London Borough of Hackney
Pension Fund

Report and Accounts 2014-15

Fund of the Year WINNER Knowledge and Skills

Above £750 million) Award




LONDON BOROUGH OF HACKNEY PENSION FUND ANNUAL REPORT AND ACCOUNTS 2014-15

CONTENTS

CHAI R6S FOREMWBROBERT CHAPMAN
2014-2015 HIGHLIGHTS

PENSIONS COMMITTEE

STAFF, ADVISERS & INVESTMENT MANAGERS

GOVERNANCE AND OVERSIGHT REVIEW
KNOWLEDGE AND SKILLS POLICY STATEMENT
SCHEME DETAILS

ADMINISTRATION AND FINANCE REVIEW

RISK MANAGEMENT REVIEW

INVESTMENT REVIEW

ACTUARIAL REVIEW

REPORT OF THE FUND ACTUARY

AUDIT OPINION

STATEMENT OF RESPONSIBILITIES
STATEMENT OF ACCOUNTS 2014/15
STATEMENT OF INVESTMENT PRINCIPLES
FUNDING STRATEGY STATEMENT
GOVERNANCE POLICY AND COMPLIANCE STATEMENT
COMMUNICATION POLICY STATEMENT
PENSION ADMINISTRATION STRATEGY

CONTACT DETAILS




LONDON BOROUGH OF HACKNEY PENSION FUND ANNUAL REPORT AND ACCOUNTS 2014-15

Cha& r FfFomadr-rCl Robert Chapman

It is my pleasure, as Chair of the Pensions Committee to introduce
the London Borough of Hackney Pension Fund Annual Report and
Accounts for 2014/15. The Pensions Committee has responsibility
for the management of all aspects of the Pension Fund and my first
year as Chair has seen yet another busy year for the Fund.

The year started with the introduction of the new Local Government

Pension 2014 Scheme (LGPS) on April 1st, a challenge both in

terms of communicating the change to scheme members but also in

ensuring that the administration systems were able to cope with the

regulatory changes, with the final regulations coming so late in the

day. There has been no significant rush for scheme members to

move to the new option of 50/50 where they pay 50% of the contributions to build up 50%
of the pension, despite increases in contributions for scheme members particularly at the
middle to higher end of pay rates. Membership of the Fund has continued to grow as the
benefits of being in a pension scheme continue to be covered by government and the
media and auto-e nr ol ment continues t o pl ay a p arijt
academi e s=@éing large increases in active members as they go through auto-enrolment.
It will however, be interesting to see how the impact of the new Freedom and Choice
(introduced on 1 April 2015) impacts on membership over the coming year, as the
opportunity to access pension pots is opened to those over 55, whilst not directly affecting
those in a defined benefit scheme like the LGPS, members still have the option to transfer
out to a defined contribution scheme in order to access their pension pot.

The Fund has continued to see growth in assets over the year with major equity markets
continuing to see gains over the year, particularly in North America, but also bond markets
and property posting strong gains. At the end of March 2015, the Fund value had
increased by just over 14% closing the year at £1.175bn, building on the growth of the
previous 5 years. The Pensions Committee continues to closely monitor its investment and
asset allocation and took the decision in March to look for opportunities to invest further
into multi-asset and consider emerging market options.

The Committee has also increased its focus on becoming a more responsible investor and
dedicated an entire Committee meeting in December to considering ways in which it could
enhance its role in this area. It has made the commitment to sign up to the Stewardship
Code and to press its fund managers to place more emphasis on ESG (environmental,
social and governance) issues and to hold them to account. The Fund reaffirmed its
commitment to the Local Authority Pension Fund Forum (LAPFF) and where possible to
implement recommendations provided by the organisation. The Fund is also in the process
of considering further ways in which it can play a role as a responsible investor by looking
to engage with companies and make changes from within rather than adopting an opt-out
approach.

The Fund continues to play a leading role in working collaboratively with other LGPS
Funds to deliver efficiency improvements to the wider LGPS. The Fund is a key constituent
in the development of the London CIV (Collective Investment Vehicle). This is the
company that has been established by London Councils with 31 out of the 33 London
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Funds signing up to participate in the CIV. As Chair of Pensions Committee, | sit on the
Pensions Sector al Joint Commi ttee overseei
Finance Director are directors on the interim board and officers sit on the Technical Sub-
Group. It is anticipated that FCA approval will be obtained in the summer with the CIV
expecting to take assets on board in the autumn. The development of the London CIV has
been a key factor in trying to move the wider debate on consolidation in the LGPS,
demonstrating that local government is able to provide solutions and bring about greater
efficiency without mandation.

The Fund continues to also play a leading role in the National LGPS Procurement
Frameworks project which has delivered significant cost and savings nationally. The
establishment of a legal framework specifically aimed at LGPS Pension Funds, will enable
Fundsoto access dedicated pensions legal advice swiftly and cost effectively following its
establishment this year. Further frameworks are planned over the coming years, again
providing the evidence that F u n d s @abledorwerk collaboratively to bring wider benefits
and cost savings for the LGPS. The Fund itself made use of the both the Actuarial and
Custody Frameworks this year, using them to undertake procurement exercises and
deliver savings to the Fund.

Other challenges this year have included the requirement for the establishment of a
Pensions Board. A dedicated working group was established to ensure that the Council as
Administering Authority was able to demonstrate compliance not only with the legislation
(which was very late being issued) but also best practice. Appointments to the new
Pensions Board are currently underway with its first meeting taking place on 28 July 2015.
The Committee has also been busy reviewing the other requirements which followed the
Public Sector Pensions Act 2013, which incorporated a role for the Pensions Regulator
from 1 April 2015.

| would also like to take this opportunity of expressing my personal appreciation for the
hard work and commitment to the Pension Fund that the rest of my Committee Members
have put in, given the huge challenges that we face in managing a £1.2billion Pension
Fund in a period of considerable change for pensions and in particular for those operating
in the Local Government Pension space. | would also like to thank the hard work put in by
our specialist advisors, the Corporate Director of Finance and Resources and his staff over
the past year.

Councillor Robert Chapman
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The Fund increased in value by 14.1% in 2014/15 and ended the year at a record high of
£1,175 million, reflecting strong investment markets.

The start of the new financial year saw the introduction of the new Career Average
Revalued Earnings (CARE) 2014 Scheme. This followed on from the public sector pension
review which led to the move away from final salary based schemes in the public sector to
all schemes moving to a CARE basis, although the LGPS introduced the changes a year
earlier. It has been a challenge to meet the timeline for the changes, upgrade
administration systems and communicate to scheme members given the relatively late
issuance of the regulations.

Active membership of the Fund continued to grow as a result of auto-enrolment being
rolled out to other employers, principally the academies in the Fund. Overall membership
in the Fund increased by just under 5% in the year.

As outlined in the investment report, all asset classes put in a positive performance over
the year resulting in an overall increase in the assets under management of £145.4m, this
was despite some volatility during the year, particularly down to geopolitical concerns in
the Ukraine and in the Middle East. The sharp falls in the oil price over the year, helped to
boost markets and lower inflation, with even Europe starting to show some tentative signs
of recovery by the year end. However, there remain concerns over the timing of any
interest rate rises and the effect that this will have on bond markets and any wider
implications for equity markets. For some time now, commentators have suggested that
government bond markets look overstretched with bond yields remaining at low levels.

The Fund remains strongly cashflow positive with contributions and transfers in
outstripping benefits paid and transfers out by £24.8 million plus a further net inflow from
investments of £14.9 million. This is an area in which the Pensions Committee maintains
strong oversight given the maturity profile of the Fund and the ongoing austerity
programme affecting public services.

Additional governance arrangements are being put in place for the next financial year, with
the new regulatory requirement to establish a Pensions Board to sit alongside the
Administering Authority, the London Borough of Hackney, in ensuring compliance with
regulations. In addition the Pensions Regulator assumes additional responsibilities for
monitoring the public sector pension schemes from 1 April 2015. Arrangements have
already been put in place to establish the Pensions Board with its first meeting taking
place on 28 July 2015.
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Pensions Committee

The London Borough of Hackney Pension Fund is part of the Local Government Pension
Scheme (LGPS). The LGPS is governed by statute with the LGPS falling under the remit
of the Communities and Local Government Department (CLG).

The London Borough of Hackney is the Administering Authority for the London Borough of
Hackney Pension Fund. The Pensions Committee has delegated responsibility for the
management of the Fund and oversees the general framework within which the Fund is
managed and agrees the policies under which the Fund will operate. The Corporate
Director of Finance and Resources has delegated authority for the day to day running of
the Fund.

The Pensions Committee during 2014/15 was made up of 6 Councillor Members, an
Employer Representative and a Scheme Member Representative.

Councillor
Robert
Chapman
Chair

Councillor
Feryal
Demirci

Councillor
Michael

Desmond
Vice Chair

Councillor
Jonathan
McShane

Councillor
Brian Bell

Councillor
Geoff
Taylor

Neil Isaac Jonathan
Malins-Smith
Employer

Representative Scheme

Member
Representative

Contact details for the Pensions Committee:-
Pensions Committee

Hackney Town Hall, Mare Street,

London, E8 1EA



http://mginternet.hackney.gov.uk/mgUserInfo.aspx?UID=153
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St af f |, Advisers & I nvest ment

The management and administration of the Pension Fund is delegated to the Corporate
Director of Finance and Resources with the Financial Services Section within the Finance
and Resources Directorate, having responsibility for the day-to-day management of the
Fund.

London Borough of Hackney Respon

lan Williams - Corporate Director of Finance & Resources

Finance & Resources
Keltan House, 89-115 Mare Street
London E8 4RU

Michael Honeysett - Assistant Director, Financial Management

Financial Management

Finance & Resources

Keltan House, 89-115 Mare Street
London E8 4RU

Jill Davys i Head of Financial Services

Financial Services Section
Finance & Resources

Keltan House, 89-115 Mare Street
London E8 4RU

Julie Stacey i Pensions Manager, Financial Services

Financial Services Section
Finance & Resources

Keltan House, 89-115 Mare Street
London E8 4RU

Seamus Mooney i Interim Group Accountant, Financial Services

Financial Services Section
Finance & Resources

Keltan House, 89-115 Mare Street
London E8 4RU
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KPMG

HYMANS 3 ROBERTSON

The Spirit of Independence

PRUDENTIAL J/

LLOYDS BEANK

HYMANS 3 ROBERTSON

The Spirit of Independence

AoN

& Hackney

H EQUINITI

PAYMASTER

HSBC <>

Global Banking and Markets

Auditors - KPMG
KPMG

15 Canada Square
London

E14 5GL

Consulting Actuary i Hymans Robertson
Geoff Nathan

Actuarial Consultant

Hymans Robertson LLP

20 Waterloo Street, Glasgow G2 6DB

AVC Provider 1 Prudential
Prudential AVC Customer Services
Prudential

Craigforth FK9 9UE

Lloyds Bank
Lloyds Bank PLC
25 Gresham Street
London

EC2V 7HN

Investment Consultant to the Fund i Hymans

Robertson

Linda Selman

Partner

Hymans Robertson LLP

20 Waterloo Street, Glasgow

Benefits & Governance Consultant to the Fund

T AON

Karen McWilliam

Head of Public Sector Benefits Consultancy
Aon Hewitt

25 Marsh Street Bristol BS14AQ

Legal Advisers

Legal Services

London Borough of Hackney
298 Mare Street

Hackney E8 1EA

Pension Administration Services - Equiniti
London Borough of Hackney Pension Fund
Equiniti

Russell Way

Crawley

West Sussex RH10 1UH

Custodial Services 1 HSBC
HSBC Bank Plc

8 Canada Square

London E14 5HQ, UK
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| nvest ment Managers

Global Equities
Lazard Asset Management Ltd

| AZARD 50 Stratton Street
London
ASSET MANAGEMENT

W1J 8LL

Global Equities

Wellington Management International Ltd
Cardinal Place

80 Victoria Street

London

SW15JL

UK Equities
UBS Global Asset Management (UK) Ltd

21 Lombard Street
London

EC3V 9AH

Fixed Interest

n F&C Investments
Exchange House
U Primrose Street
London

EC2A 2NY

Property
threadneedle Threadneedle Investments Ltd

investments 60 St Mary Axe
London

EC3A 8JQ

Global Multi Asset
PIMCO

PIMCO Europe LTD
Nations House

103 Wigmore Street
London

W1U 1QS
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Real Return

GMO @
GMO UK Ltd

North America | Europe | Asia-Pacific One Angel Court
Throgmorton Street

London
EC2R 7HJ

Performance Measurement Services
WM Performance Services

525 Ferry Road

Edinburgh

STATE STREET. EH5 2AW
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Governance and Oversight Review

Governance of the Pension Fund

The London Borough of Hackney, as the Administering Authority of the Pension Fund, has
delegated responsibility for the management of the Pension Fund to the Pensions
Committee and during the current financial year the chart below was the way in which the
Fund was governed. From 1 April 2015, there is now a regulatory requirement for a
Pensions Board to sit alongside the Administering Authority, to assist the Authority in
compliance with the regulations and to help oversee the work of the Pensions Committee
and how the Fund is administered, depicted in the chart on the right below.

LONDON BOROUGH OH LONDON BOROUGH OH
HACKNEY COUNCIL HACKNEY COUNCIL

PENSIONS COMMIT PENSIONS COMMIT PENSION BOARD

CORPORATE DIREC CORPORATE DIREC
FINANCE & RESOUR FINANCE & RESOUR

Pension Board

Formal approval for the establishment of the Pensions Board was given by full Council at
its meeting in February 2015 with a Board to be comprised of 2 Employer Representatives
and 2 Scheme Member Representatives. The first meeting will take place on 28 July 2015.

Pensions Committee Attendance

The table below sets out the schedule of Pensions Committee meetings during the last
financial year and the attendance at those meetings by the members of the Committee,
including the training sessions attended:
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Committee Members Attendance 2014/15
25th June 29th September  8th October (Special) 1st December (Strategy)  14th January st March
Mesting Training Meeting Training Meeting  Training  Meefing  Traning ~ Meeting Training  Meeting ~ Training
Clir Robert Chapman (Chair)
Clir Michae! Desmond (Vice Chair)
Clir Brian Bell
Clir Feryal Demirci
Cllr Jonathan McShane
Clir Geoff Taylor

Co-Opted Members
Neil lsaac
Jonathan Malins-Smith

Training

Training was provided to the Committee with a dedicated time slot at the Committee
meetings. The topics covered in the training programme for the Committee in 2014/15
were provided in line with the Knowledge and Skills Framework to help ensure that the
Committee are able to achieve high levels of the specialist knowledge required of them.
Topics covered during the financial year were:

LGPS and Pension Fund Fundamentals (KSF 1, 4, 5 & 6)
Actuarial (KSF 6)

Fiduciary Responsibility and Responsible Investing (KSF 1, 4 & 5)
Asset Allocation and De-Risking (KSF 4, 5 & 6)

Multi-Asset Investments/Strategies (KSF 4 & 5)

Governance Issues 1 Management of Conflict of Interest

Prior to the commencement of Committee meetings, Committee members are required to
make declarations of interest both in relation to membership of the Local Government
Pension Scheme and relationship to any employer bodies within the Pension Fund.
Further declarations are required as and when agenda items arise where a member may
have a conflict of interest. The Head of Financial Services maintains a record of the
Conflicts of Interest which covers both Pensions Committee and Pensions Board Members
as well as officers closely connected with the Fund.

A legal officer is present at the Committee meetings to provide guidance on legal matters
and is also required to comment on other items where there could be conflicts of interest.
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Knowledge and Skills Policy S tatement

CIPFA Code of Practice on Public Sector Pensions i Finance Knowledge
and Skills

This organisation adopts the key recommendations of the Code of Practice on Public Sector
Pensions Finance Knowledge and Skills.

This organisation recognises that effective financial administration, scheme governance and
decision-making can only be achieved where those involved have the requisite knowledge
and skills.

Accordingly this organisation will ensure that it has formal and comprehensive objectives,
policies and practices, strategies and reporting arrangements for the effective acquisition
and retention of the relevant public sector pension scheme finance knowledge and skills for
those in the organisation responsible for financial administration, scheme governance and
decision-making.

These policies and practices will be guided by reference to a comprehensive framework of
knowledge and skills requirements such as that set down in the CIPFA Pensions Finance
Knowledge and Skills Frameworks.

This organisation will report on an annual basis how these policies have been put into
practice throughout the financial year.

This organisation has delegated responsibility for the implementation of the requirements of
the CIPFA Code of Practice to the Corporate Director of Finance and Resources, who will
act i n accordance with the organisationos
member with CIPFA Standards of Professional Practice.

This organisation recognises the importance of ensuring that it has the necessary resources
to discharge its pension administration responsibilities and that all staff and members
charged with the financial administration, governance and decision-making with regard to
the pension scheme are fully equipped with the knowledge and skills to discharge the duties
and responsibilities allocated to them.

It therefore seeks to utilise individuals who are both capable and experienced and it will
provide and/or arrange training for staff and members of the pensions decision making and
governance bodies, to enable them to acquire and maintain an appropriate level of
expertise, knowledge and skills.

2014/15 Reporting on Knowledge and Skills Framework

How the Frameworks have been applied

The Pensions Committee is the body that has delegated responsibility for managing all
aspects of the London Borough of Hackney Pension Fund. The Pensions Committee
reviews and agrees a training plan on an annual basis at the first meeting of the Municipal
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Year. The training plan is developed taking into consideration the needs of the Committee
to both enhance existing knowledge and skills and to develop new areas of understanding.
Pensions, and in particular investments, are constantly evolving and therefore in order for
the Committee to be effective, they need to ensure that their knowledge is current. The
Committee has had a long standing commitment to engage in a training programme and to
ensure that training is accessible to all members of the Committee including co-opted
members. Consequently training is provided as matter of course at all regular quarterly
Committee meetings and is carried out prior to the main business agenda items. This
ensures that training is accessible to all Committee members and key officers involved in
the Pension Fund. Attendance at other training courses and conferences occurs on an ad-
hoc basis to meet additional training needs.

The LGC recognised the work carried out by the Committee to ensure that its members
were appropriately trained with high levels of knowledge and skill with an award in
December 2013 won against strong competition from other funds.

Assessment of Training Needs

The issue of the Knowledge and Skills Framework in 2010 set out a matrix of six relevant
areas of knowledge for members of decision making bodies, namely:

. Pensions Legislative and Governance Context.

. Pensions Accounting and Auditing Standards.

. Financial Services Procurement and Relationship Management.
. Investment Performance and Risk Management.

. Financial Markets and Products Knowledge.

. Actuarial Methods, Standards and Practices.

The training programme for 2014/15 focussed on specific areas where the Pensions
Committee were required to make decisions and where key projects were being delivered.

The Pensions Committee saw its membership change at the start of the new Municipal
Year with 3 new Committee Members. An introductory overview was provided to assist
new Members with an understanding of their role and the wider pension and LGPS issues;
this also provided existing Members with a refresh of their knowledge. The training
provided during the year was broadly spread across all areas of the Knowledge and Skills
Framework, although the requirement for introducing a new Pensions Board to assist the
Administering Authority and the fact that the Pensions Regulator assumes a new role in
public sector pensions from the 1 April 2015 meant that there was a focus on governance.

The need to undertake a procurement for actuarial and benefit services meant that there
was a requirement for training both on procurement and the role of the actuary and benefit
consultants. In addition the Pensions Committee me mb ewere &een to acquire a greater
understanding of their role as shareholders in companies and how they could enhance the

Fundodés engagement as a responsible sharehqdql

meeting to consider responsible investment and fiduciary responsibility, which also acted
as a detailed training session in this area of managing the Fund. This has resulted in a
decision for the Fund to become a signatory of the Stewardship Code and enhanced

monitoring of managers in the areas of environmental, social and governance matters.

13
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Dedicated investment training again played a key role covering asset allocation and the
Fundo6s ap p rrisking dt appropriate devels. Multi-asset investments training was
also provided in advance of a detailed discussion on this area of the portfolio and in
advance of a decision being taken on allocating funds in this area alongside an investment
to be made in Emerging Markets. These new investment strategies are currently being
reviewed to provide a short list to Committee members to appoint managers.

Training Delivered against identified training needs

As outlined in the Assessment of Training Needs, the decision-making body for the
Pension Fund, the Pensions Committee is committed to ensuring that they have the
appropriate levels of knowledge and skill to be able to engage in effective decision making.
Following | oc al elections in May 2014, 50% of
changed and therefore an initial overview
areas were covered in an extended training session at the first Committee meeting of the
Municipal Year. The dedicated training programme for 2014/15 was also supplemented by
additional information contained within the main agenda items. An outline of the specific
training and supplemental areas is shown in the table below:

Dedicated Training Date
LGPS and Pension Fund Fundamentals (KSF1,4,5 & 6) 25/06/14

Actuarial (KSF6) 29/09/14
Fiduciary Responsibilty and Responsible Investing | 01/12/14
(KSF1,4 & 5)
Asset Allocation and De-Risking (KSF4,5 & 6) 14/01/15
Multi-Asset Investments/Strategies (KSF4 & 5) 31/03/15
Supplemental Training \ Date

Regulatory i Discretions (KSF1) 29/09/14 & 14/01/15
Pension Fund Report & Accounts and Audit (KSF2) 25/06/14 & 29/09/14
Pensions Board (KSF1) 25/06/14

Currency Hedging (KSF5) 29/09/14

Actuarial & Benefits consultancy procurements (KSF3 & 6) | 08/10/14

Global Equities (KSF5) 14/01/15

Longevity Monitoring (KSF6) 14/01/15

Pension Risk Register (KSF4) 14/01/15
Investment Update (KSF4 & 5) 31/03/15
Stewardship Code (KSF5) 31/03/15

Voting and Governance Overlay (KSF5) 31/03/15

The Pensions Regulator Code of Compliance (KSF1) 31/03/15

Strategy Meeting Supplemental Training \ Date

Corporate Governance, Stewardship and ESG 01/12/2014

Attendance at Committee meetings and training sessions is monitored by officers and a
record of attendance is included within the above Governance & Oversight Review for
2014/15.
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A full training programme has been scheduled for the next financial year and will include a
wide range of topics, primarily focussing on areas where the Committee is required to
make longer term strategic decisions in order to assist with the governance role.

Training Policy

The Pensions Committee formally approved a Training Policy at its Committee meeting in
January 2015 which sets out its commitment to ensuring that Members of the Pensions
Committee, Pensions Board and senior officers with responsibility for managing the
Pension Fund should undergo a rigorous training programme. The Training Policy has
been created to provide a formal framework and greater transparency on the training
regime in accordance with the national requirements. It is intended to aid existing and
future Pensions Committee members, Pension Board members and senior officers in their
personal development and performance in their individual roles, providing a structure
which will ensure that the Pension Fund is managed by individuals who have the
appropriate levels of knowledge and skills.
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Scheme Details

Overview of the Scheme

The London Borough of Hackney Pension Fund is part of the Local Government Pension
Scheme (LGPS) and is governed by Statute. The main regulations governing the
operation of the scheme during the year were the Superannuation Act 1972 and the Local
Government Pension Scheme Regulations 2013. The Local Government Pension Scheme
Regulations 2013 introduced the new 2014 LGPS which amongst other things changed
the benefits structure from a final salary to career average revalued earning (CARE)
scheme. In addition the Local Government Pension Scheme (Management and
Investment of Funds) Regulations 2009 covers the investment aspects of the funds.

The London Borough of Hackney is the Administering Authority for the Pension Fund and
pensions and entitlement to benefits are fully protected in law. Membership of the Scheme
is open to all employees of the Council including school employees with the exception of
teachers (who have their own pension scheme). Other employers are admitted to the
Pension Fund and depending on their status their employees may also be able to
participate in the LGPS. Employee contributions are determined by central government
and are between 5.5% and 12.5% of pensionable pay. Employer rates are set by the
Fund actuary every 3 years following a valuation of the assets and liabilities of the Fund,
with the next valuation due to take place covering year end as at 31 March 2016.

The conditions of the Local Government Pension Scheme (LGPS) Regulations set out in
clear terms the benefits that are payable to Scheme members and as such the benefits
are guaranteed for those members and therefore members are not reliant on investment
performance for their pension benefits. The contributions payable by Scheme members
are also defined in the Regulations. Employing Authorities are required to pay
contributions into the Scheme in order to meet the cost of funding employee benefits and
as such, are required to meet any shortfall in funding the pension liabilities of Scheme
members.

The Pension Scheme as applying during the financial year 2014/15 was a defined benefit
career average revalued earnings scheme which aligns LGPS retirement age with an
individual 6s st at e p e mofthe schema ayeoutlinddhbelowk ey b e nje f

1 Pension benefits based on a 1/49™ accrual basis for each year of pensionable
service with benefits calculated on the career average pay revalued annually in line
with inflation.

Pre-2014 benefits guaranteed with a final salary link for any benefits earnt prior to 1
April 2014.

Option to pay 50% of the contribution rate to accrue 50% of the benefits.

Option to convert some pension to lump sum on retirement on a 1:12 ratio.

Life assurance cover 3x member final pay applicable from the day of joining
scheme.

16
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Pensions for dependents:- spouses, civil partners and eligible co-habiting partners
and eligible children.

An entitlement to have pension paid early on medical grounds.
Pensions increase annually in line with the cost of living.

It should be noted that the foregoing is not an exhaustive list and that certain conditions
have to be met for an individual to be entitled to the benefits outlined.

The foregoing benefit structure came into effect on 1 April 2014 and saw the start of
significant changes to the public sector pension schemes, with most other schemes
introducing their changes a year later on 1 April 2015. The previous LGPS introduced in
2008 was a defined benefit final salary scheme and was in operation until 31 March 2014,
although it should be recognised that a large number of scheme members will have
benefits accrued under both schemes and indeed some under the pre-2008 scheme. The
key benefits under the 2008 scheme are outlined below:

1 A guaranteed pension based on final pay and length of time in the scheme and an
accrual rate of 1/60" per annum.

Tax free lump sum on benefit accumulated prior to 1 April 2008 and option to
convert some of the pension into tax free lump sum on post 1 April 2008 service.

Life assurance cover 3x member final pay applicable from the day of joining
scheme.

Pensions for spouses/civil and co-habiting partners and children.
An entitlement to have pension paid early on medical grounds.

Pensions increase annually in line with the CPI.

Employers in the Pension Fund

The Pension Fund had twenty five employers in the Fund during the financial year
2014/15, which includes the London Borough of Hackney itself. During the year three new
employers namely: Victoria Park Academy, Manor House Development Trust and SND
Cleaning Services Ltd were admitted. Emp |l oyer s in the Fund f al
body6Admi tted bodydé status. The foll owing
of the employersé in the Fund
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Membership by Employer 31/03/2015:

Deferred

Employer Name Active Benefit Pensioner Total %
London Borough of Hackney 6,228 6,585 5,715 18,528 85.85%
Hackney Homes 783 195 167 1,145 5.31%
Petchey Academy 84 83 1 168 0.78%
Mossbourne Federation (Academy
Trust):

Mossbourne Community Academy 76 38

Mosshourne Victoria Park Academy 6 0
Brooke House 6™ Form College 65 41
City Academy 55 21
Bridge Academy 87 21
Skinners Academy 45 17
Clapton Girls Academy 33 12
Mouchel Babcock Education 21 4
Greenwich Leisure Ltd 17
Renaisi 9
Hackney New School
Caterlink
KGB Cleaning (Schools)
Family Mosaic
Family Solutions
G4S
RM Education Plc
Turners Cleaning Company
Manor House Development Trust
Hanover Housing
Outward
SND Cleaning Services Ltd 0.00%
Ceased 4.61%
Total Membership 6,128 21,581 100.00%

115 0.53%
6 0.03%
113 0.52%
77 0.36%
109 0.51%
62 0.29%
47 0.22%
27 0.13%
26 0.12%
55 0.25%
0.07%
0.03%
0.02%
0.03%
0.02%
0.01%
0.03%
0.01%
0.01%
0.26%
0.00%
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Active Membership in the Fund

Admitted
Schedule Bodies
d Bodies Members
The breakdown of the active Cc()i’;]‘:c'”) £ 73
membership (i.e. those contributing to Members: 1%
the Pension Scheme) of the Pension 1,249
Fund by type of employer as at 31 17% The
March 2015 is shown alongside, with London
the Council being the largest employer Borough

. . . of
in the Fund by a considerable margin. Hackney

) Council
Active Members |(\/|embeé)
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General Scheme Membership

Membership of the Scheme is split between the active members i.e. those who are still
employed and contributing to the Scheme, deferred members i.e. members who are no
longer active but who have accrued benefits to be held until either retirement, or transfer to
a new empl oy.eendianer mentbersiwemprise both former employees who are
now drawing their pension benefits and the dependents of former employees. The
membership of the Scheme analysed over the relevant membership profile is shown
below.

Membership Profile for the Pension Fund 2014/2015

Numbers

mActive mDeferred mPensioner

As can be seen from the following chart, active membership continued to grow over the
last financial year, in part due to auto-e nr ol ment at some of the
Active membership increased by nearly 500 and overall membership increased year on
year by nearly 5% over the year to 21,581 scheme members.

Membership Profile Over 5 Years

Numbers

u Active
u Deferred

® Pensioner
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Contributions and Benefits

Contributions

Total contributions (including transfers) into the Fund during 2014/15 amounted to £77.1
million compared to £70.2 million for the comparable period 2013/14. Contributions paid by

employees are set by statute and
during 2014/15 were in a range of
55% up to 12.5% dependent on
pensionable pay. Employer
contribution rates are set by the Fund
actuary and for the year 2014/15, the
rates that applied were set from the
2013 valuation.

As can be seen from the chart the
largest source of contributions
remains: employers - on behalf of
employees and former employees,
and amounted to 78% of contribution
income during the financial year.

Source of Contributions

Transfers In
6%

Employee
16%

Employer
78%

The chart below shows the actual sums being contributed by the employee and employer
and the value of transfers-in during the 2014/15 financial year along with comparators for
the previous financial year.

Contributions Comparison Against Previous Year

Amount £m

. 2 2 =
Transfers In

5,216

4,937
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The table below outlines the contributions for all of the employers as well as their status
within the Fund:

Contributions by Employer for the year to 31 March 2015

Members  Employers Total

Employer Status £'000 £'000 £'000
London Borough of Hackney Scheduled (9,530) (51,577)
Hackney Homes Scheduled (1,691) (6,412)
Petchey Academy Scheduled (95) (253)
Brooke House 6" Form College Scheduled (96) (323)
Mossbourne Federation (Academy Trust):

Mossbourne Community Academy Scheduled (119) (301)

Mossbourne Victoria Park Academy Scheduled (4) (12)
Shoreditch Our Way Admitted 0 256
City Academy Scheduled (69) (166)
Bridge Academy Scheduled (116) (284)
Renaisi Admitted (33) (207)
Hanover Housing Association Admitted Q) (103)
Skinners Academy Scheduled (67) (213)
Clapton Girls Academy Scheduled (55) (275)
Greenwich Leisure Ltd Admitted (25) (99)
Mouchel Babcock Education Admitted (50) (186)
Hackney New School Scheduled (12) (40)
Family Mosaic Admitted 4) (14)
RM Education Plc Admitted (6) (22)
KGB Cleaning (Education) Admitted Q) 3)
Caterlink Admitted (4) (29)
Family Solutions Admitted 3) (11)
G4S Admitted (5) (20)
Turners Cleaning Company Admitted Q) 3)
Outward Admitted (2) @)
Manor House Development Trust Admitted (7 an
SND Cleaning Services Ltd Admitted (1) (2)

Total Contributions
Benefits

The benefits paid out from the ) _ _
Fund comprise annual pensions, Benefits Paid Out in 2014/2015
lump sum payments on retiring
and, where applicable, death in Annual
service payments, whereby lump Pension
sums equivalent to 3x final 82%
salary are paid out to nominated

.. . . Death
beneficiaries. Total benefits paid Benefits /
out during 2014/15 amounted to 2%
£47.3 million compared to £45
million for the year 2013/14.

Lump Sum
Retirement
s
16%
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Looking at the year-on-year increases, annual pension payments increased by close to
5.2%, partly reflecting t.MebuttaBea dightantreasel imther e gjs e

number of retirements. Lump sum payments remained static over the years. Lump sum
death benefits more than doubled over the year, reflecting an increase in the number of

deaths in service.

Benefits Paid Out in 2014/15 compared to Previous Year

Amount £m

Lump Sum
Retirements

36,883 7,513 579
38,570 7,513 1,209

Annual Pension Death Benefits

Pension benefits being paid out of the Fund have increased steadily over the last five
years from £39 million in 2010/11 to £47m in 2014/15. This is in part due to the fact that
LGPS pension benefits rise each year in line with inflation more than a reflection of any
significant increase in pensioner numbers, which have remained relatively static over the

period. The chart below highlights how benefit payments have been increasing for the
Fund over the five year period.

Benefits Paid over 5 Years

a7

45 -
44 43 /

J/

Amount £m

In addition the Fund has also paid refunds to members who have opted out of the Scheme
which is permissible under the regulations of the Scheme and made transfers to other

22
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schemes by way of individual transfers and group transfers. For 2014/15 the total value of
payments to and on account of leavers was £5.1 million, compared to £3.1 million
(2013/14).

Contributions (excl transfers) paid into the Fund continue to exceed the sums paid out in
benefits each year, making the Fund strongly cash flow positive. The chart below provides
readers with the comparison of contributions paid in to the Fund over the last 5 years
compared to the levels of benefits paid out. As the Scheme matures, there is likely to be a
narrowing of the gap over time. The Pensions Committee continues to monitor the
cashflow position on a regular basis.

Contributions Received vs. Benefits Paid

Amount £m

2013

Year

m Contributions m Benefits
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Admi ni stration and Finance \Y;

Scheme Administration

The contract for pension administration and pension payroll was managed externally
during the year by the Fundds pension admi S
being overseen by the Financial Services Section based at London Borough of Hackney.

The contract commenced on 1 April 2009 and the contract extended for a further 3 years
on 1 April 2014.

The costs of administering the Fund over financial year 2014/15 were £0.64 million
compared to £0.58 million in the previous financial year reflecting to a large extent the
additional costs of bringing in the new LGPS 2014 Scheme, which included costs of
amending the administration system to cope with the changes. Administration costs
include the internal staff costs involved in administering the Pension Scheme, the external
administrator costs and the Pension Fund audit fee. A breakdown of costs can be found in
Note 11 of the Financial Statements.

The administrators have a website available for members, employers and non-members to
find information pertaining to the LGPS including a members self service area, the address
of which is http://hackney.xpmemberservices.com/Home.aspx Th e me mber s 0o

electronic version of the scheme guide providing details of the benefits of the scheme,

pension membership forms, a series of FAQs, a glossary of terms and relevant news

it ems. The employersdé6 area provides al/l t
Report & Accounts, Statement of Investment Principals (SIP), Funding Strategy Statement

(FSS), Communications Policy and the Pension Administration Policy (PAS) as well as a

' ink to the Committeeds reports.

arjge a

The Fund has a procedure for dealing with disputes from members both active and
deferred called the Internal Disputes Resolution Procedure (IDRP). These are mainly in
regard to either their scheme membership or the non-release of ill-health benefits. The
process for members is at Stage 1, to first appeal to the Specified Person appointed by the
Fund who will assess the case to ensure due process has been followed. Should the
member still be dissatisfied after this, they can then appeal to the Administering Authority
(Stage 2), who will appoint a Specified Person who will again assess the case and make a
determination. If the member remains dissatisfied, they can then appeal to the Pension

Ombudsman (Stage 3), who will then make the final determination on the case. The
findings of the Ombudsman are legal and binding and no further action can be taken by
the individual.

The number of completed IDRP cases in reporting period was 5. The analysis is as
follows:

Case Type Resolution
Il Health i request uplift from Tier 3 to Tier 1 Not Upheld
Il Health - Early Release of Pension Upheld
Il Health - Early Release of Pension Upheld
Il Health - Early Release of Pension Withdrawn

24
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| Pension Start date i request backdated Not Upheld

Administration Management Performance

2014/15 saw a slight increase in the workload for the pension administrators. There were
18,410 pieces of work sent to the pension administrators in the year an increase of 491
from last year&s case load of 17,919. There were a total of 5 complaints in the reporting
year, which equates to 0.03% of the total workload.

Below is the number and trend of the top case types the administrators have dealt with in
the year 2014/15:

Case Type Number in Year

Death Notifications 259
Leavers 2166
New Entrants 1829
Transfer In 43

Transfer Out 71

Retirement Quote 643
Retirement Finalisations 258
Guaranteed Minimum 834
Pension (GMP)
Divorce 32

The average monthly workload in 2014/15 has been in the region of 1,534 cases,
fluctuating between a low of just over a 1,000 in December to a high of over 2,400 in
August.

The flow of work over the current year in comparison to 2013/14 is shown in the chart
below:
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Pension Administration Workflows

Pieces of Work Received
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m2013/2014 m2014/2015

Peaks in the workflow in August and September came as a result of the lack of a working

interface from the Council dés payroll syste

in increasing the workload, as all starters and leavers received thus far needed to be
processed manually, as the interface could not be relied upon to input accurate member
data. Also the new Scheme has meant that the processing time for cases has increased
due to the complexity of the scheme and the need for some manual calculations. A
number of Academies also passed their staging dates for auto-enrolment, which meant an
increase in starters and opt outs to process during September and October.

The performance of the pension administrators is monitored by the Financial Services
Section at Hackney on a monthly basis. Performance, under the pension administration
contract, when compared to the service level agreement was an average of 94.8% for the
year as a whole, a fraction down on the previous year, but this is reflective of the slightly
higher levels of work being processed. Service levels are included within the Pensions
Administration Strategy document (pages 191 to 220).
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Performance Against Service Level Agreement

=]
(3,1

Performance %

m2013/2014 u2014/2015

In addition to dealing with the day-to-day administration cases, Equiniti have also
undertaken the following work on behalf of the Fund:

1 All Monthly Payrolls balanced and reconciled.

1 The year end payroll process has been completed for both the monthly payrolls
including the application of the pension increase, reconciliation of the payrolls,
production of P60s and reporting to HMRC.

Compendia year end update of pension increase, Lifetime Allowance and Annual
Allowance and earnings and contribution histories was completed.

A Scheme Event report has been submitted to HMRC.

National Fraud Initiative - 91 members who were identified from the national fraud
initiative data match as still in receipt of a pension but potentially deceased. 54 are still
under investigation. And of the 79 cases received in regard to re-employment, 41 are
still under investigation.

All benefit, payroll and AVC payments have been made.

Work has completed on the year-end accounts.

All monthly ledger reconciliations completed.

All bank account reconciliations completed.
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All contributions have been received.

Pension Increase was applied to all pensions in payment.

Life Certificate exercise i Certificates of Continued Entitlement were issued to
1,212 pensioners over 80 years of age and to 72 overseas pensioners.

FRS17 data was issued to the actuary for 15 employers.

A data extract was submitted to CLG for the experience reports.

Data was issued to Club Vita for longevity studies.

Cessation valuations were submitted for Hanover Housing.

Annual Benefits Statements for year ending March 2014, were issued in November
2014 to:

Actives 6,040
Deferred 5,952
Councillors 46

Overpayment of pension - identified overpayments to a value of £21,218. These were
as a result of late death notifications. To date £13,420 has been recovered.
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The total scheme membership, analysed by age, as at 31 March 2015 is shown below:

Age |

1-5

Active

0

Deferred

0

_Pensioner

0

Total
0

6-10

0

0

14

14

11-15

0

0

20

20

16 - 20

84

7

40

131

21-25

98

16

563

26 - 30

0

1187

31-35

2

1577

36 - 40

4

1617

41 - 45

21

1918

46 - 50

61

2793

51-55

3103

56 - 60

2485

61 - 65

1812

66 - 70

1362

71-75 991
76 - 80 879
81-85 611
86 - 90 376
91-95 127
96 - 100 15

Pension Administration Strategy (PAS)

The Local Government Pension Scheme (Administration) Regulations 2008 gave
Administering Authorities the discretion to issue a Pension Administration Strategy
document. The provisions in respect of the Pension Administration Strategy have been
carried forward into the 2013 Regulations, which became effective on 1 April 2014.

The Pension Administration Strategy (PAS) was reviewed and updated to reflect the 2013
Regulations, and following a period of consultation with stakeholders it was agreed by
Pensions Committee and came into effect on 1 April 2014. The updated PAS was applied
during the last financial year.

In addition, a number of training sessions have been run for employers and individual
schools on how to complete paperwork and the background to the LGPS regulations to
enhance overall understanding and administration flows, including the changes brought in
with the new CARE Scheme 2014.

Through a rolling programme of training, site visits and seminars, the Pension Liaison
Officer has continued to enhance the relationship between employers, payrolls and the
administrators which has helped to promote a better understanding amongst employers of
what their responsibilities are towards the Fund and their own employees. Particular
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attention has been paid to ensuring that schools are aware of their responsibilities towards
employees during the year

Dedicated one-to-one sessions for scheme members continue to be popular and help to
clarify any issues concerning their personal situation in regard to their pension benefits.
The Pensions team have worked hard to explain the provisions of Scheme 2014 to both
employers and scheme members, and these have been rated highly by attendees.

[lI-Health Retirements

During the last financial year, there were a number of ill-health retirements agreed by
employers both active members and deferred members as set out in the table below:

IIl Health Retirements April 2014 to March 2015

Deferred to lll-Health Active Tier 1 Active Tier 2 Active Tier 3
16 11 0 2

Also two Tier 3 ill-health pensions that were due to cease during the year having been in
payment for the maximum of 3 years, were reviewed and uplifted to a Tier 2.

Monitoring of Employers

Employee and Employer contributions must be received by the 19™ of the month following

deduction from payroll. These are then reconciled against pensionable remuneration and
contribution rates that apply to individual employers.

During 2014/15, the Fund sought to recoup additional administration costs from several
employers and schools not complying with the Pensions Administration Strategy. Where
there are instances of non-compliance, additional administration costs are recouped
directly from those employers and schools concerned in regard to data irregularities, late
payment of contributions or late submissions of data during the year. Contribution
collections are subject to rigorous monitoring and the pursuit of correct payments and
supporting documentation remains of paramount importance to the administrators.

The table below details the number of employers on a monthly basis who have not
provided either their contributions or supporting paperwork by the 19" of the month
following deduction from payroll. Some, not all of the employers, would have been subject
to additional administrations charges throughout the year:
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Month Description

7 Employers were late in submitting contributions
payment and HK221 supporting documents by 19". Plus
late Starter and Leavers forms

April 2014

May 2014 3 Employers were late in submitting contributions
payment and HK221 supporting documents by 19"

June 2014 All Employers submit HK221 and payment on the 19"

July 2014 All Employers submit HK221 and payment on the 19"

August 2014 2 Employers were Iatg in late in submittingthcontributions
payment and supporting documents by 19

5 Employers were late in submitting HK221 supporting

documents by 19"

4 Employers were late in submitting contributions

payment and HK221 supporting documents by 19"

10 Employers were late in submitting contributions

payment by the 19"

5 Employers were late in submitting contributions

payment and HK221 supporting documents by 19"

5 Employers were late in submitting contributions

January 2015 payment and HK221 supporting documents by 19"

September 2014

October 2014

November 2014

December 2014

i th
February 2015 All Employers submit HK221 and payment on the 19

i th
March 2015 All Employers submit HK221 and payment on the 19

A continuous programme of improving the relationships between employers, payroll
providers and Equiniti Paymaster, the scheme administrators, has assisted in ensuring
employersbare aware of the importance of correct reporting and the timely submission of
data.

Changes introduced by the Public Service Pensions Act 2013, have meant that from the 1
April 2015, the Pensions Regulator will assume responsibility for setting standards of
governance and administration in public service pension schemes, together with increased
regulatory oversight.

As part of the Pension Regul atordéds new govVv
Public Service Code of Practice will be introduced to provide practical guidance and
standards of conduct and practice, to help maintain and improve the governance and
administration of pension schemes. The Code will be directed at Scheme Managers
(Funds) and the new local Pension Boards that have to be set up. The role of each local
Pension Board is to help ensure their scheme complies with governance and
administration requirements as defined by the Code.
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Therefore going forward, the Pensions Regulator will have closer scrutiny of the accuracy
of the data held by pension schemes. The emphasis will therefore remain on building
relationships with employers and ensuring that the data supplied in respect of employees
IS accurate.

Budget Review

The Pensions Committee agrees the budget for the Pension Fund on an annual basis and
monitors progress quarterly, taking into consideration anticipated income and expenditure
for the forthcoming year along with a comparison to the forecast set in the previous year.
The budget includes a forecast of the expected level of employee and employer
contributions and estimated transfer values, although the latter is difficult with the forecast
being dependent to a large extent on staff turnover and individual decisions on whether to
transfer benefits into the Hackney Pension Fund. Member expenditure forecasts are based
on anticipated pension increases and will also include an estimate for transfers out of the
Fund.

Gross income for the Pension Fund was nearly 9% higher than forecast at the time of the
2014/15 budget report (E77.1 million compared to the budget of £70.8 million) due to the
continued growth in active membership over the year, which was significantly higher than
expected, due in part to auto-enrolment from some of the other employers in the Fund.
Overall member expenditure was lower than projected by 6% reflecting a lower than
expected increase in pension payments only partly offset by higher transfers and death
grants. The impact of this was a net surplus of £20.4 million, significantly higher than
budgeted for.

Overall expenses, which includes the costs of administering the Fund, investment
management fees and governance and oversight costs, for the year ended 31 March 2015
were higher than forecast at £4.4 million compared to budget of £3.2 million, due to a
range of factors. This includes higher investment management fees as a result of
increased asset values on which management fees are based, higher administration costs
due to the implementation of the new 2014 Scheme and additional governance costs
reflecting work undertaken to prepare for the introduction of the Pensions Board and work
preparing that the Fund is in a position to meet new Pensions Regulator Code of
Practices.

Investment income delivered a much higher return than forecast reflecting strong dividend
growth and a switch into equity assets out of the multi-asset fund.

The Pension Fund as a consequence remained significantly cash flow positive both before
and after taking investment income into account. The Pensions Committee will continue to
monitor the budget and cash flow on a regular basis to ensure that any significant changes
are captured and appropriate action taken.

The Table below sets out the budget, set at the start of the financial year 2014/15, and the
Outturn for the year and includes a brief analysis of the reasons for the differences
between the budget and the outturn.
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2014/15 Budget and Outturn

Member Income:

Employers' Contributions

Employees' Contributions

Transfers In

Total Member Income

Member Expenditure:

Pensions

Lum Sums & Death Grants

Refunds

Transfers Out

Total Member Expenditure

Net Member Surplus

Management Expenses:

Administration, Investment Management
and Gowernace & Owersight

Surplus from Operations

Investment Income/Expenditure:

Investment Income

Cashflow before Investment
Performance

Outturn
2014-15 2014-15 vs
Budget Outturn Budget Comments
£'000 £'000

Higher than budgeted due to the impact of increased

membership through auto-enrolment (AE), mainly at the
60,213 9.4 Council and the academies.

As per abowe, linked to a higher than budgeted

membership but also a higher than expected salary
11,997 10.2 increase

4,937 1.2

Within tolerance, higher due to active membership
77,147 8.9 continuing to grow

Pension payments were lower than expected due to a

lower than expected inflation rate, and although pensioner

numbers hawe increased from last year they were lower
(44,900) (38,570) (14) than expected

Death grants were higher than budgeted but are difficult to
(7,325) (8,722) 19 forecast

An increase in refunds over budget as a consequence of
(50) (82) 64 auto-enrolment were higher than expected

(3,228) (4,992) 55 Linked to a slight drop in Council employees

Expenditure was below budget due mainly to lower
(55,503) (52,366) (6) benefit payments

Larger than expected surplus due to higher
62 contributions received and lower benefits paid

Higher than expected investment manager costs being
based on increased asset values; also slightly higher
38 administration costs

A higher surplus as a consequence of increased
68 contributions and lower outgoings than budgeted

Reflects higher dividend yields and an increase in Equity
35 holdings

A reflection of the Net Member Surplus and higher
52 dividend income
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The Pensions Committee has reviewed the budget for 2015/16 which continues to forecast
a cash flow surplus for the year of £11.3 million before investment income, which whilst
down on the past year still leaves the Fund strongly cashflow positive. Taking investment
income into account, the surplus is expected to be around £26.5 million. The following year
is also projecting a similar surplus position. There are however, a wide range of factors
which could result in the budget having to change, including further austerity measures
leading to workforce reductions, the outcome of the actuarial valuation in 2016, changes to
National Insurance along with Freedom & Choice which could see active members either
withdrawing from the Scheme or transferring their benefits. The outturn for 2014/15
compared to the budget for 2015/16 and 2016/17 is shown in the table below:

2014/15 Outcome and 2015-2017 2014-15 2015-16 2016-17
Budget Forecasts Outturn Budget Budget Comments
£000 £000 £'000
Member Income:
Gradual increase reflecting salary growth and hence
Employers' Contributions 60,213 61,594 62,272 contribution increase

Gradual increase reflecting salary growth and hence
Employees' Contributions 11,997 12,566 12,704 contribution increase

Decrease reflects anticipated slowdown in recruitment and
Transfers In 4,937 3,863 3,905 members having other options for pension pots

Slight growth reflecting higher contributions and lower
Total Member Income 77,147 78,023 78,881 Transfers In

Member Expenditure:
A reflection of the continuation of increased payments
Pensions (38,570) (44,545) (45,970) seen towards the latter end of 14-15

Lum Sums & Death Grants (8,722) (8,787) (9,068) Difficult to predict the future lewvel of death grants
Refunds (82) (102) (103)

Anticipating an increase in Transfers Out' to reflect new
Freedom & Choice regulations allowing over 55s to
Transfers Out (4,992) (8,729) (9,008) transfer pension pots into Defined Contribution schemes

Higher expenditure due to anticipated increase in
Total Member Expenditure (52,366) (62,163) (64,149) Transfers Out' and pensions-in-payment

The surplus is expected to reduce as pension expenditure
Net Member Surplus 24,781 15,860 14,732 increases

Management Expenses:

Increase in investment manangement costs as a result of
Administration, Investment Management higher asset values - with the associated higher admin
and Gowvernance & Owersight (4,407) (4,548) (4,633) and governance costs

Surplus from Operations 20,374 11,312 10,099

Investment Income/Expenditure:

Investment Income 15,735 Anticipated increased dividend payments

Cashflow before Investment Cashflow positive although lower than 2014/15 due to the
Performance 25,834 reasons outlined above
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Risk Management Review

Risk Register

Risk management forms a key part of Pension Fund Governance and is part of the
ongoing decision making process for the Committee. The benefits of successful risk
management are clear for the Fund; improved financial performance, better delivery of
services, and improved Fund governance and compliance.

There are four general approaches to treating risk: avoid, reduce, transfer or accept.

Avoidance of risk i not undertaking the activity that is likely to trigger the risk.
Reducing the risk i controlling the likelihood of the risk occurring, or controlling the
impact of the consequences if the risk does occur.

Transferring the risk i handing the risk on elsewhere, either totally or in part 1 e.g.
through insurance.

Accepting the risk i acknowledging that the ability to take effective action against
some risks may be limited or that the cost of taking action may be disproportionate
to the potential benefits gained.

The types of risk that the Fund is exposed to fall into the following broad categories:

1 Financial 7 these relate to investment related risks including market, currency,
credit and interest rate risks, these are outlined in detail in the Statement of
Accounts.

Strategic T failure to meet strategic objectives such as performance targets,
Funding Strategy Statement objectives, etc.

Regulatory T regulatory changes impacting on the Fund, or failure to comply with
legislation or meet statutory deadlines.

Reputational i poor service damaging the reputation of the Fund.

Operational i data maintenance, service delivery targets.

Contractual 7 3rd party providers, failure to deliver, effective management of
contracts.

Communication 1 failure to keep all stakeholders notified of things that affect them,
be they employers, scheme members or contractors.

The Risk Register for the Pension Fund sets out the nature of the individual risks for the
Fund with an assessment of level of risk. Risks fall into the following categories:

1 High risk (red) i need for early action intervention where possible.

1 Medium risk (amber) i action is required in the near future.

1 Low risk (green) 7 willing to accept this level of risk or requires action to improve
over the longer term.

The Pensions Committee reviews the Pension Fund Risk Register and the controls that it
has in place to determine if there is any need to re-categorise existing risks or to add new,
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previously unidentified risks, with the most formal recent review having taken place at the
Committee meeting held in January 2015.
The key risks identified as being high following the latest review are:

=4 =4 =4 -8_48_9_5_4_-2

increasing longevity;

asset/liability mismatch;

poor investment performance;
membership data;

failure to manage costs;

funding Risks;

regulatory;

wider pension reforms; and

changes to accounts reporting deadlines.

The Committee recognises that whilst the above high risks relate primarily to external risk,
measures are in place to monitor and manage these risks. These include:

T

Monitoring longevity and ongoing discussions with the Fund actuary on how best to
manage the impact on the Fund from people living longer. Changes brought in with
the 2014 Scheme also mean that retirement ages will increase in line with the state
pension age going forwards.

Monitoring regulatory changes and responding to consultations on future changes
and in particular the current debate around structural reform.

Quarterly monitoring of investment performance, funding and budget monitoring
and regular reviews of asset allocation to ensure that it remains appropriate for the
Fund taking into account the appropriate investment advice from the Pension Fund
consultant.

Contract monitoring and performance reviews.

Working closely with employers to ensure that membership data is updated as
required, this is particularly important with the introduction of the Career Average
Scheme where the annual salary needs to be accurately recorded to ensure that
any inflation linking is calculated correctly.

The Fund has worked and continues to work closely in collaboration with other
funds to develop national procurement frameworks for the LGPS and also is
working closely with other funds in London to develop a collective investment
vehicle. All this is designed to help deliver major efficiency savings for the Fund
over time.

It is difficult to assess the impact of wider pension reforms, but the Fund continues
to monitor its cashflow and where appropriate works closely with the Fund actuary
to understand the impact of such wider reforms on the Fund.

The Fund will in future years be required to deliver an earlier set of accounts and is
currently looking at ways to enhance monthly reporting to ensure it is able to meet
this challenge.

Within the Statement of Accounts, there is a detailed analysis of the extent of risks arising
from financial instruments, quantifying the impact of a range of investment risks, including
market risk, interest rate risk and currency risk. This provides readers of the accounts with
an overview of the impact of market movements in terms of both increases and decreases
under the scenarios where standard deviations apply.
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Whilst the Fund maintains a Risk Register, it is recognised that whilst this is reviewed
annually, it is the day-to-day management of risks that remains key to understanding and
controlling risks for the Pension Fund.




LONDON BOROUGH OF HACKNEY PENSION FUND ANNUAL REPORT AND ACCOUNTS 2014-15

Investment Review

Investment Background

Investment markets have continued to make gains in 2014/15 in all asset classes although
it is fair to say not without some volatility during the year. Interest rates have remained low,
although there were some indications that the US was ready to start increasing rates in the
middle of last year, but these have been pushed back again as they have been in the UK.
Geopolitical concerns also had an impact on markets causing concerns both due to the
Ukraine and the Middle East. Greek elections made a Greek exit from the Euro more likely
although negotiations on Greece are ongoing as this is being drafted. Chinese growth
showed signs of slowing growth and revised targets down to 7% in the final quarter.

On the positive side, a near halving of the oil price in the third quarter of 2014/15 meant
that this helped to boost growth particularly in western markets with the consumer
benefitting accordingly. Inflationary pressures remained low partly on the back of lower oil
prices. The US finally ended its quantitative easing programme with the Federal Reserve
having bought back $4.5 trillion worth over bonds over the last 7 years. Labour markets in
both the UK and US both showed positive labour data in terms of unemployment with rates
falling in both regions. In Europe the ECB finally launched a QE programme with a 01.1
trillion (Euro) buyback programme. Japan performed well on the back of Abenomics, a
programme which encompasses fiscal expansion, monetary easing and structural reform
which is finally having a positive impact on both the Japanese economy and stock
markets.

As noted earlier all asset classes posted gains in the last financial year, although the
strongest markets were those of Japan and North America, rising by just over 27% and
25% respectively, benefitting from a wide range of factors including the oil price falls,
stronger growth and with any short term volatility concerns being brushed off. The UK was
more sanguine seeing a rise of only 6.6% on the year, although this reflected concerns
particularly towards the year end and the election taking place in May, where worries
about a hung parliament and concerns over the rise of the SNP and UKIP and how this
might impact going forwards. Also, despite relatively strong labour markets, wage inflation
remained low and manufacturing survey data still showed subdued growth. Worries about
growth in Europe, a possible Greek exit and lack of action on the part of the ECB, meant
that Europe was fairly lacklustre for most of the year, but the final quarter put in a strong
rally following announcement of the introduction of QE by the ECB, and some signs that
the Eurozone was finally starting to see signs of positive growth meant that Europe had a
strong finish to the year and ended up 7.5% over the year.

Bond markets around the gl obe also posted
setback. In the UK, bonds rallied by 13.9% benefitting from lower inflation as a result of
falling commodity prices, but also from indications that once again interest rates were
expected to be lower for longer. The fall in inflation also helped to boost the index linked
market over the year resulting in a rise of 18.5% over the year. Overseas bonds also
experienced gains over the year of 7.6% again benefitting from lower inflation and
expectations of rate rises even in the US taking longer to come through.
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The property market remained strong in the UK, buoyed both by the housing markets, with

consumer strength playing a part, but also from the ongoing low interest rate environment
and reasonable economic growth.

The following table shows the returns on various markets over the last financial year:

Investment Markets 2014/2015

Performance %

Other UK

Europe Pacific , Index |Property
Int'l .

Linked

‘l 1lyear . . 7.5 . 12.7 19.9 . 18.5 18.3

Asset Class

The chart below shows the market performance over the last 3 years highlighting the

ongoing strength in equity markets as investors assume a positive outlook on the recovery.
Bond markets have recovered from the setback seen in 2013/14 as interest rates remain
lower for longer and investors continue to favour bond markets, despite some concerns

that they are overvalued. The low returns on cash reflect the ongoing low interest rate
environment.

Market Perfromance Over Three Years

Performance %

UK
Pacific Index | Property
Linked

18.1 . . 10.2 2.5
-5.8 . -2. -8. -3.8 14
12.7 . 18.5 18.3

Asset Class

Looking at the annualised market returns over 1, 3 and 5 years, shows a positive picture
across all investment markets, equities, bonds and property. Whilst this does reflect a
recovery from the financial crisis at the end of the last decade, the strength in the markets
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would seem to be at odds with the relatively low growth environment being seen and
discounting any increases in interest rates.

Market Performance Annualised Over 1, 3, 5 years

Performance %

Pacific Ulﬁriﬂggx Property

m 1 year . . 12.7 . 18.5 18.3
m3years 7.8 . . 7.9 114
m 5years . . . 6.5 . . 9.6 10.3

Asset Class

Fund Value

The Pension Fund has continued to benefit from the strength in investment markets and

positive cashflows. At t he end of March 2014, the mar kfpet
assets was £1,174.8 million compared to £1,029.4 million as at 31 March 2014,
representing an increase over the year of 14.1%

The graph below shows the progressofthe Funddés assets over the a
31 March in each year.

Fund Value Over 10 Years at 31 March
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Investment Management

The management of the Fundds assets is det
Scheme (Management and Investment of Funds) Regulations 2009. The regulations
enable authorities to appoint investment managers to manage and invest Pension Fund
monies on their behalf, subject to being satisfied with their experience, competence and
risk control, with appropriate arrangements for monitoring performance. The Local
Government Pension Scheme Regulations 2013 require the Fund to publish a Statement
of Investment Principles (SIP) setting out the main parameters and responsibilities for the
management of the Fund. The SIP covers the investment style for fund managers e.g.
balanced active/passive, types of investment to be permitted and the relative proportions
between them, performance objectives for fund managers, socially responsible investment
standards to be applied, and corporate governance matters to be exercised relating to the
Fundés shareholding interests. A copy of
Accounts (pages 90 to 116).

The allocation to the various asset classes broken down by percentage as at the end of
2014/15 is as outlined below:

Asset Breakdown per %
Other (inc inv cash &
Pooled Multi-Asset, 7.3~ forwards), 1.6

UK Index Linked, 4.1 Pooled Property, 9.2
Corporate Bonds, 7.3 Net Current Assets, 2.4
0O/S Govt Bonds, 0.9
UK Govt Bonds, 4.2 &

UK Equities, 29.4

O/S Equities, 33.6

The following chart sets out how the distribution across the various asset classes has
moved between the end of the previous March 2014 and current March 2015 financial
years.
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Asset Distribution over 2 Years

UK Equities 0O/S Equities UK Bonds 0O/S Bonds UK Index Linked Pooled Multi- Property Cash & Other (inc  Net Current
Asset (inc forwards) Assets
altematives)

12013/2014 =2014/2015

At the start of the year the Fund had seven external managers,but the decision was taken
earlier in the year to terminate one of the multi-asset managers due to concerns over the
management changes taking place at the firm and performance issues meant that for most
of the year the Fund had only 6 managers. The breakdown between managers is set out in
the chart below:

[CATEGPRYId ManagerBiaakgeyn

NAME]:

(VALUE] NAME]:

UE]
[CATEGORY
N

- Q0
A'vlﬂ'cﬁn/%y
Investments &
/ Net Current
Assets:

UBS: [VALUE] [VALUE]

[CATEGORY
NAME]:
[VALUE]

Y

NAME]:

[VALUE]
The Fund has three equity managers split between: one passive UK fund manager - UBS
with 26% of the Fund under management, and two active global equity managers - Lazard
Asset Management with 18% and Wellington Investment Management with 19% of the
Fund as at 31 March 2015. Fixed interest investments were managed by Foreign &
Colonial (F&C) with 17% of the Fund and property via a Unit Trust with Threadneedle
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amounting to 9% of the Fund. Absolute return strategies were managed by GMO with 8%
of the Fund. Other investments (including futures) and net current assets represent the
remaining 3% of the Fundds assets.

The list of Fund Managers and the proportions of assets under management are shown
below with comparisons against the prior year:

% of total % of total
Fund Manager fund fund

Lazard (Global Equities) 172,591 16.77% 215,014 18.30%
Wellington (Global Equities) 178,092 17.30% 220,503 18.77%
UBS (UK Equity Index) 280,425 27.24% 309,245 26.32%
F&C (Fixed Interest) 150,448 14.62% 200,364 17.06%
Threadneedle (Property) 91,008 8.84% 108,223 9.21%
PIMCO (Global Multi-Asset) 80,259 7.80% - 0.00%
GMO (Global Real Return) 44,237 4.30% 86,248 7.34%
Net Current Assets 25,763 2.50% 28,008 2.39%
Other Investments 6,529 0.63% 7,196 0.61%

1,029,352 100% 1,174,801

Top Ten holdings by Market Value as at 31 March 2015

The top individual holdings by market value are shown in the table below.

Holdings Ab0

F And C Instl Long Dated Corp Bd Fd Class 4 Acc 18,449
UK Treasury 4.5% 07/12/2042 11,920
Apple Com NPV 9,749
UK Treasury 4.75% 07/09/2015 9,709
Merck & Co Com USDO0.01 8,458
UK Treasury Gilt 1.75% 22/07/2019 7,608
UK Treasury 4.75% 07/03/2020 6,975
UK Treasury 4.25% 07/12/2049 6,916
UK Treasury 1.875% IL 22/11/2022 6,897
Bristol Myers Squibb Com USDO.10 6,596

Total 93,277

The above table excludes pooled investments, the top three of which are shown in the
table below.
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Holdings £'000
UBS LIFE UK EQUITY TRACKER UBS LIFE UK EQUITY 309,245
TPN PROPERTY A INVESTMENT TRUST 108,223
GMO FUNDS PLC GLOBAL REAL RE GMO GLOBAL REAL 86,248

Total 503,716

Performance of Fund

The investment strategy and performance of the Fund is reported on a quarterly basis to
the Pensions Committee with Fund Managers taking it in turns to present to the Committee
and officers meeting the individual managers on a more regular basis. The investment
performance of the Fund is measured by the WM Company against a customised
benchmark.

The overall investment performance of the Fund for 2014/15 was up by 12.1% over the

year in line with the customised benchmark. The Fund performed in line against
benchmark in the UK primarily due to the
against benchmark was disappointing in the global markets, although property
performance remained positive. Poor performance from one of the two multi-asset
managers dragged down performance in thi

different asset classes is shown in the table below:

Performance Against Benchmark

Pooled
Property Multi
Asset

m | B Hackney . 16.4 11.4 14.3 20.4 18.9 15
® Benchmark . 16.6 13.9 13.3 21.0 16.6 51

Global UK Govt | Corporate | UK Index
Equities Bonds Bonds Linked

Asset Class
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Over the longer term, the Fund has marginally underperformed its customised benchmark
over both three and five year periods. The Fund achieved an annualised return of 9.7%
compared to the benchmark of 10.5% over three years and over a five year period 8%
compared to 8.7%.

Whilst the Fund continues to have its own dedicated benchmark set by the Committee
against which it measures performance, it continues to monitor its asset allocation
compared to the WM Local Authority Universe, which is shown below:

Performance Measurement: London Borough of Hackney vs WM Local Authority Universe

Ej-l..l.1.4

Global Total UK Index Total Bonds Pooled Cash (excl.
Pooledinc | UK Equities o 0O/S Bonds - plus Index . Property currency
Equities Linked N Multi-Asset

Linked forwards)
uL B Hackney 16.5 6.6 12.2 124 204 15.2 1.5 18.9 -0.4

EAVG LA. 16.6 6.6 121 8.7 20.1 13.0 10.2 15.8 1.8

Performance %

Asset Class

Performance against the WM Local Authority Universe shows the Hackney Fund was at

the 70"percentile in 2014/ 15, " peccemplarankiny versos thea s |
Local Authority Universe. Over the longer term horizon performance against the WM
Universe the fund was at 88™ percentile over three years and 81%' percentile over five
years.

Investment Management Expenses

The investment management expenses for the year to 31 March 2015 are £2.8 million
(excluding £0.55 million in transaction costs and performance fees ), which is largely in line
with the previous year. Investment management expenses cover the fees charged by the
F u n dndigdual investment managers and the Fundd sustodian.
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Actuarial Review

Background

The primary objective of the Pension Fund
sum benefits on their retirement eforfooaftert h
retirement, on a defined benefit basis. The Fund has to ensure that any surplus
contributions and investment income are invested to provide returns to help meet future
liabilities. An actuarial valuation of the Fund is carried out every three years taking into
account the amount of current and future pension liabilities of the Fund, the expected
contributions into the Fund, and the expected investment returns on assets held by the
Fund. Other factors taken into account include pay inflation and mortality rates.

Actuarial Valuation

The Fund actuary, Hymans Robertson, undertook a valuation of the Pension Fund as at
the 31 March 2013, which showed there had been an improvement in the funding position,
from 65.8% to 70.1%%, since the last valuation in 2010. This was mainly due to
investment returns being better than expected and an increase in contributions.
Notwithstanding, there had been an increase in the overall pension deficit from £378
million in March 2010 to £406 million in March 2013, due mainly to a decrease in the
discount rate applicable during the period. A summary of the assumptions used in the
actuarial valuation is included intheac t uar yds report in the f
of the wvaluation <can be found on the Pension Fund website;
http://hackney.xpmemberservices.com/Home.aspx or alternatively a copy can be obtained
from the Financial Services Section, Finance and Resources Directorate, Keltan House,
89-115 Mare Street, London, E8 4RU. The next actuarial valuation will be based as at 31
March 2016. The 2013 valuation results were used to assess the updated funding position
and determined contribution rates payable by employers for the financial year 2014/15
.The historic long-term funding picture is shown in the graph below and includes an
estimated position as at 31 March 2015:

Funding Level

Percentage %
g o o =~

2004 2010 2013
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Over the longer term the Fund is targeting a funding level of 100% and has set out its
strategy for achieving this in the Funding Strategy Statement included within this Report
and Accounts. The Funding Strategy Statement (pages 120 to 158) was approved by the
Pensions Committee in March 2015.

The valuation determines contribution rates for the Fund and the 2013 valuation, which
applied during the year, assessed the Common Contribution Rate for the Fund as being
34.5%. Of that, 19.9% represented the future service cost for meeting the pensions of
current employees and 14.6% of the cost of meeting the historic service deficit. These
figures are for the Fund as a whole and individual employer rates can vary significantly
from the overall Fund level. Individual contribution rates payable by employers are set out
in the Rates and Adjustment Certificate on page 157. A chart showing how the Common
Contribution Rate, future service rate and historic service cost has changed over the last
few valuations including the most recent one is shown in the graph below:

Contribution Rates

40
3
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25
20

15

10 ‘@A
5
0

1995 1998 201 2004 2007 2010 2013
=== Common Contribution Rate .7 17.25 24.6 33.9 29.9 3.1 4.5
=== [yture Service Rate 8.4 9.75 11.9 127 14.7 16.7 19.9
=== Deficit Funding Rate 9.3 1.5 121 21.2 15.2 14.4 14.6

The employer contribution rate for the Council, the largest employer in the Fund was
36.9% for year ending 31 March 2015.




LONDON BOROUGH OF HACKNEY PENSION FUND ANNUAL REPORT AND ACCOUNTS 2014-15

Report of the Fund Actuary

London Borough of Hackney Pensi o

Introduction

ClPFAG6s Code of Practice on Local Authorityj A
Authorities of LGPS funds that prepare pension fund accounts to disclose what IAS26
refers to as the actuarial present value of promised retirement benefits.

The actuarial present value of promised retirement benefits is to be calculated similarly to
the defined benefit obligation under IAS19. There are three options for its disclosure in
pension fund accounts:

showing the figure in the Net Assets Statement, in which case it requires the statement
to disclose the resulting surplus or deficit;

as a note to the accounts; or
by reference to this information in an accompanying actuarial report.

If an actuarial valuation has not been prepared at the date of the financial statements,

IAS26 requires the most recent valuation to be used as a base and the date of the

valuation disclosed. The valuation should be carried out using assumptions in line with

| AS19 and not the Pension Funddés funding asjsu

| have been instructed by the Administering Authority to provide the necessary information
for the London Borough of Hackney Pension Fund, which is in the remainder of this note.

Balance sheet

Year ended 31 Mar 2015 31 Mar 2014
£m £m

Present value of Promised Retirement Benefits

Liabilities have been projected using a roll forward approximation from the latest formal
funding valuation as at 31 March 2013. | estimate this liability at 31 March 2015 comprises
£692m in respect of employee members, £516m in respect of deferred pensioners and
£611m in respect of pensioners. The approximation involved in the roll forward model
means that the split of scheme liabilities between the three classes of member may not be
reliable. However, | am satisfied the aggregate liability is a reasonable estimate of the
actuarial present value of benefit promises. | have not made any allowance for unfunded
benefits.

The above figures include both vested and non-vested benefits, although the latter is
assumed to have a negligible value.

It should be noted the above figures are appropriate for the Administering Authority only
for preparation of the accounts of the Pension Fund. They should not be used for any

48
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other purpose (i.e. comparing against liability measures on a funding basis or a cessation
basis).

Assumptions

The assumptions used are those adopted for
required by the Code of Practice. These are given below. | estimate that the impact of the
change of assumptions to 31 March 2015 is to increase the actuarial present value by
£239m.

Financial assumptions
My recommended financial assumptions are summarised below:

Year ended 31 Mar 2015 31 Mar 2014
% p.a. % p.a.

Inflation/Pensions Increase Rate

Salary Increase Rate

Discount Rate

Longevity assumption

As discussed in the accompanying report, the life expectancy assumption is based on the
Fund's VitaCurves with improvements in line with the CMI_2010 model, assuming the
current rate of improvements has reached a peak and will converge to long term rate of
1.25% p.a.. Based on these assumptions, the average future life expectancies at age 65
are summarised below:

Females

Current Pensioners 21.5 years 23.7 years
Future Pensioners* 23.6 years 25.8 years

*Future pensioners are assumed to be currently aged 45

Please note that the assumptions are identical to those used for the previous IAS26
disclosure for the Fund.

Commutation assumption

An allowance is included for future retirements to elect to take 50% of the maximum
additional tax-free cash up to HMRC limits for pre-April 2008 service and 75% of the
maximum tax-free cash for post-April 2008 service.

Professional notes

This paperaccompani es my covering report titled
for 1 AS19 purposesd6 dated 28 April 2015.
reliance and limitations for the use of the figures in this paper, together with further details
regarding the professional requirements and assumptions.
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Prepared by:-

Geoff Nathan FFA
28 May 2015

For and on behalf of Hymans Robertson LLP
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AudiOpi ni on

|l ndependent auditords report to the member s
the pension fund financial statements published with the Pension Fund Annual
Report

We have examined the pension fund financial statements for the year ended 31 March
2015 on pages 53 to 86.

Respective responsibilities of the Corporate Director of Finance and Resources and
the auditor

As explained more fully in the Statement of Responsibilities, the Corporate Director of
Finance and Resources is responsible for the preparation of the pension fund financial
statements in accordance with applicable law and the Code of Practice on Local Authority
Accounting in the United Kingdom 2014/15.

Our responsibility is to report to you our opinion on the consistency of the pension fund
financial statements included in the Pension Fund Annual Report with the pension fund
financial statements included in the annual published statement of accounts of the London
Borough of Hackney, and their compliance with applicable law and the Code of Practice on
Local Authority Accounting in the United Kingdom 2014/15.

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

OQur report on the administering a ut bcounts
describes the basis of our opinion on those financial statements.

Opinion

In our opinion, the pension fund financial statements are consistent with the pension fund
financial statements included in the annual published statement of accounts of the London
Borough of Hackney for the year ended 31 March 2015 and comply with applicable law
and the Code of Practice on Local Authority Accounting in the United Kingdom 2014/15.

Matters on which we are required to report by exception

The Code of Audit Practice for Local Government Bodies 2010 requires us to report to you
if:

1 the information given in the Pension Fund Annual Report for the financial year for
which the financial statements are prepared is not consistent with the financial
statements; or
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1 any matters relating to the pension fund have been reported in the public interest under
section 8 of Audit Commission Act 1998 in the course of, or at the conclusion of, the
audit.

We have nothing to report in respect of these matters

Andrew Sayers

for and on behalf of KPMG LLP, Appointed Auditor
Chartered Accountants

15 Canada Square, London E14 5GL

28 September 2015
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St at enveffiedsponsi bilities

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

Make arrangements for the proper administration of its financial affairs and to secure
that one of its Officers has the responsibility for the administration of those affairs. In
this Council, that Officer is the Corporate Director of Finance and Resources.
Manage its affairs to secure economic, efficient and effective use of resources and
safeguard its assets.

Approve the Statement of Accounts.

Responsibilities of the Corporate Director of Finance and Resources

The Corporate Director of Finance and Resources is responsible for the preparation of the
Pension Fund Statement of Accounts in accordance with proper practices as set out in
ClPFAbs &PbdPractice on Local Aut hority Ac
of Practiceo).

In preparing this Statement of Accounts, the Corporate Director of Finance and Resources
has:

1 selected suitable accounting policies and then applied them consistently;

1 made judgements and estimates that were reasonable and prudent; and

1 complied with the Code of Practice, except where otherwise stated.

The Corporate Director of Finance and Resources has:

1 kept proper accounting records which were up to date; and
1 taken reasonable steps for the prevention and detection of fraud and other
irregularities.

Responsi ble Financial Officeros Cert

| certify that the Accounts set out on pages 54 - 86 have been prepared in accordance
with proper practices and present fairly the transactions of the London Borough of
Hackney Pension Fund during the year ended 31 March 2015 and financial position of the
Fund at that date of its assets and liabilities, other than liabilities to pay pensions and
benefits accruing after the year end.

lan Williams, CPFA
Corporate Director, Finance and Resources
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Statement of Accounts 2014/15

The Pension Fund Account

2013/14 2014/15
A 0]0]0) Notes A 0]0]0)
Dealings with members, employers and others
directly involved in the Scheme

(65,030) Contributions (72,210)
(5,216) Transfers in from other pension funds (4,937)
(70,246) (77,147)

44,975 Benefits 47,292
3,080 Payments to and on account of leavers 5,074
48,055 52,366

(22,191) Net (additions)/withdrawals from dealings with members (24,781)

3,843 Management Expenses 4,407

Returns on investments
(13,827) Investment income (14,867)

(Profit) and losses on disposal of investments and changes in
(42,908) the market value of investments (110,208)

(56,735) Net returns on investments (125,075)

(75,083) Net (increase)/decrease in the Fund during the year (145,449)

(954,269) Opening net assets of the Scheme (1,029,352)
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The Net Assets Statement for the year ended 31 March 2015

2013/14 2014/15
£'000 £:000
980,290 Investment Assets 1,132,828
24,538 Cash Deposits 18,218

1,004,828 1,151,046

(1,239) Investment Liabilities (4,253)

1,003,589 Net Value of Investment Assets 1,146,793

Current Assets
Current Liabilities
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NOTES TO THE ACCOUNTS

1. DESCRIPTION OF THE FUND

The HackneyPensi on Fund (6the Fund6é) is part of
and is administered by the London Borough of Hackney.

The following description of the Fund is a summary only. For more detail, reference should
be made to the Hackney Pension Fund Annual Report 2014/15, the Pension Fund website
http://hackney.xpmemberservices.com/Home.aspx and the underlying statutory powers
underpinning the Scheme, namely the Public Service Pensions Act 2013 and the Local
Government Pension Scheme (LGPS) Regulations.

a) General

The Fund is governed by the Public Service Pensions Act 2013. The Fund is administered
with the following secondary legislation:

The Local Government Pension Scheme Regulations 2013 (as amended).

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

The Local Government Pension Scheme (Management and Investment of Funds)
Regulation 2009.

It is a contributory defined benefit pension scheme administered by the London Borough of
Hackney (fAithe Council o) to provide pensi ons
of the London Borough of Hackney and for the employees of admitted and scheduled
bodies eligible to participate in the Fund. Teachers, police officers and firefighters are not
included as they come within other national pension schemes.

The London Borough of Hackney has delegated responsibility for the management of the
Pension Fund to the Pensions Committee with the Corporate Director of Finance and
Resources being given delegated authority for the day to day operations of the Fund.

b) Membership

All local government employees (except casual employees, teachers and those eligible to
be members of the NHS Pension Scheme) are automatically entered into the Scheme.
However membership of the LGPS is voluntary and employees are free to choose whether
to opt out, remain in the Scheme or make their own personal arrangements outside the
Scheme.

Organisations participating in the Hackney Pension Fund include:

Scheduled bodies, which include the local authority and similar aligned bodies
whose staff are automatically entitled to be members of the Fund. It also includes
Academy and Free School non-teaching staff.

Admitted bodies, which are other organisations that participate in the Fund under an
admission agreement between the Fund and the relevant organisation. Admitted
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bodies include voluntary, charitable and similar bodies or private contractors
undertaking a local authority function following outsourcing to the private sector. As
at 31 March 2015 there are 25 active employer organisations within the Fund,
including the London Borough of Hackney.

31 March 31 March
London Borough of Hackney Pension Fund 2015 2014

Number of Employers with active
members

Number of Employees in scheme
Council

Scheduled bodies

Admitted bodies

Number of pensioners
Council

Scheduled bodies
Admitted bodies
Ceased Employers

Deferred members
Council

Scheduled bodies
Admitted bodies
Ceased Employers

During the year Mossbourne Victoria Park Academy (Mossbourne Federation), Manor
House Development Trust, and SND Cleaning services were admitted as new employers
to the Fund.

c) Funding

Benefits are funded by contributions and investment earnings. Contributions are made by
active members of the Fund in accordance with the LGPS Regulations 2013 and range
from 5.5% to 12.5% of pensionable pay for the financial year ending 31 March 2015.
Empl oyee contributions are matched by empl o
the triennial actuarial funding valuations. The last such valuation was at 31 March 2013
with the next valuation due to take place at 31 March 2016. Current employer contribution
rates can be found in the Statement to the Rates and Adjustments Certificate in the
Hackney Pension Fund Annual Report and Accounts 2014/15 or within the Actuarial
valuation on the Pension Fund Website:-
http://hackney.xpmemberservices.com/Home.aspx

d) Benefits
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Prior to 1 April 2014, pension benefits under LGPS are based on final pensionable pay

and length of service, summarised below:
Service post 31 March Service post 31 March
Service 2008 2014

Each year worked is
worth 1/49 Career
Average Revalued
Earnings Salary

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

Automatic lump sum of  No automatic lump sum.  No automatic lump sum.
3 x pensionable salary.

In addition, part of the Part of the annual Part of the annual
annual pension can be  pension can be pension can be
exchanged for a one-off exchanged for a one-off  exchanged for a one-off
tax-free cash payment. tax-free cash payment. A tax-free cash payment. A
A lump sum of £12 is lump sum of £12 is paid  lump sum of £12 is paid
paid for each £1 of for each £1 of pension for each £1 of pension
pension given up. given up. given up.

There are a range of other benefits provided under the Scheme including early retirement,
disability pensions and death benefits. For more details please refer to the scheme guides
which can be found at http://hackney.xpmemberservices.com/.

Benefits are index-linked in order to keep pace with inflation. In June 2010, the
government announced that the method of indexation would change from the Retail Prices
Index to the Consumer Prices Index. This change took effect from 1 April 2011.

e) LGPS 2014

The 1 April 2014, saw the implementation of LGPS 2014, a new Career Average Revalued
Earnings (CARE) Scheme, based on a 1/49™ accrual rate with retirement ages now linked
to an individual me mber 60 s ,sdntabuten rates fos amployees g ¢
have remained at 6.5%, however the contribution bands have widened and are now 5.5% to
12.5% at the top end. The new Scheme has also introduced the option for flexibility over
contributions, i.e. a lower contribution for lower benefits, referred to as the 50/50 Scheme. It
has not been possible to quantify the impact of these changes, although they have been

designed to bring the future service costs of the Scheme down.
2. BASIS OF PREPARATION
The Statement of Accounts summari ses the

year and its position at year-end as at 31 March 2015. The accounts have been prepared
in accordance with the Code of Practice on Local Authority Accounting in the United
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Kingdom 2014/15 which is based upon International Financial Reporting Standards
(IFRS), as amended for the UK public sector.
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The accounts summarise the transactions of the Fund and report on the net assets
available to pay pension benefits. The accounts do not take account of obligations to pay
pensions and benefits which fall due after the end of the financial year. The actuarial
present value of promised retirement benefits, valued on an International Accounting
Standard (IAS 19) basis, is disclosed in Note 17 of these accounts.

3.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fund Account 1 revenue recognition

a) Contributions income

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

Employer deficit funding contributions are accounted for on the due dates on which they are
payable under the schedule of contributions set by the scheme actuary or on receipt if
earlier than the due date.

Empl oyer ds augment at i o n stcam oontributibns aré accowntedafor oh
the period in which the liability arises. Any amounts due in-year but unpaid will be classed
as a current financial asset.

b) Transfers to and from schemes

Transfer values represent the amounts received and paid during the year for members who
have either joined or left the Fund during the financial year and are calculated in accordance

with the Local Government Pension Scheme Regulations (see Notes 8 and 10).

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

Transfers in from members wishing to use the proceeds of their additional voluntary
contributions to purchase scheme benefits are accounted for on a receipts basis and are
included in Transfers In (see Note 8).

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

C) Investment income

i) Interestincome

Interest income is recognised in the Fund account as it accrues, using the effective

interest rate of the financial instrument as at the date of acquisition or origination.

Income includes the amortisation of any discount or premium, transaction costs (where
material) or other differences between the initial carrying amount of the instrument and its
amount at maturity calculated on an effective interest rate basis.
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i) Dividend income

Dividend income is recognised on the date the shares are quoted ex-dividend. Any amount
not received by the end of the reporting vyear is disclosed in the
Net Assets Statement as a current financial asset.

iii) Distributions from pooled funds

Distributions from pooled funds are recognised at the date of issue. Any amount not
received by the end of the reporting year is disclosed in the Net Assets Statement as a
current financial asset.

iv) Movement in the net market value of investments

1 Changes in the net market value of investments are recognised as unrealised
profits/losses during the year.

1 Realised profit/losses are recognised upon the sale of investments during the year.

Fund account 1 expense items

d) Benefits payable

Pensions and lump-sum benefits payable include those known to be due at the end of the

financial year. Any amounts due but unpaid are disclosed in the Net Assets Statement as

current liabilities.

e) Taxation

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

f) Management expenses

The Code does not require any breakdown of pension fund administrative expenses.
However, in the interests of greater transparency, the Council discloses its pension fund
management expenses in accordance with the CIPFA guidance: Accounting for Local
Government Pension Scheme.

Administrative expenses

All administrative expenses are accounted for on an accruals basis. Relevant staff
costs and associated management, accommodation and other overheads are
apportioned to this activity and charged as expenses to the Fund.

Oversight and governance costs

All oversight and governance expenses are accounted for on an accruals basis. All
staff costs associated with governance and oversight are charged direct to the fund.
Associated management, accommodation and other overheads are apportioned to
this activity and charged as expenses to the fund. The cost of obtaining investment
advice from external consultants is included in oversight and governance charges.
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iii) Investment management expenses
All investment management expenses are accounted for on an accruals basis.

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

Where an investment managerdés fee note has
an estimate based upon the market value of their mandate as at the end of the year is used
for inclusion in the fund account. In 2014/15, there were no fees based on such estimates
(2013/14: no fees estimated). A similar procedure is used for custodian fees, and in 2014/15
there were no fees payable (2013/14: no fees estimated).

Net Assets Statement
g) Financial assets

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

The values of investments as shown in the Net Assets Statement have been determined as
follows:

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

i) Fixed interest securities
Fixed interest securities are recorded at net market value based on their current yields.

iii) Unquoted investments
The fair value of investments for which market quotations are not readily available is
determined as follows:

1 Valuations of de-listed securities are based on the last sale price prior to delisting, or
where subject to liquidation, the amount the Council expects to receive on wind-up, less
estimated realisation costs.

f1lnvest ments in unquoted pooled funds are
asset value or a single price advised by the fund manager. The valuation of these pools or
directly held securities is undertaken by the investment manager or responsible entity and
advised as a unit or security price. The valuation standards followed in these valuations
adhere to industry guidelines or to standards set by the constituent documents of the pool or
the management agreement.

1 The Fund has no holdings in private equity funds or unquoted listed partnerships.

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

v) Limited partnerships, freehold and leasehold property
The Fund has no holdings in limited partnerships, freehold and leasehold property.

h) Foreign currency transactions

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

i) Derivatives

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

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

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

The Fund has no direct holdings in exchange traded or over-the-counter options.

)] Cash and cash equivalents

Cash comprises of cash-in-hand and deposits payable on demand and includes amounts
held by the Fundbés external manager s.

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

k) Financial liabilities

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

) Actuarial present value of promised retirement benefits
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The actuarial present value of promised retirement benefits is assessed on a triennial basis
by the Scheme actuary in accordance with the requirements of IAS 19 and relevant
actuarial standards.

As permitted under the Code, the Fund has opted to disclose the actuarial present value of
promised retirement benefits by way of a note only (Note 17).

m)  Additional Voluntary Contributions (AVCSs)

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

AVCs are not included in the accounts in accordance with section 4(2)(b) of the Local
Government Pension Scheme (Management and Investment of Funds) Regulations 2009
(S1 2009/3093) but are disclosed as a note only (Note 20).

4. CRITICAL JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

In applying the accounting policies set out in Note 3, the Fund has had to make certain

judgements about complex transactions or those involving uncertainty about future events.
The critical judgements made are as follows:

Pension fund liability

The Pension Fund liability is calculated every three years by the appointed actuary, with
annual updates in the intervening years. The methodology used is in line with accepted
guidelines and in accordance with IAS 19. Assumptions underpinning the valuations are
agreed with the actuary and are summarised in Note 16. This estimate is subject to
significant variances based on changes to the underlying assumptions.

Valuation of Financial instruments carried at fair value 1 Level 2

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

5. ASSUMPTIONS MADE ABOUT THE FUTURE AND OTHER MAJOR SOURCES OF
ESTIMATION UNCERTAINTY

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

The items in Statement of Accounts 2014-15 for which there is a significant risk of material
adjustment in the forthcoming financial years are as follows:
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Change in assumptions at 31 March 2015  Approximate % increase Approximate monetary
to Employer Liability amount (£&00)

0.5% decrease in O6rea 10% 161,997
1 year increase in 6m 3% 49,526
0.5% increase in the 2% 38,881

0.5% increaseint he Opensi on | 7% 120,478

In order to quantify the impact of a change in the financial assumptions used, we have
calculated and compared the value of scheme liabilities as at 31 March 2015 on varying
basis. The approach taken is consistent with that adopted to derive the IAS 19 figures
provided in this report.

To quantify the uncertainty around life expectancy, we have calculated the difference in
cost to the Employer of a one year increase in life expectancy.

Please note that the above figures have been derived based on the membership profile
of the Employer as at the date of the most recent actuarial valuation.

6. EVENTS AFTER THE BALANCE SHEET DATE

There have been no events since 31 March 2015 and up to the date when these accounts
were authorised, which require any adjustments to these accounts. However, the
introduction of new government policies regarding Freedom and Choice for defined

contribution schemes, could have an impact on the Pension Fund should active and
deferred scheme members over the age of 55 seek to access their pension pots early and
arrange for transfers out to a defined contribution arrangement. At the time of reporting, the
Fund had seen an increase in enquiries but no significant increase in transfers to defined
contribution pension arrangements.

7. CONTRIBUTIONS RECEIVABLE

By Category 2014/15 2013/14

Empl oyersd Contri but
Normal Funding (35,096) (25,618)
Deficit Funding (25,117) (28,912)
Member sé Contributi (11,997) (10,500)

By Employer 2014/15 2013/14

London Borough of Hackney (61,107) (55,678)
Scheduled Bodies (10,603) (8,854)
Admitted Bodies (500) (498)
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8. TRANSFERS IN

Group Transfers
Individual Transfers

9. BENEFITS PAYABLE

By Category

Pensions
Commutation and Lump Sum Retirement
Benefits

Lump Sum Death Benefits

By Employer

London Borough of Hackney
Scheduled Bodies
Admitted Bodies

2014/15

(4,937)

2014/15

38,570

7,513
1,209

2014/15

42,281
2,371
2,640

10. PAYMENTS TO AND ON ACCOUNT OF LEAVERS

Refunds to Members leaving service
Payments for Members joining state scheme
Group Transfers

Individual Transfers

2014/15

2013/14

(5,216)

2013/14

36,883

7,513
579

2013/14

39,350
3,236
2,389

2013/14
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11. MANAGEMENT EXPENSES

2014/15

Administrative Costs
Investment Management Expenses*
Oversight and Governance Costs

The investment management expenses disclosed above include £102k (13/14: £48Kk) in respect of

performance-r el at ed fees paid/ payabl e t dandttarsaction coststob£448k(m e s if me

13/14: £394k was netted off against the Net Asset Value. Audit Fees of £21k (in 2014-15 and 2013-14) were
incurred and are included in Oversight and Governance Costs in the above table.

Investment Management Expenses* 2014/15

Management Fees 3,182
Custody and Banking Fees 126

12. INVESTMENT INCOME

2014/15 2013/14

Fixed Interest Securities (4,852) (3,724)
Equity Dividends (8,503) (7,814)
Index Linked Securities (308) (540)
Pooled Investment Income (1,100) (1,560)
Interest on Cash Deposits (90) (106)
Other Income (14) (83)

The above investment income is net of Withholding tax £151k (£193k in 2013/14)

13. INVESTMENTS

The Fundds investments are held in a wide
optimise returns whilst having regard to the management of risk. The movement in asset
classes over the year is largely a reflection of the relative performance of those assets.

a. Analysis of Investments

A breakdown of investments held by t
classes is

68
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Market value 31 Market value 31
Investment type March 2015 March 2014

Investment Assets:

Fixed Interest Securities UK
Public Sector - quoted 49,745
Corporate - quoted 31,466

Overseas
Public Sector i quoted 9,966

Corporate - quoted 35,845
127,022

Index Linked Securities UK
Public Sector - quoted 48,326
Corporate - quoted -
Overseas
Public Sector i quoted - -
Corporate - quoted - -
48,326 42,097

Equities UK - quoted 36,000 31,560
Overseas - quoted 394,455 300,592
430,455 332,152

Corporate Fixed

Pooled Investments Interest 18,564 15,340
UK Equities Index

Tracker 309,217 280,396

Global Multi-Asset 86,248 80,259
Global Real Return - 44,237
Property 108,223 91,008

522,252 511,240

Derivative Contracts:
Other Investments Forward Currency 412 327

Cash deposits 18,218 24,538
Other Investment
balances 4,361 3,832

22,991 28,697

Total investment assets 1,151,046 1,004,828

Investment Liabilities:

Derivative Contracts: Forward Currency (76)
Other investment balances (1,163)

Total investment liabilities (1,239)
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b. Investments analysed by fund managers

As at 31 March 2015 the Fundo6sx principaldrdstmenn t
Managers according to defined benchmarks which are set out in the Statement of
Investment Principals (SIP). The following is a breakdown of the investments between the
Investment Managers.

% of total % of total
Fund Manager fund Val ue fund

Lazard (Global Equities) 215,014 18.8% 172,591
Wellington (Global Equities) 220,503 19.2% 178,092
UBS (UK Equity Index) 309,245 27.0% 280,425
F&C (Fixed Interest) 200,364 17.5% 150,448
Threadneedle (Property) 108,223 9.4% 91,008
PIMCO (Global Multi-Asset)* - 0% 80,259
GMO (Global Real Return) 86,248 7.5% 44,237
Other Net Investments 7,196 0.6% 6,529

1,146,793 100% 1,003,589

*The decision was taken to disinvest from PIMCO and the assets were redistributed amongst the other
managers pending a further multi-asset manager investment review.

C. Reconciliation of movements in investments and derivatives

For each asset class, the opening position is reconciled with closing position as set out in
the tables below.

Purchases Sales Change
during the  during the in Market
Market year and year and Value Market
Value derivative derivative during Value
Investment type 1/04/2014 payments receipts the year 31/03/2015

Fixed Interest Securities 90,642 148,035 (119,843) 8,188 127,022
Index Linked Securities 42,097 24,496 (26,725) 8,458 48,326
Equities 332,152 137,445 (101,349) 62,207 430,455
Pooled Investment Vehicles 511,240 52,036 (82,398) 41,374 522,252

Derivative Contracts
Forward Currency Contracts 251 (2,653) (2,402)
Futures - - -

976,382 362,012 (330,315) 117,574 1,125,653

Other Investment balances:
Cash Deposits 24,538 (7,170) 18,218
Receivable for Sales 1,377 (193) 1,336
Investment Income due 2,455 - 3,025
Payable for Purchases (1,163) 3) (1,439)
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Purchases Sales Change
Market  during the during the in Market
Value year and year and Value Market
1/04/2013  derivative derivative during Value
Investment type Restated payments receipts the year 31/03/2014

Fixed Interest Securities 86,762 168,935 (161,616) 90,642
Index Linked Securities 46,564 26,589 (28,481) 42,097
Equities 319,078 113,818 (107,272) 332,152
Pooled Investment Vehicles 479,831 16,915 (16,170) 511,240

Derivative Contracts
Forward Currency Contracts (2,604) 251
Futures - -

929,631 326,257 (313,539) 976,382
Other Investment Balances:
Cash Deposits 13,974 24,538
Receivable for Sales 1,100 1,377
Investment Income due 2,483 2,455
Payable for Purchases (3,353) (1,163)

Direct transaction costs (i.e. fees, commissions, stamp duty and other fees) associated with
purchases and sales of investments were £0.41 million (£0.38 million in 2013/14) and are
included in the cost of purchases and in sale proceeds.

Derivative payments and receipts correspond to the sterling equivalent amount of forward
foreign exchange contracts settled during the year. Further disclosure regarding derivative
contracts can be found below.

d. Objectives and policies for holding derivatives

Most of the holding in derivatives is to hedge liabilities or hedge exposures to reduce risk to
the Fund. Derivatives may also be used to gain exposure to an asset class more efficiently
than holding the underlying asset. The use of derivatives is managed in line with the
investment management agreement agreed between the Fund and the various investment
managers.

Forward cu rrency contracts

In order to maintain appropriate diversification and to take advantage of overseas
i nvest ment returns, a significant propor
overseas stock markets. Consequently the Fund has a passive currency programme in
pl ace managed by the custodi an HSBz&rd) @mul ¢he t
i nvest ment fund Wellington. The pur pose
exposure to fluctuations in exchange rates.

Forward foreign exchange contracts are disclosed in the accounts at fair value which is the
gain or loss that would arise from closing out the contract at the balance sheet date by
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entering into an equal and opposite contract at that date. A breakdown of forward contracts
held by the Fund as at 31 March 2015 is given below. All forward contracts held by fund

managers are exchange traded.

Open forward currency contracts

Settlement

Assets
Up to one month

Currency Bought

Local Value Currency Sold Local Value

Fair Value

Total Assets

Liabilities
Up to one month

One to six months

usD (6,828)
JPY  (1,943,808)
USD (24,656)
USD (75,673)
JPY (2,007,000)

USD (88,294)
EUR (16,920)
USD (14)

Total Liabilities

Settlement

Assets
Up to one month

One to six months

Currency Bought

Local Value Currency Sold Local Value

(6,504)
(1,776,423)
(60,308)
(9,405)
(10,420)
(72,717)

Fair Value

Total Assets

Liabilities
Up to one month

One to six months

(4,921)
(133)
(1,603,500)

Total Liabilities
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Investments exceeding 5% of net assets

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

Market Value % of total Market Value 31 % of total
Security 31 March 2015 fund March 2014 Fund

UBS UK Equities Index Tracker
Fund 309,245 280,425 27.2%

Threadneedle Property Fund 108,223 91,008 8.8%
GMO (Global Real Return) 86,248 44,237 4.4%

Stock Lending
The Fund did not undertake any direct stock lending activity during the year, but
acknowledges that within pooled investments fund managers may participate in this activity.
14. FINANCIAL INSTRUMENTS
a. Classification of financial instruments
Accounting policies describe how different asset classes of financial instruments are
measured, and how income and expenses, including fair value gains and losses, are

recognised. The following table analyses the carrying amounts of financial assets and
liabilities by category. No financial assets were reclassified during the accounting period.
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2014/2015 2013/2014
Designated
as Fair
Value Financial Designated as Financial
through Liabilities at Fair Value Liabilities at
Profit & Loans & amortised through Profit Loans & amortised
Investment type Loss Receivables costs & Loss Receivables costs

Financial Assets
Fixed Interest Securities 127,022 90,642
Index Linked Securities 48,326 42,097

Equities 430,455 332,152

Pooled Investments 522,252 511,240

Derivative Contracts 412 327
Cash

Other Investment
Balances

Debtors

1,132,828

Financial Liabilities

Derivative Contracts

Other Investment
Balances

Creditors

b. Net gains and losses on financial instruments

The majority of the financial assets and liabilities are classed at fair value. The following
table summarises the net gains and losses as profit or losses associated with, the disposal
of and changes in, the market value of investments and recognised within the Pension
Fund account as OReturns on I nvestmentso.

31 March 2015 31 March 2014

Fair Value through Profit and Loss 110,208
Loans and Receivables -
Financial Liabilities measured at amortised cost -
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C. Fair Value of financial instruments and liabilities

The following table summarises the carrying values of the financial assets and financial
liabilities by class of instrument compared with their fair values. The fair value may differ
from the carrying value where an investment is in an asset that is not traded such as a local
authority company, however in most instances the carrying value will equate to the fair
value.

31 March 2015 31 March 2014
Carrying Fair Carrying Fair
Value Value Value Value

Financial Assets

Fair Value through Profit and Loss 1,132,828 1,132,828 980,290 980,290

Loans and Receivables 48,420 48,420 52,053 52,053
Total Financial Assets 1,181,248 1,181,248 1,032,343 1,032,343

Financial Liabilities

Fair Value through Profit and Loss (4,253) (4,253) (1,239)
Financial Liabilities measured at amortised cost (2,194) (2,194) (1,752)
Total Financial Liabilities (6,447) (6,447) (2,991)

d. Valuation of Financial instruments carried at fair value

The valuation of financial instruments has been classified into three levels, according to the
quality and reliability of information used to determine fair values.

Level 1

Financial instruments at Level 1 are those where the fair values are derived from unadjusted
guoted prices in active markets for identical assets or liabilities. Products classified as Level
1 comprise quoted equities, quoted fixed securities, quoted index linked securities and unit
trusts.Listed investments are shown at bid prices. The bid value of the investment is based
on the bid market quotation of the relevant stock exchange.

Level 2

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

Level 3

Financial instruments at Level 3 are those where are at least one input that could have a
significant effect on the instrumentés va
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instruments would include unquoted equity investments (such as private equity) and hedge
fund of funds, which are valued using various valuation techniques that require significant
judgement in determining appropriate assumptions.

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

With
significant
unobservable
inputs

Quoted Using
market observable
price inputs

Financial Assets

Fair Value through Profit and Loss 483,142 649,686
Loans & Receivables 48,420 -
Total Financial Assets 531,562 649,686

Financial Liabilities

Fair Value through Profit and Loss
Financial Liabilities measured at
amortised cost

Total Financial Liabilities

With
significant
unobservable
inputs

Using
observable
inputs

Financial Assets

Fair Value through Profit and Loss 335,983 644,308
Loans & Receivables 52,053 -
Total Financial Assets 388,036 644,308

Financial Liabilities

Fair Value through Profit and Loss
Financial Liabilities measured at
amortised cost

Total financial liabilities
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15. NATURE AND EXTENT OF RISKS ARISING FROM FINANCIAL INSTRUMENTS
Risk and Risk Management

The Fundds primary |l ong term risk is that |[fth
liabilities, in other words, the promised benefits payable to members. The Fund maintains
positions in a variety of financial instruments, as dictated by the Statement of Investment
Principles (SIP) with the aim of minimising the risk of an overall reduction in the value of the

Fund and to maximise the opportunity for gains across the whole fund portfolio.

Consequently the Fund is exposed to credit and liquidity risk, as well as market risk
including foreign exchange and interest rate risk. A policy of diversification for its asset

classes and investment managers helps the Fund to lower risk arising from financial
instruments. Benchmarks for asset allocation and targets against which investment
managers are expected to perform are further measures put in place to manage risk.

The management of risk is a key objective of the Fund and is part of the ongoing decision
making process for the Pensions Committee. Risk management policies, such as the Risk
Register for the Pension Fund, identify and analyse the risk s f aced by tje
pensions operations. Measures to control and manage risks are also included within the risk
register. Policies and the Risk Register are reviewed by Pensions Committee and also by
Officers on a frequent basis.

a) Market Risk

Market risk is the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in market prices. Market risk includes interest rate risk, foreign
exchange risk and other price risk. The Fund holds a variety of investments which expose it
to market risk and details of the Fundods i njve

The Fund manages exposure to market risk in the following main areas:

1 Regularly reviewing the pension fund investment strategy.

1 Regular monitoring of asset allocation and investment performance.
1 A policy of security and manager diversification.

On a daily basis Investment Managers will manage market risk in line with policies and
procedures put in place in the Investment Manager Agreement and ensure the agreed limit
on maximum exposure to any one issuer or any class of asset is not breached.

Other price risk

Other price risk is the risk that the value of the instrument will fluctuate as a result of
changes in market prices (other than those arising from interest rate risk or currency risk).

Price risk is managed by constructing a diversified portfolio of investments traded in various
markets. The Pensions Committee regularly reviews its asset allocation policy and seeks to
diversify the assets that it holds. Diversification helps to ensure that the Fund has a balance
of investments which offer different levels of risk and return. Pooled Funds are used where
these represent the most efficient means of investing in an asset class.

The breakdown between managers and asset class can be seen in Note 13.
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