Lancashire County Pension Fund

Draft Annual Governance Statement 2020/21

Introduction

The Lancashire County Pension Fund (the “Fund”) is a Pension Fund within the Local
Government Pension Scheme (LGPS) which is a funded pension scheme created
under the terms of the Superannuation Act 1972. Lancashire County Council is the
body appointed under statute to act as the Administering Authority for the Fund. While
the Fund is technically not a separate legal entity it does have its own specific
governance arrangements and controls which sit within Lancashire County Council's
overall governance framework. Ensuring that the Fund has sufficient assets to meet
its pension liabilities in the long term is the fiduciary responsibility of the Administering
Authority (Lancashire County Council).

At 31 March 2021 the Lancashire County Pension Fund provides a means of pension
saving and retirement security for 177,843 members across 313 organisations with
active members and a range of other organisations with only deferred or pensioner
members.

The Pension Fund's Responsibilities

The Pension Fund is responsible for ensuring that its business is conducted in
accordance with the law and proper standards and that what is, in effect, scheme
members' money is safeguarded and properly accounted for. The Fund has a
responsibility under local government legislation to make arrangements which secure
continuous improvement in the way in which its functions are delivered.

In discharging this overall responsibility, the Pension Fund is responsible for putting in
place proper arrangements for the governance of its affairs and facilitating the effective
exercise of its functions including arrangements for the management of risk.

The Fund has adopted its own Governance Policy Statement in line with the relevant
regulations concerning the governance of funds within the LGPS. This statement has
regard to relevant standards such as the Myners' principles. The Governance Policy
Statement — which was updated in January 2021 - is available through the following
link appendix-a.pdf (lancashirecountypensionfund.org.uk)

In addition, the operation of the Fund is subject to Lancashire County Council's Code
of Corporate Governance. The County Council's Annual Governance Statement is
prepared in accordance with the Framework prepared by CIPFA/Solace "Delivering


https://lancashirecountypensionfund.org.uk/media/1069/appendix-a.pdf

Good Governance in Local Government” (2016 edition). The Framework defines the
seven core principles that should underpin the governance of each local authority
namely:

Behaving with integrity, demonstrating strong commitment to ethical values,
and respecting the rule of law;

Ensuring openness and comprehensive stakeholder engagement;

Defining outcomes in terms of sustainable economic, social and environmental
benefits;

Determining the interventions necessary to optimise the achievement of the
intended outcomes;

Developing the Fund's capacity, including the capability of its leadership and
the individuals within it;

Managing risks and performance through robust internal control and strong
public financial management; and

Implementing good practices in transparency, reporting and audit to deliver
effective accountability.

This statement sets out both how the Pension Fund has complied with its own
Governance Policy Statement and Lancashire County Council's Code of Corporate
Governance.

The Purpose of the Governance Framework

The governance framework comprises the systems and processes, culture and values
by which the Pension Fund is directed and controlled and the activities through which
it engages with and informs stakeholders, including both fund members and
employers. It enables the Fund to monitor the achievement of its strategic objectives
and to consider whether those objectives have led to the delivery of appropriate and
cost-effective outcomes.

The system of internal control is a significant part of that framework and is designed
to manage risk to a reasonable level. It cannot, particularly in the investment context,
eliminate all risk and can therefore only provide reasonable and not absolute
assurance of effectiveness. The system of internal control is based on an ongoing
process designed to identify and prioritise risks to the achievement of the Fund's
objectives, to evaluate the likelihood of those risks being realised and the impact
should they be realised, and to manage them efficiently, effectively and economically.

This statement reports on the annual review of the governance framework by officers
which confirms that the framework has been in place within the Pension Fund for the
year ended 31 March 2021.

The Fund's Governance Framework



The key elements of the systems and processes that comprise the Fund's governance
framework are:

The identification and communication of the Fund's objectives and intended
outcomes to Fund members and employers.

The Fund has clear objectives as outlined in the funding strategy statement and other
strategy documents. It has an established planning process focussed around the
triennial actuarial review. The Fund has a communication strategy which keeps both
Members and employing bodies informed on funding position, strategy and other
developments. This is supported by the role of the Local Pension Board.

Review of the Fund's objectives and intended outcomes and implications for the
Fund's governance arrangements

The Pension Fund Committee is responsible for establishing the strategic objectives
of the Fund through a rolling three-year Strategic Plan and for monitoring the progress
on the delivery of the strategic objectives. In addition, periodic reviews of strategy
statements and policies are undertaken.

The Head of Fund reviews new and proposed legislation and the results of activities
such as the triennial valuation on an ongoing basis and proposes any necessary
changes either to objectives and outcomes or the governance arrangements to the
Pension Fund Committee.

All reports considered by the Pension Fund Committee identify the key risks involved
in any proposed decision and the nature of mitigation, together with any legal or other
issues that might arise.

Measurement of the quality of services provided to Fund members and
employers, ensuring they are delivered in line with the Fund's objectives and
ensuring that they represent the best use of resources and value for money.

The Pension Fund Committee has approved a strategic plan for the Fund setting out
specific objectives in relation to the four dimensions of the running of a pension fund
— governance, asset and liability management, administration and communication.
Many of these functions are now performed under contract by Local Pension
Partnership Limited (LPPL). These functions and the overall strategic plan will
continue to be monitored by the Head of Fund.

Reports on the performance against Investment Strategy are taken to each meeting
of the Pension Fund Committee. This reporting focuses not just on the performance
of investments but on the scale of the Fund's liabilities, cashflow and funding level.



Asset allocation strategies are as efficient as possible in providing the best returns (net
of fees) for the appropriate amount of risk.

The administration service is undertaken by Local Pensions Partnership
Administration Limited (LPPA), which is a subsidiary of LPPL. As part of its
responsibility for the governance of the Fund the Pension Fund Committee is
responsible for overseeing the administration function. To do this the Committee
receives a quarterly update report on the performance/activities of LPPA and the Head
of Fund meets with representatives of LPPA on a quarterly basis.

Definition and documentation of the roles and responsibilities of those involved
in the management of the Fund with clear delegation arrangements and
protocols for communication.

Appropriate guidance documents and constitutional documents provide the basis on
which the management of the Fund is undertaken. The Terms of Reference of the
Pension Fund Committee are set out in Article 7 of the Constitution of the County
Council and include matters reserved to Full Council, Employment Committee and
Officers (Head of Fund, Director of Corporate Services and the Section 151 Officer).
The Investment Panel and the Lancashire Local Pension Board have separate Terms
of Reference which are also set out in Article 7 of the Constitution. This information is
also communicated in the LCPF Governance Policy Statement. In addition,
agreements are in place covering the provision of services by LPPL and its
subsidiaries.

Development, communication and embedding codes of conduct, definition of
the standards of behaviour for members and staff.

These matters are defined in law and the various codes of conduct and protocols
contained within the county council's constitution. Staff are reminded of the
requirements of these codes on a regular basis, while specific training in relation to
matters such as declarations of interest is provided to elected members following each
set of county council elections.

Review of the effectiveness of the Fund's decision-making framework including
delegation arrangements.

The Pension Fund Committee reviews governance arrangements, decides on pension
functions to be delegated to officers and appoints suitable advisors to the Investment
Panel. The interaction between the Pension Fund Committee and the Investment
Panel meets the needs of the Fund in terms of effective delivery of the Investment
Strategy. This is reflected in specific reporting arrangements in relation to investment
activity.



In addition, the Pension Fund Committee conducts an annual appraisal, with the
purpose of reviewing and improving its efficiency and effectiveness.

Review and update of standing orders, standing financial instructions, a scheme
of delegation and supporting procedure notes / manuals which define how
decisions are taken and the processes and controls required to manage risks.

At the top level these requirements are set out in the Governance Policy Statement
and within the county council's Constitution. These are reviewed on a regular basis.

The management of risk is central to the Fund's activities and the Fund has continued
to develop and update its risk register. The risk register is broken down into the
following key risk areas:

o Investment and Funding Risk — all financial risks associated with the fund,
including risks associated with managing scheme assets and pension liabilities;

o Member risk — all risks which may impact on the high levels of service the fund
members receive;

o Operational risk — risks which could negatively impact the smooth and effective
running of all aspects of Fund operations and governance,;

J Transition risk — temporary risks arising from changes in the management of
investments or service delivery;

o Emerging risk.

The Coronavirus global pandemic presents a major risk to the Fund. Therefore, in
addition to the main risk register, the Fund continues to operate a risk register solely
dedicated to Covid-19.

The risk register is reviewed quarterly to ensure that each risk is effectively managed
or reduced and is regularly reported to the Pension Fund Committee and the Local
Pension Board.

Fulfilling the core functions of an Audit Committee

The functions of an audit committee for the Fund are performed by Lancashire County
Council's Audit, Risk and Governance Committee.

Ensuring compliance with relevant laws and regulations, internal policies and
procedure and that expenditure is lawful

The various LGPS Regulations (covering both the structure and benefits payable by
the Fund and the investment of funds) and the Pension Regulator Code of Practice,
are key from an operational point of view.



Compliance with the Regulations is ensured by a dedicated in-house team that identify
changes to regulations and monitor change using the risk register. LPPA has a Risk
& Compliance function to ensure all administration activities comply with the Code of
Practice and public sector pensions legislation and use a pension's administration
system specifically designed for the LGPS. In addition, the Pension Fund Committee
and Local Pension Board have specific roles regarding compliance activities.

The Fund's investments are managed in line with the relevant regulations with
independent assurance in relation to compliance provided by either the Fund's or
LPPL's custodian. Local Pensions Partnership Investment Limited (LPPI) - the
investment arm of LPPL - is a Financial Conduct Authority (FCA) registered company
and therefore has to follow strict rules over compliance and has a compliance team
which is independent from the investment management function.

The Fund and its officers must also comply with a range of other laws and regulations
applicable either to local authorities generally or to any organisation. These are
managed through the specific accountabilities of individual managers or through the
wider county council's business processes with the Monitoring Officer providing advice
on the impact of legislative changes when necessary.

Assurance provided by internal audit
Assurance over the Pension Fund is available to the Council from its own Internal

Audit Service, and work undertaken by Deloitte for the Local Pension Partnership
Limited (LPPL).

Audit work Assurance

Assurance provided by the county council's Internal Audit Service over the work of
the Lancashire County Pension Fund Service

Recovery of overpayments Limited

Accounting through the council's general ledger Substantial

Assurance provided by Local Pensions Partnership Limited own internal auditors
(Note that Deloitte disclaims any liability to the county council)

LPPA

Benefits administration calculations Effective

Benefits administration: quality assurance and on | Effective with scope for improvement
hold process review

Data quality Effective
LPPI
Investment valuations — Phase 1 Ineffective; but all high-risk actions

have subsequently been closed

Investments portfolio monitoring Effective with scope for improvement




Audit work Assurance

Senior manager certification regime (SMCR) Effective with scope for improvement

Cyber security follow-up All actions arising have been closed

Whistle blowing and receiving and investigating complaints from the public

The Fund is covered by the county council's whistle blowing policy, the effectiveness
of which is reported to the Audit, Risk and Governance Committee annually.

Complaint handling is carried out in line with either the Internal Dispute Resolution
Procedure (in relation to complaints by members in relation to the level of benefit
awarded) or the county council's complaints procedure (in relation to other matters).
These policies are publicly available and the numbers and outcomes of complaints
under the Internal Dispute Resolution Procedure are reported annually to the Local
Pensions Board.

Identifying the development needs of members and senior officers in relation to
their roles and supporting them through appropriate training.

The Training Policy of the Lancashire County Pension Fund sets out the approach to
support the learning/development needs of individuals with responsibility for the
strategic direction, governance and oversight of the Fund through their membership
of the Pension Fund Committee or the Lancashire Local Pension Board.

County councillors undertake training needs analysis linked to the Chartered Institute
of Public Finance and Accountancy (CIPFA) Knowledge and Skills Framework. This
has resulted in the provision of access to a range of specific reading material and the
provision of a programme of learning opportunities targeted at areas of identified need.
In addition, prior to major decisions coming before the Pension Fund Committee topic-
based training relating to the decision at hand is provided.

All staff are subject to an annual appraisal process which identifies specific training
requirements and any knowledge gaps relevant to their role. Staff who are members
of professional bodies also have ethical obligations to undertake continuing
professional development relevant to their role.

Establishment of clear channels of communication with all stakeholders
ensuring accountability and encouraging open consultation.

The Fund maintains a Communications Policy Statement as part of its policy
framework which sets out the way in which the Fund will engage with specific
audiences and on what issues. The key channels of communication are:



e Member communications — such as Annual Benefit Statement for active members
and newsletters for active, deferred and pensioner members;

e Engagement events — including workshops, conferences and guidance materials
provided to employers;

e Fund website - provides information about investments and governance
arrangements, as well as all relevant fund publications;

e Member website and portal - which contains transactional capability for members
and employers;

e An annual "brief" for Finance Directors of employer organisations providing
information on the performance of the Fund and an update on specific issues of
interest, such as the triennial valuation;

e The publication of committee papers, minutes and various annual reports and
policy documents on the internet.

The incorporation of good governance arrangements in respect of partnerships
and other group working and reflecting these in the Fund's overall governance
arrangements.

The Fund itself has a number of partnerships, which are largely in the form of jointly
procured contracts for the provision of services for which suitable governance
arrangements are in place. The main arrangement which involves the pension fund is
LPPL. For all arrangements where there is a relationship between the Fund and
another organisation the Fund seeks to spell out clearly the expectations and
requirements on each party, whether in contractual form where appropriate or through
a form of "service level agreement" where a contract is not appropriate.

The Fund seeks to comply with the principles set out in CIPFA's statement The Role
of the Chief Finance Officer in Local Government, and the arrangements within
Lancashire County Council comply with the principles of this statement. The Fund is
not a local authority in its own right and therefore the applicability of some elements of
the statement within the context of the Fund is limited. The responsibility for fulfilling
the county council's functions as administering authority rests with the Head of Fund.

Review of Effectiveness

The Pension Fund Committee is responsible for conducting, an annual review of the
effectiveness of its governance framework. This is informed by the work of the Head
of the Pension Fund, the Head of Internal Audit's annual report, and also reports of

the external auditor.

The key planned activities of the Fund during 2020/21 were:



e Monitor the impact of Covid19 with the continued development and monitoring
of a separate risk register;

e Review and propose any necessary changes to the Investment Strategy
Statement following the triennial actuarial review;

e A high level review of LPPL including the consideration of feedback from the
balanced scorecard review;

e To assess the work undertaken by LPPA on employer risk. This work is being
brought in-house from 1 April 2021.

Actions Planned for 2021/22
The following specific actions are proposed for during 2021/22:

e To develop an employer risk framework and effective in-house employer risk
services;

e Planning and preparation work for the 2022 valuation, including engagement
with employers;

e Review the governance arrangements of the Fund in light of the implementation
of a single code of practice and expected government response to the Good
Governance Project by the Scheme Advisory Board;

e Implementation of the regulations following the McCloud judgement in line with
statutory deadlines;

e To undertake a Service Based Review of LPP and its subsidiaries.



