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Draft Minutes: Part 1 Pensions Panel held on 23rd April 2014  
 
Present: Mr Michael Brown (Chairman), Mr Michael Jones, Mr Gordon Marples, 
Mr Peter Metcalfe, Mr Nigel Peters, Mr Bernard Smith, Mrs Deborah Urquhart, Mr 
James Walsh 
 
Apologies: Daniel Sartin, Caroline Burton and the Sussex Police and Crime 
Commissioner  
 
In Attendance: Richard Hornby, Steve Harrison, Rachel Wood, Vickie Hampshire, 
Steven Law (Hymans Robertson), Paul Potter (Hymans Robertson)   
 
Welcome 

 
1125. The Chairman welcomed Michael Jones to his first Pensions Panel 

meeting. Mr Jones replaces Mr Lamb.  
 

1126. The Chairman noted that Steve Harrison had been delayed on his journey 
to London, and advised the Panel that Daniel Sartin had sent his 
apologies.  

 
Declaration of Interest 

 
1127. 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. 
 

1128. 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. 

 
Approval of Part I Minutes of the Pensions Panel held on 27 January 
2014 and matters arising 

 
1129. The minutes were approved.  
 
Update on Pension Governance Issues  

 
1130. The Executive Director introduced the paper. Whilst we would have hoped 

to have had Government guidance on the changes by this point, the 
working group has been supported by Hymans to second guess the 
implementation requirements.  
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1131. The Executive Director drew the Pension Panel’s attention to the email 

received from Daniel Sartin which set out his concerns.  
 

1132. It was noted that a report had been provided to Governance Committee 
due to the impact of the changes for the creation of a new Pensions 
Board on their reporting structure and the revisions required for the 
Pensions Panel. The changes had been forced on the Administering 
Authority and there was a feeling that they should be implemented with 
as little disruption as possible.  
 

1133. It was further noted that the intention for the revised voting rights is to 
regularise the position for the District & Borough and the Scheduled Body 
representative so all Pension Panel Members could vote. For clarity it was 
agreed that paragraph 24 of the report in front of the Panel should read 
“That all employer representatives ie County Council Members, the 
District and Borough representative and the Scheduled Body 
representative or replacement have a vote”.   
 

1134. It was considered appropriate that the tenth seat was not filled by Unison 
by default but instead following an election of all staff.  
 

1135. With regard to training, it was noted that the Employee representative is 
required to undertake the same training as all Pension Panel Members. 
The Chairman noted that a training session had been organised at 2.15 
on the UBS CARS product. Officers maintain a log of all training 
undertaken by Members. Governance Committee has been quite clear 
that if a Member lapses on their training obligations they should not sit 
on the Pensions Panel. It was noted that the Pensions Board is a new 
body and is required to have training to the same level as Pensions Panel 
Members.  
 

1136. It was agreed that the working group session arranged for late April 
should be cancelled until further guidance is provided (or a firm date for 
the guidance is known).  

 
Ethical Investments  

 
1137. The report set out QC’s view on question of ethical investment, 

particularly in the context of new responsibilities for the County Council. 
This issue had been discussed previously by the Panel but their final 
decision had been postponed until legal opinion provided.  
 

1138. The opinion set out that the first duty of trustees was to promote growth 
and safety of the fund to the extent that it is in their power to do so and 
that there was absolutely no reason why the Panel should not decide that 
they will not deal in certain stocks on ethical grounds provided they can 
be replaced by comparable stocks (value, growth and dividends).  
 

1139. The Panel considered that it was a very helpful paper – it restates the 
duty of the Administering Authority to provide return. The question is 
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whether this can be done against an ethical policy to discourage smoking 
which impacts on the public purse and the health of individuals. If the 
pension fund is to place a constraint on tobacco holdings then it must 
only be if the alternative stocks on offer provide as good as if not better 
returns.  
 

1140. The Panel discussed the extent of the constraint, ie whether it should 
include outlets which sell cigarettes or other ‘undesirable’ products, 
whether the exclusion could be limited to those companies held within the 
segregated portfolio, rather than applying a policy to indirect holdings, 
and the difference between a positive decision to invest in certain 
companies versus a more passive decision to allow fund managers to 
have a free hand to invest in return seeking assets.  
 

1141. It was noted that if WSCC dissuaded smokers from continuing with the 
habit then there would not be an industry to invest in.  
 

1142. It was considered that the advice given by the QC was clear cut. 
However, the new paragraph in the Statement of Investment Principles 
as drafted was less clear. It was agreed that Officers would work with the 
Chairman and Mr Marples to amend the paragraph to make it intelligible 
to the readership and in plain English.  
 

1143. The Executive Director noted that the responsibilities of the County 
Council do not apply to everyone in the scheme. There must be a 
separation of duties between the Administering Authority and WSCC. Any 
change to investment strategy will need to be consulted on and the way 
we hire investment managers should also be considered. The Fund hires 
high conviction managers who are stock pickers. Each stock is in the 
portfolio because it is the best for the Fund based on fundamental 
analysis. If a stock (or class of stock) is disregarded then it is harder to 
justify within the mandates – striking at the heart of the mandate given 
to managers.  
 

1144. The Chairman requested that the Executive Director discussed with the 
fund’s investment managers the potential downside and upside if they 
were to hold tobacco stocks, or not. The Executive Director agreed to 
report back to next Panel meeting, and a decision will be made then. 
There was a risk of entering stock picking territory and micro 
management of portfolios which is contrary to his view that provided that 
companies are legal, honest and decent then they should form part of the 
Universe for manager stock selection.  

 
Pension Fund Valuation 2013: Update 

 
1145. The Executive Director introduced the agenda item. The full valuation 

report had been published on website. The results were as per previous 
discussions. On the whole there was stability in contribution rate but 
some increases were applied for some employers that were considered to 
present a risk to the Fund.  
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1146. It was noted by the Pensions Panel that ill health retirements could be 
costly, and the question was raised about who sanctions them and how is 
the cost covered. Ill health retirements are an employer discretion and 
any experience items not covered via a lump sum charge are captured in 
the valuation.  
 

1147. The deficit relating to the Probation Committee who had ‘no contributing 
members’ was noted as a concern by the Panel. Probation Committee has 
been a thorn since the active members transferred. It has now been put 
on a national footing and the Fund is waiting for the Regulations to be 
published which should advise whether the Council’s lobbying to transfer 
all members to transfer to Greater Manchester has been successful. The 
Executive Director noted that he was as positive as he had ever been. 
The transfer would see a £4m benefit to the Fund and to all employers. It 
is as a result of our experience with Probation has meant that the 
Authority has been very strict and tight about employer risk eg bonds and 
contribution rates. The Chairman note that Francis Maude had been very 
helpful.  
 

1148. The language in the Funding Strategy Statement was commended.  
 
Steven Law and Paul Potter presented to the meeting.  

 
1149. Steven Law reminded the Panel that previously the focus of the asset 

liability discussion had been on contribution rates. This meeting was to 
look at strategy. The strong funding level shown in the Valuation has 
meant that the Fund is in a rare position of being able to discuss options 
for the future investment strategy which are not purely focused on 
bridging the deficit. However the funding position remains volatile.  
 

1150. The Panel discussed the reasons for taking investment risk:  
 

 Provide higher returns 
 Ensure that the assets are sufficient to pay pensions 
 Make the Scheme affordable  
 Reduce the deficit 
 Cover pay increases as well as inflation  
 Cover mortality and other assumptions made by the Actuary, and the 

unknown unknowns.  
 

1151. However some of these elements have fallen away following the 
introduction of the LGPS 2014 (ie CARE basis so assumptions about pay 
increases fall away over time), cost control mechanisms and the reduced 
deficit. Therefore the question becomes how much risk the Fund needs to 
take, and what the right balance is between employer contributions and 
investment returns. 
 

1152. Hymans have considered whether the current strategic allocation is 
sufficient to meet benefit payments, whether the fund should invest in 
more growth assets and whether it is possible to reduce investment risk 
at the current time or in future. To assess this they fixed a contribution 
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strategy at 17% of pay and adjusting the growth assets +/-20%. Growth 
assets had a 3-3.5% premium per annum against stabilising assets.  
 

1153. The modelling showed that the changes to investment strategy did not 
materially change the changes of being above 100% funded (c.75% 
probability). However reducing growth assets has a significant impact on 
downside risk. This is caveated with the possible need to change the 
actuarial assumptions if the investment strategy was amended.  
 

1154. The conclusions of the presentation were: 
 

 Increasing or decreasing the fund’s exposure to growth assets by 20% 
does not significantly affect the chances of success. However reducing 
exposure to growth assets significantly reduces downside risk.  

 Changes to investment strategy may have a knock on effect on what 
the Fund (and the actuary) considers a ‘suitable’ funding target. 
Reducing the allocation to growth assets by 20% may reduce the 
actuary’s assumptions for future investment returns by 0.3-0.4% 
which would have a material effect on liabilities and contributions.  

 If the Administering Authority considers reducing growth exposure the 
timing of the change should be considered (eg when it would have the 
least impact to employers).  

 
1155. The timing of any change is therefore important, and the decision to not 

make a change is just as much of a decision as to making a change.  
 

1156. It was noted that there are variable funding levels for employers within 
the Fund. Therefore a single strategy may not necessarily make sense 
across the fund. Cheshire has gone some way along the unitisation 
investment approach and West Sussex would be able to draw parallels in 
future.  
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