admitted bodies (4,200)
(81,805) Total (85,253)

By type

2020/21 2021/22
£000 £000
(17,177) Employees contributions (18,250)

Employers' contributions:

(48,720) Normal contributions (51,918)
(14,972) Deficit recovery contributions (14,378)

(936) Augmentation contributions (707)
(64,628) Total employers' contributions (67,003)
(81,805) Total contributions (85,253)

Note 8 — Transfers in from other pension funds

2020/21 2021/22
£000 £000
(3,415) Individual transfers (6,956)
(3,415) Total (6,956)
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Note 9 — Benefits payable

By employer

2020/21
£000
26,978
48,738
1,580

77,296

By type

2020/21
£000
65,188
9,454
2,654

77,296

Administering Authority - Flintshire County Council

Scheduled bodies
Admitted bodies

Pensions
Commutation and lump sum retirement benefits
Lump sum death benefits

Note 10 — Payments to and on Account of Leavers

2020/21
£000
5,670
174

80

5,924

Individual transfers

Refunds to members leaving service
Other

Total

Note 11 — Management Expenses

2020/21
£000

2,032
17,296
2,595

21,924

Administration costs

Investment management expenses
Oversight and governance costs
Total

2021/22
£000
29,132
52,662
1,904

83,698

2021/22
£000
66,875
14,572
2,251

83,698

2021/22
£000
4,054
220

182

4,456

2021/22
£000

2,242
20,595
2,929

25,766

The Oversight and Governance costs include the fees payable to Audit Wales for the

external audit of the Fund of £41k for 2021/22 (£39k in 2020/21).
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Note 11a - Investment management expenses

2021/22

Investment Assets

Pooled Funds

Other investments

Pooled property investments
Private equity and joint
venture funds

Infrastructure funds

Timber and Agriculture
Private Debt

Impact / Local

Custody Fees
Total

2020/21

Investment Assets

Pooled Funds

Other investments

Pooled property investments
Private equity and joint
venture funds

Infrastructure funds

Timber and Agriculture
Private Debt

Impact / Local

Custody Fees
Total

Management Performance Transaction Total
Fees related fees Costs
£000 £000 £000 £000
2,946 0 1,285 4,231
2,103 61 260 2,424
4,618 1,990 99 6,707
1,699 579 101 2,379
158 0 0 158
607 265 0 872
2,054 1,504 160 3,718
14,185 4,399 1,905 20,489
106
20,595
Management Performance Transaction Total
Fees related fees Costs
£000 £000 £000 £000
2,928 0 1,814 4,742
1,958 55 102 2,115
3,302 1,782 107 5,191
1,419 450 190 2,059
149 0 0 149
864 328 1 1,193
1,680 59 39 1,778
12,300 2,674 2,253 17,227
69
17,296
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Note 11b — Wales Pension Partnership management expenses

2020/21 2021/22
£000 £000

88 Oversight and Governance 135

113 Transaction Costs 622

190 Fund Management Fees 376

36 Custody Fees 67

427 Total 1,200

Included in Management Expenses in the first table of this note is the cost of the Fund’s
involvement in the Wales Pension Partnership (WPP) collective investment pooling
arrangement. These are further analysed in the table above. The Oversight and Governance
costs are the annual running costs of the pool which includes the host authority costs and
other external advisor costs. These costs are funded equally by all eight of the local
authority pension funds in Wales. Fund Management Fees are payable to Link Fund
Solutions (the WPP operator) and include the operator fee and other associated costs.
These costs are based on each Fund's percentage share of WPP pooled assets and are
deducted from the Net Asset Value (NAV). Underlying manager fees are not included in this
table, but are disclosed in the Finance Report elsewhere in the Annual Report. Further
details on the WPP can also be found in the Finance Report.

Note 12 - Investment income

2020/21 2021/22
£000 £000
Pooled Funds
1,958 Income from multi asset credit 6,043
2,990 Income from global equity 2,254
0 Income from emerging market equity 1,486
Other investments
2,794 Income from pooled property investments 3,529
704 Income from private equity and joint venture funds 1,225
4,330 Income from infrastructure funds 5,169
0 Income from timber & agriculture funds 60
3,625 Income from private debt 3,088
952 Income from impact / local funds 677
233 Interest on cash deposits 17
218 Otherincome a1
17,804 23,589
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Note 13 — Investments

2020/21 2021/22

£000 £000
Investment Assets
Pooled Funds

250,378 Multi asset credit 246,032
231,021 Diversified growth funds 273,120
500,832 Liability Driven Investment 596,076
145,594 Hedge Fund of Funds 157,982
231,367 Global equity 263,295
231,836 Emerging Market Equity 220,789

Other investments

132,870 Pooled property investments 146,325
193,497 Private equity and joint venture funds 201,521
106,609 Infrastructure funds 124,721
17,555 Timber and Agriculture 14,125
52,967 Private Debt 52,592
58,171 Impact/ Local 79,332
2,152,698 2,375,910
67,282 Cash deposits 109,860
2,812 Amounts receivable for sales

2,222,792  Total investment assets 2,485,770

During the year the Fund transitioned Emerging Market Equities from BlackRock (£82.4m)
and Wellington (£147.5m) plus an additional £11m of cash to WPP Emerging Market Equity
(£240.9m)
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Note 13 A — Reconciliation of movements in investments and derivatives

Investment Assets
Pooled Funds
Multi asset credit
Diversified growth funds
Liability Driven Investment
Hedge Fund of Funds
Global equity
EEmerging Market Equity
QO0ther investments
QCTI;PooIed property investments
>

IEﬁ’rivate equity and joint venture
~unds

Infrastructure funds

Timber and Agriculture

Private Debt

Impact / Local

Cash deposits
Currency Loss

Amount receivable for sales
Total investment assets

104

Market value Purchases  Sales during Take ons Take offs Changein  Market value
1st April 2021 during the theyear duringthe during the market 31st March
year year year value 2022
£000 £000 £000 £000 £000 £000 £000
250,378 5,842 0 0 0 (10,188) 246,032
231,022 0 (143) 0 0 42,241 273,120
500,832 0 (1,624) 0 0 96,868 596,076
145,594 0 (185) 0 0 12,573 157,982
231,367 2,031 (14) 0 0 29,911 263,295
231,836 240,924 (230,949) 0 0 (21,021) 220,789
132,870 4,582 (9,195) 0 0 18,068 146,325
193,497 24,639 (59,574) 0 0 42,960 201,521
106,609 13,133 (16,254) 0 0 21,233 124,721
17,555 0 (5,544) 0 0 2,114 14,125
52,967 8,077 (12,588) 0 0 4,136 52,592
58,170 16,513 (19,232) 0 0 23,881 79,332
2,152,698 315,740 (355,302) 0 0 262,776 2,375,910
67,282 109,860

0 (67)

2,812 0
2,222,792 262,709 2,485,770




Investment Assets

Pooled Funds

Multi asset credit

Diversified growth funds

Liability Driven Investment
dge Fund of Funds

@lobal equity

%nerging Market Equity

ther investments
@oled property investments

%orivate equity and joint venture
funds

Infrastructure funds

Timber and Agriculture

Private Debt

Impact

Cash deposits
Amount receivable for sales
Total investment assets

105

Market value Purchases Sales during Take ons Take offs Changein  Market value
1st April 2020 during the the year during the during the market value 31st March
year year year 2021

£000 £000 £000 £000 £000 £000 £000

182,263 242,843 (208,286) 0 0 33,558 250,378
346,996 284 (171,334) 0 0 55,076 231,022
317,546 39,768 (31,007) 0 0 174,525 500,832
140,663 0 (160) 0 0 5,091 145,594
140,136 110,733 (76,187) 0 0 56,685 231,367
100,300 71,467 (1,789) 0 0 61,858 231,836
126,651 6,453 (14,923) 12,059 0 2,630 132,870
226,849 12,952 (29,062) 0 (63,821) 46,579 193,497
112,156 15,352 (5,580) 0 (12,733) (2,586) 106,609
19,914 0 (2,675) 0 0 316 17,555
40,911 2,154 (5,492) 17,190 0 (1,796) 52,967

0 7,018 (15,105) 47,305 0 18,953 58,171

1,754,384 509,024 (561,600) 76,554 (76,554) 450,889 2,152,698
20,238 67,282

0 2,812

1,774,622 2,222,792




Note 13b — Analysis by Fund Manager

2020/21 2021/22
£000 % £000 %
Pooled Investments
367,437 17.1% Russell 596,583 25.1%
Investments
196,791 9.1% Blackrock 133,533 5.6%
(Passive)
564,228 26.2% 730,116 30.7%
Investments managed outside Wales Pension Partnership
500,832 23.3% Insight 596,076 25.1%
231,021 10.7% Mobius 273,120 11.5%
149,353 6.9% Wellington 0 0.0%
145,594 6.8% MAN Group 157,982 6.7%
561,670 26.1% Private 618,616 26.0%
Markets
1,588,470 73.8% 1,645,794 69.3%
2,152,698 100% 2,375,910 100%

The following investments represent more than 5% of the net assets of the scheme. All of
these companies are registered in the UK. Where the table above shows a holding of
greater than 5% but the manager does not appear in the list below this is because
investments are held in more than one fund.

2020/21 Manager Holding 2021/22
£000 % £000 %
500,832 24 Insight LDI Active 22 596,076 25
Fund

Note 13c — Stock Lending

The Fund’s Investment Strategy sets the parameters for its stock lending programme. The
Fund participates in stock lending through its investments with WPP. At 31 March 2022 the
total value of all WPP stock on loan was £430,743,792. Total net revenue during 2021/22
was £1,101,659 of which the Clwyd Pension Fund received £47,992.
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Note 14 — Derivatives

No derivative instruments were held by Clwyd Pension Fund at 31 March 2022 or 31 March
2021.

Note 15 - Fair value of investments

Fair Value — Basis of valuation

All investment assets are valued using fair value techniques based on the characteristics of
each instrument, where possible using market-based information. There has been no
change in the valuation techniques used during the year.

Investments and liabilities have been classified into three levels, according to the quality
and reliability of information used to determine fair values.

Level 1 - where fair values are derived from unadjusted quoted prices in active markets for
identical assets or liabilities.

Level 2 - where quoted market prices are not available, valuation techniques are used to
determine fair value based on observable data.

Level 3 — where at least one input that could have a significant effect on the investment’s
valuation is not based on observable market data.

The valuation basis for each category of investment asset is set out below.

Description Valuation | Basis of valuation Observable and Key sensitivities
of asset hierarchy unobservable afflectl_ng the

. valuations

inputs :

P provided

Quoted Level 1 Quoted market bid price | Not required Not required
Pooled on the relevant exchange
Investment
Vehicles
Infrastructure | Level 1 Published bid price ruling | Not required Not required

on the final day of the
accounting period

Cash and Level 1 Carrying value is deemed | Not required Not required
cash to be fair value because
equivalents of the short-term nature

of these financial

instruments
Amounts Level 1 Carrying value is deemed | Not required Not required
receivable to be fair value because
from of the short-term nature
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Description | Valuation | Basis of valuation Observable and | Key sensitivities
of asset hierarchy unobservable afflectti_ng the
. valuations
inputs provided
investment of these financial
sales instruments
Investment Level 1 Carrying value is deemed | Not required Not required
debtors and to be fair value because
creditors of the short-term nature
of these financial
instruments
Unquoted Level 2 Average of broker prices | Evaluated price Not required
equity feeds
investments
Unquoted Level 2 Average of broker prices | Evaluated price Not required
fixed income fees
bonds and
unit trusts
Unquoted Level 2 Average of broker prices | Valued net of Internal rate of
pooled fund unrealised return
investments gains/losses on
hedging
Pooled Level 2 Closing bid price where NAV-based Not required
property bid and offer prices are pricing set on a
funds and published; closing single | forward pricing
hedge funds price where single price basis
where published
regular
trading takes
place
Hedge Fund | Level 2 Valued monthly using NAV-based Not required
closing bid price where pricing set on a
bid and offer prices are forward pricing
published or closing basis
single price where single
price published
Pooled Level 3 Valued by investment NAV-based Valuations are
Property managers on a fair value | pricing seton a affected by any
Funds and basis each year using forward pricing changes to the
hedge funds PRAG guidance basis value of the

108
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Description | Valuation | Basis of valuation Observable and | Key sensitivities
of asset hierarchy unobservable afflectti_ng the
. valuations
inputs provided
where financial
regular instrument
trading does being hedged
not take against
place
Other Level 3 Comparable valuation of | EBITDA Valuations could
unquoted similar companies in multiple be affected by
and private accordance with changes to
equities International Private Reve.nue expected
multiple

Equity and Venture
Capital Valuation
Guidelines 2018 and the
IPEV Board’s Special
Valuation Guidance
(March 2020)

Discount for
lack of
marketability

Control
premium

cashflows or by
differences
between audited
and unaudited
accounts

109
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Sensitivity of assets valued at level 3

The fund has determined that the valuation methods described above for level 3
investments are likely to be accurate to within the following ranges, and has set out below
the consequent potential impact on the closing value of investments held at 31 March 2022
and 31 March 2021.

2021/22 Potential
variation Value at Potential Potential
in fair 31st value on value on
value? March increase decrease
% £000 £000 £000

Other investments

Pooled property investments 14.1 132,233 150,878 113,588
Private equity and joint venture funds 25.0 201,521 251,901 151,140
Infrastructure funds 15.0 114,553 131,736 97,370
Timber and Agriculture 8.7 14,125 15,354 12,896
Private Debt 10.6 52,592 58,167 47,017
Impact/ Local 25.0 79,332 99,165 59,499
594,356 707,201 481,510

1. The percentages used in this note were reviewed and agreed in 2021/22 by the Fund consultant.

2020/21 Potential
variation Value at Potential Potential
in fair 31st value on value on
value? March increase decrease
% £000 £000 £000

Other investments

Pooled property investments 10 121,401 133,541 109,261
Private equity and joint venture funds 10 193,496 212,846 174,147
Infrastructure funds 10 91,550 100,705 82,395
Timber and Agriculture 7 17,555 18,783 16,326
Private Debt 10 52,968 58,265 47,671
Impact/ Local 10 58,171 63,988 52,353
535,140 588,127 482,153
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Note 15a — Fair Value of hierarchy

The following table shows the position of the Fund’s assets at 31st March 2022 based on the
Fair Value hierarchy:

Values at 31st March 2022 Quoted Using  Significant
market observable observable Total

price inputs inputs
£000 £000 £000 £000

Investment Assets

Pooled Funds

Multi Asset Credit 246,032 246,032
Diversified growth funds 273,120 273,120
Liability Driven Investment 596,076 596,076
Hedge Fund of Funds 157,982 157,982
Global equity 263,295 263,295
Emerging Market Equity 220,789 220,789
Other investments
Pooled property investments 14,092 132,233 146,325
Private equity and joint venture
funds 201,521 201,521
Infrastructure funds 10,168 114,553 124,721
Timber and Agriculture 14,125 14,125
Private Debt 52,592 52,592
Impact/Local 79,332 79,332
10,168 1,771,386 594,356 2,375,910
Cash deposits 109,860 109,860
Total investment assets 120,028 1,771,386 594,356 2,485,770
111
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Values as at 31st March 2021

Investment Assets
Pooled Funds

Multi Asset Credit
Diversified growth funds
Liability Driven Investment
Hedge Fund of Funds

Global equity

Emerging Market Equity
Other investments

Pooled property investments

Private equity and joint venture funds

Infrastructure funds
Timber and Agriculture
Private Debt
Impact/Local

Cash deposits
Amounts receivable for sales
Total investment assets

Quoted Using  Significant
market observable observable Total
price inputs inputs
£000 £000 £000 £000
250,378 250,378
231,021 231,021
500,832 500,832
145,594 145,594
231,366 231,366
149,353 82,484 231,837
11,469 121,401 132,870
193,496 193,496
9,099 5,962 91,550 106,610
17,555 17,555
52,968 52,968
58,171 58,171
158,451 1,459,107 535,140 2,152,698
67,282 67,282
2,812 2,812
228,546 1,459,107 535,140 2,222,792
112
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Other Investments
Pooled property
investments

Private equity and joint
venture funds
Infrastructure funds
Timber and Agriculture
Private Debt
Impact/Local

Other Investments
Pooled property
investments

Private equity and joint
venture funds
Infrastructure funds

Timber and Agriculture

Private Debt
Impact/Local

Note 15b: Reconciliation of Fair Value measurements within level 3

Unrealised Realised
Value at 31st gains and gains and Value at 31st
March 2021 Take Ons Take offs Purchases Sales losses losses March 2022
121,401 0 0 4,582 (7,796) 11,314 2,731 132,233
193,496 0 0 24,639 (56,121) 16,221 23,286 201,521
91,550 0 0 12,678 (15,501) 19,578 6,248 114,553
17,555 0 0 0 (5,412) 648 1,334 14,125
52,968 0 0 8,077 (12,413) 3,960 0 52,592
58,171 0 0 16,513 (17,064) 15,470 6,242 79,332
535,140 0 0 66,489 (114,307) 67,191 39,841 594,356

Value at Unrealised Realised
31st March gains and gains and Value at 31st
2020 Take Ons Take offs Purchases Sales losses losses March 2021
115,468 12,059 0 6,453 (14,923) (1,271) 3,615 121,401
226,849 0 (63,821) 12,952 (29,062) 35,189 11,390 193,496
97,293 0 (12,733) 15,352 (5,580) (5,350) 2,567 91,550
19,913 0 0 0 (2,675) 305 12 17,555
40,911 17,190 0 2,154 (5,492) (1,796) 0 52,968
0 47,305 0 7,017 (15,105) 18,520 434 58,171
500,433 76,555 (76,555) 43,928 (72,836) 45,596 18,019 535,140
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Note 16 - Classification of Financial Instruments

2020/21 2021/22
Financial Financial
Fair Value through Loans and liabilities at Fair Value through Loans and liabilities at
profit and loss receivables amortised cost profit and loss receivables amortised cost
£000 £000 £000 £000 £000 £000
Financial Assets
Pooled Funds
250,378 Multi asset credit 246,032
231,022 Diversified growth funds 273,120
500,832 Liability Driven Investment 596,076
145,594 Hedge Fund of Funds 157,982
231,367 Global equity 263,295
231,836 Emerging Market Equity 220,789
Other investments
132,870 Pooled property investments 146,325
Private equity and joint venture
193,497 funds 201,521
106,609 Infrastructure funds 124,721
17,555 Timber and Agriculture 14,125
52,967 Private Debt 52,592
58,171 Impact/ Local 79,332
30,204 37,078 Cash 30,215 79,645
2,812 Other investment balances 0
417 Debtors 392
2,182,902 40,307 0 2,406,125 80,037 0
Financial liabilities
(451) Creditors (543)
2,182,902 40,307 (451) 2,406,125 80,037 (543)
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The table above analyses the carrying amounts of financial instruments by category and net assets
statement heading. No financial instruments were reclassified during the accounting period.

Note 17 — Nature and extent of risks arising from Financial Instruments

Procedures for Managing Risk

The Fund’s primary long-term risk is that its assets will fall short of its liabilities (i.e. promised
benefits payable to members). 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 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 cashflows. The fund manages these investment risks as part of its overall pension
fund risk management programme.

Responsibility for the fund’s risk management strategy rests with the Clwyd Pension Fund
Committee. Risk management policies are established to identify and analyse the risks faced by
the pension fund’s operations, then reviewed regularly to reflect changes in activity and market
conditions.

Market Risk

Market risk is the risk of loss from fluctuations in equity and commaodity 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, while optimising investment return.

In general, excessive volatility in market risk is managed through the diversification of the portfolio
in terms of geographical and industry sectors and individual securities. To mitigate market risk, the
pension fund and its investment advisors undertake appropriate monitoring of market conditions
and benchmark analysis, and manage any identified risk in two ways:

=  The exposure of the fund to market risk is monitored through a factor risk analysis, to ensure
that risk remains within tolerable levels.

= Specific risk exposure is limited by applying risk-weighted maximum exposures to individual
investments.

Equity futures contracts and exchange traded option contracts on individual securities may also be
used to manage market risk on equity investments. It is possible for over-the-counter equity
derivative contracts to be used in exceptional circumstances to manage specific aspects of market
risk.

Other price risk

Other price risk represents the risk that the value of a financial instrument will fluctuate because
of changes in market prices (other than those arising from interest rate risk or foreign exchange
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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. The fund’s investment managers mitigate
this price risk through diversification and the selection of securities and other financial
instruments is monitored to ensure it is within limits specified in the fund investment strategy.

Other price risk — sensitivity analysis

In consultation with its investment advisors, the fund has determined that the following
movements in market price risk are reasonably possible for 2022/23, assuming that all other
variables, in particular foreign exchange rates and interest rates, remain the same:

Assets exposed to price risk Value 3 year Value on Value on
volatility increase decrease

range
£000 % £000 £000
As at 31 March 2021 2,219,980 8.86% 2,416,656 2,023,304
As at 31 March 2022 2,485,821 8.30% 2,692,134 2,279,508

Interest rate risk

The fund recognises that interest rates can vary and can affect both income to the fund and the
carrying value of fund assets, both of which affect the value of the net assets available to pay
benefits. A 100 basis point (BPS) movement in interest rates is consistent with the level of
sensitivity applied as part of the fund’s risk management strategy. The fund’s investment advisor
has advised that long-term average rates are expected to move less than 100 basis points (1%)
from one year to the next and experience suggests that such movements are likely.

Interest rate risk — sensitivity analysis

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 +/— 1%
change in interest rates. The analysis demonstrates that a 1% increase in interest rates will not
affect the interest received on fixed interest assets but will reduce their fair value, and vice versa.
Changes in interest rates do not impact on the value of cash and cash equivalent balances but they
will affect the interest income received on those balances.

Assets exposed to interest rate risk Value Value on 1% Value on 1%
increase decrease

£000 £000 £000

As at 31 March 2021 317,660 314,483 320,837
As at 31 March 2022 951,968 877,556 1,047,329

Currency risk

Currency risk represents the risk that future cash flows will fluctuate because of changes in foreign
exchange rates. The fund is exposed to currency risk on any cash balances and investment assets
not denominated in UK sterling. Following analysis of historical data in consultation with the fund
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investment advisors, the fund considers the likely volatility associated with foreign exchange rate
movements to be not more than 15%. A 15% 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.

Assets exposed to currency risk Value % Valueon Valueon
change increase decrease

£000 % £000 £000

As at 31 March 2021 1,415,871 6.52% 1,508,167 1,323,575
As at 31 March 2022 1,011,606 16.29% 1,176,427 846,785

The table above shows the unhedged FX exposures within the portfolio, note the Fund has FX
exposures elsewhere within the portfolio but these are hedged back to sterling to remove the FX
risk.

Credit risk

Credit risk represents the risk that the counterparty to a financial transaction will fail to discharge
an obligation and cause the fund to incur a financial loss. Assets potentially affected by this risk are
investment assets, cash deposits and third-party loans. The selection of high-quality
counterparties, brokers and financial institutions minimises credit risk and the market values of
investments generally reflect an assessment of credit risk.

Credit risk may also occur if an employing body not supported by central government does not pay
contributions promptly, or defaults on its obligations. The pension fund has not experienced any
actual defaults in recent years. All contributions due at 31 March 2022 were received in the first
months of the financial year.

Liquidity Risk

Liquidity risk is the risk that the fund will not be able to meet its financial obligations as they fall
due. The Committee monitors cashflows regularly during the year, and as part of the triennial
funding review, and takes steps to ensure that there are adequate cash resources to meet its
commitments.

The Fund has immediate access to its cash holdings. The Fund defines liquid assets as assets that
can be converted to cash within three months, subject to normal market conditions. As at 31
March 2022, liquid assets were £1,782m representing 75% of total fund assets (£1,617m at 31
March 2021 representing 75% of the Fund at that date). The majority of these investments can in
fact be liquidated within a matter of days.

Refinancing risk

The key risk is that the pension fund will need to replenish a significant proportion of its financial
instruments at a time of unfavourable interest rates. The pension fund does not have any financial
instruments that have a refinancing risk as part of its investment strategy.
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Note 18 — Actuarial present value of promised retirement benefits

In addition to the triennial funding valuation, the fund’s actuary undertakes a valuation of the
pension fund liabilities, on an IAS 19 basis, every year using the same base data as the funding
valuation rolled forward to the current financial year, but taking account of changes in
membership numbers and updating assumptions to the current year. The valuation is not carried
out on the same basis as that used for setting fund contributions and the fund accounts do not
take account of liabilities to pay pensions and other benefits in the future. In order to assess the
value of the benefits on this basis, the actuary has updated the actuarial assumptions (set out
below) from those used for funding purposes.

2020/21 2021/22
£m £m
3,352 Present value of promised retirement benefits 3,401
(2,223) Fair value of scheme assets (2,486)
1,129 Total 915

As noted above, the liabilities above are calculated on an IAS 19 basis and therefore will differ
from the results of the 2019 triennial funding valuation) because IAS 19 stipulates a discount rate
rather than a rate which reflects market rates. Other key assumptions used are:

2020/21 2021/22
% %

2.70 Inflation/pension increase rate assumption 3.30
3.95 Salary increase rate 4.55
2.10 Discount rate 2.80

Note 19 — Current Assets

2020/21 2021/22
£000 £000
254 Long-term debtors 294

Short-term debtors

942 Contributions due - Employees 1,642
3,624 Contributions due - Employers 4,882
397 Prepayments 389
96 Sundry debtors 49
5,059 Total Short-term debtors 6,962
5,313 Total 7,256
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Note 20 — Current Liabilities

2020/21 2021/22
£000 £000
(131) Contributions received in advance (170)

(1,083) Benefits payable (1,234)
(8) Administering authority (7)
(11) HMRC (17)
(664) Sundry creditors (803)
(1,897) Total (2,231)

Note 21 - Additional Voluntary Contributions (AVCs)

Clwyd Pension Fund has engaged two additional voluntary contribution (AVC) providers:
Prudential Assurance Company Ltd and Utmost Life and Pensions Limited. The value of the funds
invested with both AVC providers are shown below. AVCs paid directly to the Prudential are shown
below.

In accordance with Regulation 4(1)(b) of the Local Government Pension Scheme (Management
and Investment of Funds) Regulations 2016, the contributions paid and the assets of these
investments are not included in the Fund's Accounts.

2020/21 2021/22
£000 £000
595 Contributions in the year 1,089

Value of AVC funds at 31 March:

5,442 Prudential 6,551
346 Utmost (formerly Equitable Life) 300
5,788 Total 6,851

Note 22 — Agency Services

Clwyd Pension Fund pays discretionary awards to former employees of the current unitary
authorities, Coleg Cambria and some other employers. Amounts paid are fully reclaimed from the
employer bodies.

2020/21

2019/20
£000 £000
475 Conwy County Borough Council 453
1,653 Denbighshire County Council 1,579
3,000 Flintshire County Council 2,916
19 Powys County Council 18
2,040 Wrexham County Borough Council 1,954
55 Coleg Cambria 51
41 Other employers 49
7,283 Total 7,020
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Note 23 - Related Party Transactions

Governance

Under legislation, introduced in 2004, Councillors are entitled to join the Pension Scheme. As at
31st March 2022, four Members of the Clwyd Pension Fund Committee had taken this option, with
two being in receipt of a pension.

Two of the four Co-opted Members of the Pension Fund Committee are eligible to receive fees in
relation to their specific responsibilities as members of the Committee in the form of an
attendance allowance that is in line with that adopted by Flintshire County Council.

Flintshire County Council

During the year Flintshire County Council incurred costs of £2.1m (£1.8m in 2020/21) in relation to
the administration of the Fund and was subsequently reimbursed by the Fund for these expenses.
The costs have been included within Oversight & Governance costs and administration expenses
at Note 11.

Key Management Personnel

The key management personnel of the Fund are the Chair of the Pension Fund Committee, the
Flintshire Chief Executive and the Flintshire S.151 officer. Total benefits attributable to key
management personnel are set out below:

2020/21 2021/22
£000 £000

20 Short-term benefits 20

56 Post-employment benefits 5

76 Total 25

Note 24 - Contingent liabilities and contractual commitments

Outstanding capital commitments (investments) at 31 March 2022 were £188m (31 March 2021:
£179m). These commitments relate to outstanding call payments due on unquoted limited
partnership funds held in the impact, private debt, private equity, property and infrastructure
parts of the portfolio. The amounts ‘called’ by these funds are irregular in both size and timing
over a period of between four and six years from the date of each original commitment.
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Note 25 Clwyd Pension Fund

Accounts for the year ended 31 March 2022 - statement by the Consulting Actuary

This statement has been provided to meet the requirements under Regulation 57(1)(d) of The
Local Government Pension Scheme Regulations 2013.

An actuarial valuation of the Clwyd Pension Fund was carried out as at 31 March 2019 to
determine the contribution rates with effect from 1 April 2020 to 31 March 2023.

On the basis of the assumptions adopted, the Fund’s assets of £1,867 million represented 91% of
the Fund’s past service liabilities of £2,044 million (the “Solvency Funding Target”) at the valuation
date. The deficit at the valuation was therefore £177 million.

2,500 £2,044m
£1,867m

2,000

) 1,500 91 0/0
Funded

(Em

1,000

£177m
500

Assets Liabilities Deficit

The valuation also showed that a Primary contribution rate of 17.3% of pensionable pay per
annum was required from employers. The Primary rate is calculated as being sufficient, together
with contributions paid by members, to meet all liabilities arising in respect of service after the
valuation date.

The funding objective as set out in the FSS is to achieve and maintain a solvency funding level of
100% of liabilities (the solvency funding target). In line with the Funding Strategy Statement (FSS),
where a shortfall exists at the effective date of the valuation a deficit recovery plan will be put in
place which requires additional contributions to correct the shortfall.

The FSS sets out the process for determining the recovery plan in respect of each employer. At
the last actuarial valuation the average recovery period adopted was 13 years, and the total initial
recovery payment (the “Secondary rate” for 2020-2023) was an addition of approximately £16m
per annum on average in £ terms (which allows for the contribution plans which have been set for
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individual employers under the provisions of the FSS and includes the estimated costs in relation
to McCloud judgement where appropriate), although this varies year on year.

Further details regarding the results of the valuation are contained in the formal report on the
actuarial valuation dated 31 March 2020.

In practice, each individual employer’s position is assessed separately and the contributions
required are set out in the report. In addition to the certified contribution rates, payments to
cover additional liabilities arising from early retirements (other than ill health retirements) will be
made to the Fund by the employers.

The funding plan adopted in assessing the contributions for each individual employer is in
accordance with the Funding Strategy Statement (FSS). Any different approaches adopted, e.g.
with regard to the implementation of contribution increases and deficit recovery periods, are as
determined through the FSS consultation process.

The valuation was carried out using the projected unit actuarial method and the main actuarial
assumptions used for assessing the Solvency Funding Target and the Primary rate of contribution
were as follows:

For past service For future service

liabilities (Solvency | liabilities (Primary rate
Funding Target) of contribution)

Rate of return on investments 4.15% per annum 4.65% per annum
(discount rate)

Rate of pay increases 3.65% per annum 3.65% per annum
(long term)*

Rate of increases in pensions

in payment (in excess of GMP)
* allowance was also made for short-term public sector pay restraint over a 4 year period.

The assets were assessed at market value.

2.4% per annum 2.4% per annum

The next triennial actuarial valuation of the Fund is due as at 31 March 2022. Based on the results
of this valuation, the contribution rates payable by the individual employers will be revised with
effect from 1 April 2023.

The McCloud Judgment

The “McCloud judgment” refers to a legal challenge in relation to historic benefit changes for all
public sector schemes being age discriminatory. The Government has accepted that remedies are
required for all public sector pension schemes and a consultation was issued in July 2020 including
a proposed remedy for the LGPS. The key feature of the proposed remedy was to extend the final
salary underpin to a wider group of members for service up to 31 March 2022. This applies to all
members who were active on or before 31 March 2012 and who either remain active or left
service after 1 April 2014 .

In line with guidance issued by the LGPS Scheme Advisory Board, the above funding level and
Primary contribution rate do not include an allowance for the estimated cost of the McCloud
judgment. However, at the overall Fund level we estimate that the cost of the judgment was an
increase in past service liabilities of broadly £9 million and an increase in the Primary Contribution
rate of 0.5% of Pensionable Pay per annum as at the last valuation. Where the employer has
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elected to include a provision for the cost of the judgment, this is included within the secondary
rate for that employer (and also within the whole Fund average secondary rate shown above).

Impact of Covid 19 / Ukraine

The valuation results and employer contributions above were assessed as at 31 March 2019. Since
2020 there has been significant volatility and uncertainty in markets around the world in relation
to the COVID-19 pandemic and more recently the situation in Ukraine and cost of living crisis. This
potentially has far-reaching consequences in terms of funding and risk, which will need to be kept
under review and will be considered further as part of the 2022 valuations currently ongoing. We
believe that it is important to take stock of the situation as opposed to make immediate decisions
in what is an unprecedented set of events. Contributions will be reviewed and updated as part of
the 2022 valuation. In addition the Administering Authority has the power to review contributions
between valuations where there is a material change in employer covenant or liabilities, in line
with the new regulations on contribution flexibilities introduced in September 2020. The position
will be kept under review by the Administering Authority, who will monitor the development of
the situation and keep all stakeholders informed of any potential implications so that the outcome
can be managed effectively.

Actuarial Present Value of promised retirement benefits for the purposes of IAS 26

IAS 26 requires the present value of the Fund’s promised retirement benefits to be disclosed, and
for this purpose the actuarial assumptions and methodology used should be based on IAS 19
rather than the assumptions and methodology used for funding purposes.

To assess the value of the benefits on this basis, we have used the following financial assumptions
as at 31 March 2022 (the 31 March 2021 assumptions are included for comparison):

31 March 2021 31 March 2022

Rate of return on investments (discount 2.1% per annum 2.8% per annum
rate)

Rate of CPI Inflation / CARE benefit 2.7% per annum 3.3% per annum
revaluation

Rate of pay increases* 3.95% per annum 4.55% per annum

Rate of increases in pensions
in payment (in excess of 2.8% per annum 3.4% per annum
GMP) / Deferred revaluation

* This is the long-term assumption. An allowance corresponding to that made at the latest formal actuarial valuation
for short-term public sector pay restraint was also included.

The demographic assumptions are the same as those used for funding purposes, but we have used
the most recent CMI future improvement tables (CMI2021). Full details of these assumptions are
set out in the formal report on the actuarial valuation dated March 2020.

During the year corporate bond yields increased, resulting in a higher discount rate being used for
IAS26 purposes at the year-end than at the beginning of the year (2.8% p.a. vs 2.1%). This on its
own would have led to a significantly lower value placed on the liabilities but it was predominantly

Tudalen*i46



offset by an increase in the expected long-term rate of CPI inflation during the year, from 2.7% p.a.
to 3.3%.

The value of the Fund’s promised retirement benefits for the purposes of IAS 26 as at 31 March
2021 was estimated as £3,352 million including the potential impact of the McCloud Judgment.

Interest over the year increased the liabilities by c£70 million, and allowing for net benefits
accrued/paid over the period also increased the liabilities by c£55 million (this includes any
increase in liabilities arising as a result of early retirements/augmentations). There was also a
decrease in liabilities of £76 million due to “actuarial gains” (i.e. the effects of the changes in the
actuarial assumptions used, referred to above, offset to a small extent by the fact that the 2022
pension increase award was more than assumed).

The net effect of all the above is that the estimated total value of the Fund’s promised retirement
benefits as at 31 March 2022 is therefore £3,401 million.

GMP Indexation

The public service schemes were previously required to provide full CPI pension increases on GMP
benefits for members who reach State Pension Age between 6 April 2016 and 5 April 2021. The
UK Government has recently confirmed that it will extend this to include members reaching State
Pension Age from 6 April 2021 onwards. This will give rise to, a further cost to the LGPS and its
employers, and an estimation of this cost was included within the IAS26 liabilities calculated last
year and is again included in the overall liability figure above.

Paul Middleman Fellow of the Institute and Faculty of Actuaries
Mark Wilson Fellow of the Institute and Faculty of Actuaries
Mercer Limited

August 2022
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Statement Of Responsibilities For The Statement Of Accounts
The Council's Responsibilities
The Council is required to :-

= make arrangements for the proper administration of its financial affairs and to secure that one
of its officers has the responsibility for the administration of those affairs. In this Council, this is
the Corporate Finance Manager as Chief Finance Officer;

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

= approve the statement of accounts.

Signed:
Cllr Ted Palmer
Chair of the Pension Committee

Date: 23 November 2022

The Chief Finance Officer’s Responsibilities

The Chief Finance Officer is responsible for the preparation of the Council's statement of accounts
in accordance with the proper practices as set out in the CIPFA/LASAAC Code of Practice on Local
Authority Accounting in Great Britain ("the Code").

In preparing this statement of accounts, the Chief Finance Officer has :-

= selected suitable accounting policies and then applied them consistently;

= made judgements and estimates that were reasonable and prudent;

= complied with the Code.

The Chief Finance Officer has also :-

= kept proper accounting records which were up to date;

= taken reasonable steps for the prevention and detection of fraud and other irregularities.

The statement of accounts presents a true and fair view of the financial position of the Council at
31st March 2022, and its income and expenditure for the year then ended.

Signed:
Gary Ferguson CPFA
Corporate Finance Manager (Chief Finance Officer)

Date: 23 November 2022
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Audit Report

The independent auditor’s report of the Auditor General for Wales to the
members of Flintshire County Council as administering authority for
Clwyd Pension Fund
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Appendix 8 - Financial Report

Introduction

This report includes financial monitoring reports for the year 2021/22 showing both cash flow and
income and expenditure compared to budget. It also details the contributions from employers and
employees, and shows further information on contributions, assets, investment income and
management fees.

The Fund’s financial processes and activities are scrutinised by both Internal and External Audit
which helps reduce the risk of errors and fraud. The Fund receives reports from Flintshire County
Council Internal Audit Team and Audit Wales and acts appropriately in respect of any
recommendations.

Cash Flow 2021/22

The Fund operates a rolling three year cash flow which is estimated and monitored on a quarterly
basis. There are several unknowns within the cash flow such as transfers in and out of the fund
and also drawdowns and distributions across the Fund’s Private Market portfolio for which the
current strategic allocation was 27% of the Fund. Cash flow predictions for the drawdowns and
distributions are reassessed annually to incorporate the actuals for the year and any further
commitments agreed during the period. The following table shows a summarised final cash flow
for 2021/22. This is purely on a cash basis and does not take into account any movements in asset
values or management investment fees which are included in the pooled vehicles and accounted
for at the year end, nor any year end accruals.
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2021/22

Opening Cash

Payments

Pensions

Lump Sums & Death Grants
Transfers Out

Expenses (excluding investments)
Tax Paid

Support Services

Total Payments

Income

Employer Contributions
Employee Contributions
Employer Deficit Payments
Transfers In

Pension Strain

Income

Total Income

Cash-flow Net of Investment Income

Investment Income
Investment expenses

Total Net of In House Investments

In House Investments

Draw downs

Distributions

Net Expenditure /(Income)
Total Net Cash-Flow
Movement to/from Managers
Closing Cash

Budget
£000
(29,760)

66,600
16,000
6,000
5,480
100
180
94,360

(49,000)
(17,000)
(15,000)
(6,000)
(1,200)
(40)
(88,240)
6,120
(8,000)
4,000
2,120

66,175
(69,203)
(3,028)
(908)

0
(30,668)
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Actual
£000
(37,078)

66,794
17,158
4,459
5,047
73

173
93,704

(49,897)
(17,530)
(14,383)
(6,957)
(1,482)
(13)
(90,262)
3,442
(11,635)
6,162
(2,031)

66,941
(117,117)
(50,176)
(52,207)
9,640
(79,645)

Variance
£000

194
1,158
(1,541)
(433)
(27)
(7)
(656)

(897)
(530)
617
(957)
(282)
27
(2,022)
(2,678)
(3,635)
2,162
(4,151)

(766)
47,914
47,148
51,299
(9,640)



3 Year Cash Flow Forecast

The following table shows the cash flow forecasts for the next three years to March 2025. An
estimate of the asset valuation has been included at the end of the table and has been based on a
targeted investment strategy which currently looks to produce an overall return of 5.6% per

annum.

Opening Cash

Payments

Pensions

Lump Sums & Death Grants
Transfers Out

Expenses (excluding investments)
Tax Paid

Support Services

Total Payments

Income

Employer Contributions
Employee Contributions
Employer Deficit Payments
Transfers In

Pension Strain

Income

Total Income

Cash-flow Net of Investment Income
Investment Income

Investment expenses

Total Net of In House Investments
In House Investments

Draw downs

Distributions

Net Expenditure /(Income)

Total Net Cash-Flow
Rebalancing Portfolio

Closing Cash
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2022/23
£000
(79,645)

68,400
16,000
6,000
6,800
100
200
97,500

(49,000)
(17,200)
(15,000)
(6,000)
(1,200)
(40)
(88,440)
9,060
(8,000)
4,000
5,060

103,661
(98,146)
5,515
10,575
0
(69,070)

2023/24
£000
(69,070)

70,000
16,000
6,000
5,800
100
200
98,100

(52,400)
(17,600)
0
(6,000)
(1,200)
(40)
(77,240)
20,860
(8,000)
4,000
16,860

130,150
(87,161)
42,989
59,849
0
(9,221)

2024/25
£000
(9,221)

72,000
16,000
6,000
5,800
100

200
100,100

(52,400)
(17,600)
0
(6,000)
(1,200)
(40)
(77,240)
22,860
(8,000)
4,000
18,860

149,000
(78,302)
70,698
89,558
(90,000)
(9,663)



Analysis of Operating Expenses

The following table shows the actual operating expenses for the Fund for 2021/22 compared to
2020/21. Management fees overall have increased primarily due to the increase in the underlying
assets and performance fees from Private Market investments. Other significant changes were
due to agreed additional project work in relation to Private Markets.

Governance Expenses
Employee Costs

Actual

2020/21

Support & Services Costs (Internal Recharges)

IT

Other (Transport, Supplies & Services)
Audit Fees

Actuarial Fees

Consultant Fees

Pooling (Consultants and Host)
Advisor Fees

Legal Fees

Pension Board

Total Governance Expenses
Investment Management Expenses
Fund Manager Fees

Custody Fees

Performance Monitoring Fees

Pooling (Operator and FM costs)
Total Investment Management Expenses
Administration Expenses

Employee Costs

Support Services Costs (FCC Recharges)
Premises

IT (Direct or External charged Services)
Other (Supplies & Services etc)
Outsourcing

Total Administration Expenses
Employer Liaison Team

Direct Costs

Total Employer Liaison Team

Total Costs
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£000

261
22
1
54
39
504
847
101
576
16
106
2,527

16,924
69

67

304
17,364

1,091
150

426
119
42
1,834

199
199
21,924

Actual
2021/22
£000

299
23

0

65

41
493
1,066
144
533
113
101
2,878

19,490
106

53

998
20,647

1,242
150

488
102
41
2,023

218
218
25,766

Variance
2020/21

To 2021/22
£000

38
1
(1)
11
2
(11)
219
43
(43)
97
(5)
351

2,566
37
(14)
694
3,283

151

(6)
62
(17)
(1)
189

19
19
3,842



The following table shows actual costs for 2021/22 compared to the budgeted costs along with the
budget for 2022/23. Overall costs were broadly in line with expected. Actuarial and consultancy
fees were lower than expected as were administration expenses overall due to vacant posts.

Actual Budget  Variance Budget
2021/22 2021/22 2021/22 2022/23
£000 £000 £000 £000
Governance Expenses
Employee Costs 299 326 (27) 397
Support & Services Costs (Internal ’3 24 (1) 24
Recharges)
T 0 5 (5) 5
Other (Transport, Supplies & Services) 65 97 (32) 95
Audit Fees 41 41 0 45
Actuarial Fees 493 696 (203) 879
Consultant Fees 1,066 1,142 (76) 1,627
Pooling (Consultants and Host) 144 130 14 197
Advisor Fees 533 485 48 517
Legal Fees 113 40 73 100
Pension Board 101 91 10 113
Total Governance Expenses 2,878 3,077 (199) 3,999
Investment Management Expenses
Fund Manager Fees 19,490 19,915 (425) 16,275
Custody Fees 106 32 74 112
Performance Monitoring Fees 53 53 0 53
Pooling (Operator and FM costs) 998 636 362 500
Total Investment Management Expenses 20,647 20,636 11 16,940
Administration Expenses
Employee Costs 1,242 1,366 (124) 1,433
Support Services Costs (FCC Recharges) 150 158 (8) 158
Premises 0 0 0 0
IT (Direct or External charged Services) 488 515 (27) 715
Other (Supplies & Services etc) 102 134 (32) 146
Outsourcing 41 30 11 0
Total Administration Expenses 2,023 2,203 (180) 2,452
Employer Liaison Team
Direct Costs 218 286 (68) 363
Total Employer Liaison Team 218 286 (68) 363
Total Costs 25,766 26,202 (436) 23,754
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Employers participating in the Fund at 31 March 2022

Contributions

55 bodies contributed to the Fund during 2021/22, 33 scheduled and 22 admitted. Contributions
are paid to the Fund by the 19t of the month following the month they relate to. Employer and
employee contributions, (including deficit payments) received during 2021/22 are shown in the
following table, as is the rate of contribution as a percentage of pensionable pay.

3 new bodies have joined the Fund during 2021/22, all of which are admitted bodies and 3 bodies
also ceased participation in the year (also admitted bodies) i.e. at 31 March 2022. 52 participating
employers remain. No bonds or any other secured funding arrangements have been facilitated.

. Employer Employee
Scheduled bodies Contribztigns % contribr:Jtizns Avg %
£ £
Flintshire County Council 16,892,218 17.6 5,903,248.6 6.2
Wrexham County Borough Council 15,037,128 18.2 5,094,473 6.2
Denbighshire County Council 11,469,135 17.3 4,150,733 6.3
Coleg Cambria 2,541,826 16.5 986,700 6.5
North Wales Fire Service 921,044 17.0 374,173 6.9
Glyndwr University 1,399,723 17.1 555,478 6.8
North Wales Valuation Tribunal 27,396 18.9 11,664 8.0
Rhyl Town Council 22,677 18.7 8,999 7.4
Hawarden Community Council 43,894 21.8 14,221 7.1
Prestatyn Town Council 31,591 215 9,286 6.3
Mold Town Council 23,226 18.5 8,136 6.5
Coedpoeth Community Council 18,351 20.4 5,406 6.0
Rhos Community Council 17,332 21.6 4,871 6.1
Holywell Town Council 15,913 20.1 4,475 5.7
Buckley Town Council 21,583 26.6 5,105 6.3
Caia Park Community Council 22,485 20.8 6,405 5.9
Denbigh Town Council 6,581 18.5 2,244 6.3
Offa Community Council 12,070 26.3 2,807 6.1
Shotton Town Council 8,704 29.4 1,924 6.5
Cefn Mawr Community Council 6,331 12.2 2,653 5.1
Acton Community Council 5,797 22.9 1,513 6.0
Flint Town Council 4,545 17.5 1,688 6.5
Gresford Town Council 3,724 21.9 973 5.7
Ruthin 5,167 16.0 1,873 5.8
Marchwiel Community Council 4,173 23.1 1,047 8.6
Penyffordd Community Council 2,696 16.4 953 5.8
Hope Community Council 2,248 16.4 754 5.5
Broughton & Bretton 3,507 21.9 917 5.7
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Bagillt Community Council 1,880 17.2 601 5.5

Northop Town Council 1,778 21.7 451 5.5
Gwernymynydd Community Council 1,738 28.8 332 5.5
Argoed Community Council 2,148 17.6 671.35 5.5
Connah’s Quay Town Council 15,549 17.8 4,960.54 5.7
Total Scheduled bodies 48,594,158 17,169,738
Admitted bodies El.nplc.)yer % Er?1pInyee Avg %*
Contributions contributions
£ £
Newydd Catering & Cleaning Ltd 560,379 21.8 145,759 5.7
Denbighshire Leisure 824,478 16.8 298,245 6.1
Aura Leisure & Libraries Ltd 622,945 18.7 206,856 6.2
Careers Wales 277,900 18.5 96,597 6.5
Civica UK 211,048 20.9 65,979 6.5
Home Farm Trust Ltd 116,269 20.1 34,337 5.9
Freedom Leisure 135,083 21.7 38,832 6.3
Holywell Leisure Ltd 48,144 18.1 16,102 6.1
Glyndwr Students Union 22,711 11.5 12,532 6.3
Aramark Ltd 14,508 18.8 4,321 5.6
Cartref NI 13,319 20.6 3,935 6.1
Hafan Deg (KL Care) 5,380 23.0 1,332 5.7
Churchills 6,090 19.6 1,709 5.5
Dolce 7,171 21.7 1,818 5.5
Denbigh Youth Group 6,850 24.6 7,810 28.0
Bodelwyddan Castle Trust 540 18.3 162 5.5
Morgan LLwyd 1,062 20.6 287 5.6
Cartref y Dyffryn Ceiriog 17,565 25.2 4,184 6.0
Midshire Signature Services Ltd 817.55 25.5 176.34 5.5
Theatre Clwyd Music Trust 102,231 19.5 31,979 6.1
Theatre Clwyd Trust 266,457 18.4 93,088 6.4
Aramark Ltd B 62,402 24.4 14,592 5.7
Total Admitted bodies 3,323,352 1,080,630
Total contributions 51,917,510 18,250,368

*For some employers, the employee contribution figures include contributions towards Additional
Pension Contracts (APCs) in addition to the regular % contributions payable. In some instances, the
payment of APCs can distort the average implied employee rate given the relative size of the
contributions paid.

We are able to charge interest on overdue contributions during the financial year. During the year
the Fund encountered some issues with some of the new employers within the Fund. These were
monitored for timeliness of contributions and the Fund liaised with employers to overcome any
problems they were experiencing. The analysis below shows the number of late contributions
made to the Fund, along with the amounts and occasions concerned.
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The Fund did not exercise its option to charge interest to any of the employers during the year but
the occurrences were registered in the Fund’s breaches register and reported to the Pension Fund
Committee. The total of all late payments was £3,824 (0.007% of the total employer
contributions).

Employer Late Occasions Contributions (£)
A 3 1,247

B 1 1,074

C 2 1,023

D 2 481

Fund Assets

The table below provides an analysis of the Fund’s assets as at 31 March 2022.

UK Non-UK Global Total

£000 £000 £000 £000

Equities 0 220,789 263,295 484,084
Alternatives 254,006 364,610 431,102 1,049,718
Bonds & LDI 596,076 0 246,032 842,108
Property (Direct) 0 0 0 0
Cash 109,860 0 0 109,860
Total 959,942 585,399 940,429 2,485,770

The alternatives portfolio comprises pooled investments in the following asset classes:

Hedge Fund Managed Account, Diversified Growth Funds and Private Markets which includes,
Property, Private Debt, Private Equity & Impact/Local, Infrastructure, Timber and Agriculture.

Investment Income

The table below provides an analysis of the Fund’s investment income received as at 31 March
2022.

UK Non -UK Global Total

£000 £000 £000 £000

Equities 0 1,486 6,043 7,529
Alternatives 5,684 8,064 0 13,748
Bonds & LDI 0 0 2,254 2,254
Property (Direct) 0 0 0 0
Cash 58 0 0 58
Total 5,742 9,550 8,297 23,589

Fund Manager Expenses (including underlying fees)

The fees which are disclosed in the statement of accounts within the Annual Report have been
disclosed in accordance with the CIPFA guidance which states that fees and expenses should only
be included where the Fund has a direct relationship with the investment manager. These fees
include the annual management charge as well as additional costs such as operational,
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administrative and legal expenses. In addition any costs for performance and transaction fees are
also disclosed. These are disclosed in Note 11 in the Fund’s accounts.

Fees relating to underlying managers are not required to be disclosed in the accounting
regulations, however the Fund believes we should provide our stakeholders with information on
all fees relating to our investments.

The Fund has exposures to underlying managers through investments in alternative mandates
including Hedge Funds, the Tactical Asset Portfolio and Private Markets.

The table below shows the fees and expenses which would have been disclosed if underlying fees
and their performance fees were included.

The table also shows an average of the basis points charged for each category of fee for the
valuation of core assets, non-core assets and total fund.

21/22 20/21
Fund Management Fees Avg / Avg /
bps £000 bps £000
CORE (74% of Fund) 54 9,526 58 9,202
Total expenses including AMC 17 2,946 18 2,928
Underlying Fees (includes . 30 5295 )8 4,460
performance and transaction fees)
Performance Fees 0 0 0 0
Transaction Fees 7 1,285 11 1,814
NON CORE (26% of Fund) 302 18,643 260 14,579
Total expenses including AMC 182 11,239 167 9,372
Underlying Fees (includes . 39 2386 37 2,094
performance and transaction fees)
Performance Fees 71 4,399 48 2,674
Transaction Fees 10 619 8 439
Total underlying fees 32 7,681 30 6,554
Total direct fees 86 20,488 80 17,227
Total fees 118 28,169 110 23,781
Net Assets (Core) 1,757,294 1,591,028
Net Assets (Non-Core) 618,616 561,670
Total Net Assets (excluding cash) 2,375,910 2,152,698

Assets within the “Core” disclosure include: Active Equities, Unconstrained Fixed Income, Liability
Driven Investment, Hedge Fund Managed Account Platform, Diversified Growth Funds and the
Tactical Asset Portfolio. These account for 74% (74% in 2020/21) of the Fund assets but only 34%
(39% in 2020/21) of the total fees. Assets within the “Non-Core” disclosure include: Private Debt,
Private Equity (Direct and Fund of Funds), Property (Open and Closed ended), Infrastructure,
Timber and Agriculture. Whilst these account for 26% (26% in 2020/21) of the Fund assets the
proportion of fees amounts to 66% (61% in 2020/21). These figures include the underlying fees. In
comparison, excluding underlying fees, the proportion of fees for core assets is 21% (28% in
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2020/21) and non-core, 79% (72% in 2020/21). Many of the Fund’s managers are now signed up
to the Cost Transparency Initiative (CTI) and are providing fees through the CTI template.

Movement in Current Assets and Current Liabilities

There was an increase in current assets of £1,743k in 2021/22, which is due to the timing of the
receipt of employer/employee contributions in April 2022. Current liabilities increased by £334k,
primarily as a result of an increase of benefits payable due and an increase in the amounts due to
Sundry Creditors. The benefits payable figure is volatile as it is affected by the amount of lump
sums and death grants due but not paid on 31 March.

Wales Pension Partnership (WPP)

The WPP was established in 2017 with the objective to deliver:

= economies of scale

= strong governance and decision making

= reduced costs and excellent value for money, and

= animproved capacity and capability to invest in infrastructure

The WPP is one of the eight Local Government Pension pools nationally and is a collaboration of
the eight LGPS funds in Wales including Cardiff and the Vale of Glamorgan, Clwyd, Dyfed, Greater
Gwent (Torfaen), Gwynedd, Powys, Rhondda Cynon Taff and Swansea. The eight funds have a
long, successful history of collaboration including a collaborative tender for a single passive equity
provider for the Welsh funds pre-dating the Government’s pooling initiative.

Collective investment management offers the potential for investment fee savings, opportunities
to broaden investment portfolios, enhanced voting and engagement activity as well as access to
shared knowledge and best practice. Whilst the WPP is responsible for providing collaborative
investment solutions, each constituent authority remains responsible for setting their own
investment strategy.

WPP’s operating model is designed to be flexible and deliver value for money. WPP appointed an
external fund Operator and makes use of external advisers to bring best of breed expertise to
support the running of the Pool. The Operator is Link Fund Solutions and they have partnered with
Russell Investments to deliver effective investment management solutions and provide strong net
of fee performance for all the Constituent Authorities.
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The WPP details how it deals with all aspects of Governance through its Inter Authority Agreement
(IAA) which was approved by all eight Constituent Authorities in March 2017. The IAA defines the
standards, roles and responsibilities of the Constituent Authorities, its Members, Committees and
Officers and includes a Scheme of Delegation outlining the decision-making process. In line with its
belief that good governance should lead to superior outcomes for stakeholders, the WPP has put
in place a robust governance structure:

The eight Constituent Authorities of the WPP are:
= Carmarthenshire County Council (Host)

= City and County of Swansea Council

= City of Cardiff Council

= Flintshire County Council

= Gwynedd Council

= Powys County Council

= Rhondda Cynon Taff County Borough Council
= Torfaen County Borough

CouncilThe Constituent Authorities sit at the top of the WPP’s governance structure. They retain
control of all activity carried out by the WPP and remain responsible for approving the WPP’s
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Business Plan, which outlines the WPP’s budget and work plan, as well at its Beliefs and
Objectives.

The Joint Governance Committee (JGC) oversees and reports on the WPP and is comprised of one
elected member from each of the eight Constituent Authorities.

The OWG provides support and advice to the Joint Governance Committee and is comprised of
practitioners and Section 151 officers from all eight Constituent Authorities.

Carmarthenshire County Council is the Host Authority for the WPP and is responsible for providing
administrative and secretarial support to the JGC and the OWG, and liaising day to day with the
Operator on behalf of all of the Welsh LGPS funds.

Link Fund Solutions (Operator) carries out a broad range of services for the WPP, which includes
facilitating investment vehicles & sub-funds, performance reporting, transition implementation
and manager monitoring and fee negotiations. There is an Operator Agreement in place which
sets out the contractual duties of the Operator and governs the relationship between the
Operator and the WPP. The JGC and OWG, with the support of Hymans Robertson, oversee the
work that Link Fund Solutions carries out on behalf of the WPP. Link engages with the Constituent
Authorities by:

= Direct engagement — attendance at annual committee meetings
= Indirect engagement — with CAs collectively, through the JGC and OWG

In collaboration with Link Fund Solutions, Russell Investments provide investment management
solution services to the WPP and they work in consultation with WPP’s eight Constituent
Authorities to establish investment vehicles.

Northern Trust is the Depository for the WPP ACS vehicle and provides numerous services
including securities lending, fund administration, compliance monitoring and reporting.

Hymans Robertson are WPP’s Oversight Advisor and their role spans oversight and advice on
governance arrangements, operator services, strategic investment aspects and project
management support.

Burges Salmon are WPP’s legal advisors and they provide legal advice in relation to FCA regulated
funds, tax and governance arrangements, including assisting with complex procurement
processes.

Robeco UK has been appointed as WPP’s Voting and Engagement provider and are responsible for
implementing the Voting Policy across WPP’s portfolio and undertaking engagement activity on
behalf of the WPP.

Bfinance were appointed in 2021/22 to oversee the procurement of an Allocator for future WPP
private market investments. The initial procurement exercise has resulted in the appointment of
managers for private credit, open ended and closed ended infrastructure. The procurement
exercise for private equity is ongoing and the property procurement will commence in the autumn
of 2022.

The WPP’s beliefs are the foundation for WPP’s governance framework and have been used to
guide all of the WPP’s activities and decision making, including its objectives and policies. The
WPP, in consultation with the Constituent Authorities, has developed a set of governing policies.
In all instances the WPP’s policies and procedures have been developed to either complement or
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supplement the existing procedures and policies of the Constituent Authorities. The WPP’s key
policies, registers and plans are listed below and can be found on the WPP website.

Overarching Principles

WPP Objectives
WPP Beliefs

Investment Training & Communication Governance

Responsible Investment Policy Training Policy & Plan Governance Manual
Climate Risk Policy Communication Policy Governance Decision Matrix
Voting Policy Risk Policy
Risk Register

Conflict of Interest Policy

Responsible Investment has been a key priority for the WPP since it was established in 2017.
Various activities have been undertaken to work towards WPP’s ambition of becoming a leader in
Responsible Investment. Initially the focus was on formulating a Responsible Investment Policy
and since then the WPP has formulated its own Climate Risk Policy and has worked with its Voting
and Engagement Provider, Robeco, to agree a Voting Policy. A WPP Rl Sub-Group has been
established to take ownership of Rl related workstreams and actions that are required to achieve
the commitments made in the WPP’s Rl and Climate Risk Policies.

The WPP’s Business Plan, Governance Manual and all other policies detailed in the chart above
can be found on the WPP website:

https://www.walespensionpartnership.org/

Risk

Risk management is a critical element of WPP’s commitment to good governance. The WPP has
developed a structured, extensive and robust risk strategy which seeks to identify and measure
key risks and ensure that suitable controls and governance procedures are in place to manage
these risks. The WPP’s Risk Policy has been developed in such a way that risks can be anticipated
and dealt with in a swift, effective manner to minimise potential loss or harm to the WPP and its
stakeholders.

WPP maintains a Risk Register which is reviewed regularly by a dedicated Risk Sub-Group which
reports back to the OWG and JGC on a quarterly basis.

Training

The WPP has its own training policy and develops an annual training plan which is designed to
supplement existing Constituent Authority training plans. Local level training needs will continue
to be addressed by Constituent Authorities while the WPP training plan will offer training that is
relevant to the WPP’s pooling activities.

It is best practice for WPP personnel to have appropriate knowledge and understanding of:

= The regulations and market relating to pensions;
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= The pooling of Local Authority Pension Schemes;

= Relevant investment opportunities.

In accordance with the approved training plan, the following training was available to both
Committee and Board members during 2021/22.

Regulatory and
Best Practice

Topic Product Knowledge Date

Private Markets | Asset Classes & Implementation, Fund Wrappers & 21/4/2021
Governance

Responsible Responsible Investment Indices and Solutions, 20/07/2021

Investment Responsible Investment Reporting

Investment Performance Reporting & Manager Benchmarking. 18/09/2021

Performance & Roles and Responsibilities with the ASC.

Risk

Management

Guidance, Good Governance & Cost Transparency 19/01/2022

Pooling progress to date

The WPP aims to deliver investment solutions that allow the Constituent Authorities to implement
their own investment strategies with material cost savings while continuing to deliver investment
performance to their stakeholders. The WPP have made significant progress towards delivering on
this objective. The launching of the WPP’s three active equity sub-funds in 2019/20, five fixed

income sub-funds in 2020/21 and the Emerging Markets sub-fund in 2021/22, alongside the
Constituent Authorities existing passive investments, has meant that that the WPP has now
pooled 72% of assets.

As at 31 March 2022, WPP has total assets worth £23.1bn, £16.6bn of which sits within the pool,

see breakdown below:

Asset Class Managed by Launch Date 31 March %
2022 £000

Global Growth Link Fund February 2019 3,303,494 14.3

Equity Fund Solutions

Global Russell February 2019 3,387,940 14.7

Opportunities Investments

Equity Fund

UK Opportunities Russell September 730,278 3.2

Equity Fund Investments 2019

Emerging Markets | Russell October 2021 464,615 2

Equity Fund Investments

Global Credit Fund | Russell July 2020 757,659 3.3
Investments
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Asset Class Managed by Launch Date 31 March %
2022 £000

Global Russell July 2020 507,273 2.2

Government Bond | Investments

Fund

UK Credit Fund Link Fund July 2020 574,224 2.5
Solutions

Multi-Asset Credit | Russell July 2020 723,184 3.1

Fund Investments

Absolute Return Russell September 509,605 2.2

Bond Fund Investments 2020

Passive BlackRock March 2016 5,599,927 24.2

Investments

Investments not yet pooled 6,534,711 28.3

Total Investments across all 8 Pension Funds 23,092,910 100

Investment assets split between Clwyd Pension Fund and WPP (see note 13B

to the accounts)

31 March 2022
£000

%

Global Opportunities Equity Fund 129,762 5.2
Global Multi Asset Credit 246,032 9.9
Emerging Market Equity Fund 220,789 8.9
Passive Equities 133,533 5.4
Investments not yet pooled 1,755,654 70.6
Total Investment Assets 2,485,770 100

The above table summarises Clwyd Pension Fund’s investment in the WPP, together with the
assets that remain under the direct oversight of the Fund. During the year an additional £240.9m
transitioned to the WPP portfolio. The table above shows the assets currently managed by the

pool as at 31 March 2022.

Pooling costs

Carmarthenshire County Council, as the Host Authority for the Wales Pension Partnership is
responsible for providing administrative and secretarial support and liaising day to day with the
Operator on behalf of all of the LGPS funds in Wales. The WPP budget is included in the WPP
Business Plan and approved annually by all eight Constituent Authorities.
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The Host Authority and External Advisor costs, the running costs are funded equally (unless
specific projects have been agreed for individual Funds) by all eight of the Constituent Authorities
and recharged on an annual basis. The amount recharged to the Clwyd Pension Fund for the
financial year ending 31 March 2022 was £134.7k, see table below.

In addition to the running costs, there are also transition costs associated with the transition of
assets into the pool, these costs can be categorised in terms of direct and indirect costs. Direct
costs include the costs of appointing a transition manager to undertake the transition, together
with any additional oversight of this process undertaken from a research and reflection
perspective. Indirect costs include both explicit and implicit costs, such as commissions, spread
and impact and opportunity costs known as Implementation Shortfall. Transition costs are directly
attributable to the assets undergoing the transition and are therefore deducted from their net
asset value as opposed to a direct charge to the Fund.

Details of the costs incurred by the Clwyd Pension Fund in respect of the WPP are detailed below.

2020/21 WPP pooling costs 2021/22
£000 £000

19 Host Authority Costs * 20

70 External Advisor Costs * 114

113 Transition Costs (Direct) ** 0

202 Total 134

* Host Authority and External Advisor costs are recharged directly to the fund
** Transition Costs (Direct) costs are shared as a proportion of total AUM.

Ongoing Investment Management Costs

The table below discloses the investment management costs split between those held by the WPP
(including the passive equities) and those held outside of the WPP.

Fees charged £000

Total
Expenses
including  Performance Transaction
AMC Fees Costs Custody Total
Asset Pool
Direct 390 0 622 67 1,079
Indirect (Underlying) 1,108 0 0 0 1,108
Total 1,498 0 622 67 2,187
bps 21 0 9 1 30
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Non Asset Pool
Direct

Indirect (Underlying)
Total

bps

Fund Total
bps

13,795
3,365
17,160
104

18,658
79

Asset Allocation and performance

4,399
2,781
7,180

44

7,180
30

1,282
427
1,709
10

2,331
10

39 19,515
0 6,573
39 26,088
0 159
106 28,275
0 119

The following table shows how each of the investment mandates has performed during the year,
with opening and closing values and one year performance included net of fees where available. In
addition, the table splits out investments under pooled arrangements with the WPP and those
that remain under non-pooled investment arrangements with the Fund’s legacy managers as at

31st March 2022

Opening o Closing 0 Net Local
Value £000 | 7| Valuegooo | | Performance | Target
% %
Pool Assets
Global Equities Passive 114,307 5.1 133,533 5.4 16.8 16.5
Emerging Market Equities 82,484 3.7 0 0.0 - -
Passive*
Emerging Market Equities 0 0 220,789 8.9
Active**
Global Equities Active 117,059 5.3 129,762 5.2 11.0 14.6
Bonds Active 250,378 | 11.3 246,032 | 9.9 -2.1 4.1
Total Pool Assets 564,228 | 25.4 730,116 | 29.4
Non- Pool Assets
Emerging Market Equities 77,686 3.5 - - -
(Core) Active
Emerging Market Equities 71,667 3.2 - - -
(Local) Active
Diversified Growth 231,021 | 10.4 273,120 | 11.0 20.3 8.8
Liability Driven Investment 500,832 | 22.6 626,291 | 25.2 17.9 17.9
Hedge Funds 145,594 6.6 157,982 6.4 8.5 3.6
Property 132,870 6.0 147,325 5.9 16.9 23.9
Private Equity 251,667 | 11.3 201,521 | 8.1 36.0 5.1
Local/ Impact - - 79,332 3.2 40.3 5.1
Infrastructure 106,610 4.8 124,721 5.0 22.3 5.1
Private Debt 52,968 2.4 52,592 2.1 18.1 7.5
Timber & Agriculture 17,555 0.8 14,125 0.6 6.1 5.1
Cash*** 67,282 3.0 79,645 3.2
Total Non-Pool assets 1,655,752 | 74.6 1,755,654 | 70.6
Total assets 2,219,980 100 2,485,770 | 100 13.3
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Note: Performance shown for the 12 months to 31 March 2022.
* The Fund invested into the Fund to October 2021, hence 12 month performance is not available.
**The Fund invested into the Fund in October 2021, hence 12 month performance is not available.

***Cash represents cash in the bank account.

Securities Lending

Securities lending commenced in March 2020. Revenue is split on an 85:15 basis between WPP
and Northern Trust with all costs for running the securities lending programme taken from
Northern Trust’s share of the fee split. A minimum of 5% of the nominal quantity of each
individual equity holding is held back and a maximum of 25% of total AUM is on loan at any one
time. Total revenue of LF Wales Revenue during 2021/22 was £1,296,016 (gross) / £1,101,659
(net) of which the Clwyd Pension Fund received £47,992 with £430,743,792 out on loan as at 31
March 2022.

More detailed information can be found in WPP’s Annual Return which is published on the WPP
website - https://www.walespensionpartnership.org/

Responsible Investment

Responsible Investment (“RI”) continues to be a key priority for the Welsh Constituent Authorities.
In 2020/21 WPP worked towards drafting and agreeing a Climate Risk Policy — this outlines the
unified climate risk beliefs and what measures we have adopted to manage climate risk within the
WPP Sub-Funds. In August 2020, a dedicated WPP RI Sub-Group was established in recognition of
the important of this subject matter. The Sub-Group meets twice a quarter and is responsible for
progressing any Rl related workstreams. The Rl Sub-Group has already demonstrated its
effectiveness and efficiency by delivering on one of the main commitments made in both the
WPP’s Rl and Climate Risk Policies — the development of reporting that allows the WPP to monitor
and manage Rl and Climate Risk risks. The sub group now receives detailed Rl and Climate Risk
monitoring reports for each of the WPP’s Sub-Funds on a quarterly basis.

In 2022 the WPP established its approach as a responsible investor involving oversight and
monitoring of its voting policy, the establishment of an engagement framework, Environmental,
Social and Governance (ESG) metrics monitoring and reporting output in accordance with the
requirements namely the Task Force on Climate Related Financial Disclosures (TCFD). This
guidance is currently out for consultation.

(TCFD - A description of the governance-related arrangements of an organisation to measure and
managing climate-related risks and opportunities. A description of the processes in place for
measuring and managing climate-related risks and opportunities).

Objectives 2022/23

Following the launch of a number of sub-funds to date, progress continues to be made with
significant rationalisation of the existing range of mandates. The operator/allocators will be
developing and launching a further series of sub-funds which will collectively reflect the strategic
asset allocation needs of the eight constituent funds and facilitate a significant move of the assets
to be pooled.
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Private Market Sub Funds

In establishing the WPP pool, the prime focus has been on pooling the most liquid assets, namely
equities and fixed income. In July 2021, the Joint Governance Committee appointed bfinance as
WPP’s Allocator Advisors and they will assist the WPP with the identification of Private Markets
Allocators for the Private Market Asset Classes.

New Sub Fund - Sustainable Equity

Russell Investments, the funds appointed Investment Managers were tasked in 2021/22 to build a
bespoke sustainable equity sub-fund to provide a framework for WPP’s proposed exclusions to
include:

= Diversified fund exposure
= Alignment to WPP sustainability goals including Net Zero alignment and a clear climate focus.

= Multi-channel approach to engagement and commitment to deliver reporting outcomes
aligned with the Sustainable Development Goals (SDGs).

= To offer flexibility to evolve as the WPP’s requirements change, or as the sustainable themes
develop further. Utilising Russell’s Enhanced Portfolio Implementation (EPI).

The final proposed sub-fund structure was discussed at OWG in May 22 and was approved at the
JGCin July 22.

A transition timetable has been provided below:

Investment Portfolio Timeline for Launch / Implementation
Sustainable Equities Launch due by the end of 2022

Private Debt / Infrastructure Launch due before the end of 2022/23
Private Equity Launch scheduled for early 2023/24

Other Objectives

During 2021/22, the WPP published its first annual Stewardship Report and has been accepted as
a signatory to the 2020 UK Stewardship Code. During 2022/23 the WPP hopes to enhance its
approach as a responsible investor further with the establishment of an engagement framework,
enhancing reporting in accordance with the requirements of the UK Stewardship Code and the
Taskforce on Climate-Related Financial disclosure (TCFD) and to continue reviewing existing sub-
fund mandates to ensure compatibility with WPP’s Responsible Investment and Climate Risk
Beliefs.

There will also be a focus on the review and development of additional WPP policies, as well as the
provision of timely and relevant training facilitated by the pool for the benefit of its wider
stakeholder groups.
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Other 2021/22 Updates

JCG Scheme Member Representative

In November 2021, the Inter Authority Agreement was amended to reflect the changes required

to support the appointment of Scheme Member JGC representatives.

The interviews took place in February 2022 and the following appointments were made :

=  SMR - Osian Richards

= Deputy SMR - lan Guy

Pooling Risks

The following risk table identifies two frequently monitored risks from a Fund perspective when
managing the arrangements in place through transitioning assets into the WPP.

Risk Identified

Potential Consequences

Risk
Score
Range

Controls / Mitigation

Financial losses
experienced during the
process of transitioning
Fund assets into the
Wales Pension
Partnership (WPP) pool.

Poorly executed transitions
of pension assets could

result in high trading costs or
loss of Net Asset Value in the

short-term.

High

e The WPP and its

constituent authorities
take professional and
timely advice from its
advisors to ensure it is
undertaking transition
activity within an
appropriate market
environment.

A reconciliation of assets
transferred to the pool is
undertaken by the
investments team
following each transition.

A detailed report from the
appointed transition
experts commissioned by
the WPP will be produced
following each transition
to provide added
assurance to constituent
Funds and their elected
members.

Investment pooling with
the Wales Pension

The WPP fails to deliver long-

term investment returns

High

Substantial governance
arrangements are in place
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Risk Identified Potential Consequences Risk Controls / Mitigation

Score
Range
Partnership (WPP) fails beyond what the Fund at both officer (Officer
to deliver long-term would have expected to Working Group) and
investment returns. generate had pooling not shareholder (Joint
occurred. This would result Governance Committee)
in a longer payback period levels.
on the initial investment
envisaged, and the likelihood e Both the WPP and the
of needing to increase constituent authorities
employer contribution rates take professional external
as a result in order to ensure advice on the
pension liabilities are fully opportunities for
funded in the future. investment through the

contractual relationship
with Link Fund Solutions
and Russell Investment

advisors.

e The WPP, together with
constituent authorities,
monitor the performance
of investments and hold
Link and Russell to account
as necessary.

Whilst the risk score range attributable to the above is categorised as high, the Fund is
comfortable with the level of mitigation in place in which to manage them. The Fund recognises
that the process of transitioning assets will continue for a number of years and so this risk will
continue to be monitored as appropriate until such time that we feel it can reduced to an
acceptably low level or removed altogether. The risk of the WPP failing to deliver long-term
performance remains high as this underpins the justification for pooling collaboration generally. As
such, this risk is likely to remain in place for the foreseeable future. However, as the WPP
continues to establish itself and the governance arrangements mature it is expected that this level
of risk will be reduced to an acceptable level.
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Section 3 - Annual Governance Statement

Roles and Responsibilities

Flintshire County Council (the Council) is responsible for administering the Clwyd Pension Fund
(the Fund), on its own behalf and on behalf of 2 other local authorities (Wrexham and
Denbighshire) and 52 other large and small employers in North East Wales.

The main activities involved in managing the Fund are to make and manage investments and to
administer the payment of scheme benefits. This is carried out in accordance with the
requirements of the Local Government Pension Scheme (LGPS) Regulations 2013, the Local
Government Pension Scheme (Management and Investment of Funds) Regulations 2016 and the
Public Service Pensions Act 2013.

The Council is responsible for ensuring that all its business, including that of the Fund, is
conducted in accordance with the law and proper standards, that public money is safeguarded and
properly accounted for and that there are proper arrangements to use money economically,
effectively and efficiently. The Council is also required to ensure that the Fund is managed to
deliver best value.

Governance & Delegation

The governance framework of the Council comprises an underlying set of legislative requirements,
good practice principles and management processes, which supports the philosophy of the
Council’s operations, the standards it sets itself, the behaviours it expects of itself and the
principles it follows.

To help ensure that the governance framework is robust, the Council has developed a Local Code
of Corporate Governance (the Code) which defines the principles that underpin the governance of
the organisation and is consistent with the principles of the Chartered Institute of Public Finance
and Accountancy (CIPFA) and the Society of Local Authority Chief Executives (SOLACE) Framework:
Delivering Good Governance in Local Government. The Code forms part of the Council’s
constitution and is available on the Council’s website. The operation of the Fund is governed by
this code. The Council produces its own Annual Governance Statement which reviews the
effectiveness of its control environment.

The Fund has its own Governance Policy in place. This policy sets out the Fund's governance
arrangements, including its governance structure and operational procedures for the delegation of
responsibilities. It also sets out the Fund's aims and objectives relating to its governance. In
accordance with the requirements of the Public Services Pensions Act 2013, the Fund has
established a Local Pension Board (the Board) to act as a partner in assisting the Fund to meet its
statutory and regulatory requirements and in administering the Fund effectively.

The Council discharges its duty as administering authority by delegation to the Clwyd Pension
Fund Committee (the Committee). The Committee is made up of 5 of the Council’s own
councillors and 4 co-opted members, representing the other 2 local authorities, other employers
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and the scheme members. The Committee receives advice from the Clwyd Pension Fund Advisory
Panel (the Panel) which is made of up of officers of the Council and advisors to the Fund.

The Council’s Chief Executive has overall responsibility for the activities of the Fund. This includes
ensuring that the arrangements for the investment of assets, the receipt of contributions and the
payment of benefits are properly managed.

The Council’s Corporate Finance Manager as Section 151 Officer is responsible for arranging the
proper administration of the financial affairs of the Fund. He is CIPFA qualified and is suitably
experienced to lead the finance function.

In addition, under an inter-authority agreement, there is delegation to the Wales Pension
Partnership Joint Governance Committee to reflect the move to the pooling of pension fund assets
across the 8 Welsh LGPS pension funds.

The governance structure for the Fund is shown below. The bodies to which responsibility is
formally delegated are supported by the Board, and also an Advisory Panel and a number of
working groups.

Oversight of Compliance
FLINT SHIRE COUNTY Efficiencyand Effectiveness
COUNCIL
ADMINISTERING AUTHORITY

LOCAL PENSION BOARD

Not decision making

B 2 Employer Representatives
CDHSML.M.DH I:.)_Elegates 2 Scheme Member Representatives
Decision l\-'lakmg 1 Independent C hair{non-voting)

WALES PENSION

PARTNERSHIP- CLWYD PENSION

JOINT GOVERNANCE FUND COMMITTEE ADVISORY PANEL

COMMITTEE
Consultation
. 3 5FCC Elected Members . .
Eﬁé(l:e{:tha;rmnf:s;l?nrrmlﬂe: 1 DCC Elected Member — ghlef E:tech.l.tlw .
ciedember tomeaoh | | 111CSC Elecied Merber ————> | Corporate inance enager,
of remaining 7 Welsh 1 Other Scheduled Body |mplementation A
administering authorities 1 Member Repre sentative Investment Consultant

Fund Actuary & Benefits C onsultant
- Independent Adviser

Scheme of

Delegation
Wales

pamf;.np : SECTION 151 Tactical Aszet | Private Equity Funding Risk
Officer OFFICER

Working Group

Allocation & Real E state Management
Group Group Group

Statutory Responsibility
Financial Administration

Strategy & Policy

The LGPS regulations require the Fund to maintain a number of strategy and policy documents
which are available on its website. Key amongst these are the Governance Policy Statement,
Funding Strategy Statement, Investment Strategy Statement, Communication Strategy Statement,
and Administration Strategy. These documents describe the Fund’s objectives together with the
main risks facing the Fund and the key controls which mitigate them. In addition, the Fund has a
Business Plan, Breaches Procedure, Risk Policy, Conflicts of Interest Policy and Knowledge and
Skills Policy which support the governance framework.

Use of financial data

= Financial data is used and managed by the Fund in a number of different ways:
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= Thereis a triennial actuarial valuation which determines long term cash flows, fund liabilities
and contributions. In addition, monthly funding projections are also produced by the actuary
to help the Fund keep abreast of its funding position.

= Detailed investment records are held and maintained by external partner investment
managers including the Wales Pension Partnership (WPP) and the Fund’s global custodian.
There is quarterly performance reporting to the Fund of the position on investments.

= Economic and market forecast data is used to inform the Fund’s investment strategy, which is
designed to support the requirements of the Fund’s funding strategy.

= The Fund prepares an annual statement of accounts, a business plan (including a budget and
cash flow) and financial monitoring reports. The Fund uses the Council’s Masterpiece financial
ledger system to maintain its financial information.

= The Fund uses the Altair management system to manage the payment of benefits to
beneficiaries. Payments to beneficiaries are made through the Council’s bank account and are
transferred immediately from the Pension Fund’s bank account. Annual Benefit Statements are
prepared and distributed to members. The Fund has a Member Self Service system, which
allows members of the Fund to access their own membership information.

Annual audit reports and statements of internal control are obtained from the investment
managers by the Fund and are reviewed by officers to provide assurance that the investments are
managed in an adequate control environment. Any significant issues that these reports disclose
are reported to the Committee on an exception basis.

Risk Management

The Fund recognises that effective risk management is an essential element of good governance.
The Fund has an effective policy and risk management strategy which:

= Demonstrates best practice

= |mproves financial management

= Minimises the effect of adverse conditions

= |dentifies and maximises opportunities that might arise
= Minimises threats.

Risks relating to pension funds are often outside the Fund’s control. The Fund’s risk management
focuses on measuring the current risk against the Fund’s agreed target risk and identifying further
controls and actions that can be put in place. These actions are then implemented as part of the
day to day management or through the Fund’s Business Plan.

The risks currently identified as key risks are shown in the section of the Fund’s Annual Report
which deals with Governance, Training and Risk Management (Appendix 1).

Review of effectiveness

The Committee is responsible for ensuring the continued effectiveness of the governance
framework and system of internal control within which the Fund operates. In discharging this
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responsibility it relies on the assurances of officers, financial monitoring and other reports, the
work of internal audit and the work of the external auditors.

The Board assists the Committee in securing compliance with the LGPS Regulations and any other
legislation relating to the governance and administration of the scheme, and with ensuring the
effective and efficient governance of the Fund.

The Fund has in place an Independent Advisor, part of whose role is to carry out an annual review
which is included in the Fund’s Annual Report (Appendix 2).

The Fund’s Annual Report includes a governance compliance statement (Appendix 3). This
measures the extent to which the Fund’s governance arrangements comply with statutory
guidance.

As part of his duties, the Corporate Finance Manager ensures that the Council receives an internal
audit of the control environment of the Council and the Fund. The audit coverage reviews the
control environment within which the Fund operates and helps to ensure that robust
arrangements are in place to:

= Safeguard the contributions made by employees and employers used to fund the pension
liabilities

= Ensure control is maintained over partner investment managers who are responsible for
ensuring that funds are maximised in order to meet liabilities

= Ensure that accurate and timely payment is made to retired members and beneficiaries of the
Fund.

Update on significant governance issues previously reported

There were no significant governance issues in 2021/22 specific to the Fund.

Significant governance issues

The Head of Internal Audit has confirmed that there are no significant governance issues relating
to the Fund which need to be reported as a result of the work undertaken by Internal Audit on the
control systems of either the Council or the Fund.

The impact of COVID-19 on governance

The COVID-19 pandemic resulted in a number of necessary changes to the way the Fund operated
in 2020/21 e.g. virtual meetings / remote working etc. Whilst generally restrictions eased in
2021/22 the Fund has continued to operate in a similar manner. In particular, the Fund’s
Committee and Pension Board continued to meet virtually throughout 2021/22.

Internal Audit Opinion

Based on the audit work undertaken for the Council and the assurances provided by the Chief
Executive, the Corporate Finance Manager and the Head of Clwyd Pension Fund, it is the Head of
Audit’s opinion that key controls were generally operating effectively during 2021/22 but key
objectives could be better achieved with some relatively minor adjustments.
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Certification

It is our opinion that reasonable assurance can be placed upon the adequacy and effectiveness of
the systems of governance which operate on the Clwyd Pension Fund. Work undertaken by
Internal Audit has shown that the arrangements in place are operating as planned. We consider
the governance and internal control environment operating during 2021/22 to provide reasonable
and objective assurance that any significant risks impacting the Fund’s ability to achieve its
objectives will be identified and actions taken to avoid or mitigate their impact.

Neil Cockerton Councillor Ted Palmer
Chief Executive Chair Clwyd Pension Fund Committee
23 November 2022 23 November 2022

Tudalen 175



Section 4 - Glossary

Active member:

A current employee who is
paying contributions to the
Fund.

Actuary:

An independent
professional who advises
the Administering Authority
on the financial position of
the Fund. Every three
years the Actuary values
the assets and liabilities of
the Fund and determines
the funding level and the
employers' contribution
rates - both to meet the
cost of any future benefit
accrual, and also rectify any
difference in assets and
liabilities for accrued
benefits.

Additional Voluntary
Contributions (AVC):

An option available to
active members to secure
additional pension benefits
by making regular
contributions to separately
held investment funds
managed by the Fund’s AVC
provider.

Administering
Authority:

Flintshire County Council is
the Administering Authority
of the Clwyd Pension Fund
and is responsible for

managing and
administering the LGPS in
relation to its members.
This includes maintaining
and investing the Fund's
assets.

Admitted Body:

An organisation who has
entered into a service
agreement with a Scheme
employer. Flintshire County
Council, as the
Administering Authority,
and the relevant parties to
the service agreement
enter into an admission
agreement to allow the
staff who transferred to the
new organisation to
participate in the LGPS.

Alternatives:

An alternative investment
is an asset that is not one of
the conventional
investment types, such as
stocks, bonds and cash.
Alternative investments
include private equity,
hedge funds, managed
futures, real estate,
commodities and
derivatives contracts

Asset Allocation:

The apportionment of a
fund’s assets between
different types of
investments (or asset
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classes). The asset
allocation is monitored on a
regular basis depending on
the agreed tolerances set
out in the Investment
Strategy. The long-term
strategic asset allocation of
a fund will reflect the
fund’s investment
objectives.

Benchmark:

A measure against which
the investment policy or
performance of an
investment manager can be
compared.

Consumer prices index
(CPI)

CPl is a measure of inflation
with a basket of goods that
is assessed on an annual
basis. Pension increases in
the LGPS are linked to the
annual change in CPI.
Currently CPI is lower than
RPI (see RPI comment
below).

CPIH

This is a broader measure
of inflation based on CPI
including owner occupiers’
housing costs.

Corporate Bonds

Fixed interest securities and
index-linked securities
issued by companies



registered either in the UK
or overseas. They represent
‘loans’ to the companies
which are repayable on a
stated future date (for
definitions of “fixed
interest” and “index-linked”
see ‘Fixed Interest
Government Securities’ and
‘Index-linked Government
Securities’).

Custodian

This is a financial institution
that holds customers’
securities for safekeeping
to minimise the risk of theft
or loss. Most custodians
also offer account
administration, transaction
settlements, collection of
dividends and interest
payments, tax support and
foreign exchange.

Deferred Members:

Scheme members who
have left employment or
ceased to be an active
member of the Scheme
whilst remaining in
employment, but retain an
entitlement to a pension
from the Scheme.

Direct property

Direct investment in
property is buying all or
part of a physical property.
Property owners can
receive rent directly from
tenants and realise gains or
losses from the sale of the
property.

Diversified Growth
Funds (DGF):

An alternative way of
investing in shares, bonds,
property and other asset
classes.

Employer Contribution
Rates:

The percentage of the
salary of members that
employers pay as a
contribution towards the
members’ pension.

Equities:

Ordinary shares in UK and
overseas companies traded
on a stock exchange.
Shareholders have an
interest in the profits of the
company and are entitled
to vote at shareholders’
meetings.

Equity risk premium

Also referred to as simply
equity premium, this is the
excess return that investing
in the stock market
provides over a risk-free
rate, such as the return
from government treasury
bonds. This excess return
compensates investors for
taking on the relatively
higher risk of equity
investing.

Fixed Interest
Securities:
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Investments, mainly in
government stocks, which
guarantee a fixed rate of
interest. The securities
represent loans which are
repayable at a future date
but which can be traded on
a recognised stock
exchange in the meantime.

Funding Strategy
Statement

This is a formal document
setting out how the
Administering Authority
will determine employers’
contributions to the Fund
and how it will manage its
funding risks. The
statement should be kept
under review, at least every
three years with any
amendments being subject
to consultation with
stakeholders.

Hedge Funds

Also known as “absolute
return funds’, these funds
have as their objective a
performance target
expressed as a margin
above the return which can
be achieved on cash
deposits.

Index:

A calculation of the average
price of shares, bonds, or
other assets in a specified
market to provide an
indication of the average
performance and general
trends in the market.



Indexed-Linked
Government Securities

Investments in government
stocks (UK and overseas)
where both the annual
interest payment and the
capital sum repayable by
the Government are
adjusted to allow for
inflation. Investments in
government stocks which
are repayable on a stated
future date.

Investment Strategy
Statement

This is a formal document
setting out the
Administering Authority's
objectives and attitude to
investment risk and sets
out what the long term
investment strategy will be
i.e. how the Fund's assets
will be distributed among
different asset classes. The
statement should be kept
under review, at least every
three years with any
amendments being subject
to consultation with
stakeholders.

Liability Driven
Investment (LDI)

LDl is a risk management
strategy that aims to
mitigate the Fund’s
exposure to interest rate
and inflation risks.

Market Value

The price at which an
investment can be bought
or sold at a given date.

Multi Asset Credit

The price at which an
investment can be bought
or sold at a given date.

Passive Investing
(Indexation)

An investment strategy
whereby the manager
replicates an index in order
to generate a rate of return
in line with the index. The
manager has no discretion
over stock selection within
the index. If it is a multi-
asset portfolio, the asset
proportions are prescribed
within the mandate.

Pooled Funds:

Funds which manage the
investments of more than
one investor on a collective
basis. Each investor is
allocated units which are
revalued at regular
intervals. Income from
these investments is
normally returned to the
pooled fund and increases
the value of the units.

Private equity

Private equity is the
ownership of companies
that are not listed on a
public stock exchange.

Retail Price Index (RPI)
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A measure of the general
level of inflation based on
the change in the price of a
fixed basket of goods and
services, such as food,
energy, petrol, travelling
costs, mortgage interest
payments and Council Tax.
From 2030 onwards, the
calculation of RPI will be
more closely aligned with
that of CPIH.

Return:

The total gain from holding
an investment over a given
period, including income
and any increase or
decrease in market value

Risk Management
Framework

The Fund has established a
framework with the aim of
providing stability of
funding and employer
contribution rates in the
long term. The framework
includes the following
strategies that seek to
manage a variety of
financial risks - Funding
Level Monitoring, Liability
Hedging, Synthetic Equities,
Currency Hedging,
Collateral Management,
Realisation of Investments,
Cash Management and
Stock Lending.

Scheduled Body:

An organisation that has
the right to become a
member of the LGPS under



the scheme regulations.
Such an organisation does
not need to be admitted as
its right to membership is
automatic.

Unrealised
Gains/Losses:

The increase or decrease in
the market value of
investments held by the
fund since the date of their
purchase.

Wales Pension
Partnership (WPP)

An investment pool
comprising of the Welsh
LGPS Funds. WPP is one of
eight LGPS investment

pools in England and Wales.

LGPS investment pools aim
to increase pension fund
investment efficiency and
make it easier to access
more asset classes.
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Section 5 - Regulatory Documents

Clwyd Pension Fund Annual Report 2021/22

The attached regulatory documents form part of the Governance and Performance framework
within which the Fund operates. Other best practice documents are also available on Clwyd
Pension Fund website. A list of these documents and the website address is available on the

contents page of the report.
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Archwilio Cymru
Audit Wales

Audit of Accounts Report — Clwyd
Pension Fund

Audit year: 2021-22
Date issued: November 2022

Document reference: 3241A2022
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This document has been prepared as part of work performed in accordance with statutory functions.

In the event of receiving a request for information to which this document may be relevant, attention
is drawn to the Code of Practice issued under section 45 of the Freedom of Information Act 2000.
The section 45 code sets out the practice in the handling of requests that is expected of public
authorities, including consultation with relevant third parties. In relation to this document, the Auditor
General for Wales and the Wales Audit Office are relevant third parties. Any enquiries regarding
disclosure or re-use of this document should be sent to the Wales Audit Office at
infoofficer@audit.wales.

We welcome correspondence and telephone calls in Welsh and English. Corresponding in Welsh will
not lead to delay. Rydym yn croesawu gohebiaeth a galwadau ffon yn Gymraeg a Saesneg. Ni fydd
gohebu yn Gymraeg yn arwain at oedi.
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Audit of Accounts Report

Introduction

1

We summarise the main findings from our audit of your 2021-22 annual report and
accounts in this report.

We have already discussed these issues with the Deputy Head of the Pension
fund.

Auditors can never give complete assurance that accounts are correctly stated.
Instead, we work to a level of ‘materiality’. This level of materiality is set to try to
identify and correct misstatements that might otherwise cause a user of the
accounts into being misled.

We set this level at £24.917 million for this year’s audit.

There are some areas of the accounts that may be of more importance to the
reader. We have set a lower materiality level for Related Party disclosures relating
to Key Management Personnel of £1,000.

We have now substantially completed this year’s audit.

In our professional view, we have complied with the ethical standards that apply to
our work; remain independent of yourselves; and our objectivity has not been
compromised in any way. There are no relationships between ourselves and
yourselves that we believe could undermine our objectivity and independence.

Impact of COVID-19 on this year’s audit

8

The COVID-19 pandemic has had a continuing impact on how our audit has been
conducted. We summarise in Exhibit 1 the main impacts. Other than where we
specifically make recommendations, the detail in Exhibit 1 is provided for
information purposes only to help you understand the impact of the COVID-19
pandemic on this year’s audit process.
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Exhibit 1 —impact of COVID-19 on this year’s audit

Timetable e Officers provided us with the draft annual report including the
accounts on 9 September 2022. This complies with regulatory
deadlines.

e We expect your audit report to be signed on 28 November
2022.

Electronic For approval and signing of the financial statements, we will accept

signatures electronic signatures and electronic transfer of files.

Audit As in previous years, we received the majority of audit evidence

evidence in electronic format. We have continued to use various

techniques to ensure its validity:

e use of encrypted secure e-mails to share documents;

e establishing a secure remote file transfer portal to safely
share information;

e some information was verified to screen prints or to
the live systems via screen sharing; and

e video conferencing has enabled the audit team to
correspond effectively with the finance team throughout
the audit.

Proposed audit opinion

9 We intend to issue an unqualified audit opinion on this year’s accounts once you
have provided us with a Letter of Representation based on that set out in
Appendix 1.

10  We issue a ‘qualified’ audit opinion where we have material concerns about some
aspects of your accounts; otherwise we issue an unqualified opinion.

11  The Letter of Representation contains certain confirmations we are required to
obtain from you under auditing standards along with confirmation of other specific
information you have provided to us during our audit.

12 Our proposed audit report is set out in Appendix 2.
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Significant issues arising from the audit

Uncorrected misstatements

13 There are no misstatements identified in the accounts which remain uncorrected.

Corrected misstatements

14  There were initially misstatements in the accounts that have now been corrected
by management. However, we believe that these should be drawn to your attention
and they are set out with explanations in Appendix 3.

Other significant issues arising from the audit

15 In the course of the audit, we consider a number of matters relating to the accounts
and report any significant issues arising to you. There were no issues arising in
these areas this year.

Recommendations

We intend to hold a post projection learning exercise with key staff to identify an action
plan to further improve the accounts production and audit process for future years.
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Appendix 1

Final Letter of Representation

Audited body’s letterhead

Auditor General for Wales
Wales Audit Office

24 Cathedral Road
Cardiff

CF119LJ

Representations regarding the 2021-22 financial statements

This letter is provided in connection with your audit of the financial statements of the
Clwyd Pension Fund for the year ended 31 March 2022 for the purpose of expressing an
opinion on their truth and fairness and their proper preparation.

We confirm that to the best of our knowledge and belief, having made enquiries as we
consider sufficient, we can make the following representations to you.

Management representations

Responsibilities

We have fulfilled our responsibilities for:

o the preparation of the financial statements in accordance with legislative
requirements and CIPFA Code of Practice on Local Authority Accounting; in
particular the financial statements give a true and fair view in accordance
therewith; and

o the design, implementation, maintenance and review of internal control to prevent
and detect fraud and error.

Information provided

We have provided you with:
° full access to:

- all information of which we are aware that is relevant to the preparation of
the financial statements such as books of account and supporting
documentation, minutes of meetings and other matters;
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- additional information that you have requested from us for the purpose of the
audit; and

- unrestricted access to staff from whom you determined it necessary to
obtain audit evidence.

o the results of our assessment of the risk that the financial statements may be
materially misstated as a result of fraud,;

o our knowledge of fraud or suspected fraud that we are aware of and that affects
the Clwyd Pension Fund and involves:

- management;
- employees who have significant roles in internal control; or
- others where the fraud could have a material effect on the financial

statements.

o our knowledge of any allegations of fraud, or suspected fraud, affecting the
financial statements communicated by employees, former employees, regulators or
others;

o our knowledge of all known instances of non-compliance or suspected non-

compliance with laws and regulations whose effects should be considered when
preparing the financial statements; and

o the identity of all related parties and all the related party relationships and
transactions of which we are aware.

Financial statement representations

All transactions, assets and liabilities have been recorded in the accounting records and
are reflected in the financial statements.

The methods, the data and the significant assumptions used in making accounting
estimates, and their related disclosures are appropriate to achieve recognition,
measurement or disclosure that is reasonable in the context of the applicable financial
reporting framework.

Related party relationships and transactions have been appropriately accounted for and
disclosed.

All events occurring subsequent to the reporting date which require adjustment or
disclosure have been adjusted for or disclosed.

All known actual or possible litigation and claims whose effects should be considered
when preparing the financial statements have been disclosed to the auditor and
accounted for and disclosed in accordance with the applicable financial reporting
framework.

The financial statements are free of material misstatements, including omissions. The
effects of the uncorrected misstatement identified during the audit are immaterial, both
individually and in the aggregate, to the financial statements taken as a whole.
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Representations by the Pension Committee

We acknowledge that the representations made by management, above, have been
discussed with us.

We acknowledge our responsibility for the preparation of true and fair financial
statements in accordance with the applicable financial reporting framework. The financial
statements were approved by the Pension Fund Committee on 23 November 2022.

We confirm that we have taken all the steps that we ought to have taken in order to make
ourselves aware of any relevant audit information and to establish that it has been
communicated to you. We confirm that, as far as we are aware, there is no relevant audit
information of which you are unaware.

Signed by: Signed by:

Gary Ferguson Ted Palmer

Corporate Finance Manager Chair of Clwyd Pension Fund Committee
Date: 23 November 2022 Date: 23 November 2022
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Appendix 2

Proposed Audit Report

The independent auditor’s report of the Auditor General
for Wales to the members of Flintshire County Council
as administering authority for the Clwyd Pension Fund

Opinion on financial statements

| have audited the financial statements of the Clwyd Pension Fund for the year ended 31
March 2022 under the Public Audit (Wales) Act 2004. Clwyd Pension Fund’s financial
statements comprise the fund account, the net assets statement and the related notes,
including a summary of significant accounting policies. The financial reporting framework
that has been applied in their preparation is applicable law and international accounting
standards as interpreted and adapted by the Code of Practice on Local Authority
Accounting in the United Kingdom 2022.

In my opinion the financial statements:

e give a true and fair view of the financial transactions of the pension fund during the
year ended 31 March 2022, and of the amount and disposition at that date of its
assets and liabilities; and

e have been properly prepared in accordance with legislative requirements and UK
adopted international accounting standards as interpreted and adapted by the Code
of Practice on Local Authority Accounting in the United Kingdom 2022.

Basis of opinion

| conducted my audit in accordance with applicable law and International Standards on
Auditing in the UK (ISAs (UK)) and Practice Note 10 ‘Audit of Financial Statements of
Public Sector Entities in the United Kingdom’. My responsibilities under those standards
are further described in the auditor’s responsibilities for the audit of the financial
statements section of my report. | am independent of the pension fund in accordance with
the ethical requirements that are relevant to my audit of the financial statements in the UK
including the Financial Reporting Council’s Ethical Standard, and | have fulfilled my other
ethical responsibilities in accordance with these requirements. | believe that the audit
evidence | have obtained is sufficient and appropriate to provide a basis for my opinion.

Conclusions relating to going concern

In auditing the financial statements, | have concluded that the use of the going concern
basis of accounting in the preparation of the financial statements is appropriate.

Based on the work | have performed, | have not identified any material uncertainties
relating to events or conditions that, individually or collectively, may cast significant doubt
on the pension fund’s ability to continue to adopt the going concern basis of accounting
for a period of at least twelve months from when the financial statements are authorised
for issue.

My responsibilities and the responsibilities of the responsible financial officer with respect
to going concern are described in the relevant sections of this report.
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Other information

The other information comprises the information included in the annual report other than
the financial statements and my auditor’s report thereon. The Responsible Financial
Officer is responsible for the other information contained within the annual report. My
opinion on the financial statements does not cover the other information and, except to
the extent otherwise explicitly stated in my report, | do not express any form of assurance
conclusion thereon. My responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the financial
statements or knowledge obtained in the course of the audit, or otherwise appears to be
materially misstated. If | identify such material inconsistencies or apparent material
misstatements, | am required to determine whether this gives rise to a material
misstatement in the financial statements themselves. If, based on the work | have
performed, | conclude that there is a material misstatement of this other information, | am
required to report that fact.

I have nothing to report in this regard.
Report on other requirements

Opinion on other matters

In my opinion, based on the work undertaken in the course of my audit the information
contained in the annual report for the financial year for which the financial statements are
prepared is consistent with the financial statements and the annual report has been
prepared in accordance with the Local Government Pension Scheme Regulations 2013.

Matters on which | report by exception

In the light of the knowledge and understanding of the pension fund and its environment

obtained in the course of the audit, | have not identified material misstatements in the

annual report.

I have nothing to report in respect of the following matters, which | report to you, if, in my

opinion:

e adequate accounting records have not been kept, or returns adequate for my audit
have not been received from branches not visited by my team;

¢ the financial statements are not in agreement with the accounting records and
returns; or

e | have not received all the information and explanations | require for my audit.
Responsibilities

Responsibilities of the responsible financial officer for the financial statements

As explained more fully in the Statement of Responsibilities for the financial statements,
the responsible financial officer is responsible for the preparation of the financial
statements, which give a true and fair view, and for such internal control as the
responsible financial officer determines is necessary to enable the preparation of financial
statements that are free from material misstatement, whether due to fraud or error.
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In preparing the financial statements, the responsible financial officer is responsible for
assessing the pension fund’s ability to continue as a going concern, disclosing as
applicable, matters related to going concern and using the going concern basis of
accounting unless deemed inappropriate.

Auditor’s responsibilities for the audit of the financial statements

My objectives are to obtain reasonable assurance about whether the financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes my opinion. Reasonable assurance is a high level
of assurance but is not a guarantee that an audit conducted in accordance with ISAs (UK)
will always detect a material misstatement when it exists. Misstatements can arise from
fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis
of these financial statements.

Irregularities, including fraud, are instances of non-compliance with laws and regulations.
| design procedures in line with my responsibilities, outlined above, to detect material
misstatements in respect of irregularities, including fraud.

My procedures included the following:

e Enquiring of management and those charged with governance, including obtaining
and reviewing supporting documentation relating to the Clwyd Pension Fund’s
policies and procedures concerned with:

o identifying, evaluating and complying with laws and regulations and whether
they were aware of any instances of non-compliance;

o detecting and responding to the risks of fraud and whether they have
knowledge of any actual, suspected or alleged fraud; and

o the internal controls established to mitigate risks related to fraud or non-
compliance with laws and regulations.

e Considering as an audit team how and where fraud might occur in the financial
statements and any potential indicators of fraud. As part of this discussion, | identified
potential for fraud in the following area: management override; and

e Obtaining an understanding of the Clwyd Pension Fund’s framework of authority as
well as other legal and regulatory frameworks that the Clwyd Pension Fund operates
in, focusing on those laws and regulations that had a direct effect on the financial
statements or that had a fundamental effect on the operations of the Clwyd Pension
Fund.

In addition to the above, my procedures to respond to identified risks included the following:
e reviewing the financial statement disclosures and testing to supporting documentation
to assess compliance with relevant laws and regulations discussed above;

e enquiring of management, the Pension Fund Committee and legal advisors about
actual and potential litigation and claims;

e reading minutes of meetings of those charged with governance and the administering
authority; and
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e in addressing the risk of fraud through management override of controls, testing the
appropriateness of journal entries and other adjustments; assessing whether the
judgements made in making accounting estimates are indicative of a potential bias;
and evaluating the business rationale of any significant transactions that are unusual
or outside the normal course of business.

| also communicated relevant identified laws and regulations and potential fraud risks to all
audit team and remained alert to any indications of fraud or non-compliance with laws and
regulations throughout the audit.

The extent to which my procedures are capable of detecting irregularities, including fraud,
is affected by the inherent difficulty in detecting irregularities, the effectiveness of the Clwyd
Pension Fund’s controls, and the nature, timing and extent of the audit procedures
performed.

A further description of the auditor’s responsibilities for the audit of the financial
statements is located on the Financial Reporting Council's website
www.frc.org.uk/auditorsresponsibilities. This description forms part of my auditor’s report.

Certificate of completion of audit

| certify that | have completed the audit of the accounts of the Clwyd Pension Fund in
accordance with the requirements of the Public Audit (Wales) Act 2004 and the Auditor
General for Wales’ Code of Audit Practice.

Adrian Crompton 24 Cathedral Road
Auditor General for Wales Cardiff
CF119LJ
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Appendix 3

Summary of Corrections Made

During our audit, we identified the following misstatements that have been corrected by

management, but which we consider should be drawn to your attention due to their

relevance to your responsibilities over the financial reporting process.

Exhibit 3: summary of corrections made

Value of correction

Nature of correction

Reason for correction

Note 13 ‘Investment Assets’ increased by
£1,303,469:

e Total investment assets increased from
£2,484,467,000 to £2,485,770,000.

Note 13A ‘Reconciliation of movements in

investments and derivatives’ was amended:

e Change in market value increased from
£261,406,000 to £262,709,000.

This has also impacted on the following:

e Closing net assets of the scheme
increased to £2,490,785,000.

¢ Net assets of the fund available to fund
benefits at the end of the reporting period
has increased to £2,490,785,000.

To increase the
investment values
disclosed in the accounts
in line with valuations
received from investment
managers.

To ensure the accounts
fully comply with the
Code of Practice on
Local Authority
Accounting in the United
Kingdom 2021-22.

Note 6 ‘Post Balance Sheet Events’
Disclosure updated.

The amendment was to
disclose the impact on the
investments held by the
Pension Fund of the
changes in the economic
environment since 31
March 2022.

To ensure the accounts
fully comply with the
Code of Practice on
Local Authority
Accounting in the United
Kingdom 2021-22.

There have also been a number of minor amendments and disclosure updates as a result of our work.
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Archwilio Cymru
Audit Wales

Audit Wales
24 Cathedral Road
Cardiff CF11 9LJ

Tel: 029 2032 0500
Fax: 029 2032 0600
Textphone: 029 2032 0660

E-mail: info@audit.wales

Website: www.audit.wales

We welcome correspondence and
telephone calls in Welsh and English.
Rydym yn croesawu gohebiaeth a

galwadau ffon yn Gymraeg a Saesneg.
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Phillip Latham
Head of the Clwyd Pension Fund / Pennaeth Cronfa Bensiynau Clwyd Cronfa Bensiynau Clwyd

Clwyd Pension Fund

Appendix 3

Gacinyddwyd gan s'é}'-!-rm
Administered by H:mlé.l':-g-

Auditor General for Wales

Wales Audit Office

24 Cathedral Road Date: 23 November 2022
Cardiff

Name: Gary Ferguson
CF119U

Tel no: 01352702271

Email: gary.ferguson@flintshire.gov.uk

Dear Sir/Madam,
Final Letter of Representation

Representations regarding the 2021-22 financial statements

This letter is provided in connection with your audit of the financial statements of Clwyd Pension Fund for
the year ended 31 March 2022 for the purpose of expressing an opinion on their truth and fairness and
their proper preparation.

We confirm that to the best of our knowledge and belief, having made enquiries as we consider sufficient,
we can make the following representations to you.

Management representations
Responsibilities
We have fulfilled our responsibilities for:

. the preparation of the financial statements in accordance with legislative requirements and
CIPFA’s Code of Practice on Local Authority Accounting ; in particular the financial statements
give a true and fair view in accordance therewith; and

. the design, implementation, maintenance, and review of internal control to prevent and detect
fraud and error.

Clwyd Pension Fund, County Hall, Mold, CH7 6NA Website / Gwefan: https://mss.clwydpensionfund.org.uk
Cronfa Benisynau Clwyd, Neuadd y Sir, Yr Wyddgrug, CH7 6§A | ] 8@ ud & Dwitter / Dilynwch ni ar Twitter: @Clwyd Pensions
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Information provided
We have provided you with:

. Full access to:

— all information of which we are aware that is relevant to the preparation of the financial
statements such as books of account and supporting documentation, minutes of meetings
and other matters;

— additional information that you have requested from us for the purpose of the audit; and

— unrestricted access to staff from whom you determined it necessary to obtain audit

evidence.
. The results of our assessment of the risk that the financial statements may be materially
misstated as a result of fraud;
J Our knowledge of fraud or suspected fraud that we are aware of and that affects Clwyd Pension

Fund and involves:

— management;

— employees who have significant roles in internal control; or

— others where the fraud could have a material effect on the financial statements;

J Our knowledge of any allegations of fraud, or suspected fraud, affecting the financial statements
communicated by employees, former employees, regulators, or others;

J Our knowledge of all known instances of non-compliance or suspected non-compliance with
laws and regulations whose effects should be considered when preparing the financial
statements;

J The identity of all related parties and all the related party relationships and transactions of which

we are aware.

Financial statement representations

All transactions, assets and liabilities have been recorded in the accounting records and are reflected in the
financial statements.

The methods, the data and the significant assumptions used in making accounting estimates, and their
related disclosures are appropriate to achieve recognition, measurement or disclosure that is reasonable in
the context of the applicable financial reporting framework.

Related party relationships and transactions have been appropriately accounted for and disclosed.

All events occurring subsequent to the reporting date which require adjustment or disclosure have been
adjusted for or disclosed.

Clwyd Pension Fund, County Hall, Mold, CH7 6NA Website / Gwefan: https://mss.clwydpensionfund.org.uk
Cronfa Benisynau Clwyd, Neuadd y Sir, Yr Wyddgrug, CH7 6NA  Follow us on Twitter / Dilynwch ni ar Twitter: @Clwyd Pensions
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All known actual or possible litigation and claims whose effects should be considered when preparing the
financial statements have been disclosed to the auditor and accounted for and disclosed in accordance with
the applicable financial reporting framework.

The financial statements are free of material misstatements, including omissions. The effects of
uncorrected misstatements identified during the audit are immaterial, both individually and in aggregate, to
the financial statements taken as a whole.

Representations by the Pensions Committee
We acknowledge that the representations made by management, above, have been discussed with us.

We acknowledge our responsibility for the preparation of true and fair financial statements in accordance
with the applicable financial reporting framework. The financial statements were approved by the Pension
Committee on 23 November 2022.

We confirm that we have taken all the steps that we ought to have taken in order to make ourselves aware
of any relevant audit information and to establish that it has been communicated to you. We confirm that,
as far as we are aware, there is no relevant audit information of which you are unaware.

Signed by: Signed by:

Gary Ferguson Councillor Ted Palmer

Corporate Finance Manager Chair of Clwyd Pension Fund Committee
23 November 2022 23 November 2022

Clwyd Pension Fund, County Hall, Mold, CH7 6NA Website / Gwefan: https://mss.clwydpensionfund.org.uk

Cronfa Benisynau Clwyd, Neuadd y Sir, Yr Wyddgrug, CH7 6NA  Follow us on Twitter / Dilynwch ni ar Twitter: @Clwyd Pensions
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Eitem ar gyfer y Rhaglen 5

Sir y Fflint
"'ch

CLWYD PENSION FUND COMMITTEE

Date of Meeting Wednesday, 23 November 2022
Report Subject Draft Funding Strategy Statement
Report Author Head of Clwyd Pension Fund

EXECUTIVE SUMMARY

The LGPS Regulations require each administering authority to prepare and publish
a Funding Strategy Statement (FSS). The draft FSS (attached as Appendix 1) has
been produced for consultation with employers. It incorporates the initial
proposals on the funding strategy. Given the detail included the draft FSS has
been streamlined for 2022 to make it easier for all parties to navigate to the key
areas that are pertinent to them. The principal decision areas for the Committee in
consultation with employers are the actuarial assumptions adopted, deficit and
surplus recovery plans and the policies within the FSS which will determine the
minimum contributions required. Employers have a responsibility to consider the
appropriate level of contributions in the context of their own circumstances and
reference to this is included in the draft FSS.

The draft FSS is based on preliminary information so will need to be finalised once
the valuation analysis is complete. The consultation with employers will take place
over December and the final FSS will be brought back to the February 2023
Committee for final approval. On the basis of the proposed assumptions, the
provisional total Fund results show a funding level of 105% and a future service
contribution rate of 18.7% of pay. The Actuary will present the main matters and
decisions needed for approval of the FSS at the meeting along with the provisional
total Fund results.

RECOMMENDATIONS

1 The Committee approve the proposed key actuarial assumptions and
funding parameters, in paragraphs 1.05 to 1.10 of the report, which will be
incorporated into the Funding Strategy Statement.

2 The Committee approve the draft Funding Strategy Statement for
consultation with employers (noting some information can only be included
when the actuarial valuation is complete) and note the provisional results
in paragraph 1.16.

3 The Committee delegates the refinement and finalisation of the draft FSS
to the Head of Clwyd Pension Fund, before formal consultation with
employers, having regard to the advice of the Fund Actuary.

Tudalen 203




REPORT DETAILS

1.00

Draft Funding Strategy Statement and the Valuation

1.01

Draft Funding Strategy Statement

The LGPS Regulations provide the statutory framework under which the
Administering Authority is required to prepare and publish a Funding
Strategy Statement (FSS) alongside each actuarial valuation. In doing this,
they must have regard to FSS guidance issued by the Chartered Institute
of Public Finance and Accountancy (CIPFA). The Fund Actuary must
have regard to the FSS as part of the actuarial valuation process.

1.02

The FSS sets out all the key assumptions which the actuary has used in
preparing the actuarial valuation at 31 March 2022, together with the
Administering Authority’s policies in the areas where the Administering
Authority has discretion to manage the funding position of the Fund. The
FSS must be revised and published whenever there is a material change
in either the policy set out in the FSS or the Investment Strategy
Statement. The draft includes reference to the current investment
strategy objectives. These will be updated to reflect the agreed strategy
and objectives emerging from the investment strategy review currently
being undertaken. This review will take into account the actuarial
assumptions and how they have changed since the valuation date so it is
not expected there will be any changes to invalidate the proposed
assumptions in the draft FSS.

1.03

As a matter of good governance, the FSS will also be reviewed on an
annual basis to ensure it remains up to date with changing legislation or
other requirements. Any material change would be brought to Committee
for approval and employers would be consulted on the changes as
necessary.

1.04

The draft FSS attached as Appendix 1 is based on preliminary valuation
information. It can only be finalised once the valuation, consultation
processes and associated analysis have been completed. The draft FSS
has been streamlined for 2022 to make it easier for all parties to navigate.
It will be formatted and translated in due course also. It incorporates the
following key updates:

1.05

CPl inflation assumption

A key assumption which drives the projected benefit cashflows (the
Pension Fund liabilities) is the inflation rate. This is derived based on
year on year projections based on market outlook and expectations
from the Bank of England and represents the average inflation rate
over a long period (50+ years). This is set by the Fund, based on
advice from the Actuary and at this valuation the inflation assumption
has increased to 3.1% p.a. at the valuation date which compares to
2.4% p.a. at the 2019 valuation. This reflects the increased inflation
outlook at this valuation. The actual April 2023 increase to benefits is
expected to be based on the September 2021 to September 2022 CPI
inflation which was 10.1%. This is subject to confirmation by the

Government. As part of the proposed valuation assumption we have
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also adjusted the benefit cashflows for the actual observed inflation
over the 6 months from September 2021 to 31 March 2022.

1.06

Discount Rate (average expected return) basis for past service
liabilities (funding target)

A key assumption which drives the value of the Pension Fund liabilities
(the future benefit payments) and therefore deficit is the discount rate.
This is set by the Fund, based on advice from the Actuary, to reflect the
overall investment return which the Fund expects to achieve on its
assets over the long term with a suitable and necessary allowance for
prudence. In terms of setting contributions, the relationship of the
expected investment return on assets compared to the rate of expected
future increases in benefit payments (i.e. CPI inflation) is critical (in
other words we need to reflect the “real” investment return expected on
the Fund assets).

The discount rate reflects the “real” expected asset return above the
CPI baseline assumption when assessing the long-term solvency
target. This is a challenge for this valuation given the current significant
increase in inflation which increases the liabilities as the benefits are
inflation linked and potentially reduces the “real return” on assets. A
judgement is needed as to how persistent this period of higher inflation
could be, with the risk that understating its duration in this valuation will
transpire into higher contributions at the next valuation in 2025 taking
into account the material volatility we have seen since the valuation
date. This is to ensure the right balance between affordability and
sustainability of employer contributions is struck.

The Actuary has proposed to reduce the expected level of real return
above CPI by 0.25% from the 2019 valuation to CPI1+1.50% per
annum, to maintain an appropriate level of prudence (as in the
probability of achieving the discount rate). This results in a gross
discount rate of 4.6% p.a. (3.1% + 1.5%) at the valuation date.

1.07

Discount Rate (average expected return) basis for future service
liabilities

The future service liabilities (which determine an employer’s Primary
Contribution Rate) are calculated using the same assumptions as the
funding target except that a different financial assumption for the
discount rate is used to provide stability in the primary/future service
contribution rate (as per the Regulations) and reflect the different
characteristics of these liabilities.

As future service contributions are paid in respect of benefits built up in
the future, the future service contribution rate should take account of
the market conditions applying at future dates, not just the date of the
valuation, thus it is justifiable to use a slightly higher expected return
from the investment strategy. In addition, the future liabilities for which
these contributions will be paid have a longer average duration than the
past service liabilities as they relate to active members only.

The Actuary’s view is that the real return applied in 2019 could be too
optimistic given the impact of inflation on investment returns and the
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challenging outlook since the valuation, and advises a discount rate of
CPI +2.00% per annum be considered (a 0.25% reduction). This
results in a gross discount rate of 5.1% p.a. (3.1% + 2.0%) at the
valuation date.

1.08

Pay Growth assumption (including increments)

Along with an employer’s payroll, liabilities in relation to final salary
benefits earned pre 2014 and the McCloud remedy are related to a
members’ final pay at retirement or leaving. The Fund therefore needs
to make an assumption about future pay progression in the short and
longer term. The long term pay growth is CP1+1.25% p.a. which is the
same assumption as the 2019 valuation. In terms of short term pay
growth over the 3 years from 1 April 2023, the intention is to adopt an
average pay growth assumption option of either 3% p.a. or 4% p.a.
depending on employer category. Employers will be given the option
which best suits their circumstances. For the purpose of the
provisional results in paragraph 1.16 of this report we have used a 4%
p.a. assumption for all employers.

1.09

Demographic Assumptions

The baseline and long-term trend in mortality has been adjusted to
reflect the Fund’s experience since 2019 and wider trends of the
progression of life expectancy improvements. The analysis indicates
that there has been a reduction in expected life expectancy versus the
assumptions made at the 2019 valuation which has reduced the
liabilities and future service rate.

The proposed assumption would result in an overall life expectancy at
age 65 as follows for sample members (disclosed 2019 valuation life
expectancies in brackets):

Male pensioner currently age 65: 21.5 years (22.4 years)
Male active member currently age 45: 23.3 years (24.0 years)

Female pensioner currently age 65: 23.9 years (24.8 years)
Female active member currently age 45: 26.0 years (26.8 years)

Some of the other demographic assumptions have also been changed
at this valuation including the likelihood of a dependant’s pension being
paid and the level of pension being commuted for cash by members
upon retirement. Both of these changes have marginally increased the
liabilities and future service rate but not significantly compared to life
expectancy and other factors.

1.10

Recovery periods (surplus and deficit)

When determining an employer’s Secondary Contribution Rate we
require a period over which to recover any deficit or run down any
surplus to target full solvency i.e. a 100% funding level.

Where an employer is in deficit, there is a proposed reduction in the
average deficit recovery period of 3 years, which is generally equivalent
to a continuation of the 2019 deficit recovery plan. This would apply to
employers, subject to covenant and affordability considerations as per
the draft FSS. Where employers are in surplus (which is the majority at
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this valuation), the period over which the surplus can offset future
contribution requirements will remain the same as the 2019 valuation
(whether an employer was in deficit or surplus at that point). This
approach supports the sustainability of future contributions along with
the employers who choose to pay contributions above the minimum
required as noted in paragraph 1.19.

1.11

McCloud judgment

The McCloud discrimination case relates to the protections provided to
members close to retirement when the Fund benefits were changed in
2014, and the case determined that those not close to retirement
should be afforded the same protections (subject to meeting certain
criteria). The costs of the remedy were not included in the 2019
valuation balance sheet (as they were unknown) although the
estimated cost of a potential remedy was allowed for in employer
contributions where employers opted for this. The Government has
now set out how the remedy should be treated at the 2022 valuation to
ensure consistency (as the remedy Regulations have yet to be passed
into law). Therefore in line with this recommendation, the Fund's
approach has been to include amendments for all employers in the
2022 valuation to reflect the McCloud remedy when valuing past
service liabilities. The McCloud benefit window ended on 31 March
2022 and so the judgement does not affect employer future service
(Primary) contribution rates at the 2022 valuation.

1.12

Climate change funding level scenario analysis

An important part of the risk analysis underpinning the funding strategy
will be to identify the impact of climate transition risks and physical risks
on the potential funding outcomes. The impact of different scenarios at
the whole Fund level versus the baseline (which assumes the funding
assumptions are played out) is being considered as part of the
valuation to ensure the funding strategy is sufficiently robust to the risks
posed by climate change. This section of the FSS is not finalised as the
Actuary has yet to complete the analysis.

1.13

Other Fund policies

The only new policy in the 2022 FSS covers ‘Notifiable Events’. It is
best practice to have a defined set of notifiable events that employers
are obliged to inform the Fund about as it may have a material effect on
the covenant or the liability or membership profile. Whilst in most cases
regular covenant updates will identify some of the key employer
changes, under this new policy in some circumstances employers will
be required to proactively notify the Administering Authority of any
material changes. This policy sets out when this may happen and the
notifiable events process.

The existing policies have all been reviewed and streamlined to enable
stakeholders to read and understand the information in a clearer and
more concise way. However, the majority of the content remains
unchanged (except to reflect the 2022 valuation updates such as
assumption and date changes etc). We will also be reviewing the
termination policy in light of the current gilt market volatility as
referenced in the draft FSS.
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1.14

There are some areas which need refinement due to information not yet
being available e.g. the analysis in relation to the funding effect of climate
change. Itis recommended that the Head of Clwyd Pension Fund is given
delegated powers to finalise the draft FSS having regard to advice from
the Actuary, should there need to be any changes as a result of further
development on these or similar matters. The Committee will be updated
on the progress of these issues at the next Committee meeting.

1.15

Once the draft FSS has been approved by the Committee, the draft will be
refined for any comments by the Head of Clwyd Pension Fund in
conjunction with the Fund Actuary. The consultation with the Fund
employers will then commence. Subject to the finalisation of the
Regulations/guidance and the outcome of the employer consultation, the
proposed final FSS incorporating the final assumptions and policies
(including any changes post consultation) will be brought to the Committee
for final approval at the February 2023 Committee.

1.16

Provisional Valuation results

The final actuarial outcome will be reported to Committee at February
2023 meeting, however preliminary whole Fund results (based on the
proposed assumptions in the draft FSS) are set out below:

£m
Assets 2,490
Liabilities 2,365
Surplus 125
Average Funding Level 105%

Average Employer future service

(0]
(Primary) contribution rate (% of pay) 18.7% p-a.

These results will be subject to change as the valuation is completed for
each employer — in particular any changes in the assumption for short
term pay award (the results above assume an average pay award of 4%
p.a. for the next 3 years).

The equivalent 2019 valuation results were a funding level of 91% and a
deficit of £177m. The equivalent average future service rate was 17.3%
of pay. Overall the theoretical total average employer contributions are
expected to fall at this valuation due to the improved funding position
despite an increase in the future service rate. The outcomes will vary
materially between employers although the major councils will broadly
follow the total Fund.

1.17

Initial employer contribution results will be distributed to employers along
with the draft FSS (once approved) and the consultation process will
begin. Preliminary discussions have already taken place with the
Steering Group of the three local authorities and with larger education
employers as they represent the biggest proportion of the Fund’s
liabilities. Other employers will be offered 1:1 sessions with the Actuary
after the AJCM.
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1.18

The Fund'’s FSS, taking into account actuarial advice, aims to provide a
framework to determine the minimum contribution requirements for
employers. The assumptions/parameters have been set to, as far as
possible, achieve sustainable contributions taking into account economic
factors at and beyond the valuation date as well as adopting other
parameters to restricting the pace at which surplus can be run off through
reduced contribution rates e.g. the recovery period.

1.19

However, the employers also have a responsibility to manage the
sustainability of contributions in the context of their own budgets. The
draft FSS now includes explicit reference to this responsibility. As part of
the consultation employers will be asked to consider the level of
affordability versus the sustainability of future contribution rates if
experience turns out worse than assumed e.g. a more prolonged period
of low growth/returns (affecting the assets) and higher inflation (which
affects the liabilities). This could result in employers choosing to pay
more than the minimum contributions required by retaining more of the
surplus identified at the valuation date or paying off any deficit over a
shorter period. The parameters set out in the draft FSS include the
flexibility for employers to do this if they wish.

2.00

RESOURCE IMPLICATIONS

2.01

Mercer and officers will need to spend a significant amount of time as part
of the consultation with employers. This will involve meetings with
employers as well as written correspondence.

3.00

CONSULTATIONS REQUIRED / CARRIED OUT

3.01

The Administering Authority is required to consult with employing bodies
over the development of the Funding Strategy Statement. The consultation
will commence once the Committee has agreed the draft FSS and also
delegated the responsibility of the refinement and finalisation of the draft
FSS to the Head of Clwyd Pension Fund.

4.00

RISK MANAGEMENT

4.01

This report addresses some of the risks identified in the Fund’s Risk
Register. Specifically, this covers the following (either in whole or in part):
e Governance risk: G2
e Funding and Investment risks: F1 - F6

4.02

The actuarial valuation is a vital governance tool and is meant to control
the risks relating to the CPF’s funding position and employer contributions
requirements which have a material impact on budgets and local services.
The funding strategy (along with the investment strategy) which comes
from the actuarial valuation is a key determinant of the overall financial risk
levels in the CPF. The FSS is a crucial document setting out the overall
governance and controls in place to manage these risks on a whole Fund
and individual employer level.

ludalen 209




5.00 | APPENDICES

5.01 | Appendix 1 — Draft Funding Strategy Statement

6.00 | LIST OF ACCESSIBLE BACKGROUND DOCUMENTS

6.01 1. Current FSS and 2019 Actuarial Valuation report.
2. Committee report on the actuarial valuation from June 2022
Contact Officer:  Philip Latham, Head of Clwyd Pension Fund
Telephone: 01352 702264
E-mail: philip.latham@flintshire.gov.uk

7.00 | GLOSSARY OF TERMS

7.01 | (a) CPF - Clwyd Pension Fund — The Pension Fund managed by

Flintshire County Council for local authority employees in the region
and employees of other employers with links to local government in the
region

(b) Administering authority or scheme manager — Flintshire County
Council is the administering authority and scheme manager for the
Clwyd Pension Fund, which means it is responsible for the
management and stewardship of the Fund.

(c) PFC - Clwyd Pension Fund Committee - the Flintshire County
Council committee responsible for the majority of decisions relating to
the management of the Clwyd Pension Fund

(d) LPB or PB — Local Pension Board or Pension Board — each LGPS
Fund has an LPB. Their purpose is to assist the administering
authority in ensuring compliance with the scheme regulations, TPR
requirements and efficient and effective governance and administration
of the Fund.

(e) LGPS - Local Government Pension Scheme — the national scheme,
which Clwyd Pension Fund is part of

(f) FSS - Funding Strategy Statement — the main document that
outlines how we will manage employers contributions to the Fund

(g) Actuarial Valuation - The formal valuation assessment of the Fund
detailing the solvency position and determine the contribution rates
payable by the employers to fund the cost of benefits and make good
any existing shortfalls as set out in the separate Funding Strategy
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Statement.

(h) Actuary - A professional advisor, specialising in financial risk, who is
appointed by pension Funds to provide advice on financial related
matters. In the LGPS, one of the Actuary’s primary responsibilities is
the setting of contribution rates payable by all participating employers
as part of the actuarial valuation exercise.

(i) GAD - Government Actuary’s Department - The Government
Actuary's Department is responsible for providing actuarial advice to
public sector clients. GAD is a non-ministerial department of HM
Treasury.

Tudalen 211




Mae'r dudalen hon yn wag yn bwrpasol



CLWYD PENSION FUND FUNDING STRATEGY STATEMENT

FUNDING STRATEGY STATEMENT

CLWYD PENSION FUND

[DATE]
FLINTSHIRE COUNTY COUNCIL

Cronfa Bensiynau Clwyd

Clwyd Pension Fund

FSir y Fflint
Flintshire

The information enclosed in this statement and the accompanying
policies have a financial and operational impact on all participating
employers in the Clwyd Pension Fund. It is imperative that all existing
and potential employers are aware of the details set out herein.

Note - Square brackets indicate areas which are yet to be finalised or
where hyperlinks are to be made active. These will be completed before the
FSS is formally signed off in February 2023.

A glossary of the key terms used throughout is available at the end of this document [link to
be inserted]

This Funding Strategy Statement has been prepared by Flintshire County Council (the Administering Authority) to set out the funding
strategy for the Clwyd Pension Fund (“the Fund”), in accordance with Regulation 58 of the Local Government Pension Scheme
Regulations 2013 (as amended) and guidance issued by the Chartered Institute of Public Finance and Accountancy (CIPFA).
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CLWYD PENSION FUND FUNDING STRATEGY STATEMENT

1

GUIDE TO THE FSS AND POLICIES

The key objectives of the Clwyd Pension Fund (“the Fund”) are set out in section 3. The
information required by overarching guidance and Regulations is included in Sections 2 and 3 of
the Funding Strategy Statement. This document also sets out the Fund’s policies in the following
key areas:

1. Actuarial Method and Assumptions (Appendix A)

The actuarial assumptions used for assessing the funding position of the Fund and the individual
employers, known as the “Primary” contribution rate, and any contribution variations due to
underlying surpluses or deficits, known as the “Secondary” rate, are set out [link to be inserted].

2. Deficit Recovery and Surplus Offset Plans (Appendix B)
The key principles when considering deficit recovery and surplus offset plans as part of the
valuation are set out [link to be inserted].

3. Admission Policy (Appendix C)

Various types of employers are permitted to join the LGPS under certain circumstances. The
conditions upon which their entry to the Fund is based and the approach taken is set out [link to be
inserted].

4. Termination Policy, Flexibility for Exit Payments and Deferred Debt Agreements
(Appendix D)
When an employer ceases to participate within the Fund, it becomes an exiting employer under the
Regulations. The Fund is then required to obtain an actuarial valuation of that employer’'s
liabilities in respect of the benefits of the exiting employer’s former employees along with a
termination contribution certificate showing any exit debt or exit credit, due from or to the exiting
employer. In some circumstances an employer and the Fund can enter a Deferred Debt
Agreement. The termination policy can be found [link to be inserted].

5. Review of Employer Contributions between Valuations (Appendix E)

In line with the Regulations, the Administering Authority has the discretion to review employer
contributions between valuations in prescribed circumstances. The Fund’s policy on how the
Administering Authority will exercise its discretion is set out [link to be inserted)].

6. Covenant Assessment and Monitoring Policy (Appendix F)

An employer’s financial covenant is its legal obligation and crucially the ability to meet its financial
responsibilities to the Fund now and in the future. This is a critical consideration in an employer’s
funding and investment strategy as it is the employers who underwrite the risks to which the Fund
is exposed, including underfunding, longevity, investment and market forces. Further details on
how employer covenant is assessed and monitored by the Fund is set out [link to be inserted].

7. Notifiable Events Framework (Appendix G)

Whilst in most cases regular covenant updates will identify some of the key employer changes, in

some circumstances, employers are ired t tively notify the Administering Authority of
ployers are-{efHISfLIR Bpg el noty 9 Authorty
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any material changes. This policy sets out when this may happen and the notifiable events
process. More details are set out [link to be inserted)].

8. lll Health Insurance Arrangements (Appendix H)

The Fund has implemented a captive insurance arrangement which pools the risks associated with
ill health retirement costs for employers whose financial position could be materially affected by ill
health retirement of one of their members. The captive arrangement is reflected in the employer
contribution rates (including on termination) for the eligible employers. More details are set out [link
to be inserted].
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2

BACKGROUND

The objectives of the Clwyd Pension Fund (the “Fund”) is to ensure it has sufficient assets to meet
its pension liabilities in the long-term in line with its fiduciary responsibility as the Administering
Authority (Flintshire County Council). The Funding Strategy adopted by the Clwyd Pension Fund
will therefore be critical in achieving this. The Administering Authority has taken advice from the
Actuary in preparing this Statement.

The purpose of this Funding Strategy Statement (“FSS”) is to set out a clear and transparent
funding strategy that will identify how each Fund employer’s pension liabilities are to be met going
forward.

Given this, and in accordance with governing legislation, all interested parties connected with the
Fund have been consulted and given the opportunity to comment prior to this FSS being finalised
and adopted. This statement takes into consideration all comments and feedback received.

INTEGRATED RISK MANAGED STRATEGY

The funding strategy set out in this document has been developed alongside the Fund'’s
investment strategy on an integrated basis taking into account the overall financial and
demographic risks inherent in the Fund to meet the objective for all employers over different
periods. The funding strategy includes appropriate margins to allow for the possibility of adverse
events (e.g. material reduction in investment returns, economic downturn and higher inflation
outlook) leading to a worsening of the funding position which would result in greater volatility of
contribution rates at future valuations if these margins were not included. This prudence is required
by the Regulations and guidance issued by professional bodies and Government agencies to
assist the Fund in meeting its primary solvency and long term cost efficiency objectives. Individual
employer results will also have regard to their covenant strength and the investment strategy
applied to the asset shares of those employers.

THE REGULATIONS

The Local Government Pension Scheme Regulations 2013 (“the 2013 Regulations”), the Local
Government Pension Scheme (Transitional Provisions, Savings and Amendment) Regulations
2014 (“the 2014 Transitional Regulations”) and the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2016 (all as amended) (collectively: “the
Regulations”) provide the statutory framework from which the Administering Authority is required to
prepare a Funding Strategy Statement (FSS).
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THE SOLVENCY OBJECTIVE
The Administering Authority’s long-term objective is for the Fund to achieve a 100% solvency level over a
reasonable time period and then maintain sufficient assets in order for it to pay all benefits arising as they
fall due. Solvency is defined as a level where the Fund’s liabilities i.e. benefit payments can be reasonably
met as they arise. Contributions are set in relation to this objective which means that once 100% solvency
is achieved, if assumptions are borne out in practice, there would be sufficient assets to pay all benefits
earned up to the valuation date as they fall due.

However, because financial and market conditions/outlook change between valuations, the assumptions
used at one valuation may need to be amended at the next in order to meet the Fund’s objective. This in
turn means that contributions will be subject to change from one valuation to another. This objective
translates to an employer specific level when setting individual contribution rates.

The general principle adopted by the Fund is that the assumptions used, taken as a whole, will be chosen
with sufficient prudence for this objective to be reasonably achieved in the long term at each valuation.

LONG TERM COST EFFICIENCY
Employer contributions are also set in order to achieve long-term cost efficiency. Long-term cost efficiency
requires that any funding plan must provide equity between different generations of taxpayers. This means
that the contributions must not be set at a level that is likely to give rise to additional costs in the future
which fall on later generations of taxpayers or put too high a burden on current taxpayers. The funding
parameters and assumptions (e.g. deficit recovery period) must have regard to this requirement which will
underpin the decision-making process. Furthermore, the FSS must have regard to the desirability of
maintaining as nearly constant a primary rate of contribution as possible.

When formulating the funding strategy, the Administering Authority has taken into account these
two key objectives and also considered the implications of the requirements under Section 13(4)(c)
of the Public Service Pensions Act 2013. As part of these requirements the Government Actuary’s
Department (GAD) must, following an actuarial valuation, report on whether the rate of employer
contributions to the Fund is set at an appropriate level to ensure the “solvency” of the pension fund
and “long term cost efficiency" of the Scheme so far as it relates to the Fund.

EMPLOYER CONTRIBUTIONS

The required levels of employee contributions are specified in the Regulations. Employer
contributions are determined in accordance with the Regulations which require that an actuarial
valuation is completed every three years by the Actuary, including the provision of a rates and
adjustments certificate specifying the “primary” and “secondary” rate of the employer’s contribution.
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3

KEY FUNDING PRINCIPLES

PURPOSE OF THE FSS

Funding is making advance provision to meet the cost of accruing benefit promises. Decisions
taken on the funding approach therefore determine the rate or pace at which this advance
provision is made. Although the Regulations specify the fundamental principles on which funding
contributions should be assessed, implementation of the funding strategy is the responsibility of the
Administering Authority, acting on the professional advice provided by the Actuary. The purpose of
this FSS is therefore:

e to establish a clear and transparent fund-specific strategy which will identify how employers’
pension liabilities are best met going forward by taking a prudent long-term view of funding
those liabilities;

e to establish contributions at a level to “secure the solvency of the pension fund” and the
“long term cost efficiency”;

e to have regard to the desirability of maintaining as nearly constant a primary rate of
contribution as possible.

The intention is for this strategy to be both cohesive and comprehensive for the Fund as a whole,
recognising that there will be conflicting objectives which need to be balanced and reconciled.

KEY FUNDING AND INVESTMENT OBJECTIVES AND AIMS OF THE FUND:

e Achieve and maintain assets equal to 100% of liabilities within a [13] year average timeframe, whilst
remaining within reasonable risk parameters.

o Determine employer contribution requirements, whilst recognising the constraints on affordability and
strength of employer covenant, with the aim being to maintain as predictable an employer
contribution requirement as possible.

e Recognising the constraints on affordability for employers, aim for sufficient excess investment
returns relative to the growth of liabilities.

o Strike the appropriate balance between long-term consistent investment performance and the
funding objectives.

e Manage employers’ liabilities effectively through the adoption of employer specific funding objectives.

e Ensure net cash outgoings can be met as/when required.

e Minimise unrecoverable debt on employer termination.

e Ensure that the future strategy, investment management actions, governance and reporting
procedures take full account of longer-term risks and sustainability.

e Ensure that the Fund’s investments are aligned with the transition to a low carbon economy through
a commitment to achieving a net zero carbon dioxide emission’s target by 2045

e Promote acceptance of sustainability principles and work together with others to enhance the Fund’s
effectiveness in implementing these

e Aim to use the Wales Pensions Partnership as the first choice for investing the Fund’s assets subject
to it being able to meet the requirements of the Fund’s investment strategy and objectives (including
sustainability requirements), within acceptable long-term costs to deliver the expected benefits and
subject to ongoing confidence in the governance of the Partnership.
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THE AIMS OF THE FUND ARE TO:

manage employers’ liabilities effectively and
ensure that sufficient resources are available
to meet all liabilities as they fall due

enable employer contribution rates to be kept
at a reasonable and affordable cost to the
taxpayers, scheduled, designated and
admitted bodies, while achieving and
maintaining fund solvency and long term cost
efficiency, which should be assessed in light
of the profile of the Fund now and in the
future.

maximise the returns from investments within
reasonable risk parameters taking into
account the above aims and the risk controls
in place under the Flightpath Strategy.

FUNDING STRATEGY STATEMENT

THE PURPOSE OF THE FUND IS TO:

receive monies in respect of contributions,
transfer values and investment income, and
pay out monies in respect of scheme benefits,
transfer values, exit credits, costs, charges and
expenses as defined in the Regulations.

RESPONSIBILITIES OF THE KEY PARTIES

The efficient and effective management of the pension fund can only be achieved if all parties
(including pensions committee, investment managers, auditors and legal advisors, investment
advisors, pension board etc) exercise their statutory duties and responsibilities conscientiously and
diligently. The key parties and their roles for the purposes of the FSS are set out below.

KEY PARTIES TO THE FSS

The Administering Authority should:

operate the pension fund

collect employer and employee contributions,
investment income and other amounts due to
the pension fund as stipulated in the
Regulations

pay from the pension fund the relevant
entitlements as stipulated in the Regulations
invest surplus monies in accordance the
Regulations

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

take measures as set out in the Regulations
to safeguard the fund against the
consequences of employer default

manage the valuation process in consultation
with the Fund’s Actuary

prepare and maintain a FSS and an
Investment Strategy Statement (“ISS), both
after proper consultation with interested
parties

The Individual Employer should:

e when determining the final level of contributions

payable at each valuation within the FSS
parameters employers should ensure they
consider the appropriate balance between
contribution affordability in the short term and the
sustainability of contributions in the longer term.
An employer should ensure they understand the
potential risk that contributions may increase if
experience turns out worse than the actuarial
assumptions adopted. This may lead to
employers choosing to pay higher contributions
than the minimum requirement under the FSS.
deduct contributions from employees’ pay
correctly after determining the appropriate
employee contribution rate (in accordance with
the Regulations), unless they are a Deferred
Employer

pay all contributions, including their own, as
determined by the Actuary, promptly by the due
date (including any exit payments upon ceasing
participation where applicable)
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e monitor all aspects of the Fund’s
performance and funding, amending the
FSS/ISS as necessary

o effectively manage any potential conflicts of
interest arising from its dual role as both fund
administrator and a scheme employer, and

e support and monitor a Local Pension Board
(LPB) as required by the Public Service
Pensions Act 2013, the Regulations and the
Pensions Regulator’s relevant Code of
Practice.
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develop a policy on certain discretions and
exercise those discretions as permitted within the
regulatory framework

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

have regard to the Pensions Regulator’s focus on
data quality and comply with any requirement set
by the Administering Authority in this context
understand that the quality of the data provided to
the Fund will directly impact on the assessment of
the liabilities and contributions. In particular, any
deficiencies in the data may result in the employer
paying higher contributions than otherwise would
be the case if the data was of high quality.

notify the Administering Authority promptly of any
changes to membership or their financial
covenant to the Fund, which may affect future
funding, and comply with any particular notifiable
events specified by the Fund.

understand the pensions impacts of any changes
to their organisational structure and service
delivery model.

comply with Regulations in the case of a bulk
transfer of staff
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The Fund Actuary should: A Guarantor should:

e prepare valuations including the setting of e notify the Administering Authority promptly of any
employers’ contribution rates at a level to changes to its guarantee status, as this may
ensure fund solvency after agreeing impact on the treatment of the employer in the
assumptions with the Administering Authority valuation process or upon termination
and having regard to its FSS and the e Where necessary, provide details of the
Regulations agreement, and any changes to the agreement,

e prepare advice and calculations in connection between the employer and the guarantor to
with bulk transfers and individual benefit- ensure appropriate treatment is applied to any
related matters such as early retirement calculations
strain costs, ill health retirement costs, etc. e be aware of all guarantees that are currently in

e provide advice and valuations on the place
termination of admission agreements e work with the Fund and the employer in the

e provide advice to the Administering Authority context of the guarantee
on the use of bonds and other forms of e receive relevant information on the employer and
security against the financial effect on the their funding position in order to fulfil its
Fund of employer default obligations as a guarantor.

e assist the Administering Authority in
assessing whether employer contributions
need to be revised between valuations as
required by the Regulations

e advise on funding strategy, the preparation of
the FSS and the inter-relationship between
the FSS and the ISS, and

e ensure the Administering Authority is aware
of any professional guidance or other
professional requirements which may be of
relevance to the Fund Actuary’s role in
advising the Fund.

SOLVENCY FUNDING TARGET

Securing the “solvency” and “long term cost efficiency” is a regulatory requirement. To meet these
requirements, the Administering Authority’s long term funding objective is for the Fund to achieve
and then maintain sufficient assets to cover 100% of projected accrued pension liabilities (the
“funding target”) assessed on an ongoing past service basis including allowance for projected final
pay where appropriate.

Each employer’s contributions are set at such a level to achieve long-term cost efficiency and full
solvency in a reasonable timeframe.

LINK TO INVESTMENT POLICY AND THE INVESTMENT STRATEGY
STATEMENT (ISS) (this section is subject to finalisation once the
investment strategy review has been completed and an updated ISS is
confirmed)

[In assessing the value of the Fund’s liabilities in the valuation, allowance has been made for growth
asset out-performance taking into account the investment strategy adopted by the Fund, as set out
in the ISS, which can be found on the Fund’'sqaebsite,
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The overall strategic asset allocation is set out in the ISS. The current strategy is included below:]

Developed Global Equity* 10.0%
Emerging Market Equity 10.0%
Hedge Funds 7.0%

TAA/Best Ideas ** 11.0%
Multi-Asset Credit 12.0%
Cash and Risk Management Framework 23.0%

Private Markets***

Property 4.0%
Private Equity 8.0%
Local/Impact 4.0%
Infrastructure 8.0%
Private Credit 3.0%
Total 100.0%

CLIMATE CHANGE (this section is subject to finalisation once the

analysis has been completed)

[An important part of the risk analysis underpinning the funding strategy will be to identify the
impact of climate change transition risk (shorter term) and physical risks (longer term) on the
potential funding outcomes. In terms of the current valuation there will be an analysis of different
climate change scenarios at the Whole Fund level relative to the baseline position (i.e. assuming
that the funding assumptions are played out). The output will be used, for example, to test whether
the funding strategy is sufficiently robust in the context of the scenario analysis considered and
therefore any potential contribution impacts. Where risks to the funding strategy are identified
these will be highlighted and a judgment made as to how these risks can be mitigated.

The analysis will consider as a minimum the impact on investment returns and inflation under the
scenarios considered. One of the scenarios will be consistent with global temperature increases of
between 1.5 and 2 degrees C above pre-industrial levels. Results will be considered over a period
of [20] years to ensure there is sufficient recognition of the transition and physical risks of climate
change. The output of the analysis will be considered in the context of investment strategy and
employer covenant risk in an integrated way.

[A summary of the output of the analysis is set out below:]

IDENTIFICATION OF RISKS AND COUNTER-MEASURES

The funding of defined benefits is by its nature uncertain. When actual experience is not in line with
the assumptions adopted, a surplus or shortfall will emerge at the next actuarial assessment and will
require a subsequent contribution adjustment to bring the funding back into line with the target.

The Administering Authority has been advised by the Actuary that the greatest risk to the funding
level is the investment risk inherent in the predominantly growth based strategy, so that actual asset
out-performance between successive valuations could diverge significantly from that assumed in the
long term. The Actuary’s formal valuation report includes a quantification of the key risks in terms of
the effect on the funding position. Tudalen 222
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FINANCIAL
The financial risks are as follows:-

¢ Investment markets fail to perform in line with
expectations

e Protection and risk management policies fail
to perform in line with expectations

¢ Market outlook moves at variance with
assumptions

¢ Investment Fund Managers fail to achieve
performance targets over the longer term

e Asset re-allocations in volatile markets may
lock in past losses

e Pay and price inflation significantly more or
less than anticipated

e Future underperformance arising as a result
of participating in the larger asset pooling
vehicle therefore restricting investment
decisions

o Employer contributions are unaffordable
and/or unstable

¢ Investment and/or funding objectives and/or
strategies are no longer fit for purpose

¢ Insufficient assets to pay benefits

e Loss of employer income and/or other
employers become liable for their deficits

e An employer ceasing to exist without prior
notification, resulting in a large exit credit
requirement from the Fund impacting on
cashflow requirements.

Any increase in employer contribution rates (as a

result of these risks) may in turn impact on the
service delivery of that employer and their
financial position.

In practice the extent to which these risks can be
reduced is limited. However, the Fund’s asset
allocation is kept under regular review and the
performance of the investment managers is
regularly monitored. In addition, the Flightpath
risk management framework will help to reduce
the key financial risks over time.

FUNDING STRATEGY STATEMENT

DEMOGRAPHIC
The demographic risks are as follows:-

Future changes in life expectancy (longevity)
that cannot be predicted with any certainty.
Increasing longevity is something which
government policies, both national and local,
are designed to promote. It does, however,
potentially result in a greater liability for pension
funds.

e Potential strains from ill health retirements, over
and above what is allowed for in the valuation
assumptions for employers not in the captive
arrangement

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

¢ Unanticipated acceleration of the maturing of
the Fund (e.g. due to further cuts in workforce
and/or restrictions on new employees
accessing the Fund) resulting in materially
negative cashflows and shortening of liability
durations.

Early retirements for reasons of redundancy and
efficiency do not immediately affect the solvency of
the Fund because they are the subject of a direct
charge.
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GOVERNANCE

Governance risks are as follows:-

e The quality of membership data deteriorates
materially due to breakdown in processes for
updating the information resulting in liabilities
being under or overstated

e Administering Authority unaware of structural
changes in employer’s membership (e.g. large
fall in employee numbers, large number of
retirements) with the result that contribution
rates are set at too low a level

e Administering Authority not advised of an
employer closing to new entrants, something
which would normally require an increase in
contribution rates

e An employer ceasing to exist with insufficient
funding or adequacy of a bond.

e An employer ceasing to exist without prior
notification, resulting in a large exit credit
requirement from the Fund impacting on
cashflow requirements

e Changes to Committee membership

For these risks to be minimised much depends on
information being supplied to the Administering
Authority by the employing bodies. Arrangements
are strictly controlled and monitored (e.g. the
implementation of iConnect for transferring data
from employers), but in most cases the employer,
rather than the Fund as a whole, bears the risk.

Full details of the risks and the controls in place
are set out in the Fund risk register.

MONITORING AND REVIEW

FUNDING STRATEGY STATEMENT

REGULATORY
The key regulatory risks are as follows:-

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

¢ Changes to national pension requirements
and/or HMRC Rules

Membership of the Local Government Pension
Scheme is open to all local government staff and
should be encouraged as a valuable part of the
contract of employment. However, increasing
membership does result in higher employer
monetary costs.

A full review of this Statement will occur every three years, to coincide with completion of a full
statutory actuarial valuation and every review of employer rates or interim valuation. However, a
review of part of or all of the Statement will take place annually to ensure all the relevant parameters
remain fit for purpose and will take account of the current economic conditions, change in
demographic trends and will also reflect any legislative changes.

FLIGHTPATH RISK MANAGEMENT FRAMEWORK - DE-RISKING

STRATEGY

With effect from 1 April 2014 the Administering Authority to the Fund has implemented a Cash and
Risk Management Framework (“CRMF”) for the purpose of managing various aspects of the Fund’s
financial risks. The CRMF is made up of four key components: Liability Driven Investment (“LDI”),
Synthetic Equity with Protection, Currency Hedging and Collateral Management. These components
help the Fund to mitigate liability, equity and currency risk in a capital efficient manner.
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The LDI component of the CRMF helps to effectively control and limit interest rate and inflation risks
as these factors can lead to significant changes to liability values. At the valuation date, the level of
hedging within the assets was approximately 26% in relation to interest rates and 42% in relation to
inflation, meaning to the extent the liabilities vary due to these factors, the assets will offset that
movements by this proportion. The level of interest rate hedging increased to c50% at 30"
September 2022 and new triggers were implemented to reflect the higher interest rate and market
yield environment.

The intention is for the Fund to increase exposure in the long term to achieve an 80% proportion to
both interest rates and inflation as yields become more attractive through a market-aware yield
trigger framework.

The overall funding flightpath strategy structure was reviewed as part of the annual review of the
CRMF as well as the impact of the recent changes in interest rates and inflation outlook. A summary
of the latest real yield triggers above CPI effective from [November 2022] is shown below (split by
duration of liabilities). In practice the triggers are split into separate interest rate and inflation triggers.

[Table to be inserted once the latest agreed triggers have been implemented]

Risk Management Framework — Monitoring/Trigger Review

A summary report is provided to the Fund (on a monthly and quarterly basis) that includes a “traffic
light” analysis of the key components of the CRMF. The “traffic light” indicates whether the CRMF is
operating in line with expectations or if any actions are required.

Furthermore, a separate fund-wide mechanism is in place such that if the funding level falls more
than 5% below the “expected” funding level (based on valuation assumptions), then discussions will
follow at the Advisory Panel level as to the continued appropriateness of the funding strategy. The
Officers have agreed to implement a new funding level trigger of 110%, on a consistent approach to
the valuation funding basis, to prompt further discussions regarding potential actions. This will be
reviewed as part of the actuarial valuation process and investment strategy review.

A Dynamic Equity Protection strategy has been in place for the Fund since 2018. This was after
rigorous analysis and value for money considerations by the Fund’s Funding and Risk Management
Group (“FRMG”). The strategy protects against falls of greater than 10% the average market position
over rolling 12 month period on c. £400m of equity exposure within the CRMF. The cost of protection
is offset by the Fund’s participation in losses again beyond a fall of 30% from average market levels
over the same 12 month period as well as by giving up some potential upside return on a 2-weekly
basis. Whilst more complex to set up, the dynamic strategy provides advantages versus the previous
static approach as follows:

1. Improved protection levels in upward trending markets;

2. Expectation of better long-term risk adjusted returns (after fees and transaction costs) except
in some extreme scenarios; and

3. Improved flexibility and on-going governance as it allows the structure to easily adapt to
changing requirements including switching the protection off.

Due to the requirements of implementing the strategy on a daily rolling basis, it was agreed that the
strategy would be delivered using a counterparty bank rather than an investment manager. Mercer
went through a process of determining the beJtige{iespprB28nk and it was agreed that JP Morgan
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would deliver the strategy via the existing CRMF vehicle managed by Insight Investment
management.

The Fund has implemented a currency hedging policy through the CRMF to lock-in gains from the
depreciation in sterling and reduce the risk of a materially strengthening pound. The coverage of the
currency hedge is 75% of the overall equity portfolio.

Further details of the updated funding level triggers, equity market protection and currency hedging
are shown in the relevant Committee report.

The Administering Authority will monitor the progress of the funding strategy between full actuarial
valuations as part of the CRMF monitoring detailed above and regular funding reviews. If considered
appropriate, the funding and CRMF strategy will be reviewed (other than as part of the triennial
valuation process), for example, if there:

e has been a significant change in market conditions, and/or deviation in the progress of the
funding strategy

¢ have been significant changes to the CPF membership, or LGPS benefits

¢ have been changes to the circumstances of any of the employing authorities to such an extent
that they impact on or warrant a change in the funding strategy e.g. closure to new entrants

¢ have been any significant special contributions paid into the CPF

o if there have been material changes in the ISS

o f there has been a change in Regulations or Guidance which materially impacts on the
policies within the funding strategy

The principal aim of these risk management techniques is to provide more certainty of real
investment returns versus CPI inflation and/or to protect against volatility in the termination position.
In other words, they are designed to reduce risk and provide more stability/certainty of outcome for
funding and ultimately employer contribution rates. The effect of these technigues has been allowed
for in the actuarial valuation calculations and could have implications on future actuarial valuations
and the assumptions adopted. Further details of the framework have been included in the ISS.

When monitoring the funding position, if the Administering Authority considers that any action is
required, the employing authorities will be contacted to provide an update and details of any
proposed remedial actions at the next valuation or earlier if appropriate.

Cash and Liquidity Management

The Administering Authority regularly monitors the position in terms of Fund cashflow requirements
to ensure that benefits can be paid in an efficient manner and also to consider the impact on
investment strategy e.g. in terms of collateral management. The monitoring approach and
governance is set out in the separate cashflow and risk management policy.
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FUNDING STRATEGY STATEMENT

APPENDIX A - ACTUARIAL
METHOD AND ASSUMPTIONS

The key whole Fund assumptions used for calculating the funding target and the cost of future
accrual for the 2022 actuarial valuation are set out below.

2022 valuation
assumption

Ongoing funding
basis: 4.60% p.a.
(past service) and
5.10% p.a. (future

service)

Minimum risk
termination basis:
1.7% p.a.

3.10% p.a.

4.35% p.a.

Where applicable
this is 3% or 4%
p.a. until 31 March
2026.

As set out on
individual employer
results schedule.

Description

Derived from the expected return on the Fund assets based
on the long term strategy set out in the ISS, including
appropriate margins for prudence. For the 2022 valuation
this is based on an assumed return of 1.5% p.a. above CPI
inflation (past service) and 2.0% p.a. above CPI inflation
(future service). This real return will be reviewed from time
to time based on the investment strategy, market outlook
and the Fund’s overall risk metrics.

Derived from the yield on conventional UK Government
gilts. This assumption will be reviewed on an ongoing basis
to allow for changes in market conditions at the relevant
employing body’s cessation date, along with any other
structural or legislative changes.

RPI inflation is reduced to reflect the expected long-term
difference between RPI and CPIl measures of inflation
(reflecting the profile and duration of the whole Fund’s
accrued liabilities and 2030 RPI reform) and adjusted to
remove any supply/demand distortions as well as Bank of
England forecasts. The total adjustment was a deduction of
0.8% p.a. from the market implied RPI expectations at the
valuation date.

Pre 1 April 2014 benefits (and 2014 to 2022 McCloud
underpin) - the assumption for real salary increases (salary
increases in excess of price inflation) will be determined by
an allowance of 1.25% p.a. over the inflation assumption as
described above. This includes allowance for promotional
increases.

Allowance has been made for expected short term pay
restraint for some employers.

To the extent that experience differs to the assumption
adopted, the effects will emerge at the next actuarial
valuation.
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Assumed to be in line with the CPI inflation assumption above (noting that pension
increases cannot be negative as pensions cannot be reduced). At the 2022
valuation, an adjustment has been made to the liabilities to allow for the known
inflation for the period 30 September 2021 to 31 March 2022, and where material,
allowance will continue to be made for inflation as it emerges when assessing
funding positions between valuations.

Assumed to be in line with the CPI inflation assumption above. For members in
pensionable employment, indexation of CARE benefits can be less than zero (i.e.
a reduction in benefits).

DEMOGRAPHIC ASSUMPTIONS

Mortality/Life Expectancy

The derivation of the mortality assumption is set out in separate advice as supplied by the Actuary.
The mortality in retirement assumptions will be based on the most up-to-date information in relation
to self-administered pension schemes published by the Continuous Mortality Investigation (CMI)
including a loading reflecting Fund specific experience and will make allowance for future
improvements in longevity and the experience of the scheme. A specific mortality assumption has
also been adopted for current members who retire on the grounds of ill health.

For all members, it is assumed that the trend in longevity seen over recent time periods (as
evidenced in the 2021 CMI analysis) will continue in the longer term and as such, the assumptions
build in a level of longevity ‘improvement’ year on year in the future in line with the CMI
2021projections and a long term improvement trend of 1.75% per annum.

As an indication of impact, we have set out the life expectancies at age 65 based on the 2019 and
2022 assumptions:

For example, a male pensioner, currently aged 65, would be expected to live to age 86.5. Whereas
a male active member aged 45 would be expected to live until age 88.3. The difference reflects the
expected increase in life expectancy over the next 20 years in the assumptions above.

The mortality before retirement has also been reviewed and updated based on LGPS wide
experience.
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Life expectancy assumptions
The post retirement mortality tables adopted for this valuation are set out below:

Current Status Retirement Type Mortality Table

114% S3PMA_CMI_2021 [1.75%]
105% S3PFA_M_CMI_2021 [1.75%]

136% S3PMA_CMI_2021 [1.75%]
119% S3DFA_CMI_2021 [1.75%]

Normal Health

Annuitant Dependant
143% S3IMA_CMI_2021 [1.75%]
170% S3IFA_CMI_2021 [1.75%)]

117% S3PMA_CMI_2021 [1.75%]
105% S3PFA_M_CMI_2021 [1.75%]

Ill Health

Normal Health

Active
il Health 256% S3IMA_CMI_2021 [1.75%]
3429% S3IFA_CMI_2021 [1.75%]
125% S3PMA_CMI_2021 [1.75%]
Deferred Al 111% S3PFA_M_CMI_2021 [1.75%]
0, 0,
Future Dependant Dependant 134% S3PMA_CMI_2021 [1.75%]

121% S3DFA_CMI_2021 [1.75%]

It has been assumed that all retiring members will take 75% of the maximum
tax-free cash available at retirement. The option which members have to
commute part of their pension at retirement in return for a lump sum is a rate of
£12 cash for each £1 p.a. of pension given up.

This has been reviewed and updated based on LGPS wide experience.

Following an analysis of Fund experience carried out by the Actuary, the
incidence of ill health retirements and withdrawal rates remain in line with the
assumptions adopted for the last valuation. In addition, no allowance will be
made for the future take-up of the 50:50 option. Where any member has
actually opted for the 50:50 scheme, this will be allowed for in the assessment
of the rate for the next 3 years.

Expenses are met out the Fund, in accordance with the Regulations. This is
allowed for by adding 0.8% of pensionable pay to the contributions from
participating employers. This is reassessed at each valuation and is calculated
by estimating the level of expenses for the Fund over the period from 1 April
2023 to 31 March 2026. Investment expenses have been allowed for implicitly
in determining the discount rates. In addition, any expenses that are directly
attributable to specific employers via the Employer Liaison team, will be
included in the assessment of that employer’s expense allowance from the

2022 actuarial valuation. Ap_allowance fﬁr r§asonable expenses will also be
udalen 22
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included on the termination of an employer’s participation in the Fund and will
be taken into account as part of the termination valuation.
The costs of any discretion exercised by an employer in order to enhance
benefits for a member through the Fund will be subject to additional
contributions from the employer as required by the Regulations as and when

the event occurs. As a result, no allowance for such discretionary benefits has
been made in the valuation.

Further details on the demographic assumptions are set out in the Actuary’s formal report.

METHOD

The actuarial method to be used in the calculation of the solvency funding target is the Projected
Unit method, under which the salary increases assumed for each member are projected until that
member is assumed to leave active service by death, retirement or withdrawal from service. This
method implicitly allows for new entrants to the scheme on the basis that the overall age profile of
the active membership will remain stable. As a result, for those employers which are closed to new
entrants, an alternative method is adopted, which makes advance allowance for the anticipated
future ageing and decline of the current closed membership group potentially over the period of the
rates and adjustments certificate. Employers who move from open to closed may see an increase in
contributions as a result of this change.

The assumptions to be used in the calculation of the funding target are set out above. Underlying

these assumptions are the following two tenets:

e that the Fund is expected to continue for the foreseeable future; and

o favourable investment performance can play a valuable role in achieving adequate funding over
the longer term.

This allows the Fund to take a longer term view when assessing the contribution requirements for
certain employers.

There will be a funding plan for each employer. In determining contribution requirements the
Administering Authority, based on the advice of the Actuary, will consider whether the funding plan
adopted for an employer is reasonably likely to be successful having regard to the particular
circumstances of that employer (potentially taking into account any material changes after the
valuation date up to 31 March 2023).

As part of each valuation separate employer contribution rates are assessed by the Fund Actuary
for each participating employer or group of employers. As indicated above, these rates are assessed
taking into account the experience and circumstances of each employer, following a principle of no
cross-subsidy between the distinct employers in the Fund.

METHOD AND ASSUMPTIONS USED IN CALCULATING THE COST OF
FUTURE ACCRUAL (OR PRIMARY RATE)

The future service liabilities are calculated using the same assumptions as the funding target except
that a different financial assumption for the discount rate is used. A critical aspect here is that the
Regulations state the desirability of keeping the “Primary Rate” (which is the future service rate) as
stable as possible so this needs to be taken into account when setting the assumptions.
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As future service contributions are paid in respect of benefits built up in the future, the Primary Rate
should take account of the market conditions applying at future dates, not just the date of the
valuation. In addition, the associated benefits being built up are paid out over a longer time horizon
than benefits already accrued; thus it is justifiable to use a slightly higher expected return from the
investment strategy.

EMPLOYER ASSET SHARES

The Fund is a multi-employer pension scheme that is not formally unitised and so individual employer
asset shares are calculated at each actuarial valuation. This means it is necessary to make some
approximations in the timing of cashflows and allocation of investment returns (in line with the
appropriate investment strategy) as calculated by the Actuary based on relevant financial
information, when deriving the employer asset share.

In attributing the overall investment performance obtained on the assets of the Fund to each
employer a pro-rata principle is adopted. This involves applying a notional individual employer
investment strategy identical to that adopted for the Scheme as a whole unless agreed otherwise
between the employer and the Fund at the sole discretion of the Administering Authority.

At each review, cashflows into and out of the Fund relating to each employer, any movement of
members between employers within the Fund, along with investment return earned on the asset
share, are allowed for when calculating asset shares at each valuation. In addition, the asset shares
maybe restated for changes in data or other policies.

Adjustments are also made on account of the funding positions of orphan bodies which fall to be met
by all other active employers in the Fund.
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APPENDIX B — DEFICIT
RECOVERY AND SURPLUS
OFFSET PLANS

If the funding level of an employer is above or below 100% at the valuation date (i.e. the assets of
the employer are more or less than the liabilities), an adjustment plan needs to be implemented
such that the secondary contributions for each employer can be calculated. This adjustment plan
requires a period over which to recover the deficit or run off any surplus i.e. the recovery period.

It is one of the Fund’s key objectives that an employer will target 100% funding (e.g. full solvency)
over an agreed period to maintain sustainability of contributions in the longer term subject to the
affordability of the participating employers given other competing cost pressures, dependent on the
Administering Authority’s view of the employer’s covenant and risk to the Fund. Based on the
advice of the Actuary the assumptions and parameters in the FSS have be determined to try to
achieve this but there is no guarantee that contributions will remain sustainable at future
valuations. Employers therefore need to consider the balance between affordability of
contributions in the short term and sustainability of contributions in the longer term (at subsequent
actuarial valuations) in the context of their budgets now and in the future when determining the
level of contributions. This could lead to an employer deciding to pay more than the minimum
contributions determined under the FSS which would support future sustainability/stability of
contributions at future valuations.

EMPLOYER CONTRIBUTION ADJUSTMENT PLANS—- KEY PRINCIPLES

The average recovery period for the Fund as a whole is [13] years at this valuation which is [the
same as] [x years shorter than] the average recovery period from the previous valuation. Subject to
affordability and other considerations individual employer recovery periods would also be expected
to reduce at this valuation.

Recovery periods will be set by the Fund on a consistent basis across employer categories where
possible. This will determine the minimum contribution requirement and employers will be free to
select any shorter deficit recovery period and higher contributions if they wish.

Deficit or surplus offset contributions paid to the Fund by each employer will normally be expressed
as £s amounts.

The Administering Authority retains ultimate discretion in applying these principles for individual
employers on grounds of affordability and covenant strength and it may be deemed necessary to
deviate under exceptional circumstances. Employers will be notified of their individual recovery
period as part of the provision of their individual valuation results.

In determining the actual recovery period to apply for any particular employer or employer
grouping, the Administering Authority may take into account; the size of the funding shortfall; or
surplus the business plans of the employer; the assessment of the financial covenant of the
Employer, changes in the funding position after the valuation date which is deemed reasonable
and security of future income streams; and any contingent security available to the Fund or offered
by the Employer such as guarantor or bond arrangements, charge over assets, etc.
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The Administering Authority, following consultation with the participating employers, has adopted the
following principles for setting the individual employer contribution rates arising from the 2022
actuarial valuation:

The employer contributions will be expressed and certified as two separate elements:

o the Primary rate: a percentage of pensionable payroll in respect of the cost of the
future accrual of benefits and ancillary death in service and ill health benefits

o the Secondary rate: a schedule of lump sum monetary amounts and/or % of pay
amendments over 2023/26 in respect of an employer’s surplus or deficit (including
phasing adjustments)

The contributions certified by the Actuary will be the minimum contributions payable by the
employer. An employer can choose to pay additional contributions each year if they wish
to do so.

General principles:

a) Where increases (or decreases) in employer contributions are required from 1 April 2023,
following completion of the 2022 actuarial valuation, the increase (or decrease) from the rates of
contribution payable in the year 2023/24 may be implemented in steps, over a maximum period
of 3 years. Any step up in future service contributions will be implemented in steps of at least
0.5% of pay per annum unless agreed otherwise based on the overall contributions paid over the
certificate period. However, where a surplus exists or where there has been a reduction in
contributions paid in respect of an employer’s deficit at the valuation, the Fund will not consider it
appropriate for any increase in contributions paid in respect of future accrual of benefits to be
implemented in steps.

b) Where a deficit exists the Fund does not believe it appropriate for contribution reductions to apply
compared to the existing funding plan (allowing for indexation where applicable) where deficits
remain, unless there is compelling reason to do so and any reduction will need clear justification
on affordability grounds. Any employer whose covenant (as assessed by the Administering
Authority) is not sufficiently strong in the long term will not normally be allowed to reduce
contributions where the position has improved.

¢) The Fund’s policy is not to allow the prepayment of employee or primary contributions and
therefore only deficit contributions can be prepaid.

d) Alternative patterns of contribution, on grounds of affordability, will be considered on an individual
employer basis, subject to the total contribution requirement being met over the 2023/26 period
covered by the contribution certificate. Employers should be aware that varying their contribution
pattern could have an effect on the level of contributions required in the future.

e) If the covenant is deemed to be materially weak, the secondary contributions may be set with
reference to a higher funding target, subject to the discretion of the Fund.

f) For those bodies identified as having a relatively weak covenant, the Administering Authority will
need to balance the level of risk plus the solvency requirements of the Fund with the sustainability
of the organisation when agreeing funding plans.
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g) For employers that do not have a financial year end of 31 March 2023 (e.g. 31 July 2023), the
Fund can allow the employer to continue to pay their current contribution plan until their financial
year end date. The new contribution plan would then be implemented after this date (i.e. 1 August
2023 if the year-end is 31 July 2023).

h) Employers must notify the Fund as soon as they become aware of their planned exit date. Where
appropriate, or at the request of the Scheme Employer, the Fund will normally review their certified
contribution in order to target a fully funded position at exit. Consideration will be given to any risk
sharing arrangements when reviewing contribution rates.

i) Itis acknowledged by the Administering Authority that, whilst posing a relatively low risk to the
Fund as a whole, an employers could be faced with contributions that could seriously affect their
ability to function in the future. The Administering Authority therefore would be willing to use its
discretion to accept an evidenced based affordable level of contributions for the organisation for
the three years 2023/2026. Any application of this option is at the ultimate discretion of the Fund
in order to effectively manage risk across the Fund. It will only be considered after the provision
of the appropriate evidence as part of the covenant assessment and also the appropriate
professional advice. Typically, this will be managed primarily through an adjustment to the
recovery period and/or phasing/stepping of contributions.

i) Notwithstanding the above principles, the Administering Authority, in consultation with the
Actuary, has the discretion to consider whether any exceptional arrangements should apply in
particular cases.

If an employer is in deficit:

k) Subject to consideration of affordability, as a general rule the deficit recovery period will reduce
by at least 3 years for employers at this valuation when compared to the preceding valuation. This
is to target full solvency over a similar (or shorter) time horizon. Subject to affordability
considerations and other factors a bespoke period may be applied in respect of particular
employers where the Administering Authority considers this to be warranted.

I) For closed employers, the deficit recovery period will be linked to the expected average future
working lifetime of the active membership.

m) The deficit recovery period will be set to at least cover the expected interest costs (actual interest
costs will vary in line with investment performance) on the deficit.

n) Employers may also elect to make lump sum prepayments of deficit contributions (either on an
annual basis or a one-off payment) which could result in a cash saving over the valuation
certificate period.

If an employer is in surplus:
For any employers assessed to be in surplus, their individual contribution requirements will be
adjusted to such an extent that any surplus is used (i.e. run-off) over a the same period as that
adopted for the last actuarial valuation, subject to a total employer contribution minimum of zero
i.e. the secondary contribution offset cannot exceed the primary contributions payable in any year
of the certificate. If an employer is expected to exit the Fund before this period, contribution
requirements will be set to target no exit debt or exit credit being payable.
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APPENDIX C — ADMISSION
POLICY

INTRODUCTION

This appendix details the Fund’s policy on admissions into the Fund and sets out the considerations
for current and former admission bodies. It also sets out the methodology for assessment of ongoing
contribution requirements.

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

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

A list of all current employing bodies participating in the Fund is kept as a live document and will be
updated by the Administering Authority as bodies are admitted to, or leave the Fund.

ENTRY TO THE FUND

Prior to admission to the Fund, an Admitted Body is required to carry out an assessment of the level
of risk on premature termination of the contract to the satisfaction of the Administering Authority. If
the risk assessment and/or bond amount is not to the satisfaction of the Administering Authority (as
required under the LGPS Regulations) it will consider and determine whether the admission body
must pre-fund for termination with contribution requirements assessed using the minimum risk
methodology and assumptions.

Some aspects that the Administering Authority may consider when deciding whether to apply a
minimum risk methodology are:

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

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

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

In order to protect other Fund employers, where it has been considered undesirable to provide a
bond, a guarantee must be sought in line with the LGPS Regulations.

ADMITTED BODIES PROVIDING A SERVICE
Generally Admitted Bodies providing a service will have a guarantor within the Fund that will stand
behind the liabilities. Accordingly, in general, the minimum risk approach to funding and termination
will not apply for these bodies.
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As above, the Admitted Body is required to carry out an assessment of the level of risk on premature
termination of the contract to the satisfaction of the Administering Authority. This assessment would
normally be based on advice in the form of a “risk assessment report” provided by the Actuary to the
Fund. As the Scheme Employer is effectively the ultimate guarantor for these admissions to the Fund
it must also be satisfied (along with the Administering Authority) over the level (if any) of any bond
requirement. Where bond agreements are to the satisfaction of the Administering Authority, the level
of the bond amount will be subject to review on a regular basis.

In the absence of any other specific agreement between the parties, deficit recovery periods for
Admitted Bodies will be set in line with the Fund’s general policy as set out in Appendix B.

Any risk sharing arrangements agreed between the Scheme Employer and the Admitted Body will
be documented in the commercial agreement between the two parties and not the admission
agreement.

In the event of termination of the Admitted Body, any orphan liabilities in the Fund will be subsumed
by the relevant Scheme Employer (further information is set out within Appendix D).

An exception to the above policy applies if the guarantor is not a participating employer within the
Fund, including if the guarantor is a participating employer within another LGPS Fund. In order to
protect other employers within the Fund the Administering Authority may in this case treat the
admission body as pre-funding for termination, with contribution requirements assessed using the
minimum risk methodology and assumptions

PRE-FUNDING FOR TERMINATION

An employing body may choose to pre-fund for termination i.e. to amend their funding approach to
a minimum risk methodology and assumptions. This will substantially reduce the risk of an uncertain
and potentially large debt being due to the Fund at termination. However, it is also likely to give rise
to a substantial increase in contribution requirements, when assessed on the minimum risk basis.

For any employing bodies funding on such a minimum risk strategy a notional investment strategy
can be assumed as a match to the liabilities if agreed by the Administering Authority based on the
advice of the Actuary. In particular, the employing body’s notional asset share of the Fund will be
credited with an investment return in line with the minimum risk funding assumptions adopted rather
than the actual investment return generated by the actual asset portfolio of the entire Fund. The
Fund reserves the right to modify this approach in any case where it might materially affect the
finances of the Scheme, or depending on any case specific circumstances.
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APPENDIX D — TERMINATION
POLICY, FLEXIBILITY FOR EXIT
PAYMENTS AND DEFERRED
DEBT AGREEMENTS

[The termination policy is being review in light of current market conditions and the
Chancellors Autumn Statement].

This appendix details the Fund'’s policy on the methodology for assessment of termination
payments in the event of the cessation of an employer’s participation in the Fund.

EXITING THE FUND

Unless entering a DDA, an employer ceases to participate in the Fund when the last active
member leaves the Fund or when a suspension notice ends and the employer then becomes an
“exiting employer” under the Regulations. In this situation the Fund is required to obtain an
actuarial valuation of that employer’s liabilities in respect of the benefits of the exiting employer’s
current and former employees, along with a termination contribution certificate setting out whether
an exit payment is due to the Fund or a credit is payable to the employer.

When an employer terminates, employees may transfer to another employer, either within the
Fund or elsewhere. If this is not the case the employees will retain pension rights within the Fund
(i.e. either deferred benefits or immediate retirement benefits).

In addition to any liabilities for current employees, the Fund will also retain liability for payment of
benefits to former employees (i.e. to existing deferred and pensioner members) except where there
is a complete transfer of responsibility to another Fund with a different Administering Authority.

In the event that unfunded liabilities arise that cannot be recovered from the employing body, these
will normally fall to be met by the Fund as a whole (i.e. all employers) unless there is a guarantor or
successor body within the Fund.

TERMINATION POLICY
The Fund’s policy for settling termination payments/credits is as follows:

1. The default position is for exit payments and exit credits to be paid immediately in full once the
cessation assessment has been completed by the Actuary (and any determination notice issued
by the Fund where applicable). The treatment upon termination will depend on whether the
employer has a guarantor within the Fund, or a successor body exists to take over the
employing body’s liabilities. Further detail is set out in the table below.

2. At the discretion of the Administering Authority, instalment plans over a defined period may be
agreed but only when there are clear issues of affordability that risk the financial viability of the
organisation and the ability of the Fund to recover the debt.
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The assumptions and approach used to assess the amount of a payment/credit payable upon
termination will be consistent with the previous valuation assumptions, updated for market yields
and inflation applying at the cessation date. With the following exceptions:

The minimum risk termination basis (unless
the Administering Authority agrees
otherwise, based on the advice of the
Actuary). Adjustments may also be made
to the inflation assumption to reflect the
level of overall hedging in the Fund. This is
to protect the other employers in the Fund
as, at termination, the employing body’s
liabilities will become orphan liabilities
within the Fund, and there will be no
recourse to it if a shortfall emerges in the
future (after participation has terminated).

In line with the assumptions adopted for the
2022 valuation with the exception of a
higher level of prudence in the mortality
assumptions to further protect the
remaining employers. The rate of
improvement in the mortality rates will
therefore be increased to [2.25% p.a.]. This
will be reviewed from time to time to allow
for any material changes in life expectancy
trends and will be formally reassessed at
the next valuation.

¢ Inthe case of a surplus - the Fund pays
the exit credit to the exiting employer
following completion of the termination
process (within 6 months of the exit
date, or within 6 months of the
completion of the cessation
assessment by the Actuary (if later),
providing no appeals have been raised

with the Fund dluﬂn at.Tgl’tlmféB

If the employing body has a guarantor
within the Fund or a successor body
exists either of which would take over
the employing body’s liabilities, the
Fund’s policy is that the ongoing
funding basis will be used for the
termination assessment unless the
guarantor informs the Fund otherwise.

In line with the assumptions adopted
for the 2022 valuation for ongoing
funding and contribution purposes.

This will be reviewed from time to time

to allow for any material changes in life

expectancy trends and will be formally
reassessed at the next valuation.

[A reasonable estimate for the potential cost of McCloud will be included. This will be
calculated for all scheme members of the outgoing employer (reflecting the data
made available). For the avoidance of doubt, there will be no recourse for an
employer with regard to McCloud, once the final termination has been settled and
payments have been made.]

A reasonable allowance for expenses will also be made in relation administration
and other expenses. This will be allowed for in the final termination assessment.

The guarantor or successor body will
then subsume the assets and liabilities
(and any surplus or deficit) of the
employing body within the Fund under
the default policy. (For Admission
Bodies, this process is sometimes
known as the “novation” of the
admission agreement.) In some
instances an exit debt may be payable
by an employer before the assets and
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¢ Inthe case of a deficit -the Fund would liabilities are subsumed by the
require the exiting employer to pay the guarantor, this will be considered on a
termination deficit to the Fund as a case-by-case basis. No payment of an
lump sum cash payment (unless exit credit will be payable unless
agreed otherwise by the Administering representation is made as set out
Authority at their sole discretion) below.
following completion of the termination
process.

The Administering Authority can vary the treatment on a case-by-case basis at its sole discretion if
circumstances warrant it based on the advice of the Actuary based on any representations from
the interested parties (where applicable). For example, the Fund may adjust any exit payment or
exit credit to take into account any risk sharing arrangements which exist between the exiting
employer and other Fund employers

With regard to subsuming the residual assets and liabilities, this may, if agreed by the successor
body, constitute a complete amalgamation of assets and liabilities to the successor body, including
any funding deficit on closure. In these circumstances no termination payment will be required
from the outgoing employing body itself, as the deficit would be recovered via the successor body’s
own deficit recovery plan.

FUTURE TERMINATIONS

In many cases, termination of an employer’s participation is an event that can be foreseen, for
example, because the organisation’s operations may be planned to be discontinued and/or the
admission agreement is due to cease. Under the Regulations, in the event of the Administering
Authority becoming aware of such circumstances, it can amend an employer's minimum
contributions such that the value of the assets of the employing body is neither materially more nor
materially less than its anticipated liabilities at the date it appears to the Administering Authority that
it will cease to be a participating employer. In this case, employing bodies are encouraged to open
a dialogue with the Fund to commence planning for the termination as early as possible. Where
termination is disclosed in advance the Fund will operate procedures to reduce the sizeable volatility
risks to the debt amount in the run up to actual termination of participation. The Fund will modify the
employing body’s approach in any case, where it might materially affect the finances of the Scheme,
or depending on any case specific circumstances.

DETERMINATION NOTICES (EMPLOYERS WITH A GUARANTOR)

Where the outgoing employer is responsible for only part of the residual deficit or surplus as per a
separate risk sharing agreement, the Fund’s default will also be that any surplus would be retained
by the Fund in favour of the outsourcing employer/guarantor.

For the avoidance of doubt, where the outgoing employer is not responsible for any costs under a
risk sharing agreement then no exit credit will be paid as per the Regulations unless the Fund is
aware of the provisions of the risk sharing agreement in any representation made and determines
an exit credit should be paid.
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If there is any dispute, then the following arrangements will apply:

¢ Inthe case of a surplus, in line with the amending Regulations (The Local Government
Pension Scheme (Amendment) Regulations 2020) the parties will need to make
representations to the Administering Authority if they believe an Exit Credit should be
paid outside the policy set out above, or if they dispute the determination of the
Administering Authority. The Fund will notify the parties of the information required to
make the determination on request.

¢ If the Fund determines an Exit Credit is payable then they will pay this directly to the
exiting employer within 6 months of the exit date, or within 6 months of the completion of
the cessation assessment by the Actuary (if later)

¢ Inthe case of a deficit, in order to maintain a consistent approach, the Fund will seek to
recover this from the exiting employer in the first instance although if this is not possible
then the deficit will be recovered from the guarantor either as a further contribution
collection or it will be taken into account at the next valuation depending on the
circumstances.

If requested, the Administering Authority will provide details of the information considered as part of
their determination. An exit credit determination notice will be provided alongside the termination
assessment from the Actuary in cases where there is an exit credit. The notice will cover the following
information and process steps:

1. Details of the employers involved in the process (e.g. the exiting employer and guarantor).

2. Details of the admission agreement, commercial contracts and any amendments to the terms
that have been made available to the Administering Authority and considered as part of the
decision making process. The underlying principle will be that if an employer is responsible
for a deficit, they will be eligible for any surplus. This is subject to the information provided
and any risk sharing arrangements in place.

3. The final termination certification of the exit credit by the Actuary.

The Administering Authority’s determination based on the information provided.

5. Details of the appeals process in the event that a party disagrees with the determination and
wishes to make representations to the Administering Authority.

H

POLICY IN RELATION TO THE FLEXIBILITY FOR DEBT SPREADING
AGREEMENTS (DSA) AND DEFERRED DEBT AGREEMENTS (DDA)

The default position is for exit payments to be paid immediately in full (once the cessation
assessment has been completed by the Actuary (adjusted for interest where appropriate) unless
there is a risk sharing arrangement in place with a guaranteeing Scheme employer in the Fund
whereby the exiting employer is not responsible for any exit payment (as detailed above). In the
case of an exit credit the determination process set out above will be followed.

Under the Regulations the Fund has complete discretion as to whether it agrees to put a DDA in
place provided that it follows the procedure set out in the Regulations.

If an employer requests that an exit debt payment is recovered over a fixed period of time (e.g. via
a Debt Spreading Agreement (“DSA”)) or that they wish to enter into a Deferred Debt Arrangement
(DDA) with the Fund, they must make a request in writing covering the reasons for such a request.
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Any deviation from the default position will be based on the Administering Authority’s assessment
of whether the full exit debt is affordable and whether it is in the interests of the Fund (and
therefore ultimately taxpayers) to adopt either of the approaches. In making this assessment the
Administering Authority will consider the covenant of the employer and also whether any security is
required and available to back the arrangements.

Any costs (including necessary actuarial, legal and covenant advice) associated with assessing
this will be borne by the employer and, depending on the employer’s circumstances, will either be
required as an upfront payment or included in the contribution plan or exit debt payment.

POLICY FOR SPREADING EXIT PAYMENTS
The following process will determine whether an employer is eligible to spread their exit payment
over a defined period via a DSA.

1.

The Administering Authority will request financial information from the employer including
annual accounts, management accounts, budgets, cashflow forecasts and any other relevant
information to use as part of their covenant review. As part of this, the Administering Authority
will take advice from the Fund Actuary, covenant, legal and any other specialist adviser. If this
information is not provided then the default policy of immediate payment will be adopted.

Once this information has been provided, the Administering Authority (in conjunction with the
Fund Actuary, covenant and legal advisors where necessary) will review the covenant of the
employer to determine whether it is in the interests of the Fund to allow them to spread the exit
debt over a period of time. Depending on the length of the period and also the size of the
outstanding debt, the Fund may request security to support the payment plan before entering
into an agreement to spread the exit payments.

The payment plan could include non-uniform payments e.g. a lump sum up front followed by a
series of payments over the agreed period. The payments required will include allowance for
interest on late payment.

The initial process to determine whether an exit debt should be spread may take up to 3
months from receipt of data so it is important that employers who request to spread exit debt
payments notify the Fund in good time

If it is agreed that the exit payments can be spread then the Administering Authority will engage
with the employer regarding the following:

a. The spreading period that will be adopted (this will be subject to a maximum of 5 years
except in exceptional circumstances).

b. The initial and annual payments due and how these will change over the period

The interest rates applicable and the costs associated with the payment plan devised

d. The level of security required to support the payment plan (if any) and the form of that
security e.g. bond, escrow account etc.

e. The responsibilities of the employer during the exit spreading period including the
supply of updated information and events which would trigger a review of the situation

f. The views of the Actuary, covenant, legal and any other specialists necessary

g. The covenant information that will be required on a regular basis to allow the payment

plan to continue. Tudalen 241
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h. Under what circumstances the payment plan may be reviewed or immediate payment
requested (e.g. where there has been a significant change in covenant or
circumstances)

6. Once the Administering Authority has reached its decision, the arrangement will be
documented and any supporting agreements will be included.

7. Subject to the employer’s circumstances, any costs will either be required as an upfront
payment or included in the contribution plan.

EMPLOYERS PARTICIPATING WITH NO CONTRIBUTING MEMBERS (DDA)
As opposed to paying the exit debt upfront or via a DSA, an employer may participate in the Fund
with no contributing members and utilise the “Deferred Debt Agreements” (DDA) at the sole
discretion of the Administering Authority. This would be at the request of the employer in writing to
the Administering Authority.

The following process will determine whether the Fund will agree to allow the employer to enter
into such an arrangement:

1. The Administering Authority will request updated financial information from the employer
including annual accounts, management accounts, budgets, cashflow forecasts and any other
relevant information showing the expected financial progression of the organisation. If this
information is not provided then a DDA will not be entered into by the Administering Authority.

2. Once this information has been provided, the Administering Authority will firstly consider
whether it would be in the best interests of the Fund and employers to enter into such an
arrangement with the employer. This decision will be based on a covenant review of the
employer to determine whether the employer could afford the exit debt (either immediately or
via a debt spreading agreement) at that time (based on advice from the Actuary, covenant and
legal advisor where necessary). If the exit debt is deemed to be affordable then a Deferred
Debt Agreement will not apply to the employer.

3. The initial process to determine whether a DDA should apply may take up to 3 months from
receipt of the required information so an employer who wishes to request that the
Administering Authority enters into such an arrangement needs to make the request in
advance of the potential exit date (for example when the Employer’s active membership has
reduced below 5 members and it appears likely that termination could be triggered within the
next 6-9 months).

4. If the Administering Authority’s assessment confirms that the potential exit debt is not
affordable, the Administering Authority will engage in discussions with the employer about the
potential format of a DDA using the template Fund agreement which will be based on the
principles set out in the Scheme Advisory Board’s separate guide. As part of this, the following
will be considered and agreed:

a. What security the employer can offer whilst the employer remains in the Fund. In
general the Administering Authority will not enter into such an arrangement unless they
are confident that the employer can support the arrangement in future. Provision of
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security may also result in a review of the recovery period and other funding
arrangements.

b. Whether an upfront cash payment should be made to the Fund initially to reduce the
potential debt.

c. What the updated secondary rate of contributions would be required up to the next
valuation.

d. The financial information that will be required on a regular basis to allow the employer
to remain in the Fund and any other monitoring that will be required.

e. The advice of the Actuary, covenant, legal and any other specialists necessary.

f. The responsibilities that would apply to the employer while they remain in the Fund.

g. What conditions would trigger the implementation of a revised deficit recovery plan and
subsequent revision to the secondary contributions (e.g. provision of security).

h. The circumstances that would trigger a variation in the length of the DDA (if
appropriate), including a cessation of the arrangement (e.g. where the ability to pay
contributions has weakened materially or is likely to weaken in the next 12 months).
Where an agreement ceases an exit payment (or credit) could become payable.
Potential triggers may be the removal of any security or a significant change in
covenant assessed as part of the regular monitoring.

i. Under what circumstances the employer may be able to vary the arrangement e.g. a
further cash payment.

The Administering Authority will then make a final decision on whether it is in the best interests
of the Fund to enter into a DDA with the employer, and confirm the terms that are required.

5. For employers that are successful in entering into a DDA, contribution requirements will
continue to be reviewed as part of each actuarial valuation or in line with the DDA in the interim
if any of the triggers are met.

6. The costs associated with the advice sought and drafting of the DDA will be passed onto the
employer as part of the arrangements and contribution requirements. Subject to the employer’s
circumstances, any costs will either be required as an upfront payment or included in the
contribution plan.
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APPENDIX E - REVIEW OF
EMPLOYER CONTRIBUTIONS
BETWEEN VALUATIONS

The Administering Authority has the ability to review employer contributions between valuations.
The Administering Authority and employers have the following flexibilities:

1. The Administering Authority may review the contributions of an employer where there
has been a significant change to the liabilities of an employer.

2. The Administering Authority may review the contributions of an employer where there
has been a significant change in the employer’s covenant.

3. An employer may request a review of contributions from the Administering Authority if
they feel that either point 1 or point 2 applies to them. The employer would be required
to pay the costs of any review following completion of the calculations and is only
permitted to make a maximum of two requests between actuarial valuation dates
(except in exceptional circumstances and at the sole discretion of the Administering
Authority).

Where the funding position for an employer significantly changes solely due to a change in
assets (and changes in actuarial assumptions), the overarching Government policy is that
contribution reviews are not permitted outside of a full valuation cycle. However changes in
assets would be taken into account when considering if an employer can support its obligations
to the Fund after a significant covenant change (see 2. above).

The Administering Authority will consult with the employer prior to undertaking a review of their
contributions including setting out the reason for triggering the review.

For the avoidance of doubt any review of contributions may result in no change and a
continuation of contributions as per the latest actuarial valuation assessment. In the normal
course of events, a rate review would not be undertaken close to the next actuarial valuation
date, unless in exceptional circumstances. For example:

e A contribution review due to a change in membership profile would not be undertaken
in the [6] months leading up to the valuation Rates and Adjustments Certificate.

e However, where there has been a material change in covenant, a review will be
considered on a case by case basis which will determine if it should take place and
when any contribution change would be implemented. This will take into account the
proximity of the actuarial valuation and the implementation of the contributions from that
valuation.

SITUATIONS WHERE CONTRIBUTIONS MAY BE REVIEWED
Contributions may be reviewed if the Administering Authority becomes aware of any of the
following scenarios. Employers will be notified if this is the case.

Consideration will also be given to the impact that any employer changes may have on the other
employers and on the Fund as a whole, when deciding whether to proceed with a contribution
review.
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¢ Significant changes in the employer’s liabilities

This includes but is not limited to the following scenarios:

1. Significant changes to the employer's membership which will have a material impact on
their liabilities, such as:

a.
b.

o

Restructuring of an employer

A significant outsourcing or transfer of staff to another employer (not necessarily
within the Fund)

A bulk transfer into or out of the employer

Other significant changes to the membership for example due to redundancies,
significant salary awards, ill health retirements (for employers not included in the
captive arrangement) or large number of withdrawals

Where the aggregation of member movements materially shortens the expected
time horizon for continued participation in the Fund

2. Two or more employers merging including insourcing and transferring of services

3. The separation of an employer into two or more individual employers

In terms of assessing the triggers under point a. above, the Administering Authority will only
consider a review if the change in liabilities is expected to be more than [5%] of the total
liabilities. In some cases this may mean there is also a change in the covenant of the

employer.

Any review of the rate will only take into account the impact of the change in liabilities
(including, if relevant, any underfunding in relation to pension strain costs) both in terms of
the Primary and Secondary rate of contributions.

¢ Significant changes in the employer’s covenant

This includes but is not limited to the following scenarios:

1. Provision of, or removal of, or impairment of, security, bond, guarantee or some other
form of indemnity by an employer against their obligations in the Fund. For the
avoidance of doubt, this includes provision of security to any other pension
arrangement or creditor (e.g. banks), which may impair the security provided to the

Fund.

2. Material change in an employer’s immediate financial strength or longer-term financial
outlook (evidence should be available to justify this) including where an employer
ceases to operate or becomes insolvent.

3. Where an employer exhibits behaviour that suggests a change in their ability and/or
willingness to pay contributions to the Fund.

In some instances, a change in the liabilities will also result in a change in an employer’s
ability to meet its obligations.

Whilst in most cases the regular covenant updates requested by the Administering Authority will
identify some of these changes, in some circumstances, employers will be required to agree to
notify the Administering Authority of any material changes. Where this applies, employers will
be notified separately and the Administering Authority will set out the requirements (an example
of the notifiable events framework is set out in Appendix G.

Additional information will be sought from the employer in order to determine whether a
contribution review is necessary. This may ineH(ila grigLﬁll 2%8unts, budgets, forecasts and any

33



CLWYD PENSION FUND FUNDING STRATEGY STATEMENT

specific details of restructure plans. As part of this, the Administering Authority will take advice
from the Fund Actuary, covenant, legal and any other specialist adviser.

Where a contribution review is triggered by a significant change in employer covenant, any
review of the contribution rate would include consideration of the updated funding position (both
on an ongoing and termination basis) and would usually allow for changes in asset values when
considering if the employer can meet its obligations on both an ongoing and termination basis (if
applicable). This could then lead to the following actions:

o the contributions changing or staying the same depending on the conclusion, and/or;
e security to improve the covenant to the Fund, and/or;

In the case of an employer who may exit the Fund, there is statutory provision for rates to be
amended between valuations but it is unlikely that this power will be invoked other than in
exceptional circumstances.

PROCESS AND POTENTIAL OUTCOMES OF A CONTRIBUTION REVIEW
Where one of the listed events occurs, the Administering Authority will enter into discussion with

the employer to clarify details of the event and any intent of the Administering Authority to review
contributions. Ultimately, the decision to review contributions as a result of the above events
rests with the Administering Authority after, if necessary, taking advice from their Actuary, legal
or a covenant specialist advisor.

This also applies where an employer notifies the Administering Authority of the event and
requests a review of the contributions. The employer will be required to agree to meet any
professional and administration costs associated with the review. The employer will be required
to outline the rationale and case for the review through a suitable exchange of information prior
to consideration by the Administering Authority.

The Administering Authority will consider whether it is appropriate to use updated membership
data within the review (e.g. where the change in data is expected to have a material effect on
the outcome) and whether any supporting information is required from the employer.

As well as revisiting the employer’s funding plan, as part of the review it is possible that other
parts of the funding strategy will also be reviewed where the covenant of the employer has
changed, for example the Fund will consider:

o Whether the Primary contribution rate should be adjusted to allow for any profile change

o Whether the Secondary contribution rate should be adjusted including whether the length
of the recovery period adopted at the previous valuation remains appropriate. At the
absolute discretion of the Administering Authority this may result in an increase to the
recovery period where the evidence gathered demonstrates that the existing time horizon
is no longer achievable and the extension is in the best interests of the tax payer, taking
into account any security that may be available

The review of contributions may take up to [3] months from the date of confirmation to the
employer that the review is taking place, in order to collate the necessary data.

Any change to an employer’s contributions will be implemented at a date agreed between the
employer and the Fund. The Schedule to the Rates and Adjustment Certificate at the last
valuation will be updated for any contribution changes.

As part of the process the Administering Authority will consider whether it is appropriate to
consult any other Fund employers prior to implementing the revised contributions.
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Circumstances where the Administering Authority may consider it appropriate to do so include
where there is another employer acting as guarantor in the Fund, then the guarantor would be
consulted on as part of the contribution review process.

The Administering Authority will agree a proportionate process for periodical ongoing monitoring
and review following the implementation of the revised contribution plan. The Employer will be
required to provide information to the Fund to support this, which will depend in part of the
reasons for triggering the contribution review.
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APPENDIX F — COVENANT
ASSESSMENT AND MONITORING
POLICY

Covenant is the employer’s legal obligation and financial ability to meet their defined benefit
obligations in the Fund now and in the future. Regular assessment and monitoring of employer
covenant is undertaken to understand the current strength of the employer’s covenant and how
they could change in the future. This is important to assist the Fund in deciding the appropriate
level of risk when setting the investment strategy, employer funding targets and, where necessary,
employer recovery plans. Therefore, a sound understanding of the covenant of employers is an
essential part of the integrated approach to risk management of the Fund.

Employer’s covenant can change quickly and therefore assessing the covenant of employers from
a legal and financial perspective is an ongoing activity. The Fund has a well-developed and
proportionate framework to monitor employer covenant and identify changes in covenant. The
Fund can also draw on the expertise of external covenant advisers when necessary.

RISK CRITERIA
The assessment criteria upon which the affordability and recovery of employer contributions should
be reviewed could include:

e Nature and prospects of the employer’s industry

o Employer's competitive position and relative size

e Management ability and track record

e Financial policy of the employer

e Profitability, cashflow and financial ability to meet contributions (both ongoing and on exit)
¢ Employer’s credit rating

» Position of the economy as a whole

e Legal aspects

Not all of the above would be applicable to assessing employer risk within the Fund; rather a
proportionate approach to the consideration of the above criteria would be made, with further focus
given to the following:

e The scale of obligations to the pension scheme relative to the size of the employer’s operating
cashflow

e The relative priority placed on the pension scheme compared to corporate finances

e An estimate of the amount which might be available to the scheme on insolvency of the
employer as well as the likelihood of that eventuality.

ASSESSING EMPLOYER COVENANT

The strength of employer covenant can be subject to substantial variation over relatively short
periods of time and, as such, regular monitoring and assessment is undertaken- The employers’
covenants will be assessed and monitored objectively in a proportionate manner and their ability to
meet their obligations in the short and long term will be considered when determining an individual

employer’s funding strategy.
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An assessment of employer covenant includes determining the following:

e Type of employer body and its origins

¢ Nature and enforceability of legal agreements

* Whether there is a bond in place and the level of the bond

e Whether a more accelerated recovery plan should be enforced

» Whether there is an option to call in contingent assets
Is there a need for monitoring of ongoing and termination funding ahead of the next actuarial
valuation?

The strength of employer covenant can be subject to substantial variation over relatively short
periods of time and, as such, regular monitoring and assessment is vital.

The employer covenant will be assessed objectively and its ability to meet their obligations will be
viewed in the context of the Fund’s exposure to risk and volatility based on publically available
information and/or information provided by the employer. The monitoring of covenant strength
along with the funding position (including on the termination basis) enables the Fund to anticipate
and pre-empt employer funding issues and thus adopt a proactive approach. In order to
objectively monitor the strength of an employer’s covenant, adjacent to the risk posed to the Fund,
a number of fundamental financial metrics will be reviewed to develop an overview of the
employer’s stability and a rating score will be applied using a Red/Amber/Greed (RAG) rating
structure.

Research will be carried out into employers’ backgrounds and, in addition, employers may be
contacted to gather further information. Focus will be placed on the regular monitoring of
employers with a proactive rather than reactive view to mitigating risk. The covenant assessment
will be combined with the funding position to derive an overall risk score. Action will be taken if
these metrics meet certain triggers based on funding level, covenant rating and the overall risk
score.

FREQUENCY OF MONITORING

The funding position and contribution rate for each employer participating in the Fund will be
reviewed in detail at each triennial actuarial valuation and will continue to be monitored between
valuations (including on the termination basis) using an online system provided to officers by the
Fund Actuary. However, it is important that the relative financial strength of employers is reviewed
regularly to allow for a thorough assessment of the financial metrics. The funding position will be
monitored (including on the termination basis) using an online system provided to officers by the
Fund Actuary.

Employers subject to a more detailed review, where a risk criterion is triggered, will be reviewed at
least every six months, but more realistically with a quarterly focus.

In some circumstances, employers will be required to agree to notify the Administering Authority
of any material changes in covenant. Where this applies, employers will be notified separately.
The notifiable event requirements are set out in Appendix G.

COVENANT RISK MANAGEMENT
The focus of the Fund'’s risk management is the identification and treatment of the risks and it will
be a continuous and evolving process which runs throughout the Fund’s strategy. Mechanisms
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that will be explored with certain employers, as necessary, will include but are not limited to the

following:
1. Parental Guarantee and/or Indemnifying Bond
2. Transfer to a more prudent actuarial basis and investment strategy (e.g. the termination
basis)
3. A higher funding target, shortened recovery periods and increased cash contributions
4. Managed exit strategies
5. Contingent assets and/or other security such as escrow accounts.
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APPENDIX G - NOTIFIABLE
EVENTS FRAMEWORK

The Fund regularly monitors the covenant of its employers. Whilst in most cases the regular
covenant updates will identify some of the key employer changes, in some circumstances,
employers are required to notify the Administering Authority of any material changes. This s in
keeping with the guide that The Scheme Advisory Board recently published (‘A Guide for
Administering Authorities’) in which is recommended that Administering Authorities should include
a notifiable events process within its policies.

It is considered to be in the best interests of the employer to inform the Fund of any notifiable
events that occur. This will enable the Fund to work with the employer to find an effective solution,
particularly in times of change or financial distress and keep the interests of the employer, the
Fund, the members and a guarantor (if one exists) in mind. Early engagement is always more
effective and efficient for all parties than retrospective steps.

By not informing the Fund of a notifiable event, it may be seen as a deliberate act to hide the
information or delay the Fund from taking action. If the Fund becomes aware of an event that has
not been openly communicated as part of this policy, they reserve the right to implement one or
more of the actions set out below without the consent of the employer.

In the case of guaranteed employers this policy applies to both the employer and the guarantor.

A notifiable event is any event or circumstance that, in the judgment of the Fund, could materially
affect one or more of the following:
o the employer’s basis for continued participation in the Fund
¢ the employer’s ability to pay its ongoing contributions to the Fund*
o the employer’s ability to pay its termination debt to the Fund in the event of ceasing to
participate in the Fund*

* These conditions would also apply where an employer and the Fund has entered into a
Deferred Debt Agreement allowing continued participation as a Deferred Employer with no
contributing members.

This policy sets out a list of typical events that, if they apply, must be notified to the Fund within
a reasonable time period. The list is not exhaustive and may be modified from time to time. The
Fund would deem 10 working days to be reasonable in the majority of cases. In some cases,
notification prior to the event occurring may be required and this is detailed within the relevant
sections below. The Fund will ensure that all information is treated as confidential.

EVENTS THAT MUST BE NOTIFIED TO THE FUND
The Fund considers any change that would be detrimental to either the employer’s ability to

finance their pension obligations or the ongoing viability of the employer to be ‘material’ and
‘significant’.

Typical events that must be notified to the Fund include the following:
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1) Significant changes in the employer’s membership / liabilities

This includes but is not limited to the following scenarios, where applicable:

i) Significant changes to the employer's membership which will have a material
impact on their liabilities, such as:

a. Restructuring of the employer involving significant changes in staffing

b. A significant outsourcing or transfer of staff to another employer (not necessarily
within the Fund)*

c. A bulk transfer of staff into the employer, or out of the employer to another
pension scheme*

d. Other significant changes to the membership for example due to redundancies,
significant salary awards, ill health retirements or large a number of member
withdrawals*

e. A decision which will restrict the employer’s active membership in the future*
i) Two or more employers merging including insourcing and transferring of services*
iif) The separation of an employer into two or more individual employers*
iv) Concerns of fraudulent activity that may include pensions aspects

*In these examples, the Fund requires prior notification of events at least 14 days before
commencement of staff consultation regarding proposed changes to members’ pensions. The
Fund will ensure that all information is treated as confidential.

2) Significant changes to the employer covenant

i. Significant changes in the employer’s financial strength / security

A material change in an employer’s immediate financial strength or longer-term financial
outlook. This includes but is not limited to the following scenarios (where applicable):
An employer’s forecasts indicate reduced affordability of contributions.

b. A significant reduction in funding (e.g. reduction in grants, central government
funding or other income stream)

c. Provision of security to any other party including lenders and alternative pension
arrangements

d. Impairment of security, bond or guarantee provided by an employer to the Fund
against their obligations

e. The sale or transfer of significant assets, where the net book value or sale value
exceeds 10% of the employer’s net assets

f. A material increase in gearing (i.e. taking on additional debt in order to finance its
operations)

g. The employer has defaulted on payments

h. There has been a breach of banking (or other) covenant or the employer has
agreed a waiver with the lender

i. The employer’s officers are seeking legal advice in the context of continuing to
trade and/or potential wrongful trading

j-  An employer becomes insolvent
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ii. A change in the employer’s circumstances

This includes but is not limited to the following scenarios, where applicable:

In the examples set out above, the Fund requires prior notification of these events (e.g. at the
time that there has been a decision in principle rather than once the event has happened). The

® o 0 T o

A merger of the employer with another organisation

An acquisition by the employer of another organisation or relinquishing control
An employer commences the wind down of its operations or ceases to trade
A material change in the employer’s business model

A change in the employer’s legal status (to include matters which might change
qualification as a scheme employer under the LGPS Regulations)

The employer becoming aware of material suspected / actual fraud or financial
irregularity

The employer becoming aware of material legal or court action against them
There has been suspension or conviction of senior personnel

Regulatory investigation and/or sanction by other regulators

Loss of accreditation by a professional, statutory or regulatory body

Fund will ensure that all information is treated as confidential.

WHAT INFORMATION SHOULD BE PROVIDED TO THE FUND?

The information required will vary depending on the situation that has arisen. The first step will

be to email or call the Fund to notify them of the event that has occurred.

WHAT ACTION WILL THE FUND TAKE ONCE NOTIFIED?

Where one of the listed events occurs, the Fund will enter into discussion with the employer to
clarify details of the event. If necessary, advice will be taken from the Fund Actuary, legal or a
covenant specialist advisors. Depending on the outcome of the Fund’s review of the situation,

potential actions that may be taken as a result are as follows:

-~ ® a0 T p

g.

No further action required

More detailed request for further information and ongoing monitoring

The Fund will review the documentation provided and respond on next steps

A review of employer contributions

A review of the recovery period used to calculate secondary contributions

A review of the termination position and discussions with the employer as to how this

may be addressed

A review of any deferred debt agreements if applicable

Employers will kept informed of all steps throughout the process.
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APPENDIX H - INSURANCE
ARRANGEMENTS

OVERVIEW OF ARRANGEMENTS

Il health retirements can be expensive for employers, particularly small employers where one or two
costly ill health retirements can take them well above the “average” implied by the valuation
assumptions.

For certain employers in the Fund (following discussions with the Fund Actuary) a captive ill health
insurance arrangement was established by the Administering Authority to cover ill health retirement
costs by pooling these risks for eligible employers. The aim of the arrangement is that smaller
employers, whose funding position could be significantly affected by the retirement of one or more
of their members on the grounds of ill health, pay a premium to the Fund within their future service
contribution rate. This has applied to all ill-health retirements since 1 April 2017.

The internal captive arrangement operates as follows:

¢ “Premiums” are paid by the eligible employers into the captive arrangement which is
tracked separately by the Fund Actuary in the valuation calculations. The premiums are
included in the employer’s primary rate. The premium for 2023/26 is 0.6% of pensionable
pay per annum.

e The captive arrangement is then used to meet strain costs (over and above the premium
paid) emerging from ill-health retirements in respect of both active and deferred members
i.e.so there is no initial impact on the deficit position for employers within the captive.

e The premiums are set with the expectation that they will be sufficient to cover the costs in
the 3 years following the valuation date. If any excess premiums over costs are built up in
the Captive, these will be used to offset future adverse experience and/or result in lower
premiums at the discretion of the Administering Authority based on the advice of the
Actuary.

¢ In the event of poor experience over a valuation period any shortfall in the captive fund is
effectively underwritten by the other employers within the Fund. However, the future
premiums will be adjusted to recover any shortfall over a reasonable period with a view to
keeping premiums as stable as possible for employers. Over time the captive
arrangement should therefore be self-funding and smooth out fluctuations in the
contribution requirements for those employers in the captive arrangement.

e Premiums payable are subject to review from valuation to valuation depending on
experience and the expected ill health trends. They will also be adjusted for any changes
in the LGPS benefits. They will be included in employer rates at each valuation or on
commencement of participation for new employers.
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EMPLOYERS COVERED BY THE ARRANGEMENT
Those employers (both existing and new) that will generally be included in the captive are:

¢ Community related Admitted Bodies
e Town and Community Councils

These employers have been notified of their participation. New employers entering the Fund who
fall into the categories above will also be included. At the discretion of the Administering Authority
and where is it felt to be beneficial to the long term covenant and financial health of an employer,
specific employers (outside of the categories listed above) may be included within the captive
arrangement. In addition, the Administering Authority has the ability to exclude any employer in
order to manage employer risk within the Fund.

For all other employers who do not form part of the captive arrangement, the current treatment of
ill-health retirements will still apply. The Fund therefore continues to monitor ill-health retirement
strain costs incurred in line with the allowance made in the actuarial assumptions. Once the
allowance is exceeded, any excess costs would be recovered from the employer. This would
normally be at the next valuation but could be at an earlier review of the contributions due,
including on termination of participation.

EMPLOYER RESPONSIBILITIES

Apart from the regulatory procedures in place to ensure that ill health retirements are properly
controlled, employing bodies should be doing everything in their power to ensure robust
processes are in place to determine eligibility for ill health retirements.

The Fund and the Actuary will monitor the number of retirements that each captive employer is
granting over time. If any employer has an unusually high incidence of ill health retirements,
consideration will be given to the governance around the eligibility criteria applied by the employer
and it is possible that some or all of the costs would fall on that employer if the governance was not
deemed strong enough.
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APPENDIX | - GLOSSARY OF
TERMS

ACTUARIAL VALUATION: an investigation by an Actuary into the ability of the Fund to meet its
liabilities. For the LGPS the Fund Actuary will assess the funding level of each participating
employer and agree contribution rates with the Administering Authority to fund the cost of new
benefits and make good any existing deficits as set out in the separate Funding Strategy
Statement. The asset value is based on market values at the valuation date.

ADMINISTERING AUTHORITY: the council with a statutory responsibility for running the Fund and
that is responsible for all aspects of its management and operation.

ADMISSION BODIES: A specific type of employer under the Local Government Pension Scheme
(LGPS) who do not automatically qualify for participation in the Fund but are allowed to join if they
satisfy the relevant criteria set out in the Regulations.

BENCHMARK: a measure against which fund performance is to be judged.

BENEFITS: The benefits provided by the Fund are specified in the governing legislation contained
in the Regulations referred to within the FSS. Benefits payable under the Fund are guaranteed by
statute and thereby the pensions promise is secure for members.

The Fund is a defined benefit arrangement with principally final salary related benefits from
contributing members up to 1 April 2014 and Career Averaged Revalued Earnings (“CARE”)
benefits earned thereafter. There is also a “50:50 Scheme Option”, where members can elect to
accrue 50% of the full scheme benefits in relation to the member only and pay 50% of the normal
member contribution.

BEST ESTIMATE ASSUMPTION: an assumption where the outcome has a 50/50 chance of being
achieved.

BONDS: loans made to an issuer (often a government or a company) which undertakes to repay
the loan at an agreed later date. The term refers generically to corporate bonds or government
bonds (gilts).

CAREER AVERAGE REVALUED EARNINGS SCHEME (CARE): with effect from 1 April 2014,
benefits accrued by members in the LGPS take the form of CARE benefits. Every year members
will accrue a pension benefit equivalent to 1/49th of their pensionable pay in that year. Each annual
pension accrued receives inflationary increases (in line with the annual change in the Consumer
Prices Index) over the period to retirement.

CPI: acronym standing for “Consumer Prices Index”. CPI is a measure of inflation with a basket of
goods that is assessed on an annual basis. The reference goods and services differ from those of
RPI. These goods are expected to provide lower, less volatile inflation increases. Pension
increases in the LGPS are linked to the annual change in CPI.

CPIH: An alternative measure of CPI which includes owner occupiers’ housing costs and Council
Tax (which are excluded from CPI). Tudalen 256
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CONTINGENT ASSETS: assets held by employers in the Fund that can be called upon by the
Fund in the event of the employer not being able to cover the debt due upon termination. The
terms will be set out in a separate agreement between the Fund and employer.

COVENANT: the assessed financial strength of the employer. A strong covenant indicates a
greater ability (and willingness) to pay for pension obligations in the long run. A weaker covenant
means that it appears that the employer may have difficulties meeting its pension obligations in full
over the longer term or affordability constraints in the short term.

DEFERRED DEBT AGREEMENT (DDA): A written agreement between the Administering
Authority and an exiting Fund employer for that employer to defer their obligation to make an exit
payment and continue to make contributions at the assessed Secondary rate until the termination
of the DDA.

DEFERRED EMPLOYER: An employer that has entered into a DDA with the Fund.

DEFICIT: the extent to which the value of the Fund’s past service liabilities exceeds the value of
the Fund’s assets. This relates to assets and liabilities built up to date and ignores the future build-
up of pension (which in effect is assumed to be met by future contributions).

DEFICIT RECOVERY PERIOD: the target length of time over which the current deficit is intended
to be paid off. A shorter period will give rise to a higher annual contribution, and vice versa.

DERIVATIVES: Financial instruments linked to the performance of specific assets which can be
used to magnify or reduce exposure to those assets

DISCOUNT RATE: the rate of interest used to convert a cash amount e.g. future benefit payments
occurring in the future to a present value i.e. the liabilities. A higher discount means lower liabilities
and vice versa.

EARLY RETIREMENT STRAIN: the additional cost incurred by a scheme employer as a result of
allowing a Scheme Member aged 55 or over to retire before Normal Retirement Age and to receive
a full pension based on accrued service at the date of retirement without full actuarial reduction.

EMPLOYER'S FUTURE SERVICE CONTRIBUTION RATE (“PRIMARY RATE”): the contribution
rate payable by an employer (expressed as a % of pensionable pay) which is set at a level which
should be sufficient to meet the cost of new benefits being accrued by active members in the
future. The cost will be net of employee contributions and will include an allowance for the
expected level of administrative expenses. See also “Primary Rate” below.

EMPLOYER'S SECONDARY CONTRIBUTION RATE: an adjustment to the Primary Rate to reflect
any past service deficit or surplus, to arrive at the rate each employer is required to pay. The
Secondary Rate may be expressed as a percentage adjustment to the Primary Rate, and/or a cash
adjustment in each of the three years beginning 1 April in the year following that in which the
valuation date falls. The Secondary Rate is specified in the Rates and Adjustments Certificate. For
any employer, the rate they are actually required to pay is the sum of the Primary and Secondary
Rates. Secondary Rates for the whole fund in each of the three years shall also be disclosed. These
will be calculated as the weighted average based on the whole fund payroll in respect of percentage
rates and as a total amount in respect of cash adjustments.
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EMPLOYING BODIES: any organisation that participates in the LGPS, including admission bodies
and scheme employers.

EQUITIES: shares in a company which are bought and sold on a stock exchange.

EQUITY PROTECTION: an insurance contract which provides protection against falls in equity
markets. Depending on the pricing structure, this may be financed by giving up some of the upside
potential in equity market gains.

EXIT CREDIT: the amount payable from the Fund to an exiting employer in the case where the
exiting employer is determined to be in surplus at the point of cessation based on a termination
assessment by the Fund Actuary.

FLIGHTPATH: a framework that defines a de-risking process whereby exposure to growth assets is
reduced as and when it is affordable to do so i.e. when “triggers” are hit, whilst still expecting to
achieve the overall funding target.

FUNDING OR SOLVENCY LEVEL: the ratio of the value of the Fund’s assets and the value of the
Fund’s liabilities expressed as a percentage.

FUNDING STRATEGY STATEMENT: This is a key governance document that outlines how the
Administering Authority will manage employer’s contributions and risks to the Fund.

GOVERNMENT ACTUARY'S DEPARTMENT (GAD): the GAD is responsible for providing
actuarial advice to public sector clients. GAD is a non-ministerial department of HM Treasury.

GUARANTEE / GUARANTOR: a formal promise by a third pa