
Minutes: Part 1 Pensions Panel held on 23rd July 2014 
 
Attendees: Mr Michael Brown (Chairman), Mr Peter Lamb, Mrs Deborah 
Urquhart, Dr James Walsh, Mr Gordon Marples, Mr Peter Metcalf, Mr Bernard 
Smith, Mr Daniel Sartin. 
 
Apologies: Nigel Peters, Michael Jones 
  
In Attendance: Peter Lewis, Tim Stretton, Steve Harrison, Rachel Wood, Caroline 
Burton (Independent Adviser to the Panel 
 
Introduction  
 
1157. Welcome made to Mr Peter Lewis, the new Executive Director (interim) 
 
Declaration of Interest 
 
1158. Members and officers are invited to make any declaration of personal or 

prejudicial interests that they may have in relation to items on the 
agenda and are reminded to make any declarations at any stage during 
the meeting if it becomes apparent that this may be required when a 
particular item or issue is considered. 
 

1159. It is recorded in the register of interests that: 
 

 Mr Brown’s son is a Director of Deloitte 
 Mrs Urquhart is a Governor of Chichester College and on the Board of 

the South Downs National Park Authority 
 Mr Peters’ wife works for the County Council  

 
These financial interests only need to be declared at the meeting if there 
is an agenda item to which they relate. 
 

1160. Dr Walsh recorded that he served on Littlehampton Town Council and 
Littlehampton Harbour Board.  

 
Approval of Part 1 Minutes and matters arising from 23rd April  

 
1161. The minutes were agreed. There was nothing arising not covered 

elsewhere on the agenda.  
 
Item 3: Annual Report  

 
1162. Following the discussion of the report at the Pensions Panel and AGM in 

the afternoon, the draft Annual Report would be considered by 
Governance Committee on 15 September with the accounts subject to 
Audit and approval by RAAC on 26 September.  
 

1163. The Panel noted the increase in active membership against the 
suggestion that employees are opting out of the Scheme. Officers will 
collate and circulate statistics on the number of employees who opt out.  



 
1164. The Pensions Panel is responsible for the management of the Pension 

Fund and is supported by the independent adviser and was supported by 
the Director of Finance and Assurance during the year under review. The 
Panel comply with best practice covering governance, knowledge and 
skills, effective decision making, investment objectives, performance 
assessment and transparency. The Fund is an active shareholder and the 
Pensions Panel has directed the fund managers to consider, amongst 
other factors, the effects of social, environmental and ethical issues when 
investing. During the year, the Fund had votes placed at 100% of 
domestic (UK) meetings at which they were entitled to vote and 92% of 
foreign meetings. 
 

1165. At 31 March 2014 the total portfolio was valued at £2,617m, an increase 
of £249m compared to 31 March 2013. The Fund’s performance is 
analysed relative to a customised benchmark which shows the ‘index’ or 
‘market’ return. During 2013/14, the Fund performance was 10.3%, 
outperforming the benchmark by 4.2%. The two balanced managers were 
both ahead of their benchmark, both outperforming by c.5%. Property 
also had a good year, and whilst Private Equity returns were relatively 
low for the year, the portfolios have outperformed their benchmark over 
the longer term.  
 

1166. In comparison to other Local Authority funds, West Sussex is comfortably 
within the top 10% over the past 15 years, and within the top 5th 
percentile for the year.  
 

1167. The Fund’s liabilities are valued every three years and compared to the 
assets held. The outcome of this exercise sets employer contribution 
rates. Employee contribution rates are set by central government. The 
most recent valuation was completed as at 31 March 2013 and showed 
the Fund to be 86.4% funded.  This means that there was a shortfall of 
13.6%, equivalent to £371m.  
 

1168. A new scheme was introduced on 1 April 2014. Key features of the new 
Scheme include moving from a final salary to a Career Average Revalued 
Earnings (CARE) Scheme, new accrual rate of 1/49th which is higher than 
the 1/60th currently applied, changing the normal Scheme pension age to 
reflect each member’s State Pension age and revising the employee 
contribution bandings and rates 
 

1169. The Panel considered the Fund had had a pretty credible year and were 
hopeful that the year ahead would be as positive.  
 

1170. There was an issue relating to the reconciliations required between the 
accounting system with benefits system. Finance officers were continuing 
to work with colleagues in Capita but the Panel were alerted to the 
potential of additional charges if the auditor was unable to have a clear 
view.  
 

1171. The issue of data quality was raised, as this can have an impact in the 
valuation of liabilities. Officers confirmed that they intended to introduce 



an annual data submission to the Actuary which would mean that issues 
could be resolved in short time, rather than cumulating until 2016.  

 
4a: Year Overview Reports- Performance Report 

1172. The Panel noted the performance reports which were provided as a 
matter of best practice. 

  
1173. The first report set out in some more detail the return by Fund Manager 

over the year. Overall, the Fund had exceeded its benchmark return over 
the year.  

 
1174. The main driver to returns was the good stock selection by the individual 

managers, and some of the individual holdings were highlighted.  UBS 
and Baillie Gifford’s performance put them in the top fifth percentile when 
compared to other Local Authority funds for the year. 

 
1175. Property performed well for the year, but is still lagging its target over 

the longer term. The relative outperformance of 2.2% for the year under 
review reflected the portfolios over exposure to the Central London and 
the, South and East. Although there has been a high level of net 
investment in the portfolio over all periods relative to the benchmark, 
with associated transaction costs and Stamp Duty Land Tax, the newly 
acquired assets have generally performed well substantially offsetting the 
transaction costs.  

 
1176. Performance for the private equity portfolio had been poor over the year. 

However it is the case that private equity returns tend to be negative in 
the early years of an investment due to a number of factors including 
management fees and investment costs such as write-downs of 
underperforming investments. Over time however active management 
and strong investment selection may result in positive performance and 
the 10 year figures for the portfolio are good relative to the benchmark.  

 
1177. The Panel noted the good recent improvements versus the Local 

Authority Average over last 20 years as summarised below. The Panel 
considered that there was not much to criticise in terms of returns. It had 
been an excellent year and congratulations should be passed to the fund 
managers.  

 
 

 12 
months 

3 years 

(pa) 

5 years 

(pa) 

10 years 

(pa) 

20 years 
(pa) 

Fund 10.3% 9.8% 15.3% 8.9% 7.9% 

Local Authority 
Average 

6.4% 7.5% 12.7% 7.8% 7.7% 

Percentile Position 5 7 6 8 5 



4b: Year Overview Reports: -Global Equity Trade Cost Analysis 
 

1178. The transaction cost analysis was completed on an annual basis as a 
means to comply with best practice principles to provide a full 
understanding of the achievement of value for money and efficiency in 
the fund managers objectives through all aspects of its operations.  
 

1179. Based on the analysis the Fund Managers have saved a notional £2.6m 
through efficient trading of the equity portfolio.   
 

1180. It was considered that this was credible despite changes to UBS mandate.  
 

1181. It was noted that by tradition fund managers do not chop and change 
and therefore the level of transactions should be relatively low.  

 
Mr. Marples joined the meeting  
 
1182. The Chairman noted that this would be Mr. Marples last meeting. On 

behalf of group, he thanked Mr Marples for his sterling work, excellent 
contribution to discussions and exemplary attendance record (it was 
noted that he had not missed a meeting). The Panel would miss Mr. 
Marples shrewd brain and sense of humour and the Panel wished him a 
happy retirement away from WSCC.  
 

1183. Referring back to the Annual Report, the Panel queried the increase in 
administration costs (+53%). It was noted that this figure now includes 
property costs which has had a large impact. Also the temporary 
maternity cover has impacted on Admin Authority costs. 
 

1184. The Panel queried why it was necessary to receive the performance 
report from State Street Investment Analytics (WM Company) quarterly 
and suggested that savings could be gained this way. The report was 
used to provide the Pensions Panel with updated performance figures and 
was necessary for actuarial reporting. It was also beneficial to have a 
third party independent review of the performance figures that are 
provided by the fund managers as a means of verification.  
 

1185. The Panel requested that further representations should be made to 
Brendon Lewis (or replacement) about strength of fund returns. It was 
noted that Penny Mordaunt, a local MP, was rumoured to be Pensions 
Minister.  It was requested   the views   of the Panel  with regard to  
active management be made known to  the new pension minister.  

 
4c: Year Overview Reports  -Custodian Monitoring Reports 
 
1186. The third report in this section summarised how Northern Trust, as the 

global custodian to the Pension Fund, performed on our behalf.  
 

1187. Overall they had provided a reasonable service although there had been a 
blip early on in year due to UBS transition.  
 



1188. There are no ongoing issues and the Panel were asked to note the report.  
 

1189. Officers would seek to renegotiate fees to reflect the change in asset 
allocation since the original mandate was awarded. The fees for global 
equities were not as competitiveness as they should be. The maximum 
term of the Agreement with Northern Trust is seven years.  

 
5.  Structural Reform of the Local Government Pension Scheme 
(including Consultation by Government) 
 

The Chairman introduced the report which updates the Panel on the latest 
position on the reform agenda. Reform had covered three areas: a 
merger to regional blocks which had now been dropped; the 
abandonment of active management which was still subject to 
consultation; and changes to governance in 2015 which will be 
introduced. A working group set up by the Pensions Panel had met three 
times with regard to the new governance proposals. The issue was 
incredibly complicated but a final report to Panel soon and then 
Governance.  

1190. On the issue of active management, it was noted that the County 
Council’s response makes the point that the West Sussex Pension Fund is 
doing well. Any compulsion should be focused on struggling funds. 
Ultimately the Pensions Panel is accountable for the management of the 
Pension Fund, and it therefore seemed anomalous to impose a specific 
investment approach.  

 
1191. The Panel commented that the response provided by WSCC was one of 

the most robust responses they had seen to a government consultation.  
 
1192. Although the idea of fund mergers was off the table for the moment, 

Officers were still in discussions with neighbours about how they might be 
able to work collectively to increase control and influence. Any agreed 
work streams would be very modest and would not limit the Panel’s 
discretions be would be areas of mutual interest and benefit.  

 
1193. It was noted that training can be an issue with frequent changes to 

membership on Pension Panels. West Sussex is good at arranging 
training sessions for its Members and the Pensions Panel have a good 
attendance record. The Chairman noted that Governance Committee had 
provided a clear requirement with regard to training and a Member had 
been stood down previously as a result of not undertaking the necessary 
training. 

 
6. Governance of the Pension Fund Update 

 
1194. A task and finish group had been set up to consider Governance 

arrangements. The Pensions Panel would continue to drive performance 
and ensure enough money to pay pension. The Pension Board would have 
a regulatory remit and would ensure that the Panel carried out its 
functions competently. 
 



Based on information to date, it was intended that the Pensions Board 
would meet twice a year plus an AGM. Membership would be drawn 50% 
from pensioners / members and 50% management. However it is unclear 
at the moment how each group should be defined, and how the selection 
process will be accommodated.  
 

1195. Under the current guidance, the Pensions Board can include non-
members, and it is intended that there could potentially be  up to three 
independents. The Chairman should be an independent representatives 
which could provide that they have a pension or financial background and 
therefore lessen the issues about training. The balance must always be in 
favour of the members and management.  
 

1196. Barry Mack’s advice (Hyman Robertson)has been invaluable so far.  
 
1197. The Board needs to be equally as well trained as the Pensions Panel 

which will require initial training schedule, and regular training sessions.  
 
Although the changes need to be implemented from 1 April 2015, the 
detail had only recently been provided and the Regulations are still not 
finalised, which presents a risk.  

1198. The issue of conflict for supporting Pension Board through officers was 
noted.  
 

1199. The Panel raised the suggestion that the Pensions Panel and Pension 
Board could be combined but supported the view that this should not be 
taken forward. It was requested that the response to the Consultation 
was strengthen comments to make the position clear. Officers requested 
feedback on the technical elements of the consultation response and 
phrasology. The consultation is open until August 15.  
 

1200. The Chairman noted that the agenda for the afternoon had been tweaked 
to limit the investment managers’ presentation time to then allow  an 
opportunity to share the governance issues with employers to generate a 
dialogue.  
 

1201. The Pensions Panel had set up the working group to filter the guidance 
first and then report to the Panel, then to governance. However the 
Chairman undertook to provide information as soon as government 
provides it. If anything momentous arose then he would call an 
extraordinary meeting. Daniel Sartin request to be kept up to date and to 
contribute to sub group by the employee rep. 
 
 

 
1202. With regard to other Governance issues, the Panel’s attention was drawn 

to paragraph six of the report where the governance changes were 
repeated and agreed. All members of the Pensions Panel can now vote, 
previously it was just WSCC members, with the definition of a quorum 
had been updated to seven members, the majority of whom must be 
members of the County Council.   



 
1203. Tony Kershaw is managing the process for selecting a scheduled body 

representative. It was noted by the Pensions Panel that if, in the future, 
the Police and Crime Commissioner decides that they do want to sit on 
the Pensions Panel then they would need to wait until the seat was 
vacated and then put themselves forward for selection.  
 

7. Ethical Investment 
 
1204. The Panel noted their gratefulness that the issue had been considered 

and considered that the QC had provided a balanced opinion.  
 

1205. It was noted however that the health impact of tobacco products are 
extremely detrimental and there was some concern that the developing 
world was now a huge target.  

 
8. Administering Authority Discretions 

 
1206. The report set out a series of traditions which had been applied 

consistently over the years but which now needed to be codified.  
 

1207. Governance Committee had considered the discretions for WSCC as an 
employer. This paper related to the Administering Authority. 
 

1208. Responding to questions, officers clarified that the death payment 
requirements had always been in place. The new policy allows the 
Administering Authority to have discretion if there is no Expression of 
Wish form for the deceased.  
 

1209. The Panel requested that Members could be reminded of the need to 
complete nomination forms. It was confirmed that the Annual Benefit 
Statement (ABS) would reiterate the importance of completing the form.  

 
1210. Responding to questions, officers clarified that members can pay 

additional contributions to a standalone AVC provider, or they can pay via 
the provider set up by the Administering Authority. Going through the 
Administering Authority arrangement is more tax efficient. Members can 
also pay additional contributions to buy extra pension in the LGPS 2014.  
 

1211. The policy was approved and codified as practice.  
 
9. Asset Liability Modelling by the Actuary 
 
1212. The Actuary reminded the Panel of the purpose of setting a long term 

strategy for the Fund, to balance the need for cash from employers and 
the return we need from our assets as well as the need to manage 
volatility. 

1213. The current investment and contribution strategy gives the Fund a high 
probability of being fully funded in 20 years, but exposes it to fairly low 
funding levels should poor combinations of market conditions materialise. 

 



1214. The isolated impact of different investment strategies +/-20% growth 
assets chance of hitting the target are very similar. De-risking does not 
necessarily mean buying bonds for equities. There is a spectrum of 
riskiness for investment assets with gilts on one end, and equities the 
other and alternative asset allocation decisions along the way such as 
types of property, absolute return. However the Actuary advised that the 
analysis suggests that more stabilising assets may be worthwhile to 
reduce downside risk, without reducing the chances of being fully funded 
significantly. The Actuary advised that this is testament to what has 
happened in the Fund over the previous periods, which means that only 
really bad scenarios affect the chances of meeting the target of being 
fully funded over 20 years. 
 

1215. The Panel discussed the discount rate used. The Pension Fund’s target is 
modelled as being 100% funded based on a 1.6% outperformance 
assumption above gilts (the discount rate). However, the Actuary noted 
that there may be an argument that moving towards more stable assets 
should lead to a reduction in the outperformance assumption. If the 
discount rate is lowered, then liabilities in the Fund will increase. 
However, 1.6% is considered to be prudent. Whilst the Fund’s investment 
managers would say their outperformance over gilts should be much 
higher numbers the Actuary seeks to stack cards in employees favour 
with the view that managers can overshoot the discount rate. As a result, 
the Actuary indicated that 1.6% could remain the asset outperformance 
assumption even if the Fund reduced its allocation to growth assets. New 
modelling based on a consistent discount rate would be provided in 
October.  
 

1216. The Actuary posed the question as to whether the Fund needed or 
wanted to take the current level of investment risk given the results 
highlighted. He noted that it was not a case that it would be an 
irreversible decision, and if the assets had a bad few years of 
performance, then it may be appropriate to increase the allocation to 
growth assets again.  
 

1217. It was noted that if the Fund moved towards stabilising assets then its 
position in league tables may not be as favourable but that this was not 
necessarily a helpful environment.  
 

1218. The Panel asked about the status of individual employers in the Fund 
given the range of funding levels and this would need to be considered in 
some more detail at a future meetng.  

  
1219. It was noted that a decision not to change is as important as the decision 

to change. It was noted that the Fund had lived with volatile returns 
previously and has been able to improve its funding position.  
 

1220. The Executive Director suggested that there was some potential to lock in 
benefits of strong performance. The current procurement has been set up 
to reflect that the Panel is having a conversation on strategy and that the 
brief was sufficiently flexible. The Actuary suggested that it was not 
necessary to go into eccentric asset classes with high fees to reduce 



volatility but can work within existing mandates and is key to how we can 
move along the risk spectrum.  
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