North Yorkshire County Council

Pension Fund Committee

Minutes of the meeting held on 3 March 2023 held at County Hall, Northallerton commencing
at 10 am.

Present:-

County Councillors John Weighell OBE (Chair), Alyson Baker (as substitute for County
Councillor Les) Sam Gibbs, George Jabbour, Carl Les, CIiff Lunn, David Noland, Neil
Swannick, Angus Thompson, Matt Walker and Andrew Williams.

Councillor Patrick Mulligan — Local Government North Yorkshire and York

David Portlock - Chair of the Pension Board.

Apologies for absence - County Councillor Carl Les, Councillor Christian Vassie - City of York
Council, Brian Hazeldine — UNISON retired members.

Copies of all documents considered are in the Minute Book

24, Exclusion of the Public and Press
Resolved —
That on the grounds that it involved the likely disclosure of exempt information as
defined in paragraph 3 of Part 1 of Schedule 12A to the Local Government Act 1972
as amended by the Local Government (Access to Information) (Variation) Order 2006,
the public was excluded from the meeting during consideration of Min.no. — Investment
Strategy Review

25. Minutes
Resolved -
That the Minutes of the meeting held on 25" November 2022 were confirmed and were
signed by the Chairman as a correct record.

26. Declarations of Interest

County Councillor George Jabbour declared the following non-registerable interest:-

| have been campaigning on issues involving the way public-sector organisations,
pension funds and other institutions manage their finances.

27. Public Questions or Statements

There were no public questions/statements.
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Pension Administration Report
Considered -
The report of the Treasurer providing Members with information relating to the
administration of the Fund in the quarter and updates on key issues and initiatives
which impact the administration team, including the following:-
Admission Agreements and New Academies
Administration
Membership Statistics
Throughput Statistics
Performance Statistics
Commendations and Complaints
Annual Benefit Statements 2023
Breaches Policy & Log
Issues and Initiatives
Administration System
Payroll Enhancements
McCloud
Member Training
Meeting Timetable

The following issues from the report were highlighted:-

e The Administration Section continued to be very busy, however, there had been
an improvement in the performance against target rating of the section which
had resulted from a full complement of staff and better management.

e There was no particular emerging pattern in terms of complaints received but
account was taken of the issues raised with alterations made to ways of
working to address these issues, where appropriate.

o Allthe 2022 Annual Benefits Statements (ABS) had now been issued and work
had commenced on the 2023 ABS.

e There had been no reported breaches of the regulations over the previous
quarter.

e An update was provided in respect of the employer portal, i-Connect, for
monthly data returns, with NYCC now fully incorporated. A further 106
employers were required to be taken onboard to the system, with an aim of
ensuring that the remaining District Councils were incorporated by vesting day.

e The Payroll enhancement project had now gone live which was beneficial to
the increased efficiency of the service.

Work continued to process McCloud data returns.

e The final stages of the triennial valuation were now taking place with proposed

rates having been submitted to employers with an opportunity provided for
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29.

them to ask questions in relation to that. The final details of the valuation would
be published on the NYPF website by 31 March 2023.

Members discussed the report and the following issues were raised:-

e The Administration Team were complimented on the improvements to their
performance as demonstrated by the figures provided in the report.

e A Member considered that the preparation work required for the Pension
Dashboard would be extensive and asked when this would be undertaken. In
response it was stated that there had been further delays to this requirement.
Fortunately this would enable checks to be undertaken to ensure that the data
provided had been fully validated. An integrated service provider was being
identified in relation to the delivery of the Dashboard and further discussions
would take place with the Treasurer of the Fund to determine the action
required going forward. The Member raised concerns that a great deal of
resources would be directed towards the creation of the Dashboard, but it could
be very sparsely used. The concerns were acknowledged, but it was
emphasised that the Fund was required to provide this.

e An explanation was provided in relation to why HMRC had issued fines to the
NYPF following a breach of the regulations previously. It was noted that this
issue had been discussed at the previous meeting of the Committee and had
also been discussed at the Pension Board meeting with a recommendation that
there was no reason to report the issue to the Pensions Regulator.

o Clarification was provided as to what was meant by a preserved pension.

e The Chair highlighted the training opportunities detailed in the report and
encouraged Members to take up the chance to attend those and the
conferences highlighted. It was noted that the national governance review
could see a requirement for PFC Members to have a relevant level of pensions
knowledge and experience and the opportunities detailed would assist in
achieving those levels.

Resolved —

That the contents of the report be noted.

Budget and Cashflow

Considered —

The report of the Treasurer outlining the following:-

the 2022/23 budget and the cost of running the Fund;

the 4 year cashflow projection for the Fund.

The main variances within the budget were lower fund manager fees with the decrease
resulting from the difficult market conditions experienced over the quarter, leading to
lower asset values and, therefore, lower manager fees. It was expected that, in the
long term, the position would recover.

The cashflow position was challenging due in the main to an extended period of high
inflation with the position showing a move towards being cashflow negative. It was
expected that in three years time the position would be negative £20m, which was a
significant amount of money but less than 1% of the total value of the Fund. Cash
would initially be obtained from property and other income. It was noted that there was

a Cashflow Policy in place which would be adhered to ensuring that the Fund was able
to meet its commitments.
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The Chair emphasised that there had been predictions that the Fund would become
cashflow negative in the short term which had not materialised, and the details
provided were just a prediction at this stage. As had previously been outlined it was
emphasised that many LGPS operated without problems whilst they were in a cashflow
negative position, and, with NYPF having a cashflow negative policy in place there was
no reason to think that it would have a detrimental effect on the Fund.

It was stated that the final accounts had still to be signed off which was due to national
accountancy issues. In view of this a note was attached to the NYPFs Annual Report,
which had been published on the website in line with the regulations, highlighting this
issue. The note would be removed once the accounts had been cleared. Discussions
were now taking place with the Auditors in respect of the next Audit review. It was
noted that the Audit Committee were comfortable with the explanation provided in
respect of the late publishing of the accounts.

Members discussed the report and the following issues were raised:-

¢ It was noted that performance related fees were capped at a certain level which
resulted in the Fund still paying some fees when the fund manager was not
performing as well. Baillie Gifford was highlighted as an example of this. It was
stated that a note would be circulated to Members detailing how this was
implemented.
It was highlighted that the pooling arrangements had been expected to lower
investment manager fees, but NYPF was willing to pay higher fees for a better
return. The main challenge was to ensure that the Fund was not paying too
high a fee for the returns provided. A report on costs and performance for
2022/23 would be presented to the Committee at a meeting later in the year for
members to discuss.
The Fund’s Independent Financial Adviser stated that performance fees had
been an issue in the industry for a while now and he noted that capped fees
were introduced to ensure that fund managers did not get a large fee for good
performance in one year, with no come-back for poor performance in another
year.
A Member stated that he preferred fees to be related to performance, rather
than fixed fees, but recognised the need to minimise fees as much as possible.
It was noted that there had been a saving made on fees and charges through
the pooling arrangements, however, this was very small in the context of
investment performance.

Resolved -
That the contents of the report be noted.
Business Plan and 2023/24 Budget
Members considered the updated Business Plan which was considered by the
Committee on an annual basis following a review. The Plan was praised for being
concise and understandable with details provided on the progress on targets
highlighted in the previous year, together with details of the targets set out for this year
and going forward.
The variances to the budget for 2022/23 were set out in the report..
Members discussed the report and the following issue was highlighted:

o Clarification was provided in relation to the role of the Custodian in response to

a Member’ question, with details provided as to the service they provide to the
Fund and the fees paid.
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Resolved:-

(i)
(i)
(iii)

That the progress made against the 2022/23 NYPF Business Plan be noted;
That the draft 2023/24 - 2025/26 NYPF Business Plan be approved; and

That the draft 2023/24 NYPF Budget be approved.

Performance of the Fund

Considered —

Report of the Investment Consultants, AON, providing comprehensive details of
performance and asset allocation information for the Fund along with a background to
the investment markets during the third quarter of 2022/23. The Fund’s Independent
Financial Advisor also provided analysis of the details.

The risks to the Fund’s investment strategy and the performance of the various fund
managers were also detailed.

The following issues were highlighted:-

The quarter had seen a significant rise in Gilt yields.

Inflation remained at a high level, but expectations were that would begin to fall.
Equity investments were being affected detrimentally by the high rate of inflation
and increased interest rates.

Details of how other markets had been affected, including bonds and property,
were outlined.

The majority of asset classes had provided a negative return over the quarter, the
exception being UK equities.

At the end of quarter 3 the total value of assets held by the Fund was around £4bn,
which meant that the Fund was 106% funded, down one percent on the previous
quarter.

Details of the impact of the market influences over the quarter were set out the
report, together with the performance of individual fund managers and the
investments held by BCPP. It was stated that volatility of the markets, over the
guarter, had been expected and the figures reflected that.

The property portfolio was discussed, with the current investments being potentially
reduced in favour of an allocation to global property. Performance in the third
guarter had been poor, however, it was noted that there had been a recent upturn
and this would continue to be monitored. It was noted that property holdings were
a concern for UK Corporate Pension Schemes considering buyout arrangements
due to their illiquidity. A potential recession and increased interest rates could have
a significant effect on property values. The Chair noted the issues that had arisen
for the Fund in the past in relation to property investments, noting that property
used to be owned by the Fund and this had created a number of problems when
disinvestment was required. He noted that the current arrangements did not involve
the direct ownership of property by the Fund. The Independent Investment Adviser
emphasised that it would be advisable to leave the property portfolio alone for the
short term as redemptions could prove to be difficult and would crystalise losses.
The numerous factors currently affecting markets were discussed, including the
potential for a recession, higher interest rates, high inflation with uncertainty as to
when this would fall, and the cessation of quantative easing. All these had impacted
on consumer spending and the corporate cost of borrowing.

The various investments continued to be monitored by the Investment Consultants
and Independent Investment Adviser, taking account of the current and predicted
financial forecasts, and their likely impact on the current Investment Strategy of the
Fund. The Investment advisers considered that additional work was required
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around the investments with Baillie Gifford and BCPP given the state of the
markets. A review of the equity allocations was made at the time of the transfer to
BCPP in 2019 and it would be useful to revisit this, given market developments,
the outlook and views on the managers and funds.

e Particular reference was made to the investment with Baillie Gifford, which had
seen large negative returns over recent months, however, the performance of the
investment over the longer term had been outstanding. Issues relating to the
investment with Bailie Gifford were discussed at length with consideration given to
the reasons behind the recent negative returns. It was noted that despite this they
were still performing 4% above their benchmark. There had been a slight
downgrading in terms of the experience of staff following a number of key
departures, which would continue to be monitored.

e A Members asked, given the volatile nature of the markets currently, whether some
form of hedging could help. A discussion of the potential for hedging, specifically
currency hedging was undertaken, and it was stated that options ranged from
passive hedging to using a currency hedging specialist manager. Members stated
that they did not see a benefit from currency hedging and were against doing that.

e A discussion took place in respect of the Fund’'s exposure to Global equities as
opposed to UK equities. It was noted that a decision had been made by the
Committee to pursue Global equities a number of years back, which had proved to
be the correct decision. The Fund’s investment Strategy still includes a small
allocation to UK Equities and it may be time to consider whether this should
continue.

Resolved —
(1) That the contents of the report, and the issue raised, be noted;

(i) That further consideration be given to the investment strategy at forthcoming
workshops.

Pension Board — report back by the Chair on the meetings held on 12" January
2023

Considered -

A verbal update by the Chair of the Pension Board based on the Minutes of the
meeting held on 12" January, which had been provided.

The Chair of the Pension Board stated that in line with the work plan, a review of the
Terms of Reference had been submitted to the meeting resulting in no changes being
recommended to Full Council. He was aware, however, that on the 1% April 2023 a
new Unitary Council would be in place, which would result in some changes being
required to the Terms of Reference. The meeting of the Board on 6™ April 2023 would
consider those changes.

Internal Audit reports continued to be presented to the Board. The most recent reports,
as identified in the minutes, had all resulted in substantial assurance. Should any
issues arise from the reports the Board would refer these to the Committee.

Resolved -

That the details of the meeting outlined be noted and the Board’s Chairman be thanked
for his updates.

Minute No.33 was considered as a private item (see Minute No. 24, above) and a
separate confidential minute was produced. The Minute below provides a public
record of the consideration of that item.
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Investment Strategy Review
Members considered a report of the Treasurer which sought to:-

describe the review of the investment strategy and make a recommendation based on
the conclusions;

note options to further develop the investment strategy and for training; and
recommend commitments to Border to Coast’s infrastructure and private credit funds.
Resolved —

0] that no changes are to be made to the investment strategy of the Fund

(i) that a commitment to Border to Coast’s private credit fund of £70 million be
agreed

6.3. that a commitment to Border to Coast’s infrastructure fund of £120 million be
agreed.

The meeting concluded at 11.45.

SML
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