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1. Introduction

Local Government Pension Scheme

The Local Government Pension Scheme (LGPS) is a statutory pension scheme, whose rules are governed by
Parliament in accordance with the Public Services Pensions Act 2013. The rules of the scheme are provided in the
Local Government Pension Scheme Regulations that came into force from 1 April 2014 and provide the statutory
basis within which the Scheme can operate. Separate transitional regulations provide the link between the old and
new scheme provisions.

Although a national pension scheme, mainly set up for the benefit of local government employees, the LGPS is in fact
administered locally. The LGPS is open to all non-teaching employees of the County Council, District and Borough
Councils and Unitary Authorities in East Sussex, as well as Colleges of Further Education, Academies, Town and
Parish Councils and a small number of charitable organisations who have applied to be treated as “admission bodies”.
In addition, the LGPS allows employees of private contractors to participate in the Scheme where they are providing a
service or assets in connection with the functions of a scheme employer, in accordance with the specific requirements
of the LGPS Regulations. The scheme is not open to teachers or fire fighters, as these groups of employees have
separate pension schemes.

A summary of the provisions of the scheme is given below.

Currently within the East Sussex Pension Fund, there are 133 participating employers. A full list of participating
employers is given at note 29.

Administering Authority Responsibilities

East Sussex County Council has a statutory responsibility to administer and manage the East Sussex Pension Fund
on behalf of all the participating employers of the Fund in East Sussex, and in turn the past and present contributing
members, and their dependents.

The Fund receives contributions from both employees and employers, as well as income from its investments. All of
these elements put together then meet the cost of paying pensions, as well as the other benefits of the pension
scheme. As part of its responsibilities as the administering authority the County Council is responsible for setting
investment policy and reviewing the performance of the Fund’s external investment managers.

The County Council has entered into a partnership arrangement with Surrey County Council under the umbrella of
Orbis to undertake the day-to-day functions of managing the governance and administration of the ESPF of the LGPS.
The main services provided by Orbis include governance, investment, maintenance of scheme members’ records,
calculation and payment of retirement benefits including premature retirement compensation, transfers of pension
rights, calculation of annual pension increases and the provision of information to scheme members, employers and
the Fund’s Actuary.

Although the day-to-day work associated with governance and administering the LGPS are under the Orbis umbrella,
the County Council takes its statutory responsibility very seriously. The County Council ensures that all the
participating employers within the ESPF are aware of their own responsibilities, as well as any changes to the
provisions of the Scheme that may be introduced.

A major responsibility of the County Council as the administering authority is to undertake a valuation of the Pension
Fund’s assets and liabilities (triennial valuation). The main purpose of this exercise is to assess the size of the Fund’s
current and future liabilities against the Fund’s assets, and then set the employer contribution to the Fund for each
participating employer for the following three-year period. The most recent actuarial valuation of the Fund was carried
out as at 31 March 2016 and the 2019 triennial valuation is underway. In addition to the triennial valuation of the
Pension Fund, the County Council also receives requests each year from scheme employers to obtain appraisal
reports from the Fund actuary, to enable them to comply with requirements of the Financial Reporting Standards
FRS102 or IAS19. The provision of these reports, however, falls outside of the functions of the County Council as an
administering authority.

It is important to note that ultimate responsibility for both the administration of the Pension Fund and the investment of
all monies associated with the Fund remains with East Sussex County Council, as administering authority for the East
Sussex Pension Fund. The County Council has in place an established annual employers’ pension forum, to update
and involve all the participating employers of the East Sussex Pension Fund, which is always well attended.



2. Overall Fund Management
Scheme management and advisers

Responsibility for the East Sussex Pension Fund is delegated to the County Council’'s Pension Committee Members
with support from the East Sussex Pension Board. The Pension Board comprises members representing employers
and members in the Fund with an Independent Chairman. The Pension Committee receives advice from the County
Council’s Chief Finance Officer, Actuary, Investment Consultants and an independent Investment Adviser.

2018/19 PENSION COMMITTEE MEMBERS
EAST SUSSEX COUNTY COUNCILLORS: Richard Stogdon (Chairman)

Gerard Fox Simon Elford
Stuart Earl* David Tutt
Trevor Webb*

2018/19 PENSION BOARD MEMBERS
INDEPENDENT CHAIRMAN:
EMPLOYER REPRESENTATIVES:

Richard Harbord
Councillor Kevin Allen
Councillor Brian Redman

Brighton & Hove City Council
Districts & Borough Councils

Sue McHugh Educational Bodies
MEMBER REPRESENTATIVES: Angie Embury Active & Deferred
Rezia Amin Active & Deferred
Diana Pogson Pensioners
ASSET POOL: ACCESS Pool
ASSET POOL OPERATOR: Link Funds Solution
FUND MANAGERS: Adams Street Partners Harbourvest
Longview Partners** Newton Pantheon
Prudential M&G Ruffer Schroders
UBS Infrastructure UBS Passive
CUSTODIAN: Northern Trust
AVC PROVIDER: Prudential
ACTUARY: Hymans Robertson
20 Waterloo Street
Glasgow
G2 6DB

LEGAL ADVISORS:
BANKERS TO THE FUND:
AUDITOR:

SCHEME ADMINISTRATOR:
ADMINISTRATION PROVIDER:

Appointed from National LGPS Framework for Legal Services
NatWest Bank

Grant Thornton

East Sussex County Council

Orbis Business Operations

INVESTMENT ADVISER: Hymans Robertson
INDEPENDENT ADVISER: William Bourne
TREASURER: lan Gutsell

Chief Finance Officer (Section 151 Officer)

East Sussex County Council
HEAD OF PENSIONS: Ola Owolabi
CONTACT ADDRESSES:

LGPS POLICY OR STATUTORY

INVESTMENTS REQUIREMENTS DAY-TO-DAY MATTERS
Russell Wood Wendy Neller Andrew Marson
Pensions Investment Manager Strategy and Governance Manager Orbis Business Operations South
Orbis Finance Orbis Finance County Hall
County Hall County Hall St Anne’s Crescent

St Anne’s Crescent St Anne’s Crescent
Lewes, BN7 1UE Lewes, BN7 1UE
(01273) 336120 (01273) 481904

*Stuart Earl (deceased) was replaced by Trevor Webb in February 2019
** Appointed through the ACCESS Pool operator

Lewes, BN7 1UE
(01273) 337450



Risk management

Risk management is the process of identifying risks, evaluating their likelihood and potential impact and determining
the most effective methods of controlling or responding to them. The Administering Authority has an active risk
management programme in place. The Fund’s approach is to manage risk rather than eliminate it entirely.

Risk is identified and managed as follows:

Management Risk - A significant risk is the potential insolvency of scheme employers, leaving outstanding liabilities
in the Fund. To this end the Fund requires all admission bodies that wish to join the Fund to be guaranteed by a
scheme employer(s) or to provide a bond to protect the Fund in the event of insolvency. In the monitoring of
employers, consideration is given to the Funding Strategy Statement (FSS), which outlines the Fund’s approach to
how employer liabilities are measured, and one of the aims of the FSS is to reduce the risk from employers defaulting
on its pension obligations. The Fund monitors the financial sustainability of the scheme employers and takes this into
account in the valuation exercise. Some funding risks can be mitigated by the Investment Strategy and the funding
and investment strategies focus on the expected real returns from the assets, thus mitigating the effect of inflation on
the value of the pension liabilities.

This risk can manifest itself in several ways:

Failure to process pensions

Failure to collect contributions

Failure to have proper business continuity plans in place

Fraud or misappropriation

Failure to maintain up-to-date and accurate data and hold it securely
Failure to maintain expertise or over-reliance on key staff

e Failure to communicate effectively with members and employers

o Failure to provide the service in accordance with sound equality principles

Benefits Administration Risk- Relates mainly to the inability of the Fund to meet its obligations and pay benefits
accurately and on time as agreed with employers or under statute. These could include non- or late payment of
members’ benefits, incorrect calculation of benefits, breach of Data Protection Regulations and the failure to comply
with Freedom of Information Act requests or Disclosure of Information requirements

All of the above could lead to adverse publicity, loss of reputation and ultimately statutory fines. In addition, the Fund
is dependent on a sole supplier of pension administration software. There are processes in place to mitigate
administration risks.

Internal Control Framework - Internal controls and processes are in place to manage administration, financial and
other operational risks. The East Sussex County Council’s Internal Audit assesses the Fund’s internal control
processes in order to provide independent assurance that adequate controls are in place.

Financial/Funding Risk - This is essentially the risk that the funding level drops and/or contribution rates must rise
due to one or more of the following factors:

e Investment Risk — This is the risk that the investment assets underperform the level assumed in the Triennial
Actuarial Valuation. This can occur due to poor economic/market conditions, the wrong investment strategy or
poor selection of investment managers. Investment risk is regularly considered by Members and Officers,
advised by the East Sussex Pension Fund (ESPF) Investment Consultants. The annual investment strategy
meeting reviews the current ESPF strategy and looks at risk in more detail. The main investment risks to the
Fund are from interest rates, inflation and market volatility.

e Liability Risk — This is the risk that there is a fall in the so-called “risk free” returns on Government bonds,
which form the basis of assumptions about future investment returns. The assumed future investment return is
used to “discount” future liabilities (i.e. over the next 0-80 years) back to today’s values (net present value).
Therefore, falling bond yields means higher liabilities.

¢ Inflation Risk — Notwithstanding other factors, Pension Fund liabilities increase in line with inflation, because
the CPI is applied to pensions annually. Therefore, rising inflation causes the liabilities to increase.

¢ Insufficient Funds Risk - This is the risk that there is insufficient money in the Fund to pay out pensions as
they become due.

The ESPF Investment Strategy Statement (see page 65), sets out the governance requirements for the ESPF and it is
reviewed annually by members. The Pension Fund receives external assurance reports from Investment Managers
and the Custodian, detailing their internal control systems, scrutinised by their external auditors. Each report is
reviewed when available and the conclusion of each was that the control procedures are suitably designed and
operated during the 12-month period under review.



Demographic Risk - This is the risk of that the pensioners live longer and therefore the liabilities of the Fund
increase.

Regulatory Risk - This risk could manifest itself in several ways. For example, it could be the risk that the liabilities
will increase due to the introduction of an improved benefits package, or that investment returns will fall due to tighter
regulation being placed on what can be invested in. It could also arise through a failure to comply with LGPS or other
regulations.

Governance Risk - This is the risk that governance arrangements of the Fund are sub-optimal. For example, this
could arise through a lack of expertise on the Committee arising from insufficient training. Another possibility is that
potential conflicts of interest between the Fund and the Council are not managed sufficiently well.

Employer Risk - This is the risk that an employer is unable to meet its financial obligations to the Fund, either during
its membership of the Fund, or at its ceasing when the last contributing member leaves. Where a guarantor is in place
they will pick up the cost of any default, but where there is not one, the cost must be spread across all employers in
the Fund.

Third Party Risk - Contribution payments are monitored closely for accuracy and timeliness. A reporting process is in
place to escalate any late/inaccurate payments to ensure all payments are received.

A Risk Register has been formally adopted by the East Sussex Pension Committee and a report of the key highlights
is reported to the Pension Board at each quarterly meeting. Some of the risks highlighted are shown in the table below
- please note that this is not an exhaustive list.
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Pensions Administration
Pension contributions: e Employer contribution monitoring
e Non-collection e Additional monitoring at specific times
e Miscoding e SAP / Altair quarterly reconciliation
e Non-payment e Improved employer contribution forms
1 If not discovered results inaccurate: 3 3 e Annual year end checks 3 2 6
eemployer FRS17/IAS19 & Valuation e Pensions Web
calculations
o final accounts
o cash flow
Poor or inadequate delivery of Pensions o Key Performance Indicators
Administration by service provider e Internal Audit
(Orbis -Business Operations) e Reports to Pension Board / Committee
o Members of the pension scheme not e Service Review meetings with business
serviced operations management
2 o Statutory deadlines not met 3 3 o Awareness of the Pension Regulator Guidance 3 2 6
e Employers dissatisfied with service being
provided + formal complaint
e Complaints by members against the
administration (these can progress to the
Pensions Ombudsman)
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Pensions Investment and Governance
LGPS Investment Pooling e Engagement in ACCESS asset pool group
e Mandated into inappropriate investments e Reporting to Pensions Committee and Board
e Lower funding level e Engagement with third party experts (e.g.
e Damaged reputation Legal and Tax)
e Increase in employer contribution e Creation of a detail project plan
e Increase in investment risk taken to
access higher returns
3 e There can be size restrictions on certain 3 3 3 2 6
investments
e Funds can be too big to fulfil their target
allocation,
e Difficulty in switching in and out of the
large position and possible delays in
execution of investment decisions.
2019 Triennial actuarial valuation — e  The triennial actuarial valuation review
e  Anincrease in liabilities, which is focuses on the real returns on assets, net
higher than the previous actuarial price and pay increases.
valuation estimate. e  The Committee receiving training on
e The level of inflation and interest rates understanding liabilities
assumed in the valuation may be e  Hymans Robertson commission to produce
inaccurate leading to higher than an Asset Liabilities Model.
expected liabilities. . Life expectancy assumptions are reviewed
at each valuation.
e  Reviewing of the each triennial valuation
3 3 assumptions and challenge actuary as 3 2 6
required.
. Funding Strategy Statement and
Investment Strategy Statement updated
and approved,
e  Actuary attendance at Pension Fund
Committee to cover triennial valuation
issues and expectations
e  The Fund holding discussions with
employers through the Pension Employers
Forum.
LGPS Pooling - ACCESS Pool
Asset transition costs » Consultant has analysed the creation of sub-
« Asset transition costs are greater than funds and transitioning of our current assets into
forecast. the pool, under a variety of scenarios.
« Failure to control operational risks and » There may also be the opportunity to transfer
transaction costs during the transition 4 3 securities in ‘specie’. 3 5 6

process
* An increase in the initial set-up costs
forecast by the pooling proposal.

« A transition manager will be appointed, with the
objective of preserving asset values, managing
risk and project managing the transition process
to ensure that costs are monitored and
controlled.

The risk scores are calculated using the risk matrix below:
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3. Financial performance

Analytical Review

The following tables provide a brief review of the major movements in the Fund Account and the Net Assets
Statement for the financial year. More detail is provided in the Investment Policy and Performance report on pages 11

to 18.
2017/18 2018/19
£000 £000
Fund Account
Net (Contributions)/withdrawals 32,081 (2,869)
Management Expenses 13,330 14,038
Return on Investments (86,348) (260,652)
Net Increase in Fund (40,937) (249,483)
2017/18 2018/19
£000 £000
Net Asset Statement
Bonds 497,920 499,750
Equities 363,116 153,695
Pooled Funds 2,377,402 2,825,479
Cash 133,789 149,156
Other 3,545 (4,870)
Total Investment Assets 3,375,772 3,623,210
Non-Investment Assets 7,608 9,653
Net assets of the fund available to fund benefits at the year end. 3,383,380 3,632,863

Analysis of pension contributions

The table below shows the number of primary pension contributions received late in the financial year 2018/19.

Month Payments Payments
Due Received
Late
April 134 9
May 135 12
June 133 11
July 133 3
August 131 4
September 133 2
October 132 2
November 132 4
December 132 1
January 132 4
February 133 2
March 132 9

No interest was charged on any of the late payments. However, in accordance with our Administration Strategy
Statement 16 employers were fined in relation to late payments and 10 employers received fines for late provision of
remittance advice.



Forecasts

The following tables show the forecasts and outturn for the Fund Account and the Net Asset Statement.

Fund Account 2017/18 2018/19 2019/20
Forecast Actual Forecast Actual Forecast
£000 £000 £000 £000 £000
Contributions (133,500) (131,416) (136,900) (136,819) (141,600)
Payments 157,100 163,497 133,200 133,950 137,600
Administration expenses 1,110 1,005 1,086 916 940
Oversight and governance costs 660 673 733 740 709
Investment expenses:
fees invoiced to the fund 8,850 7,541 4,650 6,138 5,100
fees deduced at source - 4,111 - 6,244 -
Net investment income (44,400) (37,799) (39,300) (25,919) (27,000)
Change in market value (197,600) (48,549) (231,700) (234,733) (206,300)
Net increase in the Fund (207,780) (40,937) (268,231) (249,483) (230,551)

Contributions and payments are based on current expectations; the administration and investment management
expenses are based on current budgets; and the net investment income and change in market value are based on the
long-term forecast returns for each asset class.

Net Asset Statement 2017/18 2018/19 | 2019/20
Forecast Actual Forecast Actual Forecast
£000 £000 £000 £000 £000
Equities 2,307,400 2,190,268 2,341,400 2,134,847 2,273,600
Bonds 510,100 497,920 530,800 751,032 781,100
Property 348,500 344,411 373,000 339,442 356,400
Alternatives 253,700 205,839 222,700 245,135 265,200
Cash 104,800 133,789 135,800 149,156 195,200
Other 7,900 3,545 3,800 3,598 3,800
Total Investment Assets 3,532,400 3,375,772 3,607,500 3,623,210 3,875,300

The forecasts for total investment assets are based on the actual figures multiplied by the historic long-term returns for
each asset class used. Net contributions, less administration and investment management expenses and oversight
and governance costs, are added to the Cash figure to reflect new money into the Fund. The forecasts do not take
into account potential additions or disposals of investments within these asset classes during the period as potential
changes are not known with any degree of certainty.

Management Expenses

2017/18 2018/19 2019/20
Forecast Actual Forecast Actual Forecast
£000 £000 £000 £000 £000

Orbis Finance Support Services 40 57 51 69 45
Orbis Business Operations Support
Services 970 909 935 809 854
Supplies and Services 100 39 100 38 41
Administration total 1,110 1,005 1,086 916 940
Oversight and governance costs
Orbis Finance Support Services 200 193 263 210 234
Supplies and Services 460 477 470 529* 475
Third Party Payments 150 119 150 100 130
Other Income (150) (116) (150) (98) (130)
Oversight and governance total 660 673 733 741 709
Investment Management
Investment expenses:

fees invoiced to the fund 8,850 7,541 4,650 6,138 5,100

fees deduced at source** - 4,111 - 6,244 -
Investment Management Total 8,850 11,652 4,650 12,382 5,100
Management Expenses Total 10,620 13,399 6,469 14,038 6,749

* Various one-off costs have resulted in an overspend of £59k

** During the year, the Pension Fund incurred management fees which were deducted at source for 2018/19 of £2.3m (£2.4m in 2017/18) on its private equity
investments, fees of £1.3m (£0.3m in 2017/18) on its infrastructure investments and fees of £2.7m (£1.4m in 2017/18) on other mandates. These fees are
deducted at the individual portfolio level rather than being paid directly by the Pension Fund.



Pension overpayments

Year Overpaid Write Off Outstanding
Pensioners Recoveries
2018/19 Number 30 21 1 8
Value £000 70 59 6 5
2017/18 Number 52 41 3 8
Value £000 52 42 1 9
2016/17 Number 73 45 2 26
Value £000 61 30 4 27
2015/16 Number 44 38 - 6
Value £000 34 23 - 11
2014/15 Number 40 31 1
Value £000 22 14 1
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4. Investment policy and performance
Bodies to which the fund is member, subscriber or signatory

Pensions and Lifetime Savings Association
Local Authorities Pension Fund Forum
CIPFA Pensions Network

Club Vita

Local Government Association (LGPC)

Local Government Pension Scheme National Framework for Passive Investments, Legal Services, Actuarial and
Investment Consultants

Current investment arrangements

In light of an improved funding position, the Pension Committee (“the Committee”), in working towards the Fund’s
long-term objectives, agreed to de-risk the investment strategy over the course of the financial year to 31 March 2019.

On 1 November 2018, 10% of Fund assets were sold out of equities; the proceeds were subsequently invested into
diversified growth assets (5%) and absolute return credit assets (5%). This brought the Fund’s equity allocation down
from 50% to 40% of total Fund assets.

During the year, the Committee agreed to commit £80m to the M&G Real Estate Debt VI Fund. This investment will
form part of the previously agreed 3% target allocation to illiquid debt. The Committee also agreed to increase the
Fund’s commitment to the Pantheon Infrastructure Fund by a further $53m (from an original $64m commitment).

When considering the investment portfolio, diversification is one of the most important issues that the Committee
considers as a wider spread of investments will tend to reduce risk. For example, any investment in equities is spread
across many stocks, across a wide range of industries and across a number of countries. If a particular company,
industry or country has a period of poor returns, this should have a limited impact on the portfolio.

The Fund's investments are very well diversified, as a way of controlling risk. This applies in two ways:-
1. Asset Allocation

Although the benchmark has a material allocation to equities (as the asset class expected to provide the highest
return over the medium to long term), there is a significant exposure to property and infrastructure ("real" assets
with a different performance cycle to equities) and a small exposure to bonds (which more closely "match" the
value placed on the Fund's liabilities). The allocation to absolute return mandates provides further diversification.
Uniquely, within these latter mandates, the managers have the flexibility to alter asset allocation between a wide
range of asset classes. Within equities, diversification is achieved by investing in different markets across the
world and using different benchmarks, which provides exposure to many different stocks and sectors.

Over the course of the year, the Fund has continued to develop its governance arrangements, developing a
responsible investment policy as part of a wider progression in its approach to environmental, social and
governance issues.

2. Manager Structure

The Fund employs a number of managers with differing styles and management approaches. This is a deliberate
policy to avoid over-dependence on the fortunes of a single manager and to concentrate on managers' particular
areas of expertise. All managers are expected to maintain well-diversified portfolios. The Fund’s structure is
broadly as follows:

e UBS are the Fund’s largest single equity manager; all assets are managed passively against UK and
Global equity market benchmarks. The allocation to the UBS All World Equity Fundamentally Weighted
Index Fund offers additional diversification from the market capitalisation based passive management
approach. In addition, the Fund invests in the UBS Climate Aware Fund, which tracks an index with a
climate change overlay.

e The Fund has one active global equity manager (Longview). The Committee maintains the belief that a
blend of active and passive management of equity mandates offer the most efficient way to access world
equity markets.

e The two absolute return managers are expected to add diversification away from the Fund’'s other
mandates, due to their flexible, unconstrained management approach and wide range of underlying
assets.
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e A single property manager is employed (Schroders); however, the “fund of fund” approach provides
manager diversification within the underlying holdings.

e Corporate bonds and absolute return credit assets are managed by M&G. Index-linked bonds are
managed passively by UBS.

e The Fund’s allocations to infrastructure and unquoted equities are currently divided between five
managers, three within infrastructure and two within unquoted equities.

e M&G has been appointed to manage a real estate debt investment but, as at Fund year-end, M&G had
yet to draw down any capital for investment.

The objective is to seek to ensure:

1. each active manager adds value, net of the fees which it charges;
2. each manager brings something different - specialist skills or a different approach to investment - to the mix.

In this way, the Fund seeks to achieve an appropriate return and added value over the medium term, but in a risk
controlled fashion.

Environmental, social and governance considerations

The Committee of the East Sussex Pension Fund has an overriding statutory and fiduciary duty to ensure it has
sufficient funds available to pay pensions. In light of that obligation, and in order to maximise investment return, the
Fund has a diverse range of investments and does not restrict investment managers from choosing certain stocks
taking into consideration that the Fund’s investment strategy is regularly monitored.

The investment strategy of the Fund is documented in its Investment Strategy Statement, as part of this document we
have included our Responsible Investment (RI) Policy, which describes the Fund’'s core principles of responsible
investment and how we will ensure that these are met. Our core principles are:

o We will apply long-term thinking to deliver long-term sustainable returns.

e We will seek sustainable returns from well-governed assets.

e We will use an evidence-based long-term investment appraisal to inform decision-making in the
implementation of RI principles and consider the costs of RI decisions consistent with our fiduciary duties.

o We will evaluate and manage carbon exposure in order to mitigate risks to the Fund from climate change.

The RI Policy also states the Fund’s position on engagement versus exclusion:

East Sussex Pension Fund has never sought to implement a policy that explicitly excludes certain types of
investments, companies or sectors except where they are barred by UK law. The Fund believes that its influence as a
shareholder is better deployed by engaging with companies, in order to influence behaviour and enhance shareholder
value. The Fund believes that this influence would be lost through a divestment or screening approach. Ultimately the
Fund will always retain the right to disinvest from certain companies or sectors in the event that all other approaches
are unsuccessful and it is determined that the investment is no longer aligned with the interests of the Fund or that the
issue poses a material financial risk. Under pooling, it is likely that any such decision will need to be made in
conjunction with other members of the ACCESS pool.

The Fund’s approach to engagement recognises the importance of working in partnership to magnify the voice and
maximise the influence of investors as owners. The Fund appreciates that to gain the attention of companies in
addressing governance concerns; it needs to join with other investors sharing similar concerns. It does this primarily
through:

e Membership of representative bodies including LAPFF;

e Membership of the Pensions and Lifetime Savings Association (PLSA);

e Giving support to shareholder resolutions where these reflect concerns which are shared and affect the
Fund'’s interests;

e Joining wider lobbying activities when appropriate opportunities arise.

The Pension Committee over the last 25 months has allocated considerable time to consider the potential impact of
climate change on the Fund’s investments. In so doing, the Committee has:

e commissioned a carbon footprint measurement service that provided data on the levels of carbon emissions,

e committed to putting 15% of the Funds passive equity investments into the UBS Climate Aware Fund, and it is
anticipated that the investment in the Climate Aware Fund will reduce the CO® emissions of the East Sussex
Pension Fund,

e been recognised tier 1 signatory to the UK Stewardship Code by the Financial Reporting Council (FRC),

¢ shortlisted for the 2018 LAPF Investment Awards for Best Approach to ESG/Impact Investing,

The committee will continue to monitor developments in this area and the long-term implications for the financial
health of the Fund.
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Independent adviser’s report

The Fund receives formal advice on investment matters from its actuarial and investment consultants. My role as
Independent Advisor is primarily to act as a separate source of insight to Officers and Committee members. Our
collective objective is, of course, to invest the Fund’s assets to pay members’ pensions in full and on time. | am
additionally able to provide stakeholders with some independent assurance that the Fund is being appropriately and
properly managed.

Last year | commented that the Fund was in a healthy position financially, but that there was considerable uncertainty
caused by the changing market environment and the government’s project to force all LGPS funds to join one of eight
investment pools. That has indeed proved to be the case on both fronts, but | can assure readers that the Fund
remains in a solvent position with every likelihood it will be able to pay pensions as due.

Markets were more volatile in 2018, as the easy money policies, which have dominated since 2009 came to a clear
end. Behind this lay the Federal Reserve’s desire on the back of strong US economic performance to unwind some of
this easing. The pathway of rising interest rates continued, and by the autumn the bellwether US 10-year government
bond yield had risen above 3% for the first time since 2011. However, investor concerns that this policy would result
in a sharp economic downturn grew, and equities responded by falling to a Christmas low some 25% below their peak
level.

The Fed. heard the message, and in January quite abruptly altered course to a neutral stance. Investors took this as
a signal that Quantitative Easing would be restarted if needed to avert recession. Equities rose and ended the
financial year close to their all-time highs, which is one reason why the Fund’s funding level remains healthy.

Looking forward, the onus for maintaining economic prosperity will for political reasons increasingly fall on fiscal rather
than monetary policy. Combined with interest rates, which look set to stay ultra-low, this is a positive fundamental
background for financial assets. However, valuations are historically high, and it is unwise to expect returns to be
above normal. The risk of unpleasant surprises from national and international politics remains, but damage from
these sources is probably limited by the Fed.’s change of tack.

Readers will be aware elsewhere that your Fund has chosen to become part of the ACCESS pool together with ten
other shire counties in South East England. ACCESS will over the next few years take over responsibility for the
implementation of investment decisions. It is expected to lead to economies of scale and to allow for more effective
investment in areas such as infrastructure. During the year, ACCESS has successfully started operations and
established its first sub-funds, some of which your Fund has invested into.

A shared and not-for-profit service such as ACCESS can be expected to offer better value for money than a private
sector solution. However, its partners, including your Fund, lack the ultimate private sector sanction of being able to
terminate for poor performance. In the absence of any template for pooling, the pool is developing its own
governance structures and processes. Your Fund needs to be certain that these are effective because it will in the
future be dependent on ACCESS to achieve its investment objectives.

In my view, three things are needed for effective governance: first, a clear and relevant service level agreement which
the provider is accountable under; secondly, the provision of meaningful assurance statements, which the Fund can
properly verify; and finally, a forum where issues can be discussed and resolved. While | acknowledge the
considerable progress ACCESS has made in establishing itself in the past twelve months, these governance issues
are still work in progress for your Fund and its pool partners.

| would like to bring two other matters to your attention. There has been almost complete turnover of the membership
of the Pension Board at the end of its initial four-year term, including the Independent Chair. Succession planning and
continuity on Boards is critical to good governance, and | am pleased to note that officers have addressed this by
appointing elements of the new Board for different term lengths. This should allow Board renewal and refreshment to
take place without compromising continuity. Secondly, while there has been some improvement to administration
performance and data quality, there is a need for the development of a service level agreement with the Fund'’s
provider. This would set out standards and expectations and how the Fund will deal with performance issues if these
are not met.

Let me end by reiterating that your Fund is in a good position financially. The results of the March 2019 valuation will
be published during the year, and it is likely that the major decision will be whether to ‘de-risk’ and lock in the valuation
gains on the asset side, or whether to maintain the level of risk (and by implication targeted return) and look in due
course to reduce employers’ contributions. The Fund’s increasing maturity makes it likely that net cashflow will
deteriorate over time and more attention will need to be paid to ensuring that investment income is sufficient to cover
any deficit of contributions against pension payments.

| attend every Committee meeting and | see that Committee members, supported by Officers, consider in detail the
courses of action before them. There can never be a guarantee that the route they opt for will turn out to be the best
one but, in my view, they are performing their duties appropriately, conscientiously and according to the regulations.

William Bourne
Independent Advisor
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Voting

The Fund expects its investment managers to monitor investee companies, engage with company management
where necessary and report on voting, governance and engagement activity.

Active mandate

Longview are currently responsible for the Fund’s actively managed equity mandate. The table below summarises the
combined voting statistics for the Fund’s Global equity mandate over the quarter:

Number of | Resolutions Votes | Votes Abstained/ | 1 With Against
vote-able voted for against | Withheld/ Year** | management management
meetings DNV*

35 493 93.3% | 5.5% 1.0% 0.2% 92.3% 7.7%

* This shows votes abstained/withheld relating to election of board directors
** This shows votes cast in relation to the frequency of vote on executive compensation where a specific time period is required

Voting Instruction

M For M Against ® Abstain/ withheld/ DNV M 1 year

With/Against Management

B With management

B Against management

Votes were withheld in 4 cases relating to the election of board directors. Longview voted against management on 38
proposals covering a range of issues, such as ongoing compensation concerns and the election of individuals that, in

Longview’s opinion, serve on too many boards. As requested by the Fund, Longview voted against any proposal to

authorise political donations.
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Passive mandates

UBS are responsible for the Fund’s passively managed equity mandates. The table below summarises the combined
voting statistics over the year for the regions that the Fund’s equity mandate is invested in.

Meetings Resolutions Votes Votes Abstained/ | With Against
voted voted for against Withheld/ management | management
DNV
3,771 49,308 87.3% 11.1% 1.6% 88.1% 11.9%
Voting instruction With/ against management
B For M Against m Abstain/ withheld/ DNV H With management B Against management

UBS voted against management on 5,875 proposals covering a range of issues such as candidates proposed for
director not being sufficiently independent and rights issues.

Custodian

A specialist provider of Custodian Services, Northern Trust, is employed by the East Sussex Pension Fund.

The responsibilities of the Custodian are:
e Collection of investment income.
e Arranging for the custody of the schemes assets in compliance with the custody agreement.
e Providing quarterly valuations of the schemes assets, details of all transactions and investment accounting.
¢ Responsibility for cash management and investin