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EXECUTIVE OVERVIEW

Welcome to the Pension Fund Annual Report for 2017/18.
() a
o>

1Y L
Councillor Norman
Pension Fund Committee Chair

Following a governance review within the Council, the Pension Fund Committee was
established in May 2017, replacing the former Pension Fund Investment Panel. As a result,
as well as the existing investment matters, the Committee also became responsible for
administration matters which added a new dimension to our meetings.

The Pension Fund Committee was pleased to note that despite all the volatility within the
investment markets the value of the Fund increased by 4.2% over the year. Whilst the
Fund as a whole out-performed its benchmark, individual investment portfolios had mixed
fortunes and the Committee continues to monitor this situation. It was particularly good to
see that the Fund’s investment in the Emerging Market has delivered a return over the year
of 14.2%. It was also especially pleasing to note that the newly appointed fund manager,
Baillie Gifford delivered a return of 13.1% also outperforming its benchmark.

To ensure that the Fund’s investments continue to meet our funding objectives and seek to
provide contribution rate stability, the Fund’s investment advisers Mercers, monitor the
Investment Strategy as well as the individual Fund Managers. At the 2016 Valuation, the
Actuary calculated that the Fund was 80% funded. The fund has put in place arrangements
to achieve a fully funded position over time.

In recognition of the Government’s requirements for Councils to pool their investments the
Committee took the decision to transfer the index-tracking equity mandate from State
Street Global Advisors to Legal & General Investment Management Ltd. This was completed
in January 2018. By undertaking this transfer, 65% of the Fund'’s investments is now pooled
via the London Collective Investment Vehicle (LCIV). Going forward, the Fund should benefit
from the reduction in management fees.

One of the main changes that affected the financial markets and could have affected the
Pension Fund in 2017/18 was the implementation of the Markets in Financial Instruments
Directive Il (MiFID I1). Following training sessions and subsequent discussions the Pension
Fund Committee agreed to opt for Professional Status thereby enabling the Fund to have
access to a wide range of investment products. The Fund'’s applications were submitted
and approved by all relevant parties. As well as the MIFID training the Pension Fund
Committee has also attended a number of training sessions to ensure that our knowledge
and skills are kept up to date with the changes within the investment markets as well as
developing our skills with regards to administration regulations.

Responsible Investing has been a matter of debate within the Local Government Pension
1



Scheme, with some funds considering the adoption exclusion policies. The Committee have
always recognised that responsible investing can impact on the performance of an
investment. Therefore, the committee have sought to appoint managers with a strong
commitment to governance. In addition, the Pension Fund are members of the Local
Authority Pension Fund Forum. Their aim is to work with investment companies,
shareholders and fund managers to influence change towards responsible investing whilst
also enhancing the return for investors.

More details of the activities of the Committee can be found on pages 11 and 12.



MANAGEMENT STRUCTURE

The London Borough of Redbridge Pension Fund is part of the Local Government Pension
Scheme (LGPS). The LGPS is governed by statute and is kept under review by the Ministry for
Housing, Communities and Local Government (MHCLG).

The London Borough of Redbridge is the Administering Authority for the London Borough of
Redbridge Pension Fund. The Council has set up the Pension Fund Committee to oversee the
management of the Fund. The Pension Fund Committee consists of five Councillors who are
appointed by the Council on an annual basis.

In accordance with the Council’s Constitution, and the Local Government Pension Scheme
Regulations, the responsibility for the management and investment of the Pension Fund is
delegated to the Pension Fund Committee. During 2017/18 the Members of the Committee
were:

ClIr. E. Norman (Chair)
ClIr. R. Hatfull (Vice Chair)
Cllr.J. O'Shea

ClIr. P. Merry

Cllr. T. McLaren

Other Professional Advisers and service providers

Actuary
Hymans Robertson

Investment Consultant
Mercer Ltd.

Investment Managers

Baillie Gifford (managed via London CIV)

Newton Investment Management Ltd (managed via the London CIV).

Schroder Investment Management

Aberdeen Standard Investment Management

State Street Global Advisors (terminated in January 2018)

Legal & General Investment Management Ltd (appointed in January 2018 via the London CIV)

AVC Providers
Clerical Medical
Equitable Life
Standard Life

Custodian
State Street

Auditors
KPMG LLP

Performance Measurement
State Street Global Services



Solicitors
In House

Scheme Administrators
In House

Pension Fund Bankers
National Westminster Bank plc

Shareholder Services
Institutional Protection Services



SCHEME FEATURES

The Local Government Pension Scheme (LGPS) was established in accordance with statute to
provide death and retirement benefits to all eligible employees and their dependents. Eligible
employees are mainly local government staff, except teachers who have separate pension
arrangements, and a number of other bodies as permitted by Local Government Pension
Scheme Regulations.

From 1 April 2014, the scheme changed from a final salary basis to a Career Average Revalued
Earnings basis.

Table 1 - LGPS Features to 31 March 2018

Eligibility Permanent Employees

Member 1 Ranging from 5.5% - 12.5% depending on salary.
Contribution

Normal Retirement 1 Equal to individual member’s State Pension.
Age

Early Retirement + Immediate payment of unreduced benefits on

efficiency/redundancy grounds from the age of 55;

+ Voluntary retirement from age 55 with reductions for early
payment;

Flexible retirement with employer consent from the age of 55.

lll Health Retirement | { A three-tier ill-health arrangement has been introduced that pays
benefits to members based on the member’s prospect of returning
to gainful employment.

1 Tier 1 - Immediate payment with service enhanced to Normal
Pension Age;

1 Tier 2 - Immediate payment with service enhancements of 25% of
service to Normal Pension Age;

{1 Tier 3 - Temporary payment of pension for up to 3 years.

Pensions 1 1/49™of salary for each year of membership from 01/04/14;
9 Service between 01/04/08 and 31/03/14 will be calculated at
1/60t™

1 Service prior to this date will be calculated at 1/80™"plus lump sum.

Tax Free Lump Sum 1 Lump sum by commutation at the rate of £1 annual pension for
£12 lump sum, up to HMRC limit of 25% of capital value.

Death in Service 1 Lump sum of three times salary at date of death.




Death Benefits after
retirement

Death on pension lump sum of ten times pension less pension
already paid

Dependents Benefits

Long-term pension benefits payable to the member’s spouse, civil
partner, or nominated co-habiting partner.

Long-term children’s pension.

Period in which
members can cancel
membership and
reclaim contributions

Members can terminate their membership of the pension scheme
and reclaim the contributions paid up to 2 years after joining.

The employee rate bandings are based on actual pensionable pay including non-contractual overtime. The
table below provides details of the bandings which have been effective since1 April 2014.

Pay Bands Contribution Rate
Up to £13,500 5.5%
£13,501 - £21,000 5.8%
£21,001 - £34,000 6.5%
£34,001 - £43,000 6.8%
£43,001 - £60,000 8.5%
£60,001 - 85,000 9.9%
£85,001 - £100,000 10.5%
£100,001 - £150,000 11.4%
More than £150,000 12.5%




MEMBERSHIP SUMMARY

The London Borough of Redbridge Pension Fund had twenty-three contributing employers in
the Fund including the Council itself. Employers are classified as either scheduled (who have
automatic right to join the fund) or admitted bodies (who are admitted at the Council’s
discretion) as defined by Regulations.

The table below outlines the membership profile as at 31 March 2018 for all employers in the
Fund as well as their status.

Table 2 - Profile of Employers in the Fund at 31 March 2018

Employer Status Active Deferred Undecideds Pensioner  Total %
LB Redbridge Scheduled 4,477 4,513 2,073 4,858 15,921 89.57%
Aldborough E-Act School Scheduled 30 3 6 - 39 0.22%
Atam Academy Scheduled 5 - - - 5 0.03%
Avanti Court Primary School Scheduled 27 1 4 - 32 0.18%
Beacon Academy Trust Scheduled 161 18 75 21 275 1.55%
Chadwell Heath Academy Scheduled 40 29 8 12 89 0.50%
Isaac Newton Academy Scheduled 68 3 9 1 81 0.46%
Little Heath School Scheduled 73 21 44 13 151 0.85%
Loxford Academy Scheduled 94 - 31 7 132 0.74%
Mayfield School Scheduled 83 60 10 17 170 0.96%
Palmer Academy Scheduled 53 14 3 8 78 0.44%
Redbridge College Scheduled - 169 8 51 228 1.28%
St. Aidan's Academy Scheduled 36 4 12 3 55 0.31%
Winston Way Academy Scheduled 33 - - - 33 0.19%
Ursuline Academy Scheduled 16 43 1 12 72 0.41%
Caterlink Admitted 9 - 1 - 10 0.06%
Dizzy Ducks Nursery Admitted 1 1 5 - 7 0.04%
Town & Country Admitted 10 - - - 10 0.06%
Blenheim Admitted 2 2 - 1 5 0.03%
Lewis & Graves Admitted 11 0 2 1 14 0.08%
Imagine Independence Admitted 3 1 - 1 5 0.03%
Morrisons Admitted 32 11 - 31 74 0.42%
Vision Admitted 139 49 31 69 288 1.62%
5,403 4,942 2,323 5,106 17,774 100%

A deferred member is a former employee who has decided not to transfer their accrued benefits
to an alternative pension scheme and they will therefore receive pension benefit upon normal
retirement.

Developments to the employer membership during 2017/18 were as follows:

1 Chestnut Nursery and Barney Bears Nursery ceased to be employers in the Pension Fund
as they no longer had any active members;

1 Redbridge College is merging with New City College and will cease to be an employer in
the Redbridge Fund. This will be completed in 2018/19;

1 Blenheim CPD will cease to be an employer in the scheme following the termination of
their contract at the end of March 2018. The cessation process will be completed in
2018/19.



Chart 1 below shows the breakdown of the total membership by the classification of the
employer.

Chart 1 - Membership classification by employer type as at 31 March 2018

Membership Profile as at 31 March 2018
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The Fund membership has increased over the last five years from 14,670 to 17,774 - an increase
of 21.2%. The membership profile over the same period is set out in Chart 2 below.

Chart 2 - Membership Composition
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The Fund has become more mature over the years due to the increasing number of pensioner
and deferred members as a percentage of the whole Fund membership.



To demonstrate this change in profile, the Chart 3 shows the change in membership numbers
each year for the past five years.

Change in Membership during the Year
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Chart 3 - Changes in Membership Profile

Auto-Enrolment

Under the terms of the Occupational and Personal Pension Schemes (Automatic —~Enrolment)
Regulations 2010 (as amended), employers must automatically enrol eligible employees into
a work-place pension scheme from a staging date set by the employer size. For Redbridge
this date was 1 March 2013 and all new employees since then have been automatically
enrolled into the pension scheme unless they specifically request not to be in the scheme -
“opt-out”.

On 12 February 2013 Cabinet decided that Redbridge would use the Transitional Provisions
in the legislation to defer the application of auto enrolment for existing employees to 1
October 2017. Using this option, the Council did not automatically enrol existing eligible
employees before 1 March 2013 until 1 October 2017. Thereafter the Council is now required
to automatically enrol all employees who have been subject to the transitional provisions
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from 1 October 2017. Employees will then need to opt-out if they do not wish to remain in
the scheme.

Under the legislation eligible employees who have opted out of the scheme must be
automatically re-enrolled every three years.

Contributions to the Fund

The Council monitors the receipt of pension contributions from the various employers in the
Scheme to ensure compliance with the regulations. During 2017/18 £33.056m of contributions
were received by the due date which equates to 99.21%. The remaining 0.79% was due to
issues arising from new admission agreements. The Council invoked a charge of £215.60 to
one of the employer in the scheme for late payment of contributions.

Chart 4 shows the breakdown of the employee and employer contributions by the
classification of employer.

Chart 4 - Employee & Employer Contributions classified by employer type
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GOVERNANCE STRUCTURE

Investment Powers and Duties:

The Local Government Pension Scheme Regulations require the London Borough of
Redbridge, as the administering authority, to invest any monies not immediately required to
pay pensions and other benefits. This legislation also governs the way investments are made
and controlled.

Pension Fund Committee:

The London Borough of Redbridge Pension Fund Committee, comprising of five councillors,
meet at least four times a year to monitor the performance of the fund and the various fund
managers, to approve the annual business plan and the annual report, to review and approve
the Investment Strategy Statement and to review the investment strategy. The Pension Fund
Committee also receives the actuarial valuation of the Fund and keeps the governance and
administration arrangements under review. As part of the requirements to ensure that
Councillors’ knowledge is kept up to date, the Pension Fund Committee receives a
presentation from either one of the fund managers on the current position of the portfolio or
from its advisers on other topical issues. The Members of the Committee have full voting
rights.

Pension Fund Committee Members as at 31 March 2018

Councillor Hatfull Councillor Merry Councillor Norman Councillor O’'Shea Councillor McLaren
Labour Labour Labour Conservative Conservative
(Vice Chair) (chair)

Substitute Members: Councillor Canal (Conservative) and Councillor Sharpe (Conservative).

Meetings - The Pension Fund Committee held four meetings during 2017/18 for Pension Fund
matters. Councillors Hatfull, Merry and Norman attended all the meetings. Councillor McLaren
attended three meetings. Councillor Canal substituted for Councillor O’Shea at three meetings
and Councillor Sharp substituted at the other meeting.

Conflicts of Interest — The Council has in place a “Members’ Code of Conduct” which
Councillors are required to comply with. At each Committee Meeting, Members are required to
disclose any declarable pecuniary or personal interest in an agenda item and if such a
declaration is made, then the Member is not permitted to take part in the debate on that specific
agenda item.
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Training - The Committee’s Annual Business Plan includes a training programme to ensure
that Members continue to develop their knowledge and skills to ensure compliance with best
practice.

The Committee participated in a series of training events which coincided with the Committee
Meetings. The topics of the training sessions covered during 2017/18 were as follows:

1 Theimplications of regulatory changes — Markets in Financial Instruments Directive
(MIFID 1I);

1 Cash Flow Management;

1 Investing in Property;

1 Theimplications for investors from political changes to the Emerging Markets;

1 Looking for security and return from bond market investments.

In addition, Members of the Committee and the Local Pension Board have participated in in-

house training as well as attending external seminars.

Governance Compliance Statement (GCS)

The regulations require the Council, as the Administering Authority for the Pension Fund, to
publish details of their governance and stewardship arrangements. The statement must include
the extent of the Authority’s compliance against a set of principles issued in guidance from the
Ministry of Housing, Communities and Local Government (MHCLG), and reasons for not doing
so. The GCS is attached as Appendix 3

Local Pension Board

The Local Pension Board, comprising of two employee representatives, two employer
representatives and an independent Chair, has held four meetings this year and during these
meetings they have reviewed various documents including the Pension Fund Annual Report &
Accounts, reports on regulatory changes which included MiFID Il which could have had
significant implications to the pension fund, reports on administration matters including details
of proposed changes to Exit Payments. and the Internal Controls Guidance.

Representatives of the Local Pension Board have attended several Pension Fund Committee
meetings. Any recommendations made by the Pension Fund Committee can be reviewed by
the Local Pension Board to ensure that the Fund is managed in the compliance with regulations
and adopts best practice where possible.

A report on the work of the Local Pension Board is published as a separate document. A link to
the 2016-17 Report is provided below:

http://moderngov.redbridge.gov.uk/ieListDocuments.aspx?Cld=742&MId=7544&Ver=4

Pensions Administration Function
The Pension Admin Function are responsible for dealing with the payment of pensions and

benefits, whilst also ensuring the integrity of data submitted by external organisations. This in
turn contributes to the collection of funds and other such income into the Pension Fund.
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The Pension administration function is undertaken by a team of 5.76 full time equivalents, who
are responsible for communicating with scheme members, pensioners and employers in the
scheme. However, this year, the team have been affected by the departure of the Pensions
Team Leader in June 2017 and the Pensions Manager in February 2018.

To mitigate this the Council have been using a set of blended resources comprising of fixed
term contracts and the commissioning of technical expertise and knowledge to support the
team.

Tasks undertaken by the team include:
- Processing Retirements;
Issuing Statutory Notifications;
«  Responding to pension enquiries;
«  Providing Retirement estimates;
«  Finalising Cash Equivalent Transfer Values;
 Issuing Annual Benefit Statements.

During the financial year, the administration team have continued to support the changing
landscape within the Council and continued to review and implement system improvements.

Work Programmes Delivered

«  Theissuing of Annual Benefit Statements benefits by the statutory deadline of 31
August 2017.

1 The exit of Redbridge College to the LPFA — London Pension Fund Authority

- The take up of the Altair member self-service facility was successfully rolled out to
Council employees and wider members of the Scheme. The main benefits of this include
the ability for members to view their personal data and run pension estimates for
themselves, thereby reducing the number of these types of queries being raised with
the administration team.

«  Work has also been completed on Phase 1 of the review of Guaranteed Minimum
Pensions (GMP) records and Phase 2 is near completion.

A project management approach underpins regular workload reviews and the progression of
critical projects. This means that budget resources are regularly tracked to ensure a cost-
effective service that also has the ability to flex resources as and when required. This is
particularly pertinent as the Team continue to deal with competing priorities and resource
levels.

A sample of some of work of the Pension Administration function and numbers completed this
year is provided in the table overleaf:
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Table 3 - Pension Administration cases and performance

Case Type Numbers
Completed
2017/18
Change of Details 455
New Members 486
Deferred Members 149
Pensioners and Retirements 575
Estimates 233
Member Self Service 955
Deaths 315
Annual Benefits Statements Issued 9,189
Refunds 122
HMRC Enquiries 40
Complaints 6

The Council monitors the performance of the administration team against a number of
Performance Indications on a monthly basis. Details of the performance for the year ending 31
March 2018 are set out in the table below:

Table 4 - Performance Indicators

Performance Indicator Target Average
2017/18
PENO1 New Member - sending out confirmation that they | 70% 74.15%

have been admitted to the pension scheme within
20 working days of the end of the month the
employee joined or the date of notification by the
employer, whichever is the later.

PENO2 Deferred Members Calculating - deferred pension | 60% 29.58%
benefits and notifying members of their rights upon
termination of pensionable employment within 20
working days of the month of leaving or notification
by the employer whichever is the later.

PENO3 Active and Deferred Members Retiring — issue of | 82% 73.22%
retirement benefits within 30 days of the member
having retired from the scheme or notification by
the employer and receipt of the appropriate forms
from the Member, whichever is the later.

PENO4 Issue of Statutory Notices — sending out a statutory | 68% 50.90%
notification following a change to pensionable
status within 20 working days of the end of the
month in which the change takes effect or
notification by the employer whichever is the later.
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Resource Planning

A critical review was undertaken to identify the amount of resources needed for business as
usual activities, requirements for business-critical projects and developing technological
solutions to modernise the service.

Internal Dispute Resolution Procedure

Members of pension schemes have statutory rights to ensure that complaints, queries and
problems concerning pension rights are properly resolved. To facilitate this process, an Internal
Disputes Resolution Procedure (IDRP) has been established.

Pensions Administration Strategy and Communications Policy Statement

In accordance with the regulations, the Council has prepared a Pensions Administration
Strategy (PAS) and a Communications Policy Statement (CPS).

The PAS is managed by the Pensions Administration function and sets out:
. procedures for liaison and communication with Scheme employers;
- Statutory Requirements;

« Performance Reports, levels of Performance and circumstances for giving written notice
of unsatisfactory performance; and

« Charging Schedules.
A copy of the PAS is attached as Appendix 1

The CPS provides a written statement on how the Council as the Administering Authority will
communicate with:

«  Members;

«  Representatives of Members;

«  Prospective Members; and

«  Scheme Employers.
A copy of the CPS is attached as Appendix 2

Investment Administration

The Corporate Director of Resources monitors the pension fund investments and manager
performance and prepares reports in relation to this activity for the Pension Fund Committee.
Senior Officers within the Council also meet with the fund managers periodically to review the
performance of the portfolios and consider other topical issues.

The Corporate Director of Resources, in consultation with the Head of Finance, is responsible
for ensuring that any surplus cash is invested to obtain the best possible return within the
agreed investment strategy.
Investment Management
The management of the Fund's assets is determined by the Local Government Pension Scheme

(Management and Investment of Funds) Regulations 2016. The regulations enable authorities
to appoint investment managers to manage and invest Pension Fund monies on their behalf,
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subject to being satisfied with their experience, competence, risk management controls and
appropriate arrangements for monitoring performance. The Regulations governing the
Pension Fund require the Fund to publish an Investment Strategy Statement (ISS) setting out
the main parameters and responsibilities for the management of the Fund. The Regulations
also require the ISS to include details of the Fund’s approach to pooling its investments. The
statement also includes details of the proposed asset allocation, restrictions on investment
types, the type of investment management used, the investment risk and performance
monitoring. It also sets out the Fund’s approach to responsible investment and corporate
governance issues. The ISS is attached at Appendix 4.

The Fund’s investment strategy is reviewed by the Pension Fund Committee periodically to
ensure that it remains fit for purpose. The strategic asset allocation and mandates for the fund
managers are set out below in Table 5.

Table 5 Strategic asset allocation

Manager Strategic Mandate Target
Proportion
%
Direct Investment Mandates
Schroders 5.0 | Emerging Markets To out-perform the MSCI Emerging
(Equities) Equities Markets index by 3%
Schroders 10.0 | Property Outperform the IPD All Balanced
(Property) Property Fund Index by 1%
Aberdeen 20.0 | Bonds Composite - 50% FTSE UK Index Linked
Standard Gilts/ 3% above 3mth LIBOR
TOTAL 35.0
Investments through the London CIV
Legal & General 30.0 | Global Equities Track the various market indices
Baillie Gifford 15.0 | Global Equities To out-perform the MSCI AC World Index
by 3%
Newton 20.0 | Unconstrained Global | Absolute return of 4% above LIBOR
TOTAL 65.0

-MSCI - Morgan Stanley Capital International

In addition to these mandates, the Council invests residual cash balances that are held on behalf
of the Pension Fund, prior to being used to pay pension benefits. The investment strategy
incorporates a 5% flexibility variance between the strategic allocation and the actual allocation
to allow for fluctuations in market conditions. Chart 5 overleaf compares the strategic allocation
with the actual allocation at year end.
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Chart 5 - compares the Strategic Asset Allocation with the Actual Allocation
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The overall strategic asset allocation is 80% in equity type assets and 20% in bond type assets
as set out in the ISS. Chart 6 shows how the Pension Fund has been invested between the
various types of investment mandate.

Chart 6 - The Distribution of Assets by Market Value
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Performance of the Fund against the Funds strategic benchmarks is measured by the State
Street Analytics Company. Chart 7 provides details of the Fund’s annual performance returns
for the past five years.
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Chart 7 - Annual investment return of the Fund relative to the combined benchmarks.
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The Fund’s aim is to balance the minimisation of risk with the achievement of the Fund's
investment objectives.

Corporate Governance and Responsible Investing

The Fund recognises it responsibility to ensure the highest standards of governance and
promoting corporate governance within the companies in which it invests. The Fund believes
that the potential for stronger investment returns are more likely to be achieved from
businesses that operate to high standards of corporate governance along with environmental
and social best practice.

The Fund does not impose an exclusion policy against specific companies or sectors. The Fund
is of the view that exclusion deprives investors of the leverage to influence companies to
change, and that by doing so, could potentially reduce holdings in companies that are building
significant portfolios or renewable energy assets, or in companies with strong energy transition
plans.

The Pension Fund has instructed its Fund Managers to vote its shares in accordance with the
Fund Manager’s Voting Policies as these policies are compliant with the UK Stewardship Code.
The Fund Managers provide quarterly reports of the voting activity undertaken together with
any engagement undertaken with companies. These reports are provided to the Members of
the Committee. The policy on corporate governance is reviewed by the Committee periodically.

The Fund is a member of the Local Authority Pension Fund (LAPF) which seeks to work with
shareholders, fund managers and investment companies to influence changes that will benefit
investors, investment companies and potentially the wider community.
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The Redbridge Pension Fund is also a member of Pensions & Lifetime Savings Association (PLSA
formerly known as NAPF) for other pension matters.

Risk Management

The Fund'’s primary long-term risk is that its assets are not sufficient to meet its liabilities. The
investment objectives have been set with the aim of maximising investment returns over the
longer term within specified risk tolerances. This aims to optimise the likelihood that the
promises made regarding members’ pensions and other benefits will be fulfilled without
increasing the risk to the Council.

The investment strategy incorporates flexibility of up to 5% between asset classes to reflect
normal market volatility. However when market conditions are highly volatile, the rebalancing
of the Fund in-line with the strategy may be suspended to avoid exposure to greater risk from
market conditions.

The Pension Fund’s Investment Advisers, Mercer, undertake regular investigations of the
Investment Managers and provide reports to the Council of their findings. Mercer also provide
news alerts on issues that may be of interest regarding the Fund’s Investment Managers.
Clarification with the Investment Managers would be sought on any concerns raised.

The Pension Fund has also appointed an independent company, Institutional Protection Service,
who provide the following services:

« Reports on corporate fraud or mismanagement where it affects shareholder interest.

« Assesses any potential claim by shareholders due to the misconduct by companies and
identify options for recovering this loss.

The Council has access to copies of the Fund Managers’ audited internal control reports and also
has access to web-site alerts from professional pension publications.

A Risk Register for the Pension Fund has been developed and is included within the both the ISS
(Appendix 4) and Funding Strategy Statement (Appendix 5). This sets out the key risks including
demographic, regulatory and governance. The actuary reports on these risks at each triennial
valuation or more frequently if required.
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FINANCIAL SUMMARY

The Council, as the administering authority, is responsible for ensuring that sufficient funds
will be available to meet current and future benefit payments. Investment Managers,
Members of the Pension Fund Committee, Council Officers, the Actuary and Independent
Investment Specialists work together to deliver optimal returns whilst also balancing the risk

to the Fund and maintaining affordable employers’ contribution rates.

Table 6 - Annual Income & Expenditure Summary and Fund Value since 2013/14

Financial Summary 2013/14 2014/15 2015/16 2016/17 2017/18
£m £m £m £fm £fm
Asset Market Value at 1 April 534.879 556.597 636.282 634.074 | 743.423
Income 33.572 35.539 36.834 35.945 38.270
Expenditure inc Management expenses (32.982) (31.273) (35.307) (35.734) (38.904)
Net Cash Flow 0.590 4.266 1.527 0.211 (0.634)
Investment Income 12.432 12.893 0.212 2.397 7.540
Net Realised/Unrealised Profit and (Loss) 8.696 62.526 (12.947) 106.741 21.795
Asset Market Value at 31 March 556,597 636,282 634,074 743,423 | 772,124

The negative cashflow position in 2017/18 was mainly as a result of increased pension
payments and investment expenses. Going forward, grants payable are expected to reduce
and contributions increase as a result of auto enrolment. Therefore the 2018/19 forecast is for
a modest return to positive cashflow.

Chart 8 shows the value of the Fund since March 2007 and demonstrates the market volatility

of the markets over recent years. The chart also shows that since the severe market falls in
2008/09, the Fund has more than doubled in value.

Chart 8 - Change in the value of the Fund 2007/18
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The Fund receives income from various sources. The main source of income received relates
to employee and employer contributions. The employee contribution rate is set by
Regulations, whereas the employer contribution rate is calculated by the Fund’s Actuary and
is set as a result of the triennial valuation. The last valuation was undertaken as at 31 March
2016 and set the employers’ contribution rate for three years from 1 April 2017. Chart 9
provides details of the various income streams.

Chart 9 - Source of Income
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The amount of investment income received has reduced in recent years. This is due to the
change in the investment strategy that has resulted in investment in pooled unit trusts. With
this style of investment product, the income generated is re-invested and is therefore
reflected in the value of the pooled unit trust.
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In 2017/18 pensions were increased by 3% in-line with inflation. As a result of this increase
the average pension paid rose by £4 per annum. The value of the average pension is now
£5,034 per year. The increase in pension expenditure is shown in Chart 10.

Chart 10 - Pension Expenditure
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As well as looking to ensure that employer contribution rates remain affordable, the Council
also seeks to avoid volatility in the rates. Chart 11 shows the movement of the contribution
rates over the past twelve years and for the next two years as set by the Fund’s Actuary:

Chart 11 - London Borough of Redbridge Contribution Rates
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Comparison of Budget Forecast and Actual Income and Expenditure

The Council monitors the Pension Fund'’s cash flow on an annual basis, comparing trends on
income and expenditure against previous years to ensure that the Fund remains cash positive,
effectively having sufficient income to meet its liabilities. Table 7 sets out actual income and
expenditure along with the estimated budget for 2018/19.

Table 7 - Income and Expenditure 2017/18

2017/18 | 2017/18 | Variance Comment
Budget | Actual
£m £fm £fm
INCOME
Employee and Employer Increase in membership
contributions 33.000 33.319 0.319
Early Retirements Strain
Payments 2.000 1.993 (0.007)
Transfers In 1800 |  2.958 1.158 g?ehczgle"e' of transfers than
TOTAL INCOME 36.800 38.270 1.470
EXPENDITURE
Pensions (23.835) | (25.714) (1.879) 'rg‘;[fjéteﬂsg?é'vz?ffﬁ' r‘gge to
Retirement Grants (7.000) (7.030) (0.030)
Death Grants (0.800) (1.085) (0.285)
Other inc Transfers Out (1.850) (1.872) (0.022)
TOTAL EXPENDITURE (33.485) | (35.701) (2.216)

The Council’s Revenue and Benefits department provides the administration service for the
Pension Fund and recharges the Pension Fund for this service. In addition, the Pension Fund
incurs costs as part of delivering administrative services. Table 8 sets out details of these
additional costs together with the original budget estimate.

Table 8 - Cost of Pension Administration

2017/18 | 2017/18 | Variance Comment
Actual | Budget
£m £m £m
HR Recharge (0.415) (0.415) -
Computer System (0.187) (0.180) (0.007)
Actuarial Services (0.061) (0.050) (0.011) This was partially due to additional
work requested.
Training (0.002) (0.002) -
Audit (0.021) (0.021) -
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Table 9 -Local Pension Board

As part of the overall cash flow, the Local Pension Board has been allocated a budget to enable
it to achieve its objectives. This included an allowance for training and development as well as
the facility to obtain independent professional advice.

Actual | Budget | Variance Comment
£fm £fm £fm
Underspend against provision for
Local Pension Board (0.005) | (0.010) 0.005 | training and use of professional
advice.
Cash Flow

The cash-flow for the pension fund has been affected by changes to the level of contributions
received as well as the pension payments being made. Chart 12 demonstrates the change in
the level of income over expenditure in recent years. It is anticipated that income will be
marginally higher than expenditure thereby maintaining a cash-positive position at least for the
next few years.

The cash flow for 2018/19 predicts that contributions will increase because of auto-enrolment
and the recruitment of permanent staff. However, the combination of increasing numbers of
pensions and the additional work to computer systems to deal with regulation changes are
likely to increase the cost of administering the fund.

Chart 12 - LBR Cash Flow
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London Borough of Redbridge Pension Fund (“the Fund”)
Actuarial Statement for 2017/18

This statement has been prepared in accordance with Regulation 57(1)(d) of the Local
Government Pension Scheme Regulations 2013. It has been prepared at the request of the
Administering Authority of the Fund for the purpose of complying with the aforementioned
regulation.

Description of Funding Policy
The funding policy is set out in the Administering Authority’s Funding Strategy Statement (FSS),
dated March 2017. In summary, the key funding principles are as follows:

T to ensure the long-term solvency of the Fund using a prudent long-term view. This
will ensure that sufficient funds are available to meet all members’/dependants’
benefits as they fall due for payment;

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

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

T to reflect the different characteristics of different employers in determining
contribution rates. This involves the Fund having a clear and transparent funding
strategy to demonstrate how each employer can best meet its own liabilities over
future years; and

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

The FSS sets out how the Administering Authority seeks to balance the conflicting aims of
securing the solvency of the Fund and keeping employer contributions stable. For
employers whose covenant was considered by the Administering Authority to be
sufficiently strong, contributions have been stabilised to return their portion of the Fund
to full funding over 17 years if the valuation assumptions are borne out. Asset-liability
modelling has been carried out which demonstrate that if these contribution rates are
paid and future contribution changes are constrained as set out in the FSS, there is still
around a 66% chance that the Fund will return to full funding over 17 years.

Funding Position as at the last formal funding valuation
The most recent actuarial valuation carried out under Regulation 62 of the Local Government
Pension Scheme Regulations 2013 was as at 31 March 2016. This valuation revealed that the
Fund's assets, which at 31 March 2016 were valued at £634 million, were sufficient to meet 80%
of the liabilities (i.e. the present value of promised retirement benefits) accrued up to that date.
The resulting deficit at the 2016 valuation was £155 million.

Each employer had contribution requirements set at the valuation, with the aim of achieving
full funding within a time horizon and probability measure as per the FSS. Individual employers’
contributions for the period 1 April 2017 to 31 March 2020 were set in accordance with the
Fund’s funding policy as set out in its FSS.

Principal Actuarial Assumptions and Method used to value the liabilities
Full details of the methods and assumptions used are described in the 2016 valuation report.
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Method

The liabilities were assessed using an accrued benefits method which takes into account
pensionable membership up to the valuation date, and makes an allowance for expected future
salary growth to retirement or expected earlier date of leaving pensionable membership.

Assumptions
A market-related approach was taken to valuing the liabilities, for consistency with the
valuation of the Fund assets at their market value.

The key financial assumptions adopted for the 2016 valuation were as follows:

Financial assumptions 31 March 2016
Discount rate 4.2%
Salary increase assumption 2.1%
Benefit increase assumption (CPI) 2.1%

The key demographic assumption was the allowance made for longevity. The life expectancy
assumptions are based on the Fund's VitaCurves with improvements in line with the CMI 2013
model, assuming the current rate of improvements has reached a peak and will converge to
long term rate of 1.25% p.a. Based on these assumptions, the average future life expectancies
at age 65 are as follows:

Females
Current Pensioners 22.1 years 24.2 years
Future Pensioners* 23.9 years 26.3 years

*Aged 45 at the 2016 Valuation.

Copies of the 2016 valuation report and Funding Strategy Statement are available on request
from the Administering Authority to the Fund.

Experience over the period since 31 March 2016

Since the last formal valuation, real bond yields have fallen placing a higher value on the
liabilities and there have been strong asset returns, particularly during 2016/17. Both events
are of broadly similar magnitude with regards to the impact on the funding position.

The next actuarial valuation will be carried out as at 31 March 2019. The Funding Strategy
Statement will also be reviewed at that time.

Barry McKay FFA
For and on behalf of Hymans Robertson LLP
8 May 2018

Hymans Robertson LLP
20 Waterloo Street, Glasgow, G2 6DB
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DRAFT Independent auditor’s report to the members of London
Borough of Redbridge on the pension fund financial statements
published with the Pension Fund Annual Report

Opinion

We have examined the pension fund financial statements for the year ended 31 March 2018 which comprise the
Fund Account, Net Asset Statement and the related notes, including the accounting policies in note 3.

In our opinion, the pension fund financial statements are consistent with the pension fund financial statements
included in the annual published statement of accounts of London Borough of Redbridge for the year ended 31
March 2018 and comply with applicable law and the Code of Practice on Local Authority Accounting in the United
Kingdom 2017/18.

Respective responsibilities of the Corporate Director of Resources and the auditor

As explained more fully in the Statement of the Corporate Director of Resources’ Responsibilities the Corporate
Director of Resources is responsible for the preparation of the pension fund financial statements in accordance with
applicable law and the Code of Practice on Local Authority Accounting in the United Kingdom 2017/18.

Our responsibility is to report to you our opinion on the consistency of the pension fund financial statements
included in the Pension Fund Annual Report with the pension fund financial statements included in the annual
published statement of accounts of London Borough of Redbridge, and their compliance with applicable law and
the Code of Practice on Local Authority Accounting in the United Kingdom 2017/18.

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

Our report on the administering authority’s annual published statement of accounts describes the basis of our
opinion on those financial statements, the purpose of our audit work and to whom we owe our responsibilities.

Matters on which we are required to report by exception

The Code of Audit Practice requires us to report to you if we have exercised our responsibilities in respect of the
pension fund in the following areas:

« any matters have been reported in the public interest under Section 24 of the Local Audit and Accountability
Act 2014 in the course of, or at the conclusion of, the audit;

« any recommendations have been made under Section 24 of the Local Audit and Accountability Act2014;

« an application has been made to the court for a declaration that an item of account is contrary to law under
Section 28 of the Local Audit and Accountability Act 2014;

« anadvisory notice has been issued under Section 29 of the Local Audit and Accountability Act 2014;

« an application for judicial review has been made under Section 31 of the Local Audit and Accountability Act
2014.

We have nothing to report in these respects

Neil Hewitson
For and on behalf of KPMG LLP, Statutory Auditor

Chartered Accountants

15 Canada Square
Canary Wharf
London E14 5GL

July 2018
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STATEMENT OF RESPONSIBILITIES

The London Borough of Redbridge as Administering Authority of the London Borough of
Redbridge Pension Fund is required to:

1 Make arrangements for the proper administration of its financial affairs and to secure that
one of its Officers has the responsibility for the administration of those affairs. In this
Council, that Officer is the Corporate Director of Resources.

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

1 Approve the Statement of Accounts.

In the Council’s Constitution, the following responsibilities have been delegated to the
Corporate Director of Resources:

1 the duty to maintain and manage a Pension Fund in accordance with the Local
Government Pension Scheme Regulations. This power shall be exercised in accordance
with the recommendations of the Pension Fund Committee.

1 to ensure that the Council's accounting records are kept in accordance with the
appropriate accounting standards and mandatory guidance and that the Statement of
Accounts is prepared in line with the Code of Practice on Local Authority Accounting in
the United Kingdom based on International Financial Reporting Standards.

1 the statutory duty to arrange for a triennial Actuarial Valuation of the Fund; to obtain an
Actuary Certificate and to send a copy to the Minister; and to supply a copy of the Pension
Fund audited accounts to admitted employing authorities.

1 the duty to comply with and to exercise and perform any powers and duties under the
various Pension Acts and the Superannuation Act 1972 which fall to be exercised or
performed by the Council by virtue of its being an employer (powers and duties relating
to supervision of pension schemes).

Statement of the Corporate Director of Resources

| certify that the Accounts set out on pages 29 to 43 have been prepared in accordance with
proper practices and present a true and fair view of the transactions of the London Borough
of Redbridge Pension Fund during the year ended 31 March 2018 and financial position of the
Fund at the date of its assets and liabilities, other than liabilities to pay pensions and benefits
after the year end.

Maria G Christofi, BA (Hons), FCCA, CPFA
Corporate Director of Resources
23 July 2018
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Pension Fund Account for the Year Ended 31 March 2018

2016/17
£000

34,508
1,438

35,946

(31,839)
(1,055)

(32,894)
— 3,052

(2,841)

2,397

106,741

109,138
109,349

634,074

743,423

Dealings with members, employers and
other directly involved in the Fund.

Contributions receivable
Transfers in

Less:
Benefits payable
Leavers

Net additions from dealings with members

Management Expenses

Returns on Investments

Investment income

Irrecoverable withholding tax

Change in market value of investments

Net returns on Investments

Net increase in the Fund during theyear

Net Assets of the scheme at 1 April 2017

Net Assets of the scheme at 31 March 2018

Net Assets Statement as at 31 March 2018

2016/17
£000

743,257

743,257

500
(334)

743,423

Investment Assets
Investment Liabilities

Current Assets
Current Liabilities

Net Assets of the Scheme at 31 March 2018

2017/18
£000

35,312
2,958
38,270

(33,851)
(1,850)

(35,701)
— 2,569

(3,203)

7,540

21,795
29,335

28,701

743,423

772,124

2017/18
£000
772,014

772,014

501
(391)
772,124

The accounts summarise the transactions and net assets of the Fund. They do not take account of liabilities to pay
pensions and other benefits in the future. The actuarial present value of promised retirement benefits is disclosed

at Note 20.

| certify that the Pension Fund Account and Net Assets Statement present a true and fair view of the income and

expenditure in 2017/18 and the Pension Fund'’s financial position as at 31 March2018.

Maria G Christofi, BA (Hons), FCCA, CPFA
Corporate Director of Resources

23 July 2018

29



Notes to the Pension Fund Account

1. Introduction

The Pension Fund is a funded, defined benefit occupational pension scheme set up under the Superannuation Act
1972 and is administered in accordance with the Local Government Pension Scheme (LGPS) Regulations by the
London Borough of Redbridge. The scheme is a contributory defined benefit pension scheme that provides pensions
and other benefits to former Authority employees (except teachers, who have a separate scheme) and to various
scheduled and admitted bodies.

The scheduled bodies in the scheme as at 31 March 2018 were: Red bridge Coll eg e Chadwell Heath
Academy, Mayfield School, liford Ursuline Academy, Little Heath School, Palmer Academy, Isaac Newton Academy,
Aldborough Free School, Loxford Academy, St Aidan’s Academy, Beacon Multi Academy (formerly Beal Multi
Academy), Atam Academy, Winston Way Academy, Astrum Academy and Strive4 Academy. Redbridge College is in
the process of merging with another college and will therefore cease to be an employer in the Redbridge Fund.

The admitted bodies in the scheme as at 31 March 2018 were: Morrison Facility Management Limited, Vision-
Redbridge Culture & Leisure, Imagine Independence Ltd, Dizzy Ducks Nursery, Lewis & Graves, Caterlink Ltd, Town &
Country Cleaners Ltd and Blenheim CPD.

As at 31 March 2018 the membership of the scheme was as follows:

Active Members As at 31 March 2017 As at 31 March 2018
Redbridge Council 4,551 4,477
Scheduled Bodies 694 719
Admitted Bodies 232 207
TOTAL 5,477 5,403
Pensioners __Asat31 March2017  Asat31 March2018
Redbridge Council 4,674 4,858
Scheduled Bodies 135 145
Admitted Bodies 20 103
TOTAL 4,899 5,106
Deferred Members __Asat31March2017  Asat31March2018
Redbridge Council 6,292 6,579
Scheduled Bodies 565 576
Admitted Bodies 101 110
TOTAL 6,958 7,265

The Fund is financed by contributions as well as interest, dividends and profits from realised investments. The
contributions are made by active members of the Fund in accordance with the LGPS (Benefits, Membership and
Contributions) Regulations 2013 and range from 5.5% to 12.5% of pensionable pay. Employee contributions are
matched by employers’ contributions which are set on triennial actuarial funding valuations. The funding policy is
to ensure that over time the assets held by the Fund are adequate to meet future pension scheme liabilities.

Five Councillors are appointed annually by the Council to the Pension Fund Committee, which has the roleof dealing
with the management of the Pension Fund’s investments in accordance with regulations laid down in statute
and the Fund'’s Investment Strategy Statement.

In line with the provisions of the Public Service Pension Act 2013 the Council has set up a Local Pension Board to
oversee the governance arrangements of the Pension Fund. The Board meets quarterly and has its own Terms of
Reference. The Board Members are independent of the Pension Fund Committee.

The administration of the scheme is managed in-house by the London Borough of Redbridge.
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The Pension Fund'’s financial statements provide a stewardship report on the Fund, together with a statement of
the assets position at the financial year-end.

2. Basis of Preparation

The Statement of Accounts summarises the Fund’s transactions for the 2017/18 financial year and its position at
year-end as at 31 March 2018. The accounts have been prepared in accordance with the Code of Practice on Local
Authority Accounting 2017/18 which is based upon International Financial Reporting Standards (IFRS), as amended
for the UK public sector.

The accounts summarise the transactions of the Fund and report on the net assets available to pay pension benefits.
The accounts do not take account of obligations to pay pensions and benefits which fall due after the end of the
financial year. The accounting requirement under International Accounting Standard (IAS) 26 is disclosed at Note 20.

3. Summary of Significant Accounting Policies

Fund account - revenue recognition

A) Contribution Income - Normal contributions, both from members and from the employer, are
accounted for on an accruals basis at the percentage rate recommended by the Fund actuary in the
payroll period to which they relate.

Employer’s augmentation and pension strain contributions are accounted for in the period that the
liability arises. Any amount due in year but unpaid is treated as a current financial asset.

B) Transfers to and from other schemes - Transfer values represent the amounts received and paid
during the year for members who have either joined or left the fund during the financial year and
are calculated in accordance with the Local Government Pension Scheme Regulations. Individual
transfers in/out are accounted for when received/paid.

Q) Investment Income -
(i) InterestIncome - Interest income is recognised in the Fund account as itaccrues.

(ii) Dividend Income - Dividends have been accounted for on an accrual basis. Investment
income on overseas investments has been converted into sterling at the rate of
exchange on settlement date. Any amount not received by the end of the reporting
period is disclosed in the net assets statement as a currentasset.

(iii) Distributions from pooled equity funds - Pooled investment vehicles are
accumulation funds and as such the change in market value includes income, net
of withholding tax which is re-invested in the fund.

(iv) Distributions from pooled property funds — Income distributions from the pooled
property fund investments have been accounted for on an accrual basis.

(v) Movement in the net market value of investments — Changes in the net market
value of investments are recognised as income and comprise all realised and
unrealised profits/losses during the year.

Fund account - expense items

D) Benefits Payable — pensions and lump sum benefits payable include all amounts known to be due
as at the end of the financial year. Any amounts due but unpaid are disclosed in the net assets
statement as current liabilities.

E) Taxation - the fund is a registered public service scheme under section 1(1) of Schedule 36 of the
Finance Act 2004 and as such is exempt from UK income tax on interest received and from capital
gains tax on the proceeds of investments sold. Income from overseas investments incurs withholding
tax in the country of origin, unless exemption is permitted. Irrecoverable tax is accounted for as a
fund expense as it arises.
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VAT - VAT payable is included as an expense only to the extent that it is not recoverable from Her
Majesty’'s Revenue and Customs. VAT receivable is excluded from income.

Management Expenses — Pension Fund management expenses are accounted for in accordance
with the CIPFA Guidance Accounting for Local Government Pension Scheme Management Costs.
All administrative expenses are accounted for on an accruals basis. All staff costs of the pension’s
administration team are charged direct to the fund. Management, accommodation and other
overheads are apportioned to the fund in accordance with the Council’s policy.

Investment Management Expenses - All investment management expenses are accounted for on
an accruals basis. Fees of the external investment managers and custodian are agreed in the
respective mandates governing their appointment. Broadly, these are based on the market value of
the investments under their management and therefore increase or decrease as the value of these
investments change.

Oversight and Governance Costs - The cost of obtaining investment advice from external
consultants is included in oversight and governance charges.

A proportion of the Council's costs for management time spent by officers on investment
management is charged to the fund and is included within oversight and governance costs.

Net assets statement

J)

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

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

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

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

iii) Pooled Investment Vehicles — these are valued at either the closing bid price where a bid
price exists or on the single unit price provided by the investment managers.

iv) Cash - the cash held in the Pension Fund current account is invested by the Council in
accordance with its Treasury Management policy.

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 exchanges rates are used to value any 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.

Derivatives - the fund uses derivative financial instruments to manage its exposure to specific risk
arising from its investment activities. The fund does not hold derivatives for speculative purposes.
Derivative contract assets are fair valued at bid prices and liabilities are fair valued at offer prices.
Changes in the fair value of derivatives contracts are included in change in market value.

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

Derivatives were used by the Fund Managers as part of their investment strategy to enable them to
achieve our investment mandate objective.

Cash and cash equivalents - cash in

is the net on Fund
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