Legal and Governance
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moving forward

TEESSIDE PENSION BOARD

Date: Monday 15th November, 2021
Time: 2.00 pm
Venue: Virtual Meeting

Please note this is a virtual meeting.

The meeting will be livestreamed via
the Council’s YouTube channel at
Middlesbrough Council - YouTube

AGENDA

1. Apologies for Absence

2. Declarations of Interest

To receive any declarations of interest.
3. Minutes - Teesside Pension Board - 19 July 2021
4. Minutes - Teesside Pension Fund Committee - 23 June 2021

5. Teesside Pension Fund Committee - 8 October 2021

Verbal Update
6. Update on Current Issues
7. Risk Register Review

8. Update on Work Plan Items
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9-16

17 - 28

29 - 46

47 - 50


https://www.youtube.com/user/middlesbroughcouncil

9. XPS Administration Report 51-76

10.  Any other urgent items which in the opinion of the Chair, may
be considered

Charlotte Benjamin
Director of Legal and Governance Services

Town Hall
Middlesbrough
Friday 5 November 2021

MEMBERSHIP

Councillors , , W Ayre, J Cook and B Cooper
Assistance in accessing information
Should you have any queries on accessing the Agenda and associated information

please contact Susan Lightwing, 01642 729712,
susan_lightwing@middlesbrough.gov.uk
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Agenda Item 3

Teesside Pension Board 19 July 2021

TEESSIDE PENSION BOARD

A meeting of the Teesside Pension Board was held on Monday 19 July 2021.

PRESENT: C Monson (Chair), J Cook, Councillor B Cooper and P Thompson
OFFICERS: S Lightwing, N Orton and W Brown
APOLOGIES FOR were submitted on behalf of Councillor W Ayre
ABSENCE:
21/1 DECLARATIONS OF INTEREST
Name of Member Type of Interest Item/Nature of Interest
J Cook Non pecuniary Member of Teesside Pension
Fund
Councillor B Cooper | Non pecuniary Member of Teesside Pension
Fund
C Monson Non pecuniary Member of Teesside Pension
Fund
21/2 MINUTES - TEESSIDE PENSION BOARD - 19 APRIL 2021

The minutes of the meeting of the Teesside Pension Board held on 19 April 2021 were taken

as read and approved as a correct record.

21/3 MINUTES - TEESSIDE PENSION FUND COMMITTEE - 10 MARCH 2021

A copy of the minutes of the Teesside Pension Fund Committee meeting held on 10 March

2021 was submitted for information.

NOTED

21/4 TEESSIDE PENSION FUND COMMITTEE - 23 JUNE 2021

The Head of Pensions Governance and Investments provided a verbal update on agenda
items considered at a meeting of the Teesside Pension Fund Committee held on 10 March

2021.
Items considered by the Committee included:

Investment Activity Report.

External Managers’ Reports.

Border to Coast Update.

Revised Funding Strategy Statement/Employer Flexibilities.
Investment Advisors’ Reports.

CBRE Property Report.

XPS Pension Administration Report.

Local Investment Proposals (Exempt).

It was highlighted that Border to Coast were employing more staff than originally anticipated
and it was queried whether this would lead to any financial implications for the Teesside
Pension Fund. It was clarified that Border to Coast were employing more staff as they were
investing more money. Ultimately the cost of employing staff was spread across investments

and therefore there should not be any significant impact.

A concern was raised regarding the potential impact of increasing inflation on the triennial
valuation of the Fund. The Actuary would take a long term view of inflation and if appropriate
could alter their assumptions, which could in turn increase the cost of the Fund’s liabilities.
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Responding to a query regarding how quickly the Fund could change its approach to
investments, it was confirmed that the Section 151 Officer had delegated powers to take
action if needed, although that was not the preferred approach.

AGREED that the information provided was received and noted.
PENSION BOARD MEMBERSHIP
A report of the Director of Finance was presented, the purpose of which was to:

e ask the Chair to appoint a Deputy Chair from the Employer representatives;

e update the Members of the Teesside Pension Board (the Board) on progress and
proposals to fill vacancies on the Board;

e remind the Board that the Deputy Chair will become the Chair (by rotation) by the next
meeting.

The Chair informed the Committee that Gary Whitehouse, the previous Deputy Chair and also
a former Chair, had recently resigned from the Board. The Chair placed on record his thanks
to Gary for his contributions to the Board. The Chair reported that he had invited Councillor
Cooper to be Deputy Chair of the Board, and he was pleased to report that Councillor Cooper
had accepted.

Under the Board’s terms of reference, the role of Deputy Chair was appointed by the Chair.
The Deputy Chair would become the Chair by the next meeting through rotation, which
happened every two years as set out in the terms of reference. The new Chair would then be
required to select a Deputy Chair from the scheme-member Board representatives at the next
meeting.

There was currently a vacancy for an employer-nominated Board member from the ‘other
employers’ constituency. All employers had been written to asking for expressions of interest
but no responses had been received to date. An additional targeted attempt would be made
concentrating on the larger employers who had more involvement and connection with the
Fund.

The current pensioner representative and Board Chair’s term of office would end in July 2021.
All Fund pensioners would be given the opportunity to apply for the pensioner representative
role which would be publicised online and also through a pensioner newsletter scheduled to
go out during late summer/early autumn.

The Head of Pensions Governance and Investments would coordinate the recruitment process
and report back on progress to the next Board meeting.

As this was the current Chair’s last meeting, Members of the Board thanked Colin Monson for
his contributions and support to the Committee as both Deputy Chair and Chair, since its
inception.

AGREED as follows that:
e the report was noted.

e Members noted the appointed of Councillor Cooper as Deputy Chair of the Teesside
Pension Board.

FUNDING STRATEGY STATEMENT CONSULTATION

The Head of Pensions Governance and Investment presented a report to advise Members of
the Teesside Pension Board of a consultation on proposed changes to the Funding Strategy
Statement which took into account recently published guidance on flexibilities available to
employers in the Fund in relation to contribution rates, including contributions due when an
employer exited the Fund.

The Funding Strategy Statement set out how the administering authority attempted to

balance the conflicting aims of affordable contributions, transparency of processes, stability of
employers’ contributions, and prudence in the funding basis. The Funding Strategy Statement
was reviewed at least every three years, as part of the Fund’s actuarial valuation, and was
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also subject to review when changes to the regulations or guidance governing the Local
Government Pension Scheme (LGPS) required.

A copy of the revised Funding Strategy Statement was enclosed at Appendix A to the
submitted report and the substantive changes from the previous version were as follows:

e The Statement explained how Deferred Employers and their liabilities would be
treated. For example for most Deferred Employers the expectation was the funding
target for employers with orphan liabilities would be used, as usually no employer
would be supporting their liabilities once their deferred debt agreement ended.

e Any employer exits calculated after 23 June 2021 would include an allowance for the
cost management process and the proposed remedy for the ‘McCloud’ discrimination
as set out in MHCLG’s consultation on draft regulations, as well as an allowance for
payment of increases on Guaranteed Minimum Pensions (GMPs) at the full rate of
CPI (price inflation) for members with a State Pension Age after 5 April 2016,
consistent with the Government’'s policy intention. This was currently expected to
result in an increase in exit liabilities of approximately 0.7%.

e The factors to be considered when considering allowing payment of exit debt in
instalments and/or entering into a deferred debt arrangement were set out - such as
employer covenant and whether any security or guarantee were available.

e Details of how the process for reviewing an employer's contribution rate between
valuations would operate, including dealing with an employer-generated request in
relation to this. This included clarification that an employer request based purely on a
change in market conditions affecting the value of assets and or liabilities would not
be allowed. Detail of an appeals process — separate and in addition to the existing
dispute resolution procedure which the Fund operates — was also included.

e The section on risks and control had been updated, adding risks relating to climate
change and Covid-19 and updating the regulatory risks wording.

AGREED as follows:

1. that Members note that the enclosed revised Funding Strategy Statement had been
approved by the Pension Fund Committee and circulated to Fund employers for
comment.

2. If there were any substantive changes following this consultation, the revised wording
would be taken back to the Committee for approval, otherwise the document would be
published on the Fund’s website after the consultation period.

DRAFT ANNUAL PENSION FUND REPORT AND ACCOUNTS 2020/2021

The 2020/21 draft unaudited Annual Report and Accounts for the Teesside Pension Fund
were presented to the Board for noting.

The terms of reference for the Teesside Pension Fund Committee required the Annual Report
and Accounts to be considered by Members. The draft unaudited Report and Accounts for the
year ended 31 March 2021 were attached to the submitted report which would be presented
to the Pension Fund Committee meeting on 28 July 2021.

The Head of Pensions Governance and Investment highlighted the positive financial
performance of the Fund and the membership movement. Questions were raised in relation
to increased administrative costs and how the performance of Border to Coast could be
compared to other pools.

The Annual Report and Accounts presented were in draft form and, whilst the main numbers
and outcomes were not expected to change, although changes might be needed as further
review took place. In addition, the audit process was not complete and further changes may
be required as a consequence. When complete and fully audited the Annual Report and
Accounts will be published on the Pension Fund’s website.

AGREED that the 2020/21 draft unaudited Annual Report and Accounts were noted.
UPDATE ON CURRENT ISSUES

The Head of Pensions Governance and Investments presented a report to provide Members
of the Teesside Pension Board (the Board) with an update on current issues affecting the
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Pension Fund locally or the Local Government Pension Scheme (LGPS) in general.

The following issues were highlighted:

Review of the Cost Control Mechanism.

The Government Actuary had provided a final report to HM Treasury, which had

issued a consultation document proposing three changes to the cost control mechanism:

- Moving to a reformed scheme only design: to remove any allowance for
legacy schemes in the cost control mechanism, so the mechanism only considered
past and future service in the reformed schemes. This ensured consistency between
the set of benefits being assessed and the set of benefits potentially being adjusted;

- Widening the corridor: to widen the corridor from 2% to 3% of pensionable
pay. This aimed to achieve a better balance between stability and responsiveness of
the cost control mechanism; and

- Introducing an economic check: currently the mechanism did not include
changes in long-term economic assumptions and therefore could not consider the
actual cost to the Government of providing the pension benefits. The Government
proposed introducing an economic check so that a breach of the mechanism would
only be implemented if it would still have occurred had the long-term economic
assumptions been considered.

The impact on the LGPS if these proposals took effect was currently unclear and at

the current time there was no detail on whether the Scheme Advisory Board mechanism
would be amended in line with any of the consultation’s proposals.

Climate Change Disclosures

The government published a response to its January 2021 consultation on “Taking
action on climate risk: improving governance and reporting by occupational

pension schemes” on 2 July 2021. The outcome of the consultation confirmed that
by 1 October 2021, private sector schemes with assets in excess of £5 billion, and by
1 October 2022, private sector schemes with assets in excess of £1 billion, would
need to have appropriate governance arrangements in place to identify, assess and
manage climate-related risks and opportunities and be preparing to publish annual
reports setting out climate-related metrics, targets and transition plans in line with

the Task force on Climate-related Financial Disclosures (TCFD).

Whilst none of this directly applied to the LGPS, the government had indicated that a
consultation would be issued soon (followed by regulations) to bring the LGPS into
line with private sector schemes in this area. The Fund was in ongoing discussions
with Border to Coast and with its partner Funds in Border to Coast to investigate
whether there was an opportunity for collaboration or joint working in measuring
carbon exposure and meeting the TCFD reporting requirements. The Fund had also
made initial contact with all its investment managers to understand what reporting
details would be initially available in respect of each of the Fund’s investments.

Further updates would be provided to the Board on both issues as appropriate.

AGREED that the information provided was noted.

WORK PLAN UPDATE

A report of the Director of Finance was presented to request Members of the Teesside
Pension Board (the Board) to agree a future work plan framework.

Details of the Board’s Terms of Reference and Duties were included in the submitted report.

A copy of the Teesside Board Work Plan was attached at Appendix A to the submitted report.
The items on the work plan would delivered mainly through reports provided at future Board
meetings.
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It was noted that a training budget of up to £40K was available for Committee and Board
members.

AGREED that the information provided was received and noted.
XPS ADMINISTRATION REPORT

A report was presented to provide an overview of administration services provided to the
Teesside Pension Fund by XPS Administration.

The following items were highlighted:

. 2020 LGPS Scheme Annual Report.
. DWP Consultation on pension scams.
. Prudential.

. Covid-19 — XPS update.

. Membership Movement.

. Member Self-Service.

. Complaints.

. Common Data.

. Conditional Data.

. Customer Service.

. Service Development

. Performance.

. Employer Liaison.

Following easing of lockdown restrictions, there had been an increase in staff returning to the
office. XPS had released a new working model called “My XPS, My Choice” which would trial
from August 2021. Staff could decide whether they wanted to be office based, home based,
or work flexibly between the two.

Employer Health Checks had continued, as well as some face to face employer training which
had been extremely well received. XPS staff were currently working on the year end exercise
to ensure that the Annual Benefits Statements would be sent by 31 August 2021.

There had been a 42% increase in website traffic on the Teesside Pension Fund’s updated
website and a 15.5% increase in new users. A website accessibility tool had recently been
added to the website.

XPS were currently reviewing processes to enable a move to monthly contribution postings
which should lead to greater efficiencies, and more up to date information on member records.
It was expected that this would happen during the 2021/22 financial year.

The Chair noted that XPS had been working on a method to report Conditional Data for some
time and progress appeared slow. Discussions were still ongoing with Aquila Heywood on a
cost for this reporting function along with investigation on whether this could be achieved
internally. Of the 22 data fields that should be reported on, currently only 6 were reported, as
detailed in the submitted report. It was suggested that XPS should aim to add 2 additional
reporting fields per month as a way to work towards reporting on the full 22 as quickly as
possible.

XPS had achieved 100 percent on the KPIs and details were attached at Appendix A to the
submitted report.

AGREED that as follows:
1. the information provided was received and noted.

2. the Committee requested that the current work on Conditional Data reporting was
progressed as quickly as possible.

ANY OTHER URGENT ITEMS WHICH IN THE OPINION OF THE CHAIR, MAY BE
CONSIDERED

None.

Page 7



19 July 2021

Page 8
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Teesside Pension Fund Committee 23 June 2021

TEESSIDE PENSION FUND COMMITTEE

A meeting of the Teesside Pension Fund Committee was held on Wednesday 23 June 2021.

PRESENT: Councillors D Coupe (Chair), E Polano (Vice-Chair), J Beall, (Stockton Council),
A Bell, R Creevy, (Hartlepool Council), T Furness, J Hobson, G Nightingale,
(Redcar and Cleveland Council), J Rostron, M Storey and A Waters
B Foulger, GMB
ALSO IN W Bourne, Independent Adviser
ATTENDANCE: A Owen, A Peacock, CBRE
S Hayes, GBB
E Simpson, Gresham House
OFFICERS: S Bonner, W Brown, S Lightwing, N Orton, W Brown, | Wright
APOLOGIES FOR were submitted on behalf of T Watson
ABSENCE:
21/1 WELCOME AND EVACUATION PROCEDURE

21/2

21/3

21/4

The Chair welcomed all present to the meeting and read out the Fire Evacuation Procedure.

DECLARATIONS OF INTEREST

Name of Member Type of Interest Item/Nature of Interest

Councillor Beall Non pecuniary Member of Teesside Pension Fund
Councillor Creevy Non pecuniary Member of Teesside Pension Fund
Councillor Rostron Non pecuniary Member of Teesside Pension Fund
Councillor M Storey Non pecuniary Member of Teesside Pension Fund
B Foulger Non pecuniary Member of Teesside Pension Fund

MINUTES - TEESSIDE PENSION FUND COMMITTEE - 10 MARCH 2021

The minutes of the meeting of the Teesside Pension Fund Committee held on 10 March 2021
were taken as read and approved as a correct record.

INVESTMENT ACTIVITY REPORT

A report of the Director of Finance was presented to inform Members of the Teesside Pension
Fund Committee how the Investment Advisors' recommendations were being implemented.

A detailed report on the transactions undertaken to demonstrate the implementation of the
Investment Advice recommendations and the Fund's valuation was included, as well as a
report on the treasury management of the Fund's cash balances and the latest Forward
Investment Programme.

The Fund continued to favour growth assets over protection assets and currently had no
investments in Bonds. Whilst it was considered that Bond yields would rise in the long run, at
present yields did not meet the actuarial requirements for the Fund and should continue to be
avoided at these levels unless held as a short term alternative to cash. The Fund had no
investments in Bonds currently.

At the June 2018 Committee it was agreed that a maximum level of 20% of the Fund would be
held in cash. Cash levels at the end of March 2021 were 7.5%. The Fund would continue to
use cash to move away from its overweight position in equities and invest further in
Alternatives.

Investment in direct property would continue on an opportunistic basis where the property had
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good covenant, yield and lease terms. No property transactions were undertaken in this
quarter.

During the quarter, £36 million was invested in Alternatives. The Fund was considerably
underweight its customised benchmark and, providing suitable investment opportunities were
available, would look to increase its allocation to this asset class up to the customised
benchmark level.

Appendix A to the submitted report detailed transactions for the period 1 January 2021 to 31
March 2021. There were net purchases of £10.1 million in the period, this compared to net
purchases of £45.4 million in the previous reporting period.

As at 31 December 2020, the Fund had £340.8 million invested with approved counterparties.
This was a decrease of £20.7 million over the last quarter. Appendix B to the submitted report
showed the maturity profile of cash invested as well as the average rate of interest obtained
on the investments for each time period.

The total value of all investments as at 31 March 2021, including cash, was £4,553 million,
compared with the last reported valuation as at 31 December 2020, of £4,385 million.

A summary analysis of the valuation showed the Fund's percentage weightings in the various
asset classes as at 31 March 2021 compared with the Fund's customised benchmark. Work
continued on the strategic asset allocation with significant commitments into Alternatives.

The Forward Investment Programme provided commentary on activity in the current quarter
as well as looking ahead to the next three to five years.

Details of the current commitments in equities, bonds and cash, property and alternatives
were included in paragraph 8 of the submitted report. As at 31 March 2021 total
commitments to private equity, infrastructure and other alternatives were approaching £931
million.

ORDERED that the report was received and noted.

EXTERNAL MANAGERS' REPORTS

A report of the Director of Finance was presented to provide Members with quarterly
investment reports in respect of funds invested externally with Border to Coast Pensions
Partnership Limited (Border to Coast) and with State Street Global Advisers (State Street).

As at 30 September 2020 the Fund had investments in the Border to Coast UK Listed Equity
Fund and the Border to Coast Overseas Developed Markets Equity Fund. For both sub funds
the return target was an annual amount, expected to be delivered over rolling three year
periods, before calculation of the management fee.

The Fund also had investments in the Border to Coast Private Equity sub-fund and the Border
to Coast Infrastructure sub-fund. Total commitments of £50 million were made to each of
these sub-funds for 2020/2021, in addition to £100 million commitments to each sub-fund in
2019/2020. Up to 31 March 2021, around 15% of this total had been invested and these
investments were not reflected within the Border to Coast report attached at Appendix A to the
submitted report.

State Street had a passive global equity portfolio invested across four different region tracking
indices appropriate to each region. The State Street report (attached at Appendix B to the
submitted report) showed the market value of the State Street passive equity portfolio and the
proportions invested in each region as at 31 March 2021.

State Street continued to include additional information with their report this quarter, giving
details of how the portfolio compared to the benchmark in terms of environmental, social and
governance factors including separate sections on climate and stewardship issues. As the
State Street investments were passive and closely tracked the appropriate regional equity
indices, the portfolio’s rating in these terms closely matched the benchmark indices ratings.
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The latest report showed the performance of the State Street funds against revised indices —
excluding controversies (UN Global Compact violators) and excluding companies that
manufactured controversial weapons. As expected for a passive fund, performance closely
matched the performance of the respective indices.

ORDERED that the report was received and noted.

BORDER TO COAST UPDATE
A report was presented which provided an update on the following:

e Border to Coast (BCP) — Progress Update.
e Investment Update
- UK Listed Equity Fund
- Overseas Developed
- Emerging Markets Hybrid
- Alternatives.
e Real Estate.
e Approach to Responsible Investment.

The Head of Pensions Governance and Investments highlighted that at the end of March
2021, BCP had eleven partner funds and just under £22 billion of assets under management.
There were also commitments of £5 billion to invest in private markets. BCP now had
approximately 100 employees which was more than originally anticipated, partly because they
had been very successful in getting private market commitments and therefore needed more
staff.

In relation to responsible investment, BCP had a Voting Adviser who voted on over 12,000
company votes on a range of issues and actively engaged with 902 companies. This was a
general benefit of pooling as the Teesside Pension Fund (TPF) did not have the resources to
engage with that many companies.

Information regarding the Funds that had been launched by BCP was contained in the
submitted report and also details of the performance of those Funds that the TPF was
invested in.

The TPF had recently invested £200 million in the Emerging Markets Fund and a couple of
external managers had been employed to do investments in China and other countries
managed and invested in by BCP.

BCP had put forward a Real Estate proposition and the Committee would receive further
details at the September meeting.

Finally, Members were invited to attend the BCP Annual Conference which would be held on
30 September and 1 October 2021 in Leeds. Further information would be forwarded to all
Committee Members.

ORDERED that the report was received and noted.
REVISED FUNDING STRATEGY STATEMENT/EMPLOYER FLEXIBILITIES

A report of the Director of Finance was presented to advise Members of proposed changes to
the Funding Strategy Statement which took into account recently published guidance on
flexibilities available to employers in the Fund in relation to contribution rates, including
contributions due when an employer exited the Fund.

The Funding Strategy Statement set out how the administering authority attempted to balance
the conflicting aims of affordable contributions, transparency of processes, stability of
employers’ contributions, and prudence in the funding basis.

The Funding Strategy Statement was reviewed at least every three years, as part of the
Fund’s actuarial valuation, and was subject to review when changes to the regulations or
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guidance governing the Local Government Pension Scheme (LGPS) required.

A copy of the revised Funding Strategy Statement was attached at Appendix A to the
submitted report. The substantive changes from the previous version were as follows:

e The Statement explained how Deferred Employers and their liabilities would be
treated. For example; for most Deferred Employers the expectation was that the
funding target for employers with orphan liabilities would be used, as usually no
employer would be supporting their liabilities once their deferred debt agreement
ended.

e Any employer exits calculated after 23 June 2021 would include an allowance for the
cost management process and the proposed remedy for the ‘McCloud’ discrimination
as set out in MHCLG’s consultation on draft regulations, as well as an allowance for
payment of increases on Guaranteed Minimum Pensions (GMPs) at the full rate of
CPI (price inflation) for members with a State Pension Age after 5 April 2016,
consistent with the Government’s policy intention. This was currently expected to
result in an increase in exit liabilities of approximately 0.7%.

e The factors to be considered when considering allowing payment of exit debt in
instalments and/or entering into a deferred debt arrangement were set out - such as
employer covenant and whether any security or guarantee was available.

e Details of the how the process for reviewing an employer’s contribution rate between
valuations would operate, including dealing with an employer-generated request in
relation to this. This included clarification that an employer request based purely on a
change in market conditions affecting the value of assets and or liabilities would not
be allowed. Detail of an appeals process — separate and in addition to the existing
dispute resolution procedure which the Fund operates — was also included.

e The section on risks and control had been updated, adding risks relating to climate
change and Covid-19 and updating the regulatory risks wording.

ORDERED as follows that:
¢ the revised Funding Strategy Statement was approved.
¢ the revised Funding Strategy Statement would be circulated to Fund employers for
comment. Any substantive changes following the consultation would be reported
back to the Committee for approval. At the end of the consultation period, the
revised Funding Strategy Statement would be published.

INVESTMENT ADVISORS' REPORTS

The Independent Investment Advisors had provided reports on current capital market
conditions to inform decision-making on short-term and longer-term asset allocation, which
were attached as Appendices A and B to the submitted report.

Further commentary was provided at the meeting by William Bourne, in relation to the current
state of the economic and the implications of the recovery from the Covid-19 pandemic and
the potential for inflation. It was highlighted that Government legislation in relating to pooling
was likely to become stricter. However, it was suggested that the Teesside Pension Fund
should also look to invest outside of the pool arrangements and diversify. In relation to the
Fund’s cash holdings it was stressed that holding cash was a short, rather than a long term
strategy.

ORDERED that the information provided was received and noted.
CBRE PROPERTY REPORT

A report was submitted that provided an overview of the current property market and informed
Members of the individual property transactions relating to the Fund.

While the outlook was improving and positive the UK economy was sitting around 8% below
its pre-Covid level. Property sectors were behaving differently, with logistics different from
online and retail. Demand for warehouses was huge but the high street was still suffering
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with too much retail and rents were in decline. Shopping parks and supermarkets were also
more positive with improving values. Office accommodation was a wait and see situation as it
was not yet fully understood how and when people would return to office working following the
pandemic.

In relation to a query regarding local investments, CBRE confirmed that they did not focus on
a region when looking for acquisitions. The investment market had generally been very quiet
with much less demand. Buyers had been unable to view properties during the pandemic and
sellers were nervous about bringing assets to the market and selling too low. When CBRE
recommended an asset to the Fund it was to improve the portfolio and consideration was also
given as to whether the asset had an alternative use.

There were no sales during the last quarter, however leases on six properties had been
negotiated. The Asset Management Update in the submitted report provided further details.

The rent collection across the entire portfolio in the previous three quarters was as follows:

March 2021 — 90.1%
December 2020 — 88.4%
September 2020- 95.1%

The total Collectable Arrears on the entire portfolio was £1,531,781 as at 28 May 2021.
Details of the top six tenants with the greatest arrears, accounting for 76.5% of the total
arrears were provided in the report. The remaining £560,621 (23.5% of the collectable
arrears) of arrears was spread across 56 tenants.

The Committee was informed that the Government had extended the protection in relation to
evictions until March 2022. On a positive note, the majority of the Fund’s property tenants
were acting responsibly and working with CBRE to ensure rents were paid.

ORDERED that the report was received and noted.

XPS PENSION ADMINISTRATION REPORT

A report was presented to provide an overview of administration services provided to the
Teesside Pension Fund by XPS Administration.

The following items were highlighted:

. 2020 LGPS Scheme Annual Report.
. DWP Consultation on pension scams.
. Direction on GMP indexation.

. Prudential.

. Covid-19 — XPS update.

. Membership Movement.

. Member Self-Service.

. Complaints.

. Common Data.

. Conditional Data.

. Customer Service.

. Service Development

. Performance.

. Employer Liaison.

There had been an increase in active memberships which was good for cash flow coming into
the Fund. There was also a sixth consecutive increase in pensions, with people over 55,
some who had been made redundant, or people making life choices to retire.

Activation tokens had been developed to assist scheme members to get online on the website
to check how their benefits were tracking and learn more about their pensions.

Work on the Guaranteed Minimum Pension continued. Work was beginning on calculations
and then XPS would write to scheme members to advise them of the impact and how their
benefits might be affected.
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There were three complaints under investigation currently: 1 Stage One, 1 Stage Two and the
third with the Ombudsman. With 71K scheme members, 3 complaints was a small number
and there was no trend in the issues complained about. XPS endeavoured to learn from any
mistakes and make sure they were not repeated.

From 2023 a pension dashboard programme would be introduced and the public sector would
have to submit data. Logging onto an app would enable users to view all pension details in
one place.

XPS continued to improve testing Conditional Data to ensure that it was a high standard.

The new Teesside Pension Fund website was launched in April 2021 for members and
scheme employees. XPS was developing a feedback form and would use newsletters as a
way of getting as much feedback from users as possible.

XPS were currently working on the year end exercise to ensure that the Annual Benefits
Statements would be sent by 31 August 2021.

Finally, XPS had achieved 100 percent on the KPIs and details were attached at Appendix A
to the submitted report.

Responding to a question regarding members who might not have access to the internet, it
was confirmed that traditional methods of communication would continue and members would
not be mandated to go online.

A request was made for information in relation to the demographics of active and deferred
members.

ORDERED that:

1. the information provided was received and noted.

2. XPS would establish whether information in relation to the demographics of active and
deferred members could be provided to the Committee.

ANY OTHER URGENT ITEMS WHICH IN THE OPINION OF THE CHAIR, CAN BE
CONSIDERED

None.

EXCLUSION OF PRESS AND PUBLIC

ORDERED that the press and public be excluded from the meeting for the following items on
the grounds that, if present, there would be disclosure to them of exempt information as
defined in Paragraph 3 of Part 1 of Schedule 12A of the Local Government Act 1972 and that
the public interest in maintaining the exemption outweighed the public interest in disclosing
the information.

LOCAL INVESTMENT PROPOSAL - FOLLOW-ON INVESTMENT

The Head of Pensions Governance and Investments presented a report to advise Members of
a proposal for a follow-on local investment and to request approval to proceed.

ORDERED that the recommendations, as set out in the submitted report, were approved.
LOCAL INVESTMENT PROPOSAL - CO-INVESTMENT

The Head of Pensions Governance and Investments presented a report to advise Members of
a proposal for a Local Investment and to request approval to proceed.

ORDERED that the recommendation, as set out in the submitted report, was approved.
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Agenda Item 6

TEESSIDE PENSION FUND

Administered by Middlesbrough Council
AGENDA ITEM 6

TEESSIDE PENSION BOARD REPORT

15 NOVEMBER 2021

DIRECTOR OF FINANCE — IAN WRIGHT

Update on Current Issues

PURPOSE OF THE REPORT

To provide Members of the Teesside Pension Board (the Board) with an update on current
issues affecting the Pension Fund locally or the Local Government Pension Scheme (LGPS) in
general.

RECOMMENDATIONS
That Members note this report.
FINANCIAL IMPLICATIONS

There are no specific financial implications in respect of the information contained in this
report.

LGPS COST MANAGEMENT PROCESS CONCLUDED

The LGPS, in common with the other public service pension schemes, has a mechanism for
periodically checking whether the cost of providing the scheme falls within acceptable
parameters. If the cost of the scheme is assessed as too high this results in potential
reductions to future scheme benefits and/or increases on employee contributions.
Conversely, if the cost is assessed as too low this can result in improvements to future
benefits and/or reductions in employee contributions.

This is known as the cost management process and the outcome of the latest process based
on data from the 2016 valuation revealed that the average overall cost of the scheme was
19% of pensionable pay, which is 0.5% of pensionable pay lower than the target cost for the
LGPS of 19.5% of pensionable pay. Consequently, the Scheme Advisory Board developed
proposals to improve scheme benefits and reduce employee contributions to bring the cost
of the scheme back up to the target level.

The proposals were not enacted and the cost management process was paused when the
Government lost a high court case in December 2018 (the McCloud case) which had been
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brought by members of the Judges’ pension scheme and the Firefighters’ Pension Scheme,
arguing that the protections put in place when changes were made to those schemes were
age discriminatory, as they only protected older scheme members. This case had
implications for all public service pension schemes, including the LGPS. The Government
sought to appeal the case but the Supreme Court denied the Government leave to appeal in
a decision on 27 June 2019. The Government subsequently confirmed that it would make
changes to the LGPS regulations to ensure it corrected the discrimination identified — more
details are set out below. The cost of making these changes, when factored in to the cost
management process as on the employee benefit side of the equation, means that no
additional changes are required to LGPS benefits or contributions as a result of the 2016
cost management process.

The Scheme Advisory Board confirmed that they would not be recommending any changes
to the benefit structure of the LGPS based on the outcome of their 2016 cost management
process. This is good news for employers, who would have seen an increase in their costs if
benefits had been improved, and for scheme administrators, as any improvements would
have been backdated to April 2019 causing administrative complexity.

The Scheme Advisory Board also stated that it will separately look at potentially revising the
third tier of ill health provision in the scheme and at contribution rates for the lowest paid
members. These are two of the benefit changes that had been considered when it looked
likely that the cost management process would lead to improvements for scheme members.

MCCLOUD OUTCOME - THE REVISED UNDERPIN

As referred to above, the Government lost a Court of Appeal case (known as ‘McCloud’)
which meant that the transitional protections introduced when the scheme changed from a
final salary to a career average pension scheme in 2014 were determined to be age-
discriminatory. A ministerial statement was made on 13 May 2021 confirming how the LGPS
regulations would be changed to address this discrimination.

The full statement is included at Appendix A. The key points are as follows:

e Underpin protection will apply to LGPS members who were active in the scheme on
315t March 2012 and subsequently had membership of the career average scheme
without a continuous break in service of more than five years.

e The period of protection will apply from 15t April 2014 to 315t March 2022 but will cease
earlier where a member leaves active membership or reaches their final salary scheme
normal retirement age (normally 65) before 315t March 2022.

e Where a member stays in active membership beyond 315t March 2022, the comparison
of their benefits will be based on their final salary when they leave the LGPS, or when
they reach their final salary scheme normal retirement age, if earlier.

e Underpin protection will apply to qualifying members who leave active membership of
the LGPS with an immediate or deferred entitlement to a pension.
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e A ‘two stage process’ will apply for assessing the underpin so that, where there is a gap
between a member’s last day of active membership and the date they take their
pension, members can be assured they are getting the higher benefit.

e Scheme regulations giving effect to the above changes will be retrospective to 1 April
2014.

Once the regulations are introduced, this will mean everyone who was an active member of
the LGPS on 1 April 2012 who has membership of the LGPS from 1 April 2014 onwards
(without a continuous break of more than 5 years) will have their benefits calculated based
on the better of the following two methods:

a) Based on the current rules, with final salary benefits and career average benefits
calculated separately and added together and;

b) Based on their having remained earning final salary benefits beyond March 2014.

This outcome has been anticipated for some time but does cause significant administrative
issue, for example:

e Scheme employers will be asked to provide or confirm the service history information
they hold for all scheme members who have been earning career average pension
benefits. This information includes details of part-time hours changes and leaves of
absence, which are not needed when working out career average pension benefits but
will be required to calculate the final salary underpin.

e The changes (and the extension of the underpin) will be backdated over 7 years (to 1
April 2014) so many leavers and retirees will need to be assessed to determine whether
they would have benefited from the extended underpin.

e Further guidance will be required in how to treat death cases and individuals who may
have transferred out to another pension scheme.

e There may be a requirement to reopen the transfer window for affected individuals. At
present, individuals have a year from taking up an employment in the scheme (or a
longer period if their employer allows) in which to decide to transfer in previous pension
rights. It is possible that this will be revisited for those people who are covered by the
new underpin.

HM Revenue & Customs recently announced a number of measures in connection with the
McCloud remedy. This includes an intention to introduce regulations to ensure that where
an individual’s benefits are retrospectively increased, this does not lead to a tax charge for
exceeding the annual allowance or the lifetime allowance.

Further detailed regulations are expected within months, in the meantime XPS
Administration is working with its software provider to collect information from employers
and consider how best to communicate with scheme members in relation to the revised
underpin.
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Employers in the Fund had already been advised to act with caution in respect of any
payments made to individuals who were subject to the £95,000 cap. XPS has advised that
they are not aware of anyone who has left employment from a Fund employer since 4
November 2020 who would have been subject to the (now revoked) £95,000 cap
regulations.

CLIMATE CHANGE REGULATION CONSULTATION IMMINENT

The Government is expected to consult in regulations that will required LGPS Funds to
report on climate change risk, primarily in relation to their investments. Legislation has
already been introduced to require private sector schemes to report in this, with larger
schemes required to report sooner than smaller schemes. The expectation is the
requirement for the LGPS will be introduced at the same time for all LGPS Funds and is likely
to take effect from the financial year starting 1 April 2022.

The requirements for LGPS Funds are likely to be very similar to those the Government has
already set out for trustees of private sector pension schemes, and will be based in part in
recommendations from the Task Force on Climate Related Disclosures (TCFD).

More information will be provided to the Board when it is available. In the meantime,
Appendix B contains information on assessing and reporting on climate change risk for
trustees of private sector pension schemes (taken from the Government’s website). This
gives a useful indication of the issues LGPS schemes are likely to be asked to consider.

NEXT STEPS

Further updates will be provided periodically.

CONTACT OFFICER: Nick Orton — Head of Pensions Governance and Investments

TEL NO.: 01642 729040
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Local Government Pensions

Statement made on 13 May 2021

Statement UIN HCWS26

Statement made by

Luke Hall >
Minister of State for Regional Growth and Local Government

Conservative

Thornbury and Yate Commons

Statement

The Government is committed to public service pensions which are fair to public sector workers. In 2014, reforms were made to the
Local Government Pension Scheme in England and Wales (the LGPS) to make the scheme more sustainable and affordable for the
longer term. These reforms followed the prior recommendations of the Independent Public Service Pensions Commission and were
part of similar reforms made across the public sector. The Government believes the 2014 changes to the LGPS balanced the interests
of local government workers, employers and taxpayers fairly, and it remains the right package of benefits for the sector.

In July 2020, MHCLG consulted on changes to the Local Government Pension Scheme in England and Wales (LGPS). That consultation
outlined proposals to amend LGPS ‘transitional protections’ following a December 2018 Court of Appeal finding that similar
provisions in the judicial and firefighters’ pension schemes gave rise to unlawful discrimination. Transitional protections had been
introduced by the Government to exempt scheme members nearest to retirement from the impact of the reforms made to public
service pensions in 2014 and 2015.

In the LGPS, transitional protection was provided through an ‘underpin’, providing protected members with the higher of their pension
under the reformed, career average scheme and the pension they would have been entitled to under the previous final salary

scheme. In our consultation, we proposed extending underpin protection to younger qualifying members.

The Government received responses from a variety of stakeholders. These were detailed and varied, and the Government is grateful
for the consideration and thought given to the issues covered in the consultation. Responses were largely supportive of the key
elements of the proposals.

After consideration of the responses, we can now confirm the key elements of the changes to scheme regulations which will be made
in due course. The overarching aim is that the changes will address the findings of the Courts and provide protection to all qualifying
members when their benefits are drawn from the scheme. Thpagf@t@j(_e:

e Undernin nrotection will annlv to LGPS members who meet the revised aualifvina criteria. orincipallv that thev were active in


MTF241
Text Box
Appendix A


-

-

-

the scheme on 31%* March 2012 and subsequently had membership of the career average scheme without a continuous break in

service of more than five years.

« The period of protection will apply from 1% April 2014 to 31 March 2022 but will cease earlier where a member leaves active

membership or reaches their final salary scheme normal retirement age (normally 65) before 315t March 2022.

o Where a member stays in active membership beyond 31°t March 2022, the comparison of their benefits will be based on their

final salary when they leave the LGPS, or when they reach their final salary scheme normal retirement age, if earlier.

¢ Underpin protection will apply to qualifying members who leave active membership of the LGPS with an immediate or deferred

entitlement to a pension.

¢ A ‘two stage process’ will apply for assessing the underpin so that, where there is a gap between a member’s last day of active

membership and the date they take their pension, members can be assured they are getting the higher benefit.

 Scheme regulations giving effect to the above changes will be retrospective to 1% April 2014.

A full Government response, containing further detail on the matters addressed above, and on other issues which were covered in the

consultation, will be published later this year. This will include the Government’s decision on whether members will be expected to

meet the underpin qualifying criteria in a single period of scheme membership for the underpin to apply.

It is anticipated that regulations giving effect to these changes will be made after new primary legislation in relation to public service

pensions has completed its passage through Parliament and the Government’s intention is that regulations will come into force on

April 2023.

-|St

Ensuring that future pension accrual for all LGPS members is on a career average basis from 15 April 2022 will mean that local

government workers continue to receive some of the best pension scheme benefits available in the UK, but that provision is more

sustainable for the long term and more affordable for the taxpayer.

Statement from

Ministry of Housing, Communities and Local Government

Linked statements
This statement has also been made in the House of Lords

Ministry of Housing, Communities and Local Government

Local Government Pensions

Lord Greenhalgh
Minister of State for Building Safety and Communities

Conservative, Life peer

Statement made 13 May 2021

HLWS23
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From Appendix B
https://www.gov.uk/government/consultations/aligning-your-pension-scheme-with-the-tcfd-
recommendations/tcfd-for-trustees-of-pension-schemes-quick-start-guide

Why is climate change important for pension schemes?

Climate change is both a financial risk and an opportunity for pension schemes like
any other risk such as interest rates, exchange rates, inflation, company
performance and the economic cycle. It is not just an ethical, moral or quality of life
issue.

All pension schemes experience climate risk through the impact on scheme assets —
felt by members of Defined Contribution (DC) schemes and sponsors of Defined
Benefit (DB) schemes. DB schemes will also see an impact on the strength of the
employer covenant, member longevity, interest rates and inflation.

Transition risks

Transition risks are risks from the realignment of our economic system towards low-
carbon, climate-resilient or carbon-positive solutions.

Physical risks

Physical risks relate to the impacts of climate change, such as rising temperatures,
changing rainfall, flooding risk and extreme weather.

Transition and physical risks are both short-term and longer-term risks — relevant for
the vast majority of schemes’ time horizons.

Trustees’ legal duties

Trustees have a fiduciary duty of undivided loyalty to the best interests of members,
which is normally interpreted as delivering an appropriate financial return. As such,
they have a legal duty to consider matters which are financially material to their
investment decision making.

Trustees also have a statutory duty to document their policies on material financial
considerations including climate change, and to document and report on their
policies in relation to investor engagement and voting. Government has tabled an
amendment to the current Pension Schemes Bill to take powers to mandate TCFD-
aligned disclosures.

What is TCFD and how can it help?

Published in 2017, the Taskforce on Climate-related Financial Disclosure (TCFD)’s
recommendations establish a set of 11 clear, comparable and consistent disclosures
about the risks and opportunities presented by climate change. The
recommendations are intended to be used by everyone in their mainstream financial
filings — public and private companies, asset managers, insurers and asset owners,
including pension schemes.

The process of carrying out TCFD reporting is intended to lead to better-informed
decision-making on climate risks, and the improved transparency is intended to
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improve accountability and provide decision-useful information to investors and
ultimately beneficiaries.

TCFD in the investment cycle

TCFD can be applied to consideration and action on climate risk at every stage of
the investment journey.

1. Setting investment beliefs

When developing their investment beliefs, trustees should clarify their position on
climate change considerations, their beliefs on the extent of asset mispricing and the
appropriate types of actions they might take by asset class. Under TCFD, they
should formalise and document their governance policies, including roles, in relation
to climate change.

2. Considering climate risks in setting investment strategies, reviewing and
reporting

Trustees should consider how different investments and strategies could be
impacted by transition and physical risks, at an asset class, sector and firm level
where appropriate. They should use scenario analysis (see page 3) as a helpful tool.
In developing mandates and selecting pooled funds, trustees should identify
strategic actions to reduce exposure to climate-related risks, as well as options for
investment in climate-related opportunities.

Growth assets are more sensitive to climate-related risks than income-generating
assets, but this will vary by sector and firm preparedness —some sectors (for
example renewables and electric vehicles) and assets (such as green infrastructure)
will benefit from the low-carbon transition.

Asset managers’ climate competence should be factored into manager selection,
and be monitored post-appointment. Trustees should also ensure that investment
consultants demonstrate a robust track record in assessing and addressing climate
risk, and have adapted their core services to include consideration and discussion of
long-term risks and opportunities.

Asset managers and consultants should demonstrate consideration of climate risk
management through both investment strategy and engagement. Signatory status
and reporting against the Principles for Responsible Investment (PRI) and 2020 UK
Stewardship Code are key indicators. for both managers and consultants.

Trustees should factor climate change into their monitoring and review of asset
managers, by assessing performance against any climate-related objectives,
benchmarks and targets, as well as the quality of voting and engagement,
disclosures and scenario analysis.

Under TCFD, trustees should document how they identify and assess the materiality

of climate-related risks and opportunities, document the main risks and opportunities
for each time horizon and their potential impact, and explain their assessment of
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their scheme’s resilience to different scenarios, including relevant metrics. They
should also identify, document and disclose how climate issues are included in their
consultants’ objectives, and in the selection, review and monitoring of asset
managers.

3. Stewardship

Trustees should be clear on how stewardship fits within the scheme’s investment
strategy and how it helps them meet their climate-related objectives. Where they
delegate to asset managers, trustees should carry out due diligence, ensure their
approaches are in line with the trustees’, set expectations, and hold managers to
account. Where schemes carry out their own engagement, trustees should articulate
clear policies and processes, making systematic use of all voting powers, and where
they will support climate-related resolutions.

Under TCFD, trustees should document and disclose their own stewardship policies,
report on how they have followed them, and hold investee companies to account on
doing TCFD.

4. Additional points to consider for DB schemes

Climate change can have significant implications for the strength of the sponsor’s
covenant. Where sponsors are part of, on dependent on, the high-carbon economy,
trustees should be aware that their scheme will likely have above-average exposure
to climate-related risks. Weather-related events will affect others, for example,
through impacts on supply chains or production facilities.

DB liabilities may be affected by impacts on inflation rates and demographic factors,
particularly longevity. Trustees should take a holistic approach and look at how
climate risks around the employer covenant, funding and investment strategy are all
linked and inter-dependent, through integrated risk management (IRM).

Trustees should ask the sponsoring employer for its TCFD disclosures or equivalent
information, include climate considerations in its regular covenant monitoring
between valuations, and have contingency plans so they can take decisive action if
and when required.

Under TCFD, trustees should identify and assess the materiality of climate-related
risks and opportunities to their sponsoring employer, the main risks and opportunities
for each time horizon and their assessment of their employer’s resilience to different
scenarios.

5. Method of reporting and member communications

Trustees should incorporate the outcome of their TCFD review into the scheme’s
annual report and accounts, or a chair’s statement, implementation statement, or a
standalone report.

Communicating clearly with members on how climate-related risks and opportunities
are being managed can also help build trust and public confidence.
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Specific aspects of TCFD reporting
Scenario analysis

Scenario analysis is a helpful technique for assessing their resilience to different
future outcomes. This helps trustees assess how assets (and, for DB schemes, their
liabilities) may be affected by different outcomes.

The PCRIG guidance recommends 3 scenarios:

e orderly transition, 2°C or lower scenario [significant transition risks, lower
physical risks] — emission reductions start now and continue in line with the Paris
Agreement

e abrupt transition, 2°C or lower scenario [severe transition risks, lower physical
risks] — little climate action in short term, followed by sudden unanticipated
tightening as countries rush to get on track

e no transition, pathway to 4+°C scenario [no transition, severe physical risks] —
continuation of historic emission trends and failure to transition away from fossil
fuels

Tools are available from a number of providers — both paid for and free — showing

how portfolio valuations (and, in some cases, DB liabilities) may be affected.

Trustees can:

e ask their asset managers for the results of their own scenario analysis — take
care when aggregating across managers, as the assumptions may differ

e ask their consultant or a third party provider — more firms are now offering a
range of climate scenario analysis services

e do it themselves — the free Transition Pathway Initiative tool rates the carbon
management quality and carbon performance of companies within high risk
sectors. The free PACTA tool shows the extent to which the firms in high risk
sectors are aligned with given climate scenarios. The illustrative Bank of
England data in Appendix 3 also suggests how different sectors may be affected
by the low carbon transition.

Metrics and targets

Metrics and targets have a key role to play in activities throughout the pension
scheme’s investment decision-making process, both in managing their climate risk
exposure (process metrics) and in measuring their risk exposure (outcome metrics).
Weighted average carbon intensity takes the current carbon emissions per unit of
revenue, for each company in the portfolio, and weights these by their share of the
portfolio. It can be used for equity and fixed income assets. Care is needed where
data is not standardised — some firms quote only scope 1 (direct emissions) and 2
(indirect emissions from producing the electricity used), others also estimate scope 3
(all other indirect emissions).

However, firms with similar carbon intensities today can have divergent future
trajectories. Other recommended metrics include outcome metrics such as exposure
to carbon-related assets, funds invested in low carbon opportunities; and process
metrics such as share of board meetings given to climate risk, and shares of portfolio
in which climate engagement is carried out, or acceptable quality data has been
obtained.
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Finally, TCFD recommends the setting of targets. These can be both process-based
targets around investment, engagement and voting, and outcomes-based targets
such as a reduced portfolio carbon intensity or a higher proportion of holdings in
better prepared companies.

5 easy steps to get started

1.

Check you've got the governance and risk management right — develop and
document your investment beliefs. Formalise and document your governance
policies, including job roles, in relation to climate change.

Integrate into your investment and funding strategies — document the main
climate risks and opportunities which will affect your scheme and their possible or
likely impact. Explain how you will both mitigate those risks and take advantage
of the opportunities. For DB, include climate change in covenant assessment and
monitoring.

Ask your consultants and asset managers to demonstrate climate competence.
Make your expectations, drawn from your beliefs and strategies, clear. Both
providers should demonstrate signatory status in relation to the PRI and UK
Stewardship Code, a robust track record on climate, and consideration of climate
risk as a core service. Trustees should assess new managers on the quality of
voting and engagement, and the quality of disclosures and scenario analysis, and
monitor existing firms on their performance against any climate-related
objectives, benchmarks and targets. Don’t be afraid dig deeper and keep asking
guestions. Challenge what you hear.

Conduct scenario analysis — Analyse your own holdings, for example using the
TPl and PACTA tools. Compare your findings with peers. Challenge your asset
managers and advisers on the results.

Monitor metrics — Ask your asset managers to report on the weighted average
carbon intensity of your portfolio and compare this with similar products.
Challenge your managers on what they are doing to engage with or reduce
exposure to the most-polluting firms, getting data where it is unavailable,
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Agenda Item 7

TEESSIDE PENSION FUND

Administered by Middlesbrough Council
AGENDA ITEM 7

TEESSIDE PENSION BOARD REPORT

15 NOVEMBER 2021

DIRECTOR OF FINANCE — IAN WRIGHT

Risk Register Review

PURPOSE OF THE REPORT

To advise Members of the Teesside Pension Board (the Board) of an additional risk that has
been added to the Pension Fund Risk Register and to provide Members with an opportunity
to review the Risk Register

RECOMMENDATION

That Members note the report.

FINANCIAL IMPLICATIONS

There are no specific financial implications arising from this report.
RISK REGISTER — CLIMATE CHANGE

The Pension Fund’s Risk Register is an attempt to document the various investment,
funding, governance, administration, demographic, economic and other risks there are that
could prevent or make it harder for the Fund to achieve its long term objectives. The
Pension Fund Committee is presented with a copy of the Risk Register at its March meeting
each year as part of the Pension Fund’s Business Plan and the Board reviews this each year
as part of its April meeting.

When the Fund’s Funding Strategy Statement was updated in June this year, an additional
risk was added in relation to climate change and the impact that could have on the Fund’s
assets and liabilities. This risk has now been formally included within the Fund’s Risk
Register, an updated copy of which is included at Appendix A.

Climate change has the potential to have wide-ranging impacts on all aspects of human

society, including economies, trade, the value of companies and all classes of financial
assets. As such, it is sensible to include it as a separate stand-alone risk instead of allowing it
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to be covered by existing risks like “Global Financial Instability” or “Investment Class
Failure”.

The full description of the climate change risk is as follows:

The systemic risk posed by climate change and the policies implemented to tackle them will
fundamentally change economic, political and social systems and the global financial
system. They will impact every asset class, sector, industry and market in varying ways and
at different times, creating both risks and opportunities to investors. The Fund's policy in
relation to how it takes climate change into account in relation to its investments is set out
in its Investment Strategy Statement and Responsible Investment Policy In relation to the
funding implications, the administering authority keeps the effect of climate change on
future returns and demographic experience, e.g. longevity, under review and will
commission modelling or advice from the Fund's Actuary on the potential effect on funding
as required.

Likely sources and risk triggers are:

Global climate change, the financial impact of both the change and the policies
implemented to tackle the change.

Potential impacts and consequences of this risk are:

Significant changes to valuations of assets and asset classes. Potential for some assets
owned by companies to become effectively worthless ‘stranded assets’, significantly
impacting company valuations. Opportunities will also arise, for example in respect of
sectors seen as positively contributing to the transition to a low carbon economy

NEXT STEPS

The Risk Register will continue to be presented to the Committee and Board at least on an
annual basis.

In relation to climate change risk, the Fund will continue to work with its advisers and
investment managers (including Border to Coast) in order to better understand its exposure
to this risk, how this can be mitigated and how to take advantage of any opportunities that
may arise as global markets increasingly take account of this risk.

CONTACT OFFICER: Nick Orton — Head of Pensions Governance and Investments

TEL NO.: 01642 729040
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Appendix A - Teesside Pension Fund Risk Register

Original Score

INFLATION

Price inflation is significantly more than anticipated: an
increase in CPI inflation by X % will increase the
TPFOO1 |liability valuation by Y %.

Fund & Reputation Impact-5
Employers Impact-5
Member Impact-5

Current Mitigation

In assessing the member liabilities, the triennial Fund Actuary
assumptions made for inflation are "conservatively" set based on
independent economic data, and hedged against by setting
higher investment performance targets.

Probakility

Impact

Future Mitigation

20

Current Score

Probakility

Impact

Responsible Officer

15

Target Score

Probakility

Impact

Expected Outcome

Code Title
ADVERSE ACTUARIAL VALUATION

Impact of increases to employer contributions following
the actuarial valuation.

TPFO02

U Fund & Reputation Impact-3
jab) Employers Impact-5

Q Member Impact-1

Current Mitigation

Ilt&rim valuations provide early warnings. Actuary has scope to
smooth impact for most employers.

Original Score

Profakbility

Impact
Future Mitigation

20

Current Score

Probakility

Impact
Responsible Officer

15

Target Score

Probability

Impact
Expected Outcome

Code Title
GLOBAL FINANCIAL INSTABILITY

Outlook deteriorates in advanced economies because
of heightened uncertainty and setbacks to growth and
confidence, with declines in oil and commodity prices.
TPFO003 |Leading to tightened financial conditions, reduced risk
appetite and raised credit risks.

Fund & Reputation Impact-5
Employers Impact-5
Member Impact-1

Current Mitigation

Increasing investment diversification will allow the Fund to be
better placed to withstand this type of economic instability. As a
long-term investor the Fund does not have to be a forced seller of

Original Score

Probakbility

Impact

Future Mitigation

assets when they are depressed in value.

20

Current Score

Probakility

Impact

Responsible Officer

15

Target Score

Probability

Impact

Expected Outcome

Code Title

Original Score

Current Score

Target Score




POLITICAL RISK

Significant volatility and negative sentiment in
investment markets following the outcome of adversely
TPFO004 |perceived political changes.

Fund & Reputation Impact-5
Employers Impact-5
Member Impact-1

Current Mitigation

Increasing investment diversification will allow the Fund to be
better placed to withstand this type of political instability. As a
long-term investor the Fund does not have to be a forced seller of
assets when they are depressed in value.

Probakbility

Impact

Future Mitigation

20

Probakility

Impact

Responsible Officer

15

Probability

Impact

Expected Outcome

Code Title
INVESTMENT CLASS FAILURE

A specific industry investment class/market fails to
perform in line with expectations leading to
deterioration in funding levels and increased

TPF005 I p
contribution requirements from employers.

Fund & Reputation Impact-5
n ) Employers Impact-5
Member Impact-1

Current Mitigation

er placed to withstand this type of market class failure. As a
-term investor the Fund does not have to be a forced seller of
assets when they are depressed in value.

Increasing investment diversification will allow the Fund to be
Iéé

Original Score

Profakbility

Impact

Future Mitigation

20

Current Score

Probakility

Impact

Responsible Officer

15

Target Score

Probability

Impact

Expected Outcome

Code Title
POOLING INVESTMENT UNDERPERFORMANCE

Investments in the investment pool not delivering the

TPFO12 required return.

Fund & Reputation Impact-5
Employers Impact-5

Original Score

Probalility

Member Impact-1

Current Mitigation

Impact

Future Mitigation

Current Score

Probakility

Impact

Responsible Officer

15

Target Score

Probakility

Impact

Expected Outcome

Code Title

Original Score

Current Score

Target Score




CLIMATE CHANGE

The systemic risk posed by climate change and the
policies implemented to tackle them will fundamentally
change economic, political and social systems and the
global financial system. They will impact every asset
class, sector, industry and market in varying ways and
at different times, creating both risks and opportunities
to investors. The Fund's policy in relation to how it
takes climate change into account in relation to its
investments is set out in its Investment Strategy
Statement and Responsible Investment Policy In
relation to the funding implications, the administering Impact Impact
authority keeps the effect of climate change on future
returns and demographic experience, eg. longevity,
under review and will commission modelling or advice
from the Fund's Actuary on the potential effect on
funding as required.

20 15

TPFO053

Probalility
Probakility
Probakility

Impact

|Current Mitigation Future Mitigation Responsible Officer Expected Outcome

|Code ‘Title Original Score Current Score Target Score

HIGHER THAN EXPECTED COSTS OF
INVESTMENT POOLING

Higher setup and ongoing costs of Border to Coast and

U of the management associated with investment pooling = = =y
‘gFOOQ arrangements (or lack of reduction compared to current 2 21 2 14 =2
o) costs). = = 2
& & &
w Fund & Reputation Impact-7
w Employers Impact-2 Impact Impact Impact

Member Impact-1
|Current Mitigation Future Mitigation Responsible Officer Expected Outcome
Border to Coast's budget is set annually with the agreement of at
least 9 of the 12 partner funds. Expenditure is monitored and
reported to the quarterly Joint Committee meetings. Tenders for
on-going suppliers and staff are all now in place.

|Code ‘Title Original Score Current Score Target Score

INADEQUATE POOLING TRANSPARENCY

Lack of transparency around investment pooling

arrangements. 14

TPFO10 21

Probakility
Probability

Fund & Reputation Impact-7
Employers Impact-1
Member Impact-1 Impact Impact Impact

Responsible Officer Expected Outcome

Probakbility

|Current Mitigation Future Mitigation

With the pooling of investment assets TPF staff will work closely
with Border to Coast sub-fund asset managers and Border to
Coast management to gain full clarity of performance, with




|training provided to TPF staff as required. |

Code Title
INAPPROPRIATE INVESTMENT STRATEGY

Mismatching of assets and liabilities, inappropriate long
term asset allocation of investment strategy, mistiming
TPFO021 |of investment strategy.

Fund & Reputation Impact-7
Employers Impact-7
Member Impact-1

Current Mitigation

This is mitigated by the Triennial Valuation and the engagement
of Two Independent Investment Advisors.

Original Score

Probakbility

Impact

Future Mitigation

Current Score

Probakility

Impact

Responsible Officer

14

Target Score

Probability

Impact

Expected Outcome

Code Title
KEYMAN RISK

Concentration of knowledge & skills in small number of
officers and risk of departure of key staff - failure of
TPFO07 |succession planning.

Fund & Reputation Impact-5
o Employers Impact-1
QD Member Impact-1

(Carrent Mitigation

Deputy positions were created in 2018/19 (although one
rgngains to be filled). These act to support deputise as required
for the Head of Investments, Governance and Pensions.

Original Score

Probalility

Impact

Future Mitigation

20

Current Score

Probakility

Responsible Officer

10

Target Score

Probakility

Impact

Expected Outcome

Code Title
INSUFFICIENT STAFF

Causes failure to have time to adopt best practice by
TPFOO8 properly developing staff and processes.

Fund & Reputation Impact-5
Employers Impact-5
Member Impact-1

Current Mitigation

In preparation for the pooling of investment assets to Border to
Coast, the team was expanded and has a total complement of 9
staff. With a new investment strategy of passive rather than active
management, investment transaction volumes have significantly
reduced.

Original Score

Probakility

Impact
Future Mitigation

20

Current Score

Probakility

Responsible Officer

10

Target Score

Probakility

Impact
Expected Outcome

Code Title

Original Score

Current Score

Target Score



UNANTICIPATED PAY RISES

Increases are significantly more than expected for
TPEO11 employers within the Fund.

Fund & Reputation Impact-5
Employers Impact-5
Member Impact-1

|Current Mitigation

1) Fund employers will monitor own experience.

2)Triennial Actuarial valuation Assumptions made on pay and
price inflation (for the purposes of IAS19/FRS102 and actuarial
valuations) will be long term assumptions, any employer specific
assumptions above the actuaries long term assumption would
lead to further review.

3) Employers are made aware of generic impact that salary
increases can have upon final salary linked elements of LGPS
benefits.

Probalility

Impact
re Mitigation

15

Probakility

sible Officer

10

Probakility

Impact
Expected Outcome

Code  Title
POOLING SYSTEMIC RISKS
Systemic and other investment risks not being properly

managed within the investment pool; for example
appropriate diversification, credit, duration, liquidity and

Pro13 currency risks.
g Fund & Reputation Impact-5
D Employers Impact-5

Member Impact-1

|Cuisrent Mitigation

Appropriate due diligence is carried out regarding the structure,
targets, diversification and risk approach for each sub-fund before
investment. In addition, The Pensions Head of Service and
Section 151 officer, will closely monitor and review Border to
Coast sub-fund investment elements on an on-going basis, and
reported to TPF Committee and Board.

Original Score

Probakility

Impact

Future Mitigation

15

Current Score

Probakility

Responsible Officer

10

Target Score

Probakility

Impact

Expected Outcome

Code  Title
LONGEVITY

Pensioners living longer: adding one year to life
expectancy will increase the future service rate by
TPF014 (0.8%.

Fund & Reputation Impact-5
Employers Impact-5
Member Impact-1

|Current Mitigation

In assessing the member longevity and pension liabilities, the
Triennial Actuary assumptions made for longevity are
"conservatively" set based on the latest life expectancy economic
data. They are reviewed and updated at each three year Actuarial

Original Score

Probakility

Impact

re Mitigation

15

Current Score

Probakility

sponsible Officer

10

Target Score

Probakility

Impact

Expected Outcome




valuation. If required, further investigation can carried out of
scheme specific/lemployer longevity data.

Code  Title
BULK TRANSFER VALUE DISPUTE

Failure to ensure appropriate transfer is paid to protect
the solvency of the fund and equivalent rights are
TPFO17 |acquired for transferring members.

Fund & Reputation Impact-3
Employers Impact-5
Member Impact-1

|Current Mitigation

A mechanism exists within the regulations to resolve such
disputes - this should reduce the financial impact of any such
event.

Original Score

Probalility

Impact

Future Mitigation

15

Current Score

Probakility

Responsible Officer

10

Target Score

Probakility

Impact

Expected Outcome

Code  Title
TPF INVESTMENT UNDERPERFORMANCE

Investment Managers fail to achieve performance
targets over the longer term: a shortfall of X% on the
investment target will result in an annual impact of £ Y

'FﬁOlS m.
Q

Q Fund & Reputation Impact-5
D Employers Impact-5
Member Impact-1

|Cuirent Mitigation

1) The asset allocation made up of equities, bonds, property,
cash etc funds, is sufficiently diversified to limit exposure to one
asset category.

2) The investment strategy is continuously monitored and
periodically reviewed to ensure optimal asset allocation.

3) Actuarial valuation and asset/liability study take place
automatically every three years.

4) Interim valuation data is received annually and provides an
early warning of any potential problems.

5) The actuarial assumption regarding asset outperformance of a
measure over CPI over gilts is regarded as achievable over the
long-term when compared with historical data.

Original Score

Probakbility

Impact

Future Mitigation

15

Current Score

Probakility

Responsible Officer

10

Target Score

Probability

Impact

Expected Outcome

Code Title
TPF GOVERNANCE SKILLS SHORTAGE

Lack of knowledge of Committee & Board members
relating to the investment arrangement and related
TPFO019 |legislation and guidance.

Fund & Reputation Impact-5
Employers Impact-3
Member Impact-1

Original Score

Profakbility

Impact

15

Current Score

Probakility

10

Target Score

Probability

Impact




Current Mitigation
Pension Fund Committee new members have an induction
programme and will have subsequent training based on the
requirements of CIPFA Knowledge and Skills Framework
including Pooling.

Future Mitigation

Responsible Officer

Expected Outcome

Code Title
OUTSOURCED MEMBER ADMIN FAILURE
XPS Administration service fails to the point where it is
unable to deliver its contractual services to employers
TPF025 |and members.

Fund & Reputation Impact-1
Employers Impact-1
Member Impact-5

Current Mitigation

XPS Administration is a well-resourced established pensions
administration provider which is not in financial difficulty.

Original Score

Profakbility

Future Mitigation

10

Current Sco