
 

Pensions Sub-Committee 

Thursday, 27 April 2017 at 10:30 
County Hall, County Hall, West Bridgford, Nottingham, NG2 7QP 

 

AGENDA 

   
1 Minutes of the last meeting held on 2 February 2017 

 
 

3 - 6 

2 Apologies for Absence 
 
 

  

3 Declarations of Interests by Members and Officers:- (see note 
below) 
(a) Disclosable Pecuniary Interests 
(b) Private Interests (pecuniary and non-pecuniary) 
 

  

 

  
4 LAPFF Meeting 

 
 

7 - 12 

5 LGPS Central Asset Pool update 
 
 

13 - 16 

6 Revision of Fund Policies 
 
 

17 - 28 

7 Proxy Voting 
 
 

29 - 30 

  

  
 

Notes 
 
(1) Councillors are advised to contact their Research Officer for details of any 

Group Meetings which are planned for this meeting. 
 

 

(2) Members of the public wishing to inspect "Background Papers" referred to in 
the reports on the agenda or Schedule 12A of the Local Government Act 
should contact:-  
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Customer Services Centre 0300 500 80 80 
 

(3) Persons making a declaration of interest should have regard to the Code of 
Conduct and the Council’s Procedure Rules.  Those declaring must indicate 
the nature of their interest and the reasons for the declaration. 
 
Councillors or Officers requiring clarification on whether to make a 
declaration of interest are invited to contact David Forster (Tel. 0115 977 
3552) or a colleague in Democratic Services prior to the meeting. 
 

 

(4) Councillors are reminded that Committee and Sub-Committee papers, with the 
exception of those which contain Exempt or Confidential Information, may be 
recycled. 
 

 

(5) This agenda and its associated reports are available to view online via an 
online calendar - http://www.nottinghamshire.gov.uk/dms/Meetings.aspx   
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minutes 
 
 

 

 
 

Meeting      PENSIONS SUB COMMITTEE 
 
 

Date         Thursday 2 February 2017 at 10.30 am 
 

membership 
Persons absent are marked with `A’ 
 
 

COUNCILLORS 
 
   Reg Adair (Chairman) 

 Mike Pringle (Vice Chairman) (in the Chair) 
 
  
        Chris Barnfather 
A      Ian Campbell 
A       Mrs Kay Cutts 
  

 
          Sheila Place  
 Ken Rigby                                                          
 Parry Tsimbiridis 
 John Wilkinson 

 
Nottingham City Council 
 

A Councillor Alan Clark 
A Councillor Graham Chapman 
 Councillor Anne Peach 
 
Nottinghamshire Local Authorities’ Association 
 

 Councillor Richard Jackson – Broxtowe Borough Council 
 Kate Allsop – Executive Mayor Mansfield District Council 
 
Trades Unions 
 

A Mr A Woodward 
 Mr C King  
 
Scheduled Bodies 
 

 Mrs Sue Reader 
 
Pensioners 
 

Vacancy 
A Mr T Needham  
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Independent Advisor 
 

Mr William Bourne 
 
 
Officers in Attendance 
  

Keith Palframan (Resources) 
David Forster (Resources) 
Nigel Stevenson (Resources) 
Tamsin Rabbitts (Resources) 
Marjorie Toward (Resources) 
Jon Clewes  (Resources) 
Ciaran Guilfoyle (Resources) 

 
MINUTES 
 
The minutes of the last meeting of the Sub-Committee held on 14 July 2016, 
having been previously circulated, were confirmed and signed by the 
Chairman  
 
MEMBERSHIP 
 
The clerk reported the following changes to the Committee membership:- 
 
Mr S Haggerty had tendered his resignation from the committee as one of the 
Pensioners representatives. Members wished their thanks noting to Mr 
Haggerty over the last 4 years on the committee. 
 
It was also noted that Councillor Graham Chapman had been appointed as 
one of the City Council’s representatives in place of Councillor Nick McDonald 
 
APOLOGIES FOR ABSENCE 
 
Apologies for absence were received from  
 
Councillor Mrs Kay Cutts 
City Councillor Alan Clarke 
City Councillor Graham Chapman 
Alan Woodward 
 
DECLARATIONS OF INTEREST BY MEMBERS AND OFFICERS 
 
None. 
 
NOTTINGHAMSHIRE LOCAL GOVERNMENT PENSION SCHEME DRAFT 
ADMINISTRATION STRATEGY 
 
Ms M Toward introduced the report and highlighted that there is a training 
event proposed for members of the scheme.  
  
On a motion by the Chairman, duly seconded it was:- 
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RESOLVED: 2017/001 
 
That the content of the draft Administration Strategy attached to the report and 
the proposal for final agreement of the Administration Strategy be noted and 
that the report be presented to the Pensions Fund Committee. 
 
LAPFF CONFERENCE 2016 
 
Mr Palframan introduced the report and highlighted the theme of the 
conference was Protecting Portfolio Value. 
 
On a motion by the Chairman, duly seconded it was:- 
 
RESOLVED 2017/002 
 
1. That it be noted that attendance at key conferences forms part of the 

Fund’s commitment to ensuring those charged with decision-making and 
financial management have effective knowledge and skills and 

 
2. That the report be noted. 

 
PROXY VOTING 
 
Mr Guilfoyle introduced the report which informs members of the voting of 
equity holdings in the 4th quarter. 
 
On a motion by the Chairman, duly seconded it was:- 
 
RESOLVED 2017/003 
 
That the report be noted. 
 
PENSIONS INVESTMENT SERVICE PLAN AND TRAINING 
 
Mr Palframan introduced the report on proposed Training and Conference 
opportunities in 2017/18 
 
On a motion by the Chairman, duly seconded it was:- 
 
RESOLVED 2017/004  
 
1. That the review of the 2016/17 Service Plan be noted. 
 
2. That the 2017/18 Plan be noted. 

 
3. That it be noted that attendance at key conferences and training is part 

of the Fund’s commitment to ensuring those charged with decision-
making and financial management have effective knowledge and skills. 

 
4.  That attendance at conferences and training during 2016/17 be noted. 
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5.  That The Nottinghamshire Pension Fund Committee be recommended 
to approve attendance at conferences and training as shown at 
paragraph 6 of the report. 

 
 
 
 
 
The meeting concluded at 11.05 am 
 
 
 
CHAIRMAN    
 

    

Page 6 of 30



 1 

 

Report to Pensions Sub-Committee 
 

27 April 2017 
 

Agenda Item:4  
 

REPORT OF SERVICE DIRECTOR – FINANCE, PROCUREMENT & 
IMPROVEMENT 
 
LOCAL AUTHORITY PENSION FUND FORUM BUSINESS MEETING 
 

Purpose of the Report 
 
1. To report on the Local Authority Pension Fund Forum (LAPFF) business meeting held in 

London on 31 January 2017. 
 

Information and Advice 
 
2. The Local Authority Pension Fund Forum was formed in 1990 to provide an opportunity for 

the UK’s local authority pension funds to discuss investment and shareholder engagement 
issues. LAPFF currently has 72 members (shown at Appendix A) with combined assets of 
well over £100 billion and is consequently able to exert significant influence over companies 
in which funds are invested. 

 
3. LAPFF exists ‘to promote the long-term investment interests of UK local authority pension 

funds, and in particular to maximise their influence as investors to promote corporate social 
responsibility and high standards of corporate governance amongst the companies in which 
they invest’. It also: 
a. Provides a forum for information exchange and discussion about investment issues. 
b. Facilitates the commissioning of research and policy analysis of issues in a more 

effective manner than individual members could achieve. 
c. Provides a forum for consultation on shareholder initiatives. 
d. Provides a forum to consider issues of common interest to all pension fund 

administrators and councillors. 
 

4. The business meeting (combined with the AGM) was attended on behalf of Nottinghamshire 
Pension Fund by an officer representative. 
 

5. The main aim of the AGM was to agree and adopt an updated LAPFF constitution. This is 
available as a background paper to this report. 

 
6. The usual quarterly update on LAPFF’s engagement work was provided. It was interesting to 

note the reluctance that Sports Direct has shown with regard to meeting with the LAPFF 
chair Cllr. Kieron Quinn (GMPF). Sports Direct failed to attend a meeting that had been 
arranged by LAPFF, and then failed to provide anything in the way of an apology. When 
pressed for an explanation they then blamed the error on an absent PA. The company’s 
attitude to its own staff was noted. 
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7. A very short presentation was made by Bob Holloway (ex DCLG, now LGA). His update on 
pooling provided no information which was not otherwise obtainable from Nottinghamshire’s 
own pool (LGPS Central).  

 

Statutory and Policy Implications 
 
8. This report has been compiled after consideration of implications in respect of finance, the 

public sector equality duty, human resources, crime and disorder, human rights, the 
safeguarding of children, sustainability and the environment and those using the service and 
where such implications are material they are described below. Appropriate consultation has 
been undertaken and advice sought on these issues as required. 

 
 

RECOMMENDATION/S 
 
1) That the report be noted. 
 
 
Report Author: 
Ciaran Guilfoyle 
Investments Officer 
 
For any enquiries about this report please contact: Ciaran Guilfoyle 
 
Constitutional Comments 
 
9. Because this report is for noting only, no Constitutional Comments are required. 
 
Financial Comments (TMR 01/02/17) 
 
10. There are no direct financial implications arising from this report. 
 
 
Background Papers 
 

 LAPFF constitution 

 Draft LAPFF Quarterly Engagement Report Oct 2016 – Dec 2016 
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Appendix A 

Membership of LAPFF as at January 2017 
 
1 Avon Pension Fund 
2 Barking and Dagenham LB 
3 Bedfordshire Pension Fund 
4 Cambridgeshire Pension Fund 
5 Camden LB 
6 Cardiff and Vale of Glamorgan Pension Fund 
7 Cheshire Pension Fund 
8 City of London Corporation 
9 Clwyd Pension Fund 
10 Croydon LB 
11 Cumbria Pension Scheme 
12 Derbyshire CC 
13 Devon CC 
14 Dorset County Pension Fund 
15 Dyfed Pension Fund 
16 Ealing LB 
17 East Riding of Yorkshire Council 
18 East Sussex Pension Fund 
19 Enfield LB 
20 Falkirk Council 
21 Gloucestershire Pension Fund 
22 Greater Gwent Fund 
23 Greater Manchester Pension Fund 
24 Greenwich Pension Fund RB 
25 Gwynedd Pension Fund 
26 Hackney LB 
27 Haringey LB 
28 Harrow LB 
29 Hertfordshire County Council Pension Fund 
30 Hounslow LB 
31 Islington LB 
32 Lambeth LB 
33 Lancashire County Pension Fund 
34 Lewisham LB 
35 Lincolnshire CC 
36 London Pension Fund Authority 
37 Lothian Pension Fund 
38 Merseyside Pension Fund 
39 Newham LB 
40 Norfolk Pension Fund 
41 North East Scotland Pension Fund 
42 North Yorkshire CC Pension Fund 
43 Northamptonshire CC 
44 Northern Ireland Local Government Officers Superannuation Committee 
45 Northumberland Pension Fund 
46 Nottinghamshire CC 
47 Powys County Council Pension Fund 
48 Redbridge LB 
49 Rhondda Cynon Taf 
50 Sheffield City Region Combined Authority 
51 Shropshire County Council Page 11 of 30
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52 Somerset CC 
53 South Yorkshire Pensions Authority 
54 Southwark LB 
55 Staffordshire Pension Fund 
56 Strathclyde Pension Fund 
57 Suffolk County Council Pension Fund 
58 Surrey CC 
59 Sutton LB 
60 Teesside Pension Fund 
61 The City and County of Swansea Pension Fund 
62 The Environment Agency Pension Fund 
63 Tower Hamlets LB 
64 Tyne and Wear Pension Fund 
65 Waltham Forest LB 
66 Wandsworth LB 
67 Warwickshire Pension Fund 
68 West Midlands ITA Pension Fund 
69 West Midlands Pension Fund 
70 West Yorkshire Pension Fund 
71 Wiltshire CC 
72 Worcestershire CC 
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Report to Pensions Sub-Committee 
 

27 April 2017 
 

Agenda Item:5  
 

REPORT OF SERVICE DIRECTOR – FINANCE, PROCUREMENT & 
IMPROVEMENT 
 

LGPS CENTRAL ASSET POOL 
Purpose of the Report 
 
1. To provide an update on progress regarding the creation of the LGPS Central Investment 

Pool. 
 

Information and Advice 
 
2. The Sub-Committee has received regular updates on progress with asset pooling within the 

Local Government Pension Scheme (LGPS) and on the creation of the LGPS Central 
investment pool. In addition, the Committee’s Chair and Vice-Chair and the Council’s S151 
Officer have been involved throughout the process. 

 
3. The detailed business case for LGPS Central was submitted to the government in July 2016 

and follow up calls have been held with the Department for Communities and Local 
Government (DCLG) and HM Treasury to clarify a number of minor issues. No significant 
concerns were raised about the submission and formal approval of LGPS Central as an 
investment pool has been received. Work has continued to ensure that the project will meet 
the timetable that will allow a launch on 1st April 2018 

 
4. A firm of head hunters has been appointed to assist in the appointment of key individuals to 

LGPS Central. Initially these appointments are focusing on the appointment of a Chief 
Executive Officer and a Chair, with interviews for the Chair taking place on 7 April 2017. The 
process for appointing a Chief Operating Officer/Chief Financial Officer, Chief Investment 
Officer and two Non-Executive Directors will commence after the initial appointments, and 
the expectation is that all of the successful candidates will be in post by the end of October 
2017. 

 
5. A tender has been issued to select ‘asset servicers’ to the pool. These providers will fulfil an 

important role in the effective control of the assets and in assisting the pool to fulfil its 
regulatory responsibilities and the appointment process is likely to be complex and to take 
some time. Appointing the right provider will be key to ensuring a smooth launch of LGPS 
Central. 

 
6. The Common Investment Vehicle (CIV) work stream, which is responsible for designing the 

sub funds that will be offered by LGPS Central, so that they can deliver the investment 
requirements of the Funds, has made very good progress in terms of agreeing benchmarks 
and performance objectives for some of the key asset classes. This progress has been 
possible as a result of the pragmatism of the Funds in terms of their recognition that 
economies of scale will be reduced if the sub funds are fragmented as a result of Funds' 
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initial expectations being marginally different. A number of sub funds that were originally 
identified as being required have now been merged. 

 
7. The first Shadow Shareholders’ Forum took place in Matlock on 13th December 2016 and 

the main issue discussed was the appointment process of the key executive and 
nonexecutive positions within LGPS Central. The meeting went well and all eight 
Administering Authorities continue to work together in a coherent manner at both elected 
member and officer level. 

 
8. All work streams within the project continue to run to their timetables, although with a project 

as large as this and with so many interrelationships between the different objectives that 
need to be achieved there are always risks. At present these risks appear to be manageable 
and an active risk register is in place and is updated regularly. 

 
9. A Stakeholders’ Day was held in Wolverhampton on 24th January 2017, and was attended 

by over 90 people. The aim of the day was to ensure that as many people as possible from 
the individual Funds were given the opportunity to explore how LGPS Central would operate 
in greater depth than might have been possible within the confines of meetings relating to 
their individual Funds, and to ask any questions that they felt appropriate. Based on the 
feedback received, the day successfully met its objectives. 

 
10. A further stakeholder event is planned for Monday 17 July 2017 to provide training and 

updates for Members of Pensions Committees and Pension Boards. 
 
 

 

Statutory and Policy Implications 
 
11. This report has been compiled after consideration of implications in respect of crime and 

disorder, finance, human resources, human rights, the NHS Constitution (Public Health 
only), the public sector equality duty, safeguarding of children and vulnerable adults, service 
users, sustainability and the environment and ways of working and where such implications 
are material they are described below. Appropriate consultation has been undertaken and 
advice sought on these issues as required. 

 
 

RECOMMENDATION/S 
 
1) That the report be noted. 
 
Report Author: Keith Palframan 
Group Manager – Financial Strategy & Compliance 
 
For any enquiries about this report please contact: Keith Palframan 
 
Constitutional Comments  
 
12. Because this report is for noting only, no Constitutional Comments are required. 
 
Financial Comments (KRP 19/04/2017) 
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13. There are no direct financial implications arising from the report. 
 
Background Papers and Published Documents 
 
Except for previously published documents, which will be available elsewhere, the documents 
listed here will be available for inspection in accordance with Section 100D of the Local 
Government Act 1972. 
 

 ‘None’ 
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Report to Pensions Sub-Committee 
 

27 April 2017 
 

Agenda Item:6  
 

REPORT OF SERVICE DIRECTOR – FINANCE, PROCUREMENT & 
IMPROVEMENT 
 
REVISION OF FUND POLICIES 
 

Purpose of the Report 
 
1. To propose a revised version of the Funding Strategy Statement following the 2016 triannual 

valuation. 
 

Information and Advice 
 
2. Under governing regulations, the Fund is required to ‘prepare, maintain and publish’ a 

number of policy statements. These statements must then be kept under review and, if 
necessary, revised. 
 

3. According to Regulation 58 of the Local Government Pension Scheme Regulations 2013, an 
administering authority must publish a Funding Strategy Statement (FSS). This has been 
revised following the latest triennial actuarial valuation and the revised version is attached.  

 
4. Members are asked to recommend that the revised FSS be approved by the 

Nottinghamshire Pension Fund Committee. 
 
 

Statutory and Policy Implications 
 
5. This report has been compiled after consideration of implications in respect of finance, the 

public sector equality duty, human resources, crime and disorder, human rights, the 
safeguarding of children, sustainability and the environment and those using the service and 
where such implications are material they are described below. Appropriate consultation has 
been undertaken and advice sought on these issues as required. 

 
 

RECOMMENDATION/S 
 
1) That the revised FSS be approved by the Nottinghamshire Pension Fund Committee. 
 
 
 
Report Author: 
Keith Palframan 
Group Manager Financial Strategy & Accounting 
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For any enquiries about this report please contact: Keith Palframan 
 
 
Constitutional Comments (SMG 19/4/2017 ) 
 
6. The Sub-Committee has responsibility for making recommendations to the Nottinghamshire 

Pension Fund Committee on matters relating to the administration and investment of the 
Pensions Fund. The proposals set out in this report fall within the remit of this Sub-
Committee. 

 
Financial Comments (KRP 19/4/2017) 
 
7. There are no direct financial implications arising from this report. 
 
 
Background Papers and Published Documents 
 
Except for previously published documents, which will be available elsewhere, the documents 
listed here will be available for inspection in accordance with Section 100D of the Local 
Government Act 1972. 
 
None 
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Nottinghamshire Pension Fund Funding 

Strategy Statement 

Introduction 

1. This is the Funding Strategy Statement (FSS) for the Nottinghamshire County Council Pension Fund. It 

has been prepared in accordance with Regulation 58 of the Local Government Pension Scheme 

Regulations 2013 (“the Regulations”) and describes Nottinghamshire County Council’s strategy, in its 

capacity as Administering Authority, for the funding of the Nottinghamshire County Council Pension 

Fund (“the Fund”). 

2. This statement has regard to the guidance set out in the document “Preparing and Maintaining a Funding 

Strategy Statement” published by CIPFA in February 2016.  The statement also has regard to the 

Investment Strategy Statement published by the Administering Authority in March 2017. 

3. The Statement describes a single strategy for the Fund as a whole. The Fund Actuary, Barnett 

Waddingham LLP, has been consulted on the contents of this Statement. 

Purpose of the Funding Strategy Statement 

4. The purpose of this Funding Strategy Statement is to explain the funding objectives of the Fund and in 

particular: 

 How the costs of the benefits provided under the Local Government Pension Scheme (the “Scheme”) 

are met through the Fund 

 The objectives in setting employer contribution rates 

 The funding strategy that is adopted to meet these objectives. 

Aims and purpose of the Fund 

5. 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 

 Achieve and maintain Fund solvency and long-term cost efficiency at reasonable cost to taxpayers, 

scheduled, resolution and admitted bodies, and enable contribution rates to be kept as nearly 

constant as possible where practical 

 Seek returns on investment within reasonable risk parameters 

6. The purpose of the Fund is to: 

 Pay pensions, lump sums and other benefits provided under the Regulations 

 Meet the costs associated in administering the Fund 

 Receive contributions, transfer values and investment income. 
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Key Parties 

7. The key parties involved in the funding process and their responsibilities are as follows. 

The Administering Authority 

8. The Administering Authority for the Pension Fund is Nottinghamshire County Council. The main 

responsibilities of the Administering Authority are to: 

 Collect employee and employer contributions 

 Invest the Fund’s assets, while ensuring cash is available to meet liabilities as and when they fall due 

 Pay the benefits due to Scheme members 

 Take measures to safeguard the Fund against the consequences of employer default 

 Manage the actuarial valuation process in conjunction with the Fund Actuary, and enable the Local 

Pensions Board to review the valuation process as they see fit 

 Prepare and maintain this FSS and the Investment Strategy Statement (ISS) after consultation with 

other interested parties as appropriate 

 Monitor all aspects of the Fund’s performance and funding 

 Effectively manage any potential conflicts of interest arising from its dual role as both Administering 

Authority and Scheme employer 

Scheme Employers 

9. In addition to the Administering Authority, a number of other Scheme Employers, including Admission 

Bodies, participate in the Fund. The responsibilities of each Scheme Employer that participates in the 

Fund, including the Administering Authority, are to: 

 Collect employee contributions and pay these together with their own employer contributions 

certified by the Fund Actuary to the Administering Authority within the statutory timescales, including 

any exit payments on ceasing participation in the Fund 

 Notify the Administering Authority of any new Scheme members and any other membership changes 

promptly 

 Develop a policy on certain discretions and exercise those discretions as permitted under the 

Regulations 

 Meet the costs of any augmentations or other additional costs in accordance with agreed policies 

and procedures 

 Notify the Administering Authority of significant changes in the employer’s structure or membership. 

Fund Actuary 

10. The Fund Actuary for the Pension Fund is Barnett Waddingham LLP. The main responsibilities of the Fund 

Actuary are to: 

 Advise interested parties on funding strategy and completion of actuarial valuations in accordance 

with the FSS and the Regulations, and in particular, set contribution rates in order to secure the Fund’s 

solvency and long-term cost efficiency, having regard to the desirability of maintaining as nearly 

constant a primary contribution rate as possible 
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 Advise on other actuarial matters affecting the financial position of the Fund, including bulk transfers, 

employer exit valuations, etc. 

 Ensure that the administering authority is aware of any professional guidance or other professional 

requirements which may be of relevance to his or her role in advising the Fund. 

Solvency Issues, Target Funding Levels and Long-term Cost 

Efficiency 

Funding Objectives 

11. The funding objectives are to: 

 Set levels of employer contribution that will build up a fund of assets that will be sufficient to meet 

all future benefit payments from the Fund as they fall due 

 Ensure the solvency and long-term cost efficiency of the Fund, while having regard to the desirability 

of maintaining as nearly constant employer contribution rates where practical 

 Set contributions to target a 100% funding level over an appropriate time period using appropriate 

actuarial assumptions 

Funding Strategy 

12. The factors affecting the Fund’s finances are constantly changing, so it is necessary for its financial 

position and the contributions payable to be reviewed from time to time by means of an actuarial 

valuation to check that the funding objectives are being met. 

13. The actuarial valuation involves a projection of future cash flows to and from the Fund. The main purpose 

of the valuation is to determine the level of employers’ contributions that should be paid to ensure that 

the existing assets and future contributions will be sufficient to meet all future benefit payments from the 

Fund. 

14. The last actuarial valuation was carried out as at 31 March 2016 with the assets of the Fund found to be 

87% of the accrued liabilities of the Fund. 

Funding Method 

15. The key objective in determining employer’s contribution rates is to establish a funding target and then 

set levels of employer contribution to meet that target over an agreed period.  

16. The funding target is to have sufficient assets in the Fund to meet the accrued liabilities for each employer 

in the Fund. The funding target may, however, depend on certain employer circumstances and in 

particular, whether an employer is an “open” employer – one which allows new staff access to the Fund, 

or a “closed” employer which no longer permits new staff access to the Fund. The expected period of 

participation by an employer in the Fund may also affect the chosen funding target. 

17. For open employers, the actuarial funding method that is adopted is known as the Projected Unit Funding 

Method which considers separately the benefits in respect of service completed before the valuation date 

(“past service”) and benefits in respect of service expected to be completed after the valuation date 

(“future service”). This approach focuses on: 
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 The past service funding level of the Fund. This is the ratio of accumulated assets to liabilities in 

respect of past service. It makes allowance for future increases to members’ pay for pensions in 

payment. A funding level in excess of 100 per cent indicates a surplus of assets over liabilities; while 

a funding level of less than 100 per cent indicates a deficit 

 The future service funding rate which is the level of contributions required from the individual 

employers which, in combination with employee contributions, is expected to support the cost of 

benefits accruing in future. 

18. The key feature of this method is that, in assessing the future service cost, the contribution rate represents 

the cost of one year’s benefit accrual. 

19. For closed employers, the funding method adopted is known as the Attained Age Method. The key 

difference between this method and the Projected Unit Method is that the Attained Age Method assesses 

the average cost of the benefits that will accrue over the remaining expected working lifetime of active 

members. 

Valuation Assumptions and Funding Model 

20. In completing the actuarial valuation it is necessary to formulate assumptions about the factors affecting 

the Fund's future finances such as inflation, pay increases, investment returns, rates of mortality, early 

retirement and staff turnover. 

21. The assumptions adopted at the valuation can therefore be considered as: 

 The statistical assumptions which are essentially estimates of the likelihood of benefits and 

contributions being paid 

 The financial assumptions which will determine the estimates of the amount of benefits and 

contributions payable and their current or present value.  The base market statistics used for the 

financial assumptions are smoothed around the valuation date so that the market conditions used 

are the average of the daily observations over the three months before and the three months after 

the valuation date. 

22. A summary of the key assumptions is included in the following table and can be found in the actuarial 

valuation report as at 31 March 2016.  Further details regarding the derivation of these assumptions can 

be found in the Fund Actuary’s initial results and assumptions advice to the Fund dated 5 October 2016. 
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Assumption Derivation Value at 31 March 2016 

Future Price Inflation (RPI) 

Smoothed 20 year point on the Bank 

of England implied Retail Price Index 

inflation curve as at 31 March 2016 

3.3% p.a. 

Future Price Inflation (CPI) 
RPI less 0.9% per annum to reflect the 

differences in the indices 
2.4% p.a. 

Salary increases 

Assumed to be in line with CPI until 31 

March 2020 and then CPI plus 1.5% 

p.a. thereafter 

2.4% p.a. until 31 March 2020 then 

3.9% p.a. 

Discount rate 

Based on the long-term investment 

strategy of the Fund, with deductions 

for expenses and prudence 

5.4% p.a. 

Post-retirement mortality 

S2PA tables with a multiplier of 100% 

for males and 90% for females, 

projected into the future with the 

2015 CMI Model with a long-term rate 

of improvement of 1.5% p.a. 

n/a 

Future Investment Returns/Discount Rate 

23. To determine the value of accrued liabilities and derive future contribution requirements it is necessary 

to discount future payments to and from the Fund to present day values. The discount rate that is adopted 

will depend on the funding target adopted for each employer. 

24. For open employers, the discount rate that is applied to all projected liabilities reflects a prudent estimate 

of the rate of investment return that is expected to be earned from the underlying investment strategy 

by considering average market yields in the six months straddling the valuation date. The discount rate 

so determined may be referred to as the “ongoing” discount rate. 

25. For closed employers, an adjustment may be made to the discount rate in relation to the remaining 

liabilities, once all active members are assumed to have retired if at that time (the projected “termination 

date”), the employer becomes an exiting employer under Regulation 64. The Fund Actuary may 

incorporate such an adjustment after consultation with the Administering Authority. 

26. The adjustment to the discount rate for closed employers is to set a higher funding target at the projected 

termination date, so that there are sufficient assets to fund the remaining liabilities on a “minimum risk” 

rather than on an ongoing basis. The aim is to minimise the risk of deficits arising after the termination 

date. 

Asset Valuation 

27. For the purposes of the valuation, the asset value used is the market value of the accumulated Fund at 

the valuation date adjusted to reflect average market conditions during the six months straddling the 

valuation date. 

Deficit Recovery/Surplus Amortisation Periods 

28. Whilst one of the funding objectives is to build up sufficient assets to meet the cost of benefits as they 

accrue, it is recognised that at any particular point in time, the value of the accumulated assets will be 
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different from the value of accrued liabilities, depending on how the actual experience of the Fund differs 

from the actuarial assumptions. Accordingly the Fund will normally either be in surplus or in deficit. 

29. Where the actuarial valuation reveals a deficit in respect to a particular employer then the levels of 

required employer contributions will include an adjustment to fund the deficit over a specified period.  

Each employer’s recovery period is considered individually, unless they are part of a pool (see Pooling of 

Individual Employers).  Past service deficit contributions are generally paid as monetary amounts but may 

be paid as a percentage of payroll, subject to the Administering Authority agreeing this approach. 

30. At the 2016 actuarial valuation, no employers’ deficit recovery periods were greater than 20 years. 

31. Where an employer’s funding position has improved in the inter-valuation period, but the employer is 

still in deficit, the employer may be required to maintain the previous total contribution level so that the 

expected deficit recovery period reduces. 

32. Incremental phasing-in (stepping) of contribution increases may be considered for some employer types 

where proposed increases are large, with target rates to be achieved in no later than 3 years.  Where 

stepping is agreed to, employers are instructed that the difference between the employer contributions 

with stepping and the employer contributions without stepping will need to be repaid later in the 

recovery period. 

33. Employers in surplus on their funding method will generally pay the future service rate although the 

surplus may be released back to the employer through an adjustment to their contribution rate.   The 

Fund Actuary will consider each employer separately when deciding whether surplus amortisation is 

appropriate. 

Pooling of Individual Employers 

34. The general policy of the Fund is that each individual employer should be responsible for the costs of 

providing pensions for its own employees who participate in the Fund. Accordingly, contribution rates 

are set for individual employers to reflect their own particular circumstances. 

35. However, certain groups of individual employers are pooled for the purposes of determining contribution 

rates to recognise common characteristics or where the number of Scheme members is small. 

36. The main purpose of pooling is to produce more stable employer contribution levels in the longer term 

whilst recognising that ultimately there will be some level of cross-subsidy of pension cost amongst 

pooled employers. 

37. Currently, other than Scheme employers that are already legally connected, there are the following pools: 

 Small Scheduled Bodies pool 

 Grouped Admission Bodies pool 

 Fund Academies pool 

Cessation Valuations 

38. On the cessation of an employer’s participation in the Scheme, the Fund Actuary will be asked to make a 

termination assessment, as required by the Regulations. Any deficit in the Fund in respect of the employer 

will be due to the Fund as a termination contribution, unless it is agreed by the Administering Authority 

and the other parties involved that the assets and liabilities relating to the employer will transfer within 

the Fund to another participating employer. 
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39. In assessing the financial position on termination, the Fund Actuary may adopt a discount rate based on 

gilt yields and adopt different assumptions from those used at the previous valuation in order to protect 

the other employers in the Fund from having to fund any future deficits which may arise from the liabilities 

that will remain in the Fund. 

Links to Investment Policy 

40. The investment strategy and the funding strategy are linked by the strategic asset allocation of the Fund, 

which has been set following advice from the Fund’s investment advisor and with regard, amongst other 

considerations, the maturity profile of the Fund. 

41.  The actuarial valuation involves a projection of future cashflows from the Fund and these cashflows are 

discounted to the current time, using the discount rate, to obtain a single figure for the value of the past 

service liabilities.  This figure is the amount of money, which if invested now, would be sufficient to make 

those payments in future provided that the assumptions made during the valuation were borne out in 

practice (in particular, if the future investment return was equal to the discount rate used). 

42. The discount rate is based on the expected long-term future investment return, using the long-term 

strategic allocation set out in the Investment Strategy Statement, with a deduction for expenses and for 

prudence. 

Risks and Counter Measures 

43. Whilst the funding strategy attempts to satisfy the funding objectives of ensuring sufficient assets to 

meet pension liabilities and stable levels of employer contributions, it is recognised that there are risks 

that may impact on the funding strategy and hence the ability of the strategy to meet the funding 

objectives. 

44. The major risks to the funding strategy are financial, although there are other external factors including 

demographic risks, regulatory risks and governance risks. 

Financial Risks 

45. The main financial risk is that the actual investment strategy fails to produce the expected rate of 

investment return (in real terms) that underlies the funding strategy. This could be due to a number of 

factors, including market returns being less than expected and/or the fund managers who are employed 

to implement the chosen investment strategy failing to achieve their performance targets. 

46. The valuation results are most sensitive to the real discount rate. Broadly speaking an increase/decrease 

of 0.1% per annum in the real discount rate will decrease/increase the valuation of the liabilities by 2%, 

and decrease/increase the required employer contribution by around 1% of payroll. 

47. However, the Pensions Investment Sub-Committee regularly monitors the investment returns achieved 

by the fund managers and receives advice from officers and independent advisers on investment strategy. 

48. The Committee may also seek advice from the Fund Actuary on valuation related matters. In addition, 

the Fund Actuary may provide funding updates between valuations to check whether the funding 

strategy continues to meet the funding objectives. 
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Demographic Risks 

49. Allowance is made in the funding strategy via the actuarial assumptions for a continuing improvement in 

life expectancy. However, the main demographic risk to the funding strategy is that it might 

underestimate the continuing improvement in longevity. For example, an increase of one year to life 

expectancy of all members in the Fund will reduce the funding level by approximately 1%. 

50. The actual mortality of pensioners in the Fund is monitored by the Fund Actuary at each actuarial 

valuation and assumptions are kept under review. 

51. The liabilities of the Fund can also increase by more than has been planned as a result of early retirements. 

However, the Administering Authority monitors the incidence of early retirements and procedures are in 

place that require individual employers to pay additional amounts into the Fund to meet any additional 

costs arising from early retirements. 

Regulatory Risks 

52. The benefits provided by the Scheme and employee contribution levels are set out in Regulations 

determined by central Government. Regulations also place certain limitations on how the assets can be 

invested. The tax status of the invested assets is also determined by the Government. 

53. The funding strategy is therefore exposed to the risks of changes in the Regulations governing the 

Scheme and changes to the tax regime which may affect the cost to individual employers participating 

in the Scheme. 

54. However, the Administering Authority participates in any consultation process of any proposed changes 

in Regulations and seeks advice from the Fund Actuary on the financial implications of any proposed 

changes. 

Employer Risks 

55. Many different employers participate in the Fund. Accordingly, it is recognised that a number of 

employer-specific events could impact on the funding strategy including: 

 Structural changes in an individual employer’s membership 

 An individual employer deciding to close the Scheme to new employees 

 An employer ceasing to exist without having fully funded their pension liabilities. 

56. The Administering Authority monitors the position of employers participating in the Fund, particularly 

those which may be susceptible to the events outlined, and takes advice from the Fund Actuary when 

required. 

57. In addition, the Administering Authority keeps in close touch with all individual employers participating 

in the Fund to ensure that, as Administering Authority, it has the most up to date information available 

on individual employer situations. It also keeps individual employers briefed on funding and related 

issues. 

Monitoring and Review 

58. This FSS is reviewed formally, in consultation with the key parties as appropriate, at least every three years 

to tie in with the triennial actuarial valuation process. 
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59. The Administering Authority also monitors the financial position of the Fund between actuarial valuations 

and may review the FSS more frequently if necessary. 
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Report to Pensions Sub-Committee 
 

2 February 2017 
 

Agenda Item:7  
 

REPORT OF SERVICE DIRECTOR – FINANCE, PROCUREMENT & 
IMPROVEMENT 
 
PROXY VOTING 
 

Purpose of the Report 
 
1. The Fund is committed to supporting best practice in corporate governance and has adopted 

the UK Stewardship Code as recommended by the CIPFA Principles for investment decision 
making and disclosure. This report is to inform members of the voting of equity holdings in 
the first quarter of 2017 (calendar year) as part of this ongoing commitment. 

 

Information and Advice 
 
2. The UK Stewardship Code, issued in September 2012 by the Financial Reporting Council, 

highlights the responsibilities that institutional investors have with regard to the „long-term 
success of companies in such a way that the ultimate providers of capital [in this case, the 
Nottinghamshire Pension Fund] also prosper‟. These responsibilities include, among other 
things, having a clear policy on voting and on the disclosure of voting activity. The Code 
states that investors “should not automatically support the board”. 

 
3. Alongside this the CIPFA Principles for investment decision making and disclosure require 

administering authorities to include a statement of their policy on responsible investment in 
the Statement of Investment Principles and report periodically on the discharge of such 
responsibilities. The Fund‟s statement on responsible investment states that „the Fund 
continues to exercise its ownership rights by adopting a policy of actively voting stock it 
holds‟. 

 
4. The Fund retains responsibility for voting (rather than delegating to its investment managers) 

and votes the majority of its equity holdings in the UK, Europe, US and Japan. Voting is 
implemented by Pensions Investment Research Consultants (PIRC). PIRC issue 
Shareholder Voting Guidelines each year and these are the basis of the voting implemented 
on behalf of the Fund. 

 
5. An overview of the voting activity and analysis of the key issues during the quarters will be 

published on the Fund website (http://www.nottspf.org.uk/about-the-fund/investments) and 
with the meeting papers on the Council Diary 
(http://www.nottinghamshire.gov.uk/dms/Meetings.aspx). 

 
 

 
Statutory and Policy Implications 
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6. This report has been compiled after consideration of implications in respect of finance, the 
public sector equality duty, human resources, crime and disorder, human rights, the 
safeguarding of children, sustainability and the environment and those using the service and 
where such implications are material they are described below. Appropriate consultation has 
been undertaken and advice sought on these issues as required. 

 
 

RECOMMENDATION/S 
 
1) That the report be noted. 
 
 
Report Author: 
Ciaran Guilfoyle 
Investments Officer 
 
For any enquiries about this report please contact: Ciaran Guilfoyle 
 
Constitutional Comments 
 
7. Because this report is for noting only, no Constitutional Comments are required. 

 
 
Financial Comments (KRP 19/04/2017) 
 
8. There are no direct financial implications arising from this report. 
 
 
 
Background Papers and Published Documents 
 
Except for previously published documents, which will be available elsewhere, the documents 
listed here will be available for inspection in accordance with Section 100D of the Local 
Government Act 1972. 
 

 PIRC – Nottinghamshire CC Pension Fund, Proxy Voting Review, 1 January 2017 to 31 
March 2017 

 Financial Reporting Council, The UK Stewardship Code, September 2012. 
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