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Chair's statement

As Chair of the Environment Agency's Pensions Committee, which is responsible for overseeing the
management and administration of the Environment Agency Closed Pension Fund (the ‘Fund’), | am
pleased to present the Fund Annual Report and Financial Statements for the year ended 31 March
2020.

Our Annual Report and Financial Statements are prepared using the CIPFA guidance on narrative
reporting and accounting disclosures for Local Government Pension Scheme (LGPS) pension funds,
and | am pleased to say it is compliant with the CIPFA guidance.

Until water privatisation in 1989, the Water Authorities Superannuation Fund (WASF) served the former
Regional Water Authorities in England and Wales and other bodies. At privatisation, WASF active
members were transferred to other schemes. Only deferred and current pensioners were transferred
into the Closed Fund.

During the year the total number of current pensioners and deferred members fell to 12,179 from
12,946 the previous year. At 31 March 2020, the net assets of the Fund are valued at £307m (2019:
£294m) and the Fund'’s liabilities are £530m (2019: £685m). In order to match the duration of the funds
liabilities, the investment management of the assets are spread across six index linked gilts managed
by Sarasin & Partners LLP. Over the three years to 31 March 2020 the annualised investment rate of
return was +3.4% (2019: +9.4%). Our latest formal triennial valuation of the Fund at 31 March 2019
reflected a funding level of 51% (2016: 31%). The estimated funding level as at 31 March 2020 is 57%
(2019: 43%).

Since the Fund has no conftribution income, the Government has, under Section 173 of the Water Act
1989, a statutory obligation to ensure that the Fund can always meet its pensions and other related
liabilities. Deferred members, pensioners and their dependants can therefore be reassured about the
long term security of their pension benefits. Under the terms of letters between Her Majesty's Treasury
and the Department for Environment Food & Rural Affairs (Defra), and between Defra and the
Environment Agency and the Memorandum of Understanding between the Accounting Officers of
Defra and the Environment Agency, the Fund has, since 1 April 2006, received grant-in-aid from
Defra. During the year payments amounting to £55.8m (2019: £58.7m) were received and used o
meet the Fund's obligations to meet pensions and other liabilities.

At the time of writing we are in unprecedented times. The public health crisis of COVID-19 and the
health, safety and wellbeing of our employees, Pension Fund members and wider partners and
stakeholders remain our primary concern. The Closed Fund's assets are almost entirely invested in UK
government bonds, the values of which saw substantial movements in March 2020 as financial
markets responded to ever-changing information about the pandemic. As at 31 March 2020 the
Fund’s assets were only around 3% lower than at 31 December 2019 so the impact on the values
reported in the annual report and financial statements does not appear significant. As at 31 March
the situation had not yet stabilised so the values reported in this year's financial statements are likely
to change considerably by the time this report is published.

Finally,  would like to take this opportunity on behalf of the Pensions Committee, to thank everyone
involved, including our pension fund management team, employers and external contractors for
helping the Committee manage the Closed Pension Fund. We will contfinue to keep you updated on
our work through www.eapf.org.uk.

M ﬁ‘ Cga-\—ww'
I

Robert Gould
Chair, Environment Agency Pensions Committee
04 December 2020


http://www.eapf.org.uk/
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About the Environment Agency Pension Fund (EAPF)
EAPF background

With 5.8 million members, the Local Government Pension Scheme (LGPS) is one of the largest public
service pension schemes in the UK. It is a nationwide pension scheme for people working in locall
government or working for other types of employer participating in the Scheme.

Employers in the Scheme include local authorities and public service organisations as well as other
employers which provide the LGPS for their employees by becoming admitted bodies.

The Scheme is administered for participating employers locally through around 90 regional pension
funds in England and Wales of which the EAPF is one.

LGPS regulations

The Scheme rules are contained in regulations made by Parliament after consultation with both
employee representatives (Trade Unions) and employer representatives. The rules comply with the
relevant provisions of the Pension Schemes Act 1993, the Pensions Act 1995 and the Pensions Act 2004.

The LGPS provides salary related defined benefits, which are not dependent upon investment
performance. As the LGPS is a statutory funded pension scheme, it's a secure pension arrangement
with rules set out in legislation made under Acts of Parliament (the Superannuation Act 1972 and
Public Service Pensions Act 2013).

The LGPS is a registered public service pension scheme under Chapter 2 of Part 4 of the Finance Act
2004, achieving automatic registration by virtue of Part 1 of Schedule 36 of that Act (because the
LGPS was, immediately before 6 April 2006, both a retirement benefits scheme approved under
Chapter | of Part XIV of the Income and Corporation Taxes Act 1988 and a relevant statutory scheme
under section 611A of that Act). The LGPS was contracted out of the State Second Pension (S2P) untfil
5 April 2016 and it provides benefits that are as good as most members would receive if they had
been in the S2P.

The LGPS benefits are primarily governed by Local Government Pension Scheme Regulations 2013 (SI
2013/2356) and Local Government Pension Scheme (Transitional Provisions, Savings and
Amendment) Regulations 2014 (SI 2014/525). The Local Government Pension Scheme (Management
and Investment of Funds) Regulations 2016 came into force on 1 November 2016. These are all
subject to amendment over time.

The LGPS is a national defined benefit pension scheme providing final salary benefits in relation fo
membership up to 31 March 2014 and career average revalued earnings (CARE) for membership
from 1 April 2014.

LGPS responsibilities

The regulations give specific responsibilities fo scheme employers and pension fund administrators,
each of whom must make decisions in relation fo some matters and can exercise their discretion in
relation to others.

The Environment Agency Board delegates responsibility for management of the Fund to a Pensions
Committee. The Pensions Committee is assisted by an Investment Sub Committee, and our Pension
Board which was created from 1 April 2015.

The Fund Actuary sets the ‘Grant in Aid’ funding as part of the actuarial valuation of our assets and
liabilities, which takes place every three years. The next triennial valuation is due as at 31 March 2022.


http://www.lgps.org.uk/lge/core/page.do?pageId=100719
http://timeline.lge.gov.uk/
http://www.lgps.org.uk/lge/core/page.do?pageId=100761
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Changes to the Local Government Regulations during 2019/20

There was one Order made by HM Treasury and two amending regulations laid during 2019/20 by
Ministry for Housing, Communities and Local Government (MHCLG) that made changes to the Local
Government Pension Regulations 2013:

e The Finance Act 2004 (Specified Pension Schemes) Order (SI 2019/1425)

This amendment expanded the definition of a public service pension scheme to include a pension
scheme established by or under any enactment of a country or territory other than the United
Kingdom.

¢ The Local Government Pension Scheme (Amendment) Regulations 2019 (SI 2019/1449)

This amendment covered the extension of civil partnership to opposite-sex couples and ensured that
the pension payable was aligned to the pension payable to the survivor of an opposite-sex
marriage.

e The Local Government Pension Scheme (Amendment) Regulations 2020 (SI 2020/179)

This amendment created a discretion for administering authorities to determine the amount of exit
credit that should be payable to an employer leaving the Local Government Pension Scheme and
applies to any exit credit that is to be paid on or after 20 March 2020.

Pensions Act 2014
During May 2014, the Pensions Act 2014 infroduced a fundamental change to the provision of state
pension in the UK alongside a number of significant changes for private pensions.

From 6 April 2016, the state pension system in the UK has changed with the infroduction of a new
single fier state pension. The new system will apply to individuals who reach their State Pension Age
on or after 6 April 2016. The changes to the State Pension also herald the abolition of contracting out
for Defined Benefit schemes such as the EAPF from April 2016.

The Act also legislates for the acceleration of State Pension Age from age 66 to 67 for both men and
women between 6 April 2026 and 5 April 2028.

Other significant legislative changes affecting LGPS during 2019/20

There were no other significant legislative changes affecting the Closed Fund during 2019/20.
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Pension Fund governance

Infroduction

The Environment Agency is the administering authority responsible for maintaining and managing the
Environment Agency Pension Closed and Active Funds (the ‘Funds’), which are part of the Locall
Government Pension Scheme (LGPS) in England and Wales.

Flexibility is provided for each Administering Authority to determine their own governance
arrangements relating to how they maintain and manage their Fund. Our Governance Policy
provides high level information in relation to those arrangements and how we govern the Funds. This
and our ofher policies can be found here: www.eapf.org.uk/irustees/governance-policies

Objectives

Our main governance objectives are to:
e actin the best interests of the Fund’s members and employers;

e have robust governance arrangements in place, to facilitate informed decision making,
supported by appropriate advice, policies and strategies;

e understand and monitor risk;

e deliver our services through people who have the appropriate knowledge and expertise,
and ensure that this knowledge and expertise is maintained within the continually
changing LGPS and wider pensions landscape; and

e ensure those persons responsible for governing the EAPF have sufficient expertfise to be
able to evaluate and challenge the advice they receive, ensure their decisions are robust
and well based, and manage any potential conflicts of interest.

Regulatory background

The Local Government Pension Scheme (LGPS) is a statutory scheme, established by an Act of
Parliament. The Local Government Pension Scheme Regulations 2013, the Local Government
Pension Scheme (Transitional Provisions, Savings and Amendment) Regulations 2014 and the Local
Government Pension Scheme (Management and Investment of Funds) Regulations 2016 outline the
key responsibilities of administering authorities in managing the Scheme.

Our Governance structure

The EAPF is one of around 90 Administering Authorities responsible for managing LGPS Funds in
England and Wales. Our Funds were created at the time of the privatisation of the water industry in
England and Wales in 1989 and were established as the National Rivers Authority Pension Fund.

The former Water Authorities Superannuation Fund was divided in three ways: company schemes for
employees transferring to the new water companies; the Active Fund for employees joining the then
National Rivers Authority (the predecessor to the Environment Agency); and the Closed Fund for
deferred and pensioner members at that time.


https://www.eapf.org.uk/trustees/governance-policies
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EAPF Pensions Committee and summary governance structure

The Environment Agency Board delegates the management and oversight of the Fund in the main
to a Pensions Committee, an Investment Sub-Committee and a Pension Board. The EAPF
governance structure, role of the Pensions Committee and interaction with stakeholders is illustrated
at a high level in the following diagram:
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Pension Fund membership

The Fund exists to pay the current and deferred benefits of employees of the former water authorities
and associated bodies, which existed prior to 1 September 1989. There are no contributing members.
During the year since 1 April 2019, the number of deferred members has fallen by 15.7% from 1,183 to
997 (2019: fell by 14.8%). The number of pensions in payment fell by 4.9% from 11,763 to 11,182 (2019:
fell by 4.8%). With no active members in the Fund, this will be a similar pattern for the future. However,
dependents’ and deferred pensions coming into payment will serve to maintain the number of
current pensioners for some years to come.

The following tables illustrate the movement in number of pensioners and deferred members over the
year.

Movement in number of pensioners Current pensioners | Deferred members Total
At 1 April 2019 11,763 1,183 12,944
Adjustment for late notifications 59 (41) 18
Adjustment for unpaid refunds 0
Revised opening balance 11,822 1,142 12,964
0
Add: 0
New pensioners 140 140
New dependants pensions 144 144
0
Less: 0
Deaths/no longer eligible/suspended (208) (1) (909)
Transfers to other schemes (4) (4)
Deferred pensions info payment (140) (140)
Commuted benefits (16) (16)
0
At 31 March 2020 11,182 997 12,179
Age profile of current pensioners at 31 March
2020 2019
No. % No. %
Child dependants 57 0.5 59 0.5
Pensioners and spouses
Under 55 16 0.1 18 0.2
55-59 90 0.8 87 0.7
60-64 1,092 9.8 1,221 10.4
65-69 1,524 13.6 1,540 13.1
70-74 1,511 13.5 1,499 12.7
75-79 1,332 11.9 1,340 11.4
80-84 1,679 15.0 1,928 16.4
85-89 2,046 18.3 2,203 18.7
90-94 1,403 12.6 1,444 12.3
95-99 399 3.6 393 3.3
100-109 33 0.3 31 0.3
Total 11,182 100 11,763 100.0
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Age profile of current deferred members at 31 March
2020 2019
No. % No. %

45-49 7 0.7 31 2.6
50-54 211 21.2 269 22.7
55-59 506 50.7 627 53.0
60-64 199 20.0 198 16.7
65-69 54 5.4 38 3.2
70-74 16 1.6 17 1.5
75-79 4 0.4 3 0.3
Total 997 100 1,183 100.0

Pensions increase

LGPS pensions in payment and deferred benefits are reviewed under the provisions of the Pensions
(Increase) Act 1971 and Section 59 of the Social Security Pensions Act 1975 and linked to the change
in the Consumer Prices Index (CPI).

Our pensions in payment and deferred pensions received an increase from é April 2020 of 1.7%

(8 April 2019: 2.4%).

The following table shows the rate of increases that have applied to pensions in payment and

deferred pensions since 2011:

April 2011 | 2012 2013 2014 2015 2016 2017 2018 2019 2020
t% 3.1 5.2 2.2 2.7 1.2 0.0 1.0 3.0 2.4 1.7
increase




Key governance documents

The following are the key documents relating fo the governance of the Fund. These can all be found
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here: www.eapf.org.uk/trustees/governance-policies

Title

Description

The Environment Agency’s Framework
Document

This is issued to the Environment Agency by Defra
and sets out the Environment Agency's
responsibilities with respect to pensions.

The Pensions Committee, Investment Sub-
Committee and Pension Board Terms of
Reference and Standing Orders

As defined by the Environment Agency Board,

this details the delegated responsibilities of the

PC, ISC and Pension Board as well as detailing

the membership and meeting procedures such
as frequency, quorum and reporting.

Committee and Board Operational
Guidance

Approved by the Pensions Committee, this
provides more information relating to how the
PC and Pension Board will operate and items of
business they may wish to consider.

Statement of delegation

The Environment Agency’s Scheme of
Delegation is approved by the Environment
Agency Board. This prescribes the scope of the
delegation of powers beyond those included in
the PC, ISC and Pension Board Terms of
Reference. In particular it details specific
delegations to officers and the third party
administrators relating to the management of
the Scheme. The statement of delegation details
the pension extract from the Environment
Agency’s Non-Financial and Financial Scheme
of Delegation; day to day management by
Pension Fund Management tfeam; and
employing authorities responsibilities and
discretions.

Governance Compliance Statement

As approved by the Pensions Committee, this is
required by regulation 55 of the Locall
Government Pension Scheme Regulations 2013.
It states how the EAPF complies with Secretary of
State guidance. A copy of this can be found on
page 24.

Training Policy

As approved by the Pensions Committee, this
outlines the EAPFs approach to ensuring all key
decision makers have the appropriate
knowledge and skills.

Conflicts of Interest Policy

As approved by the Pensions Committee, this
outlines how potential and actual conflicts of
interest will be managed in relation to EAPF
matters.

Committee members must declare any conflicts of interest prior to each quarterly meeting. These are recorded
and held on the register of interest by our Secretariat. The Chair reviews the register annually and a further
review is undertaken by Internal Audit as part of their annual pension compliance review.



https://www.eapf.org.uk/trustees/governance-policies
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The Fund's governance objectives are monitored as follows:

Objective

Monitoring Arrangements

Act in the best interests of the EAPF's
members and employers.

The PC, ISC and Pension Board include
representatives from scheme members and
employers in the EAPF with equal voting rights.

Have robust governance arrangements in
place, to facilitate informed decision making,
supported by appropriate advice, policies
and strategies.

The Risk and Governance Adviser undertakes a
regular review of the effectiveness of the EAPF's
governance arrangements, the findings of which
are reported to the PC and the Environment
Agency Board. In line with the Regulations the
Governance Compliance Statement will be filed
with the MHCLG.

Understand and monitor risk.

A Risk Management Strategy is in place and integral
to day to day management of the EAPF. An annual
risk and compliance internal audit is carried out and
reported to the Pension Board and Environment
Agency Audit and Risk Assurance Committee.

Ongoing consideration of key risks at PC and ISC
meetings.

Deliver our services through people who have
the appropriate knowledge and expertise,
and ensure that this knowledge and expertise
is maintained within the continually changing
LGPS and wider pensions landscape.

Outsourced providers' selected for their expertise,
professional knowledge and capabilities to deliver
quality and value for money services. Agreed
measures, as part of robust confract management,
are in place to ensure our objectives are achieved
through third parties as appropriate. A Training
Policy is in place together with appropriate
measures to ensure its objectives are being
achieved.

Ensure those persons responsible for
governing EAPF have sufficient expertise to
be able to evaluate and challenge the
advice they receive, ensure their decisions
are robust and well based, and manage any
potential conflicts of interest.

A Training Policy and Conflicts of Interest Policy are
both in place together with appropriate measures
fo ensure its objectives are being achieved.
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EAPF Governance
Pensions Committee, Investment Sub Committee and Pension Board membership

The Environment Agency Board appoints members in accordance with our Governance
Compliance Statement. Membership of the Pensions Committee (PC) will normally be 14 including
the Chair of the PC. Members of the PC will comprise:

4 Non-Executive Board members of the Environment Agency, one of whom will be the Chair
2 Executive members of the Environment Agency

1 Non-Environment Agency Employer representative member

5 Active Scheme member representatives

2 Pensioners or 1 Pensioner and 1 Deferred member representatives

Membership of the Investment Sub Committee (ISC) will be appointed by the Environment Agency
Board and will normally be 7 Committee members as follows:

e 2 Non-Executive Environment Agency Board members (one of whom should be nominated as
Chair of the ISC by the PC)

e 2 from the Executive Environment Agency and Employer representative members (or
deputies)

e 3 Scheme member representatives (active, pensioner or deferred)

Membership of the Pension Board is covered below under the Annual Statement from the Chair of
the EAPF Pension Board.

Changes to Pensions Committee, Investment Sub Committee and Pension Board membership
During the year, we had one change in our Environment Agency Board appointed members. Maria
Adebowale-Schwartz resigned from Pensions Committee in June 2019 and was replaced on the
Pensions Committee and Pension Board by John Lelliott in October 2019.

There was one change to our Active member representative nominees during the year. Veronica

James was appointed Active member representative in May 2019 and Greg Black was appointed
Shadow Active member representative.

10
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Pensions Committee (PC), Investment Sub-Committee (ISC) and Pension Board (PB) membaership

As at 31 March 2020 | Membership | Date of Length of End of current | Residual
appointment | service appointment | period
of current
appointment

Board members

Robert Gould PC, ISC, PB 18/10/2018 1 yr 6 mth 31/01/2021 0 yr 10 mth

Emma Howard Boyd | PC, ISC, PB 18/10/2012 7 yr 6 mth 18/09/2022 2 yr 5 mth

Caroline Mason PC, PB 03/12/2018 1 yr4 mth 31/03/2021 1 yr0Omth

John Lelliott PC, PB 12/12/2019 0 yr 4 mth 31/01/2021 0 yr 10 mth

prria Adebowale: | pe, pg 01/08/2016 | 3yr8mth | 18/06/2019 N/A
Administering Authority Executive Manager nominees

Peter Kellett PC 01/02/2018 2 yr 2 mth N/A N/A

Phil Lodge PC, ISC 16/05/2018 | 1yr 11 mth N/A N/A
Non-Environment Agency Executive Employer representative

Kevin Ingram PC, ISC, PB 07/07 /2009 10yr9 mth | 06/07/2021 1 yr 4 mth
Contributing member nominees and representatives

Colin Chiverton PC, ISC, PB 01/04/2013 7 yr O mth 31/03/2022 2 yr 0 mth

lan Brindley PC, ISC, PB 01/11/2014 5yr5 mth 31/10/2020 0yr7 mth

Will Lidbetter PC, PB 01/08/2019 0 yr 8 mth 31/07/2022 2 yr 4 mth

Danielle Ashton PC 01/02/2018 2 yr 2 mth 31/01/2021 0 yr 10 mth

Veronica James PC 16/05/2019 | Oyr 11 mth 15/05/2022 2 yr 1 mth

Greg Black (shadow) | PC 16/05/2019 N/A N/A N/A
Pensioner members

Peter Smith PC, PB 14/05/2015 | 4yr 11 mth 13/05/2021 1 yr1 mth

Hywel Tudor PC, PB 14/05/2015 | 4yr 11 mth 13/05/2021 1 yr1 mth

11
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Committee member biographies

The biographies of Committee members included below demonstrate the past and current
experience of the membership and form the basis for decisions on future fraining needs as part of our
adoption of the CIPFA Knowledge and Skills Framework for LGPS funds.

Robert Gould was appointed to the Board of the Environment Agency in 2018. As well as chairing the
Pensions Committee he also sits on the Board’s Flood and Coastal Risk Management Committee and
Audit and Risk Assurance Committee. He has a background in local government and was Leader of
Dorset County Council from 2014 to 2017 and Leader of West Dorset District Council from 2004 to
2014. He was a vice chair of South West Councils and a member of the Local Government
Association’s Improvement and Innovation Board from 2015 to 2017. He previously managed the
family farm after working in industry and property management. He is a deferred member of the
LGPS (Dorset County Fund).

Emma Howard Boyd is the Chair of the Environment Agency, an Ex officio board member of the
Department for Environment, Food & Rural Affairs, and the UK Commissioner to the Global
Commission on Adaptation. Emma has spent her 25 year career working in financial services, initially
in corporate finance, and then in fund management, specialising in sustainable investment and
corporate governance. As Director of Stewardship at Jupiter Asset Management until July 2014,
Emma was integral to the development of their reputation in the corporate governance and
sustainability fields. This work included research and analysis on companies’ environmental, social
and governance performance, engaging with companies at board level and public policy
engagement. She currently serves on various boards and advisory committees including Menhaden
PLC, The Prince’'s Accounting for Sustainability Project and the European Climate Foundation.

John Lelliott was appointed to the Board of the Environment Agency in 2018. John became Chair of
the Audit and Risk Assurance Committee in August 2018, is a member of the Flood and Coastal Risk
Management Committee and is the Area Board member for East Midlands. John is currently a Board
member of the Covent Garden Market Authority where he chairs the Audit and Risk Committee. He
is also Chair of the Natural Capital Coalition and Non-Executive of the Royal Bournemouth and
Christchurch Hospital Foundation Trust where he chairs the Finance Committee and is a member of
the Audit Committee. Johnis a member of H.R.M the Prince of Wales AHS Advisory Council and is
also a chair of the A.C.C.A. Global Forum of Sustainability.

Caroline Mason CBE is Chief Executive at Esmée Fairbairn Foundation. Before joining Esmée, Caroline
was Chief Operating Officer at Big Society Capital and preceding that, Charity Bank. Caroline was
also the co-founder of Investing for Good, a social investment advisory firm and one of the first
Community Interest Companies. Before joining the social sector, Caroline had an eighteen-year
frack record of creative and innovative product development in the financial services sector. With
Reuters, she managed the global development of real-fime news and television services and then
pioneered the introduction of web technology products. She also had her own consulting
company, working with several financial institutions to develop new business and products including
an electronic brokering service and a global wealth management business for a private bank.
Caroline is a Board member of the Environment Agency.

Peter Kellett is a solicitor and Director of Legal Services for the Environment Agency. He attends the
Environment Agency's Executive Directors Team and is an Executive nominated member of the
Pensions Committee. Peter has a Masters in Environmental Law and works on environmental
regulation from its design to implementation. He has worked on the creation of Natural Resources
Wales, Environmental Permitting, Civil Sanctions and the creation of Brunel Pension Partnership. He
leads a legal team providing legal advice and litigation services to the Environment Agency. He is a
former trustee and Chair of the UK Environmental Law Association and of St Werburghs City Farm in
Bristol. Peter is both a deferred and also an active member of EAPF.

12
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Kevin Ingram has been a member of the Fund since 2007. He is a qualified accountant (ACA) with a
background in audit and financial management in both the public and private sectors. From 1 April
2013 Kevin has taken on the role of Executive Director of Finance and Corporate Services for Natural
Resources Wales. Kevin has been a member of the Committee since 2009 and during this period has
received fraining on the LGPS and pension fund management.

Colin Chiverton has been a member of the Committee since 2013. He is an Area Environment
Manager in Thames Area and has been an active member of the EAPF for 29 years. Colin has
attended many fraining events on the LGPS and completed the Pensions Regulator’s Public Service
fraining. He has developed his knowledge on pension fund investment and management. He is the
Pensions Representative of Prospect Union’s Environment Agency Branch.

lan Brindley has been a member of the local government scheme since 1987, and a member of the
Committee since 2014. He is employed by the Environment Agency as a senior advisor in the
Environment and Business directorate. He has received training in many areas of pensions and
investment, completing courses provided by the Environment Agency, the Local Government
Association, Unison and other third party providers. lan is active in the responsible investment arena,
engaging with companies to drive improvements in their environmental, societal, governance and
financial performance. lan has been freasurer of his local Unison branch since 1997.

Danielle Ashton has been a member of the LGPS for 20 years. She is a contributing member
representative of the committee since 2017 following open recruitment. She is employed by the
Environment Agency as a Research Manager in Environment and Business working on land and soil
issues. She has attended a series of training events run by the LGPS and will confinue to develop her
knowledge on pension management and investment. Danielle has attended a company AGM on
behalf of the Pension Fund to raise the issue of their approach fo climate change.

Will Lidbetter has been an active member of the Fund since 1992, and an active member nominee
since July 2016. He has aftended the induction fraining events on the LGPS and a number of other
courses and conferences. Will is currently a specialist in data governance and strategy. He leads on
Pensions for the Unison Thames branch and has dealt with pension issues on behalf of his members.

Peter Smith is a qualified solicitor (refired) and his appointments included Chief Executive of Malvern
Council and Regional Solicitor to the Severn Trent Water Authority. Peter entered The Salvation Army
Training College in 1978 and was commissioned and ordained in 1980. Following church
appointments, in April 1989 Peter was transferred to International Headquarters and became the
Legal and Parliamentary Secretary, a post which he held until retirement on 1 December 2009. In this
capacity Peter advised The Salvation Army worldwide on a very wide range of legal issues and
continued in the role of Director of Legal Services until February 2011. During this time Peter served as
a Director/Trustee of The Salvation Army Trustee Company, The Salvation Army International Trustee
Company and was a member of the Board of Management of The Salvation Army Housing
Association. These positions and appointments have all given Peter a wide experience of law and
administration of charitable bodies both in the United Kingdom and internationally. He currently
serves on the Boards of two other charities, Bethany Kids and Guideposts.

Hywel Tudor is the deferred pensioner member of the EAPF having previously worked for the NRA and
Environment Agency in Wales. He joined the Pensions Committee and Pension Board in 2015, having
previously gained over 15 years experience as a Pension Trustee on the Board of the Arts Council
Retirement Plan. Hywel attended the three day LGPS Trustee Training Fundamentals course, and a
number of other seminars and PMI conferences. A qualified accountant (FCMA, CGMA) with senior
experience in the public, private and charity sectors, he was prior to retirement the Director of
Finance & Resources for the Arts Council of Wales. He currently sits as the independent member of
National Library of Wales Financial Planning Committee
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Phil Lodge has been an active member of the LGPS since 1992 and joined the Pensions Committee in
2018. He has received general pension management training. Phil is currently Deputy Director of
National Operations where he leads the planning, performance management, audit and risk
programmes for the operational business. Phil has been a frustee of a number of charities and sat on
the General Council of the Chartered Institution of Wastes Management (CIWM) for 12 years, and
was South West Chair from 2005-2008, and elected a Fellow in 2012. He holds an Honours Degree in
Science and Master’'s Degree in Business Administration. Phil represents the Environment Agency'’s
Executive on the Pensions Committee.

Veronica James was appointed to the Pensions Committee as a member representative in May
2019. She has been a member of the LGPS since 2012 and is also a deferred member of LGPS from a
previous employment. Veronica is currently a Planning Specialist in Thames Area and is Planning
Manager for the Oxford Flood Alleviation Scheme. She attended a series of LGPS induction fraining
courses run by the Local Government Association in autumn 2019 which increased her
understanding of her role on the Pensions Committee and her responsibilities. This will help her carry
out her duties effectively and she looks forward to continuing to develop her knowledge and
understanding as a new Trustee.

Greg Black (Reserve Committee member) joined the committee in 2019 and is looking forward to
increasing his knowledge of pension funds and investments. He is a Senior Nuclear Regulator with a
PhD in Nuclear Engineering and strong background in data analysis. Greg is already getting involved
by attending AGM's of companies we invest in to raise questions related to our responsible
investment policy.
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Attendance at Pensions Committee, Investment Sub-Committee and Pension Board meetings

During the past year the Pensions Committee met on 5 occasions. The Investment Sub-Committee
met on 5 occasions and the Pensions Board on 1 occasion.

Committee members Pensions Investment Pension Total
Committee Sub- Board aftendance
meeting Committee meeting
5 in total 5 in total 1 in total
Board members
Robert Gould (Chair) 5/5 5/5 1 11
Emma Howard Boyd 3/5 3/5 1 7
John Lellioft 1/3 - 0 ]
Caroline Mason 3/5 - 1 4
Maria Adebowale-Schwarte 1/1 - - 1
Executive members
Peter Kellett 5/5 - 1 6
Kevin Ingram 3/5 3/5 1 7
Phil Lodge 5/5 3/5 - 8
Active members
Danielle Ashton 5/5 - - 5
lan Brindley 5/5 5/5 ] 11
Colin Chiverton 5/5 4/5 1 10
Veronica James 5/5 - - 5
Will Lidbetter 5/5 5/5 1 11
Greg Black (Shadow) 4/5 - - 4
Pensioner members
Peter Smith 4/5 - 1 5
Hywel Tudor 5/5 4/5 1 10
Diversity

The Fund is a member of the 30% Club Investor group, which promotes gender diversity on the
boards and Executive committees of (UK) listed companies, and promotes wider diversity and
inclusion in the companies in which we invest. To demonstrate best practice in the Fund'’s own
approach, we have disclosed our own performance on diversity below relating to combined
personnel within the Pension Committee, Pension Board and Officers.

Gender

= Male = Female

Ethnic Group

g5 %

7%

&

Bl%

» White - EnglishfBritish » White - Irish

= White - Welsh White - Scottish

n Black or Black British - Caribbean
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Pensions Committee business during 2019/20

The Pensions Committee made a number of key recommendations and decisions throughout the
year on significant issues that will have a long term impact on the performance of the Fund. These
decisions have been made in a fimely and informed manner, in line with our policies, taking

appropriate legal, financial and investment advice, when necessary. Our key activities included:

Q) Management of EAPF related risks from the ongoing coronavirus pandemic.

From early 2020, the Pensions Committee has been managing the EAPF risks from the coronavirus
global public health crisis. The Pension Fund Management feam implemented their business
continuity arrangements and focussed on business critical activities, in line with the Pensions
Regulator guidance. We have also reviewed business confinuity arrangements with all our providers
and investment managers.

Our principle concern at this time has been looking after our members. We continue to work closely
with Capita, our pension administrator and the HR Pensions feam to manage the situation. We would
like to thank Capita for their proactive involvement. We have focussed on the payment of pensions,
retirements and dealing with bereavements. We meet regularly with Capita to manage the
developing situation, and explore how we can both support each other.

In addition, the volatility in the global markets has negatively impacted both our funding positon and
assets. The Investment Sub Committee have been regularly monitoring and taken appropriate
investment and funding advice. Both Mercer and Hymans Robertson are not proposing any action at
present. We set long term strategies to manage our risks, and enter this period of uncertainly in a very
positive position. We will keep things under review and provide updates via www.eapf.org.uk.

b) National Audit Office and the oversight and assurance from other audits

The Environment Agency Pension Fund is audited by the National Audit Office (NAQO), which is
different to our other local authority LGPS Funds. Our annual report and financial statements link into
both the Environment Agency reports and Defra reports, and wider all of government reports.

Due to our size and scope of change, we are seen as one of the largest audit risks for the
Environment Agency. The changes referred to include pooling through the Brunel Pension
Partnership, the corporate services bulk fransfer, our actuarial valuation and the McCloud
judgement, all of which are covered below.

The Pensions Committee has spent fime this year working with our investment managers, our third
party administrator and pooling through the Brunel Pension Partnership Limited.

An independent external assessment of our governance was undertaken in September by our
governance and risk advisers. Aon found “that the effectiveness of the governance arrangements
were of an extremely high standard”. It recommended actions in 3 areas: decision making
responsibilities on pooling (Brunel), communications and training. We will review these during 2020.

We are also audited by the Environment Agency’s internal audit team. An internal audit of the EAPF
was undertaken in May 2019, including a review against the Pensions Regulator code. It found that
the framework of governance, risk management and conftrol is adequate and effective, and gave

an overall risk score of 92%, up from 83% in the prior year. It identified a significant number of areas

of good practice and found the pension team were providing a high quality service. It found some
opportunities to refine existing controls, which are in the process of being addressed.

c) Investment strategy review
We agreed a new Active Fund investment strategy at our September meeting. In line with the
investment advice we received, we agreed to remove some risk from our portfolio, exiting our

Emerging Market managers during the year and agreeing an allocation to Liability Driven Investment
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and a sustainable Multi Asset Credit. We also reduced strategic allocations to private markets and
managed any risks from Brexit. No change was made to the Closed Fund strategy and we retain our
existing holdings in the six long dated Index Linked Gilt holdings with Sarasin & Partners LLP.

More information can be found in our investment summary on pages 28-29, our investment strategy
statement in Annex 4 and on www.eapf.org.uk.

d) Continuing the development, engagement and promotion of our Responsible Investment
approach which remains at the core of the EAPF.

Brunel is a key partner in helping us fo manage our investments responsibly and develop debate on
this issue more broadly. As part of this work, we confinued to promote and expand the work of the
Transition Pathway Initiative (TPI), which we co-founded in 2016 and which goes from strength to
strength.

Following agreement at the September Pensions Committee meeting, we launched our new
Responsible Investment Strategy in October 2019.

Building on our impressive achievements fo date, our priorities for the next 5 years include:

1. We invest to build a beftter future by:
* investing significantly in sustainable and low carbon assets
e calculating the impact on, and impact of, our fund on climate change
e exploring opportunities for investing responsibly in all asset classes and in particular in fixed
income

2. We work with the investment community to help build a better future by:
e supporting the development of the Transition Pathway Initiative (TPI)
e raising the importance of managing the physical risks from climate change
e challenging company boards directly on their performance
e taking part in campaigns to deliver changes in company and investor behaviour

3. We make our members proud of their Pension Fund by:
e telling members about the positive impact their Pension Fund is making
* encouraging members’ feedback on how our responsible investment approach can be
improved

For more detailed information on our approach and how we willimplement this strategy, please see
our Responsible Investment section below, our Responsible Investment Policy and our Policy to
Address the Impacts of Climate Change at www.eapf.org.uk.

e) Following our formal actuarial valuation as at 31 March 2019 it revealed that the Fund’s
assets, which at 31 March 2019 were valued at £294 million, were sufficient to meet 51% of the
liabilities (i.e. the present value of promised retirement benefits) accrued up to that date. The
resulting deficit at the 2019 valuation was £280 million. The valuation process lasts around 18 months
to include training, assumption setting and data gathering before results are known.

Our employers recognise how much their employees value their pension benefits and see it as a vital
part of their overall reward package. In making their recommendation, our actuary has considered
the following additional factors which were not allowed for explicitly in their overall modelling work,
but increase future risks:

f) '"McCloud' judgment, an age discrimination case that the government lost during 2018 that affects
the protections offered to staff when the public sector scheme changed back in 2014/15. On 27
June 2019, the Supreme Court refused the Government permission to appeal the McCloud case in
respect of age discrimination and pension protection, and the Government announced it would
work with employment fribunals to find a solution. In July 2020, MHCLG issued a consultation which
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proposed the qualifying member criteria. This judgement has no implications for the Closed Pension
Fund as there were no confributing members in 2014/15.

9) In June 2020 a legal discrimination case, namely the ‘Goodwin’ case, which related o
unequal death benefit provision for male dependents of female scheme members was
deemed successful. Whilst this case occurred in the Teacher's Pension Scheme, it does read
across to other public sector schemes including the LGPS. From initial analysis this has affected
a very small population of our membership and about a 0.05% increase in liabilities which for
completeness has been included in our IAS19 valuation this year.

h) Brexit — the Brexit uncertainty means that there is sfill significant volatility in financial markefts.

i) Climate change — Our actuaries’ analysis shows that the impact on the EAPF could be severe
in adverse climate scenarios, supporting the idea of building more prudence into funding plans.

Our Funding Strategy statement was approved at the December meeting and can be found on
www.eapf.org.uk. We continue to regularly monitor the funding level of the EAPF, particularly with the
volatility and uncertainty through coronavirus.

i) We agreed a new Administration strategy in March 2020 and Capita have regularly
attended our meetings to update the Pensions Committee. We continued to improve our
member annual benefit statement delivery and member communications in general
through our ongoing commitment to Customer Service Excellence (CSE). We rolled out
improvements to www.eapf.org.uk.

k) Defra Corporate Service review — Over 950 Environment Agency corporate services staff
fransferred to the Defra on 31 October 2017 as part of the Defra led corporate services review. We
worked with a number of stakeholders to protect the EAPF and both existing and transferring
members and completed the members ‘bulk fransfer’ of pension benefits from the Active Fund to
the civil service pension scheme in July 2019. 438 deferred members transferred their EAPF and we
paid a transfer value of £62m.

l) Ongoing Implementation of the Government’s requirement to pool our assets with other LGPS
Funds.

Along with nine other Administering Authorities, we established the Brunel Pension Partnership in 2017
tfo implement the Government’s requirement to pool the management and investment of our assets
with other LGPS Funds. Our pooling company, the Brunel Pension Partnership Ltd (Brunel Ltd) became
operational in April 2018. We own a 1/10" shareholding in Brunel Ltd. We currently have no plans to
fransfer Closed Pension Fund assets to the pooling arrangement.

More information on pooling can be found on the Brunel Ltd website. Our participation and ongoing

fransition into the Brunel Pension Partnership for the Active Pension Fund will continue to be a key
focus for the Committee during 2020/21.
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As an administering authority of the LGPS, the Committee recognise the importance of ensuring that
all staff and members charged with the financial management and decision making with regard o
the pension scheme are fully equipped with the knowledge and skills to discharge those
responsibilities. The Pensions Committee seeks to ensure that its membership is both capable and

experienced and provides training so the members can acquire and maintain an appropriate level

of expertise, knowledge and skills.

We revised our Training Policy in 2019. One key change was to put a greater emphasis on
personalised fraining plans for each member of the Pension Committee and each officer, based on
an inifial self-assessment of their knowledge. This self-assessment will be undertaken at least every 3
years to ensure individual fraining plans remain up to date.

Another focus in the revised Training Plan was on new starters to the committee. The policy requires
officers to arrange induction session within 1 month for all new members joining the PC, and in
addition, member are expected to complete 4 days of LGPS pension training in the first 12 months of

being on the PC.

As well as individual training, there remains a strong emphasis on joint fraining for all members of the
Pension Committee on topics which are key to the business plan. In 2019/20, training focused on
issues which were relevant to the revision of the Investment Strategy. These joint fraining sessions can
be undertaken as part of committee meetings or as part of the dedicated Training Day held every
March. Unfortunately, the training day which was due to have been held in London on 24 March
had to be cancelled due to Coronavirus. We will be rolling out the planned training instead through

a series of webinars in 2020/21.

PC Training Log 2019/20

Actuarial
Valuation

17 June
24 Sept

Investment
Strategy

17 June
24 Sept

Investment
Pooling
(Multi Asset
Credit)

17 July

Investment
Markets

28 Nov
26 Feb

Wider
Pension
Conferences
& Training

EA Board members

Robert Gould — PC Chair

v

v

Emma Howard Boyd - ISC Chair

v
v

v
v

Caroline Mason

John Lelliott

Maria Adebowale-Schwarte

Executive members

Kevin Ingram - Natural Resources
Wales

Peter Kellett

Phil Lodge

AN

AN

Active member nominees

Danielle Ashton

Colin Chiverton

lan Brindley

Will Lidbetter

NASEN

AN RN

Veronica James

Greg Black (shadow)

ANENENENENAN

NASENEYANAN

AN

Pensioner members

Peter Smith

Hywel Tudor

SN

AR

AN
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The Pensions Committee uses the services of the providers tabled below to make informed decisions.

Actuarial Adviser

Hymans Robertson

Bankers National Westminster
Benefit Adviser Hymans Robertson
Custodian State Street Global Services

External Auditor

The Comptroller and Auditor General - NAO

Governance and Risk

Aon Hewitt

Investment Adviser

Hymans Robertson

Independent Investment Adviser

Investment Adviser and Trustee Services Ltd

Legal Adviser

Osborne Clarke

Pensions Administrator

Capita Employee Services
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Annual Statement by Chair of the EAPF Pension Board
Role of Pension Board

From April 2015, the Ministry of Housing, Communities and Local Government (MHCLG) infroduced
further governance requirements for Local Government Pension Schemes. Each administering
authority had to establish a Pension Board to provide oversight and assurance to the administering
authority (scheme manager i.e. the EAPF Pensions Committee) of effective governance of their
Pension Fund.

The Pension Board is a non-decision making body responsible for assisting the administering authority
in:

a) Securing compliance with the LGPS Regulations and any other legislation relating to the
governance and administration of the Scheme, and requirements imposed in relation to the
LGPS by the Pensions Regulator.

b) Ensuring the effective and efficient governance and administration of the LGPS by the
Environment Agency Pension Funds.

Membership

Membership of the EAPF Pension Board is normally the members of the Pensions Committee less the 2
Executive members of the Environment Agency and 2 Active Scheme Members. The Pension Board is
therefore the 10 remaining Pensions Committee members as follows:

Employer Representatives

e 4 Non-Executive Environment Agency Board members.
e 1 Non-Environment Agency Employer Representative (or deputies).

Member Representatives

e 3 Active Scheme member representatives.
e 2 Pensioner or 1 Pensioner and 1 Deferred Scheme member representatives.

Chair of the PC is also Chair of the Pension Board. Where absent, the Chair is another Environment
Agency Board member.

Pension Board business 2019/20

The Pension Board met once during 2019/20 (on 25 March 2020) after the Pensions Committee
meeting. In addition, some or all of the Pension Board members participated in meeting reviews at
the end of all five Pensions Committee meetings and 5 Investment Sub-Committee meetings during
2019/20.

The Pension Board reviewed the Pensions Committee meetings that took place in 2019/20, and
covered areas such as;

e The significant changes and challenges that have arisen over the past year (e.g. Brexit, bad
weather, Corporate Services bulk fransfer). The Board concluded that the EAPF Team and the
Pension Committee have managed these very effectively.

e The level of excellent support provided to the Pension Committee by the EAPF team. In
particular, the Board observed that papers are very clear, and this helps the Pension
Committee to successfully cover a range of complex and difficult issues.
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e The excellent flexibility of Pension Committee members to make themselves available for
additional meetings, teleconferences or videoconferences. The Board noted this ongoing
flexibility was particularly positive given the ongoing challenges relating to Covid-19.

e The structure of the Pension Committee, which has high-quality urgency delegations in place
allowing them to make decisions very quickly when necessary. The Board were made aware
that this is not the same across all other Funds.

e The excellent knowledge and expertise of Pension Committee members, which enables them
to understand the issues and decisions being made. The Board acknowledged that members
have been willing to commit to additional activities e.g. attending AGMs and a procurement
working group.

e The Board noted that, although the Pension Committee training day has been postponed due
to the Covid-19 situation, the EAPF team had committed to exploring ways of sharing and
updating members throughout the year.

e The Board also commended Robert Gould, who took over the role of Chair of the Pension
Committee in 2019. The amount of time and effort he has put into the role was recognized, as
well as some of the challenging matters he has had to deal with during that period.

A review of the effectiveness of the Fund’s governance arrangements was another key work area
during 2019/20. Aon (the Fund’s governance and risk advisers) undertook the third iteration of their
Governance Effectiveness survey and report, and the results were considered by the Board and
Committee members.

This report’s findings highlighted the effectiveness of the EAPF governance arrangements were of an
extremely high standard, including a number of areas showing improvement since the last survey in
2016. Asis expected, there were some areas where further improvements or ongoing monitoring has
been recommended, but the main areas for further attention had already been identified for
ongoing work by the EAPF Team or the Pensions Committee.

The Board recognises the following as areas that should remain high on the agenda for the Pension
Committee going forward:

e ongoing development of the EAPF's responsible investment policy and approach, and in
particular, how this can be achieved within an asset pooling environment;

e ensuring training of Pension Committee members continues to be a high priority; and

e consideration of the risks and impact of the Coronavirus pandemic on the EAPF Fund,
and how this is identified and communicated to the Pensions Committee.
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Governance Compliance Statement
Introduction

Under Regulation 55 of the Local Government Pension Scheme Regulations 2013 (as
amended) an administering authority must, after consultation with such persons as it considers
appropriate, prepare, publish and maintain a Governance Compliance Statement.

This statement is required to set out:

a) Whether the administering authority delegates its functions, or part of its functions, under these
Regulations to a committee, a sub-committee or an officer of the administering authority.

b) If the authority does so

i) The terms, structure and operational procedures of the delegation

i) The frequency of any committee or sub-committee meetings

i) Whether such a committee or sub-committee includes representatives of Scheme
employers or members, and if so, whether those representatives have voting rights

c) the extent to which a delegation, or the absence of delegation, complies with guidance given by
the Secretary of State and, to the extent that it does not so comply, the reason for not complying;
and

d) details of the terms, structure and operational procedures relating to the local pension board
established under regulation 53(4) (Scheme managers).

The statement must be revised and published by the administering authority following a material
change in their policy on any of the matters referred to above.

This Statement is made and approved by the Environment Agency Pensions Committee on 30
September 2020 and reflects the governance up to 31 March 2020.

The EAPF has had a local Pension Board since 1 April 2015 and the Governance Compliance
Statement that is effective from 1 April 2019 was also approved by the Environment Agency Pensions
committee on 30 September 2020. It is reviewed at least annually to ensure it remains up to date and
meets the necessary regulatory requirements. This includes the statements showing our compliance
with statutory guidance, governance standards and principles.

A current version of this Governance Compliance Statement will always be available on our website
at www.eapf.org.uk and paper copies will be available on request.

Any enquiries in relation to this Governance Compliance Statement should be sent to:

Pension Fund Management
Environment Agency
Horizon House

Deanery Road

Bristol

BS1 5AH

Email: eapf@environment-agency.gov.uk
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Statement

Full details relating to our governance structure can be found in the Environment Agency Terms of
Reference and Standing Orders for the Pensions Committee, Investment Sub-Committee and
Pension Board and explained in our Governance Policy. The key elements are summarised below:

Details to be provided

EAPF

Whether the authority delegates ifs
functions, or part of its functions under
these Regulations to a committee, a sub-
committee or an officer of the authority.

All key pension fund management responsibilities are
delegated fo the Pensions Committee (PC) other
than implementing the Fund's investment strategy
which is delegated to the Investment Sub-
Committee (ISC).

If the authority does so
(i) the terms, structure and operational
procedures of the delegation

See the Terms of Reference for specifically
delegated responsibilities. PC has 14 members and
ISC has 7 members.

(i) the frequency of any committee or sub-
committee meetings

The ISC and PC meetings are scheduled quarterly.

(iii) whether such a committee or sub-
commiftee includes representatives of
Scheme employers or members, and if so,
whether those representatives have voting
rights

The EAPF has three employers. The PC includes 1 Non
EA Employer Representative, 5 Active Scheme
member representatives and 2 Pensioner or 1
Pensioner and 1 Deferred member representatives.
The ISC includes 3 Scheme member representatives
and potentially the 1T Non-EA employer
representative. Allmembers have voting rights.

The extent to which a delegation, or the
absence of a delegation, complies with
guidance given by the Secretary of State
and, to the extent that it does not so
comply, the reasons for not complying.

See Compliance Statement below.

Details of the terms, structure and
operational procedures relating to the
local pension board established under
regulation 53(4) (Scheme managers).

The Pension Board is a non-decision making body
responsible for assisting the administering authority in:

a) Securing compliance with the LGPS Regulations
and any other legislation relating to the governance
and administration of the Scheme, and requirements
imposed in relation to the LGPS by the Pensions
Regulator

b) Ensuring the effective and efficient governance
and administration of the LGPS by the Environment
Agency Pension Funds.

Membership of the Pension Board comprises of 10
members of the Pensions Committee which excludes
the 2 Executive Directors members of the
Environment Agency and 2 Active Scheme
members.

Further information is in the Terms of Reference and
Standing Orders and the Operational Guidance.
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Statement of Compliance with Secretary of State Guidance

Compliance status — we are compliant with all 20 standards

Statutory Guidance
Governance Standards and
Principles

Our
compliance
status

Evidence of compliance and justification for non-
compliance

A - Structure

(including non-scheme
employers, e.g., admitted
bodies);

a) The management of the Compliant The responsibilities of the Pensions Committee (PC)

administration of benefits and are set out in the Pensions Committee Terms of

strategic management of fund Reference and Standing Orders approved by the

assets clearly rests with the main EA Board.

committee established by the

appointing council.

b) That representatives of Compliant Our PC has 14 members, appointed by the EA

participating LGPS employers, Board and includes:

admitted bodies and scheme

members (including pensioner 4 Non-Executive EA Board members

and deferred members) are 2 EA Executive members

members of either the main or 1 Non-EA employer representative

secondary committee 5 Active Scheme member representatives

established to underpin the work 2 Pensioner or 1 Pensioner and 1 Deferred

of the main committee. member representatives.
3 Scheme member representatives and the 1 Non
EA employer representative are also members of
the Investment Sub-Committee (ISC).

c) That where a secondary Compliant The Chair of the Pensions Committee reports to

commiftee or panel has been each EA Board meeting. Reports of the ISC

established, the structure meetings are available to all PC members. The

ensures effective Chair of the ISC provides a summary report and

communication across both draft minutes to the following PC meeting.

levels.

d) That where a secondary Compliant The membership of our ISC comprises members of

committee or panel has been the main PC.

established, at least one seat on

the main committee is

allocated for a member from

the secondary committee or

panel.

B — Representation

a) That all key stakeholders are

afforded the opportunity to be

represented within the main or

secondary committee structure.

These include:

i) employing authorities Compliant The employers of our Closed Fund members no

longer exist.

Our Active Fund has three employers — EA, NRW
and SSCL. We have a non EA employer member
representing NRW and SSCL on the main PC and
who may also be on the ISC.
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on a main or secondary
committee, they are treated
equally in terms of access to
papers, meetings and fraining
and are given full opportunity to
contribute to the decision
making process, with or without
voting rights.

i) scheme members (including Compliant The main PC has 7 scheme member

deferred and pensioner scheme representatives on it, including 5 active scheme

members); member representatives and 2
pensioner/deferred member representatives,
ideally one of each. OurISC includes 3 scheme
member representatives (active, deferred or
pensioner).

i) independent professional Compliant Our independent investment adviser attends all

observers; and ISC and PC meetings. Our other professional
advisers also regularly attend our PC and ISC
meetings.

iv) expert advisers (on an ad- Compliant We invite our expert advisers to attend our PC

hoc basis). and ISC meetings as needed. This includes our
actuary, legal adviser, risk and governance
advisor and investment consultants, pension fund
administration consultants, and external auditors.

v) that where lay members sit Compliant All members of the PC and ISC receive equal

access to the papers and training and have full
and equal speaking and voting rights in our
meetings and decision making processes.

C - Selection and role of lay members

a) That Committee or panel
members are made fully aware
of the status, role and function
they are required to perform on
either a main or secondary
committee.

Compliant

New PC members receive an induction and
appropriate training that details the role, function
and activities of the PC and ISC. Our PC members
understand that their primary fiduciary duty of
care is our funds’ beneficiaries and employers, in
whose best interests they are required to act at all
times, particularly in ferms of investment and
financial decisions. They also understand that
they are not there to represent or promote their
own personal or political interests, and that they
must declare any self-interest or conflicts of
interest of either a financial or non-financial
nature arising from any other roles they may
perform and abstain from participation in that
item on the agenda. The EAPF has a Conflicts of
Interest Policy which is made available to all PC
members.

b) That at the start of any
meeting, Committee members
are invited to declare any
financial or pecuniary interest
related to specific matters on
the agenda.

Compliant

Declaration of interests is a standing agenda item
at the start of all PC and ISC meetings. A register
of inferests is also maintained and audited
annually.
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D - Voting

The policy of individual
administering authorities on
voting rights is clear and
fransparent, including the
justification for not extending
voting rights fo each body or
group represented on main
LGPS committees.

Compliant

Our PC makes decisions by discussion and by
building and creating a consensus. All members
have equal voting rights on our main Pensions
Committee and ISC.

E - Training, facility time and expenses

a) That in relation to the way in Compliant Our PC has a Training Policy which is reviewed

which statutory and related regularly. We provide induction training. All

decisions are taken by the members undergo further developmental,

administering authority, there is specialist, and/or ‘top up’ refresher training for 2-3

a clear policy on fraining, days each year during their terms of office. We

facility fime and reimbursement maintain a log of all PC member training needs

of expenses in respect of and fraining undertaken. Members of the main

members involved in the PC and the ISC are reimbursed the cost of fravel

decision making process. and overnight hotel expenses. The cost of all PC
and ISC training is met from the Pension Fund’s
budget.

b) That where such a policy Compliant The Training Policy applies equally to all PC and

exists, it applies equally to all ISC members.

members of committees, sub-

committees, advisory panels or

any other form of secondary

forum.

F - Meetings (frequency/quorum)

a) That an administering Compliant Our PC usually meets 4 times a year, for normal

authority’s main committee or business and at least once for briefing or training.

committees meet at least 8 of the 14 PC members (including at least 1

quarterly. Board member, 1 EA Executive member and 1
scheme member representative) constitute a
quorum.

b) That an administering Compliant Our ISC meetings are synchronised to meet 4

authority’s secondary fimes a year before the PC so it can report fo and

committee or panel meet at make recommendations to the full PC. 4

least twice a year and is members (including at least 1 Board Member, 1

synchronised with the dates EA Executive member and 1 scheme member

when the main committee sits. representative) constitute a quorum for the ISC.

c) That administering authorities | Compliant We have 7 ‘lay’ members on our main PC,

who do not include lay
members in their formal
governance arrangements,
provide a forum outside of
those arrangements by which
the interests of key stakeholders
can be represented.

comprising 5 active scheme member
representatives and 2 pensioner/deferred
member representatives.

Due to the geographical spread of our
organisation and fund membership across
England and Wales we do not hold an AGM but
do hold annual briefings which provide a forum
for fund members and stakeholders to be
informed about the fund, particularly about
changes to the LGPS. All active fund members
are invited to afttend regional or webinar pension
briefings each year.
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We also organise an annual briefing for deferred
and pensioner members. The briefings are
generally presented by Capita (Pension Fund
Administrator), with administering authority or HR
staff. PC members chair or aftend some briefings.

G - Access

a) That subject to any rules in Compliant
the council’s constitution, alll
members of main and
secondary committees or
panels have equal access to
committee papers, documents
and advice that falls to be
considered at meetings of the
main committee.

All members of our PC and ISC receive the same
agenda and papers containing information and
advice for each meeting, unless there is a conflict
of interest. Members of the PC who are not
members of the ISC can request full ISC papers
and they also receive summary reports of all
meetings. All our PC and ISC members can ask
questions of our professional advisers who attend
the PC and ISC meetings.

H - Scope

a) That administering authorities | Compliant
have taken steps to bring wider
scheme issues within the scope
of their governance
arrangements.

Our PC and ISC meetings all have agenda items
on wider LGPS scheme issues, future challenges
and risks to our funds, as well as information on
our funds’ recent financial and administrative
performance. The ISC review their risks at all
meetings. The PC carries out annual reviews of
fund performance, key strategic risks, and our
statutory governance, administration and
communications policy statements. It also reviews
its own effectiveness at the end of each meeting
and annually.

| — Publicity

a) That administering authorities | Compliant
have published details of their
governance arrangements in
such a way that stakeholders
with an interest in the way in
which the scheme is governed,
can express an interest in
wanting to be part of those
arrangements.

We publish our Governance Compliance
Statement and all other key governance
documents and policies on our website, and they
are available in hard copy from our Pension Fund
Management Team. The Governance
Compliance Statement is also published in our
Annual Report & Financial Statements. We have
an agreed procedure for appointment of new
employee, pensioner and deferred member
nominees to our PC when vacancies arise
working in conjunction with our Trades Unions and
all employers.

Signed on behalf of the Environment Agency

Rtasne A Gontsrs
—

Robert Gould

Chair

Environment Agency Pensions Committee
04 December 2020

D Kevam

Sir James Bevan
Accounting Officer
Environment Agency
04 December 2020
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Pension Fund investment
Ongoing Government funding of the Closed Fund

Before privatisation in August 1989, the basic pensions of the water authorities’ staff were funded by
conftributions to the Water Authorities Superannuation Fund (WASF). This Fund fell within the Local
Government Superannuation Scheme. On privatisation, the WASF was divided in three ways:

e Company schemes for employees transferring to the new water companies;
¢ An Active Fund for employees joining the National Rivers Authority; and

e A Closed Fund for existing and deferred pensioners.

As part of the pension rationalisation carried out in 1989, the Government recognised that, in the
longer term, the Closed Fund would require support to meet its ultimate liabilities. Parliament
therefore placed a legal obligation on the Secretary of State for the Environment (under section 173
of the Water Act 1989) to meet the pension and other related liabilities of the Fund.

The valuation of the Fund as at March 2004 indicated that assets available would not meet the
future liabilities. The Chief Secretary to the Treasury therefore agreed in April 2004 that provisions
should be made by The Department for Environment Food and Rural Affairs (Defra) to allow for the
Secretary of State’s statutory obligation under the 1989 Act fo be met from April 2006. Therefore, the
obligations and running costs of the Closed Pension Fund would be met by Defra.

A detailed Memorandum of Understanding between the Accounting Officers of Defra and the
Environment Agency was completed in 2005. Since 1 April 2006, ring fenced grant-in-aid that is
sufficient to meet pension obligations and the running costs of the Fund has been paid. Members
and their dependants can rest assured that the future of their benefits are statutorily guaranteed and
are safe. Extracts from relevant letters and the full text of the Memorandum of Understanding are
reproduced at Annex 1.

Funding Sirategy Statement

All LGPS funds are required to publish a Funding Strategy Statement. This statement is used by the
Actuary to inform his valuation. The Funding Strategy Statement was adopted by the Committee on
18 December 2019 and is reproduced in Annex 2 to this document.

Investment Strategy Statement

All LGPS funds are required to publish an Investment Strategy Statement. Our Investment Strategy
Statement was adopted by the Committee on 25 March 2020 and is reproduced in Annex 3 to these
financial statements.

Custody arrangements

State Street Bank & Trust Company (‘State Street’) were appointed as the Funds Global Custodian
from 1 April 2018. This was as a result of a competitive tender exercise within the Brunel Pension
Partnership in 2017. State Street are independent to the investment managers, and as part of their
normal procedures, hold the assets in safe custody, are responsible for the seftlement of all
investment fransactions, collection of dividend income and interest, provide data for corporate
actions, lidises closely with the investment managers and report on all activity during the period.

State Street is a sfrong company that is rated by Standard and Poor’s as ‘A’ for long term / senior
debt and ‘A-1’ for short term / deposits. The Fund's assets are not held in the name of State Street
and so are segregated from those of State Street Bank & Trust Company, safeguarding them in the
event of company failure. Where appropriate, cash held by the Fund at State Street in Sterling, Euros
and United States Dollars are invested in State Street Liquidity Funds, which would not be affected in
the event of a failure by State Street. The State Street Liquidity Funds are rated ‘Aaa’ by Moody'’s
and are invested in short ferm money instruments to preserve capital and liquidity. Only small
amounts of cash are left on deposit atf State Street.

29



Environment Agency
Pension Fund

Regular service reviews are held with State Street to monitor service commitments, plus custodial
monitoring is reported to Officers and the Pensions Committee by an independent organisation.
Other procedures and controls are reviewed by an independent reporting accountant via the
Service Organisation Control (SOCT1) Report.

Investment management

Following the agreement with Defra in 2004 over the future funding arrangements of the Fund, the
Committee agreed that the Fund'’s investment strategy should be simplified by switching to
investment in long dated index linked gilts. Sarasin & Partners LLP manage the long dated gilt
portfolio, with the primary aim of preserving the real value of the Fund'’s assets. They have full
discretion in the management of their portfolio subject to complying with the statutory limits, the
Investment Strategy Statement and the range of asset distribution defined by the Committee. During
2017 the Committee agreed to diversification of the portfolio from two index-linked gilts to six
holdings with a greater spread of mafturities to provide a closer match to the duration of the Fund’s
liabilities.

The existing funding strategy relies upon regular payments (known as Grant in Aid) being received
from Defra to meet the pension and administrative costs unftil the present value of the remaining
liabilities is equal to the value of the Fund assets at that time. Af that point, the Fund will take on the
responsibility for meeting the costs of the Closed Fund. The Fund's assets are expected to be
sufficient to meet the outstanding benefit and expense outgo by 2027, based on a simple projection
from the 2019 valuation date.

Porffolio analysis

Distribution of investment assets by market value as at 31 March 2020:

Sarasin & Cash & Other Total Fund % of Net
Partners LLP investment
£m £m £m assets
UK Index linked gilts 284.2 284.2 94.3
Cash 17.0 17.0 5.6
Accrued income 0.3 0.3 0.1
Net investment assets 284.2 17.3 301.5 100.0
Distribution of investment assets by market value as at 31 March 2019:
Sarasin & Cash & Other Total Fund % of Net
Partners LLP investment
£m £m £fm assets
UK Index linked gilts 273.8 273.8 93.1
Cash 19.9 19.9 6.8
Accrued income 0.3 0.3 0.1
Net investment assets 273.8 20.2 294.0 100.0

Unquoted investments

With the agreement of the Board, the value of the unquoted investments was written down to £nil
during 2007.

Income from capital distributions of the residual holdings being liquidated is credited to the Fund as it
arises.

Investment performance

The investment performance of the Fund for the year to 31 March 2020 was +3.7% (2019: +5.7%)
against a benchmark return of +2.0% (2019: +5.7%). Over the three years to 31 March 2020 the
annualised rate of return was +3.4% (2019: +9.4%) against a benchmark return +2.9% (2019: +10.5%).
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Pension Fund administration
Administration arrangements

The Environment Agency is responsible for administering the current and future pension benefits for
just under 12,200 members of the Closed Pension Fund.

While the Committee provides strategic direction and regular oversight, day to day pension fund
administration is delivered through our third party pension administrator, Capita Employee Benefits (a
subsidiary of Capita Group Plc). We do this because it involves specialist knowledge, complex
activity and significant investment in IS/IT which is considered beyond the core business of the
Environment Agency.

The breadth and volume of work delivered by Capita is significant, and includes administering
members’ historical records, handling all Fund members’ queries, distributing newsletters and annuall
benefit statements, issuing monthly pension payslips, making lump sum and pension payments, fraud
prevention and debt collection, undertaking all HMRC returns, producing audited annual financial
statements for Parliament, provision of LGPS technical advice and a wide range of other tasks.

Performance measurement

The Committee measures the performance of Capita through monthly, quarterly and annual reports
showing progress against the contractual Service Level Agreement (SLA). The perspectives by which
the Committee assesses the performance include accuracy, fimeliness, quality, helpfulness,
feedback, service improvements and complaints.

We would like to express our thanks to Capita for resolving 35,444 (2019: 34,018) Active and Closed Fund
member requests/queries and for paying pensions to over 7,000 Active Fund pensioners. Over the year,
Capita achieved service levels for 92.08% of all casework processed.

The 5 largest case types processed by Capita for the Closed Pension Fund during 2019/20 were:

Case Type 2020 2019
Death of pensioner 820 216
Death of spouse 671 275
Retirements 209 187
Transfer Out quotes/finalisation 49 24
Changes of address 219 146

Closed Fund administration costs for the year to the 31 March 2020 were £476k (2019: £452k)
including member communications and postage costs. We benchmark our Fund administration
costs annually through the public accounting body CIPFA. For 2019/20 the CIPFA average was £21
per member. Across both our Active and Closed Funds, our average cost for 2019/20 was £23
(2018/19: £23) per member.

The total number of staff allocated by Capita to the EAPF administration contract is 23, of which 14
deal solely with pension benefits administration. Based on a membership of 38,969 across both the
Active and Closed Funds at 31 March 2020, this represents an average of 2,455 members per
administrator.

We take a value for money approach looking for appropriate balance between cost, service and
quality in pension administration delivery.

Internal controls

The EAPF system of internal controls is based on an ongoing process designed to identify and prioritise
the risks to the achievement of the Fund'’s policies, aims and 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.
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The system of internal control has been in place in the Environment Agency and in the operation of
the Fund for the year ended 31 March 2020, in accordance with LGPS and Treasury guidance and
best practice.

The Environment Agency Internal Audit Team tested our compliance, adequacy and effectiveness of
internal controls and Pension Fund risks which was conducted in accordance with Government Internall
Audit Standards during the year.

The Pension Fund Internal Audit concluded that we complied with the provisions of the Environment
Agency Framework Document and with the requirements from the Pensions Regulator’s public sector
Code of Practice. We also received positive assurance on our risk management process and our
approach to the mitigation actions of Pension Fund risks.

Capita produce an audited AAF 01/06 Assurance Report on intfernal controls which is reviewed
annually by Officers. In considering the effectiveness of the internal conftrols for the Fund, account has
been taken of the findings of the reporting accountants (Grant Thornton UK) in their assurance report
for Capita Employee Benefits Ltd (CEBL) for the year ending December 2019. The EAPF has sought
additional information from Capita to aid its consideration of the issues involved and has concluded
that, where the issues have any relevance to the Fund, risks are suitably mitigated by the control
arrangements in place.

Data quality

Good quality data is vital to the efficient and accurate payment of retirement benefits and general
administration of the Active Pension Fund. This is achieved primarily through the use of electronic
interfaces between Fund employers and Capita on a weekly and monthly basis. Guidance issued
by the Pensions Regulator (TPR) recommends that the Fund regularly assess the quality of EAPF
member data.

Common datais defined by TPR as the key data items that are essential to the identification of the
member’s identity and are common to all schemes including items such as National Insurance
number, surname, gender and address. The guidance recommends that Common datais 5%
complete (in compliance with the tests specified by TPR) for data created prior to June 2010 and
100% for new data post June 2010.

More member specific data called ‘Scheme Specific Data’ has also been reviewed with positive
results, and is reviewed on a regular basis. We expect our current review o reach its conclusion by
end of June 2020 with the results ready for submission to TPR in November 2020. We confinue to work
with The Pensions Regulator (TPR) and the Scheme Advisory Board (SAB) on the methodology of
reporting.

Data security

The Environment Agency Pension Fund and Pensions Committee take data security very seriously.
Ownership and accountability for the transmission of employees’ pensions related data to Capita is
assigned to the human resources and payroll functions of our employers. This is mainly through the
secure fransmission of monthly and weekly electronic data interface files.

Capita hold member data in line with the requirements of the Data Protection Act and complies with
the Cabinet Office Security Policy Framework. All Capita employees are required to undertake annual
data protection training which covers ‘Personal Data’ and actions required to protect this data.

Capita are managing Information security and cyber risks through adherence to Capita Group
policy requirements and Baseline Information Security Standards.

We had no incidents involving loss of personal data in 2019/20 which were required to be reported to
the Information Commissioner.

National Fraud Initiative/mortality checks

The Fund has a formal policy and procedure for handling fraud linked to the unreported deaths of
pensioners. As part of this policy it participates in the Audit Commission’s biennial National Fraud
Initiative (NFI) and undertakes life certificate exercises for pensioners who live overseas. In addition,
from November 2012 monthly mortality screening has been implemented to help reduce overpaid
pensions and potfential fraud.

32



Environment Agency
Pension Fund

As a general principle, where we investigate cases and if fraud is suspected, we will pursue the case
and will seek to agree a repayment plan or, if necessary, take legal action or involve the police. Our
monthly mortality checks are in place to help reduce potential fraud on the Fund. There are no
reported cases for 2019/20.

Communications

The Fund continues to develop and enhance its communication program which started with the
infroduction of an easily recognisable brand and writing style. This was aligned to a restructured
website using rich media (which included the use of calculators, flowcharts and audio and visual
presentations) fo help enhance member experience and encourage regular use. The website
continues to be developed to keep up with fechnology and demands in the digital area.

Both our public facing website and web portal facility, EAPF Online are ‘device enabled’ which
means they allow users to access information on any mobile phone or tablet in an easily readable
format, so our members can look up information or access online tools in their own time.

We continue to engage with members through a number of channels to establish a view on how our
members prefer fo communicate and interact with the Fund.

We have infroduced tailored, themed topic webinars and consult with members and Fund
employers on content and infroducing new sessions which are informed through customer surveys
and focus groups.

These sessions are supported by newsletter, a poster campaign, E Shots and promotion through our
Fund employers’ infernal communication channels. The EAPF has successfully fransitioned to using
webinars. Members are based nationwide across England & Wales, so it provides an opportunity for
all to participate, and helps those who are unable to make the time commitment or can’t get to a
location depending on where they are based.

Infroducing webinars allows us to:

e reach a wider audience nationwide
e remove the need for travel and tfime out of the office
e deliver more sessions based on demand and more choice

All topics are recorded and the recorded presentation slides are made available on our website.

Our Communications strategy

As part of our long term strategy, 2019 saw us contfinue our move to digital communications by using
our 5 segmented groups to ensure the way we engage remains relevant and tailored to our different
members.

Our segmented groups are:

Adventure
Protection
Relaxed

Detail and focus
Companionship

The use of segmented ‘E Shofts’, ensures we test different imagery, and messaging with our different
groups to establish preferences. We have completed three years of digital campaigns with specific
messages being targeted to the 5 main groups. Each communication has a ‘call to action’ (CTA)
which may be to complete a form, or to click and watch a video etc. We are able to monitor how
many messages are sent, how many are opened and how many complete the CTA, and this
information is then made available in our Communication dashboard.
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We monitor the feedback from members carefully, and will confinue to collate responses to enable
us to focus our messaging.

Here's an example

We regularly receive questions about the pension scheme and the options available to members to
make the most of the money they are able to invest. At the same time, we also receive questions
about the scheme in general.

We created a campaign using the analysis done on our segmented groups so get some key
messages and information out targeted at the different kinds of member. This was done in the form
of an email which invited members to identify with one of the people in the ‘case studies’.

There were 4 different members for the reader to identify with. These were written in a way that
made it easy to choose which member the reader identified with. Each member profile directs the
reader to various links including information about what they can do to identify any gaps in their
pension, options for paying more or less in fo their pension as well as where they can do some
retirement modelling tor a different retirement date.

Our campaign objectives were to:

e Beinclusive and helpful, showing that we act on feedback
e Encourage members to register on the online portal and use the tools available
e Drive members to useful pages on our public welbsite for more information

The campaign was a success and attracted over 1,340 members to the website, 1,100 of which were
new users. Each of these spent an average time of 2:49 minutes engaging with the content and
viewed on average 6.18 pages. This data will be used to better inform and progress our member
communications going forward.

Further details on our publications and other services from the Fund can be found at www.eapf.org.uk.
Complaints

The Fund has a formal process for dealing with complaints. The Committee defines a 'complaint' as
any expression of oral or written dissatisfaction fromm members, the EAPF, its employer(s) and/or third
parties, with regard to how a service has been carried out.

In addition, the Internal Dispute Resolution Procedure (IDRP) is a formal two stage procedure for
settling disputes under the Local Government Pension Scheme (Administration) Regulations 2008 (as
amended).

At Stage 1 the dispute will be reviewed by a person nominated by the Environment Agency to
investigate complaints regarding decisions made under LGPS regulations, known as the ‘specified
person’. If you disagree with the Stage 1 decision you can apply to Stage 2 where the dispute will be
reviewed by a representative of the Administering Authority. If you still cannot agree with the
decision you can apply to the Pensions Ombudsman who will make a binding decision and who has
the power to award compensation if this is justified.

In 2019/20 Capita received 23 (2018/19: 27) formal complaints from Closed Fund members and these
have all been resolved. The increase in complaints is largely attributed to staff attrition, and the loss
of experienced staff in early to mid-year leading to a drop off in fimeliness of response fimes. Capita
have restructured and bolstered staff numbers and this has brought improvements as the new staff
training program is rolled out.

There were no IDRP cases on the Closed Fund raised during the year and no cases went to the
Pensions Ombudsman.
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Foreword to the financial statements

The EAPF provides benefits for current and deferred pensioners of former statutory water authorities in
England and Wales, the Foundation for Water Research, WRc plc, Water Training International, the
former Water Authorities Association and the former British Water International.

The Fund is a statutory public service pension scheme (as defined by the Pension Schemes Act
1993) under the Local Government Pension Scheme Regulations 2013 (as amended), the Locall
Government Pension Scheme (Transitional Provisions, Savings and Amendment) Regulations 2014
and earlier regulations (saved provisions). As all of the membership became deferred members
or pensioners before September 1989, the benefits are covered by the earlier regulations.

It provides the minimum contracted out pensions required by the State Earnings Pension Scheme
(‘SERPS’) and is a registered Pension Scheme.

Roles and responsibilities of the Pensions Committee

With a membership of nominated Environment Agency Board members, senior officers and member
nominees, the Committee (which is a sub-committee of the Environment Agency Board) has been
delegated the responsibility for Fund matters. It receives advice from its external advisers and is
charged with appoinfing managers and agents required for the effective management of the duties
outlined below.

The Committee and Accounting Officer is responsible for obtaining audited financial statements for
each financial year which give a frue and fair view of the financial fransactions of the Fund and the
disposition of its assets and liabilities at the year end, other than the liabilities to pay pensions and
benefits after the scheme year end. In preparing the financial statements the Committee is required
tfo comply with the requirements of the Government Financial Reporting Manual and in particular to:

e observe the Accounts Direction issued by HM Treasury, including the relevant accounting
and disclosure requirements, and apply suitable accounting policies on a consistent basis;

e make judgements and estimates on a reasonable basis;

e state whether applicable accounting standards, as set out in the Government Financial
Reporting Manual have been followed, and disclose and explain any material departures in
the Accounts;

e prepare the accounts on a going concern basis; and

e confirm that the Annual Report and Financial Statements as a whole is fair, balanced and
understandable and take personal responsibility for the Annual Report and Financial
Statements and the judgements required for determining that it is fair, balanced and
understandable.

The Committee and Accounting Officer is responsible for keeping proper accounting records which
disclose, with reasonable accuracy at any time, the financial position of the Fund and enable it to
ensure that the financial statements comply with the Financial Memorandum issued by Defra.
However, responsibility for the regulations governing the LGPS lies with the Workforce Pay and
Pensions Division at MHCLG.

The Committee and Accounting Officer is also responsible for safeguarding the assets of the Fund
and hence for taking reasonable steps for the prevention and detection of error, fraud and other
iregularities.

The Annual Report and Financial Statements are available on the Pension Funds’ welbsite and the
Gov.UK website. The maintenance and integrity of those websites is the responsibility of the
Environment Agency. The work carried out by the Auditor and the Scheme Administrator does not
involve consideration of these matters. Accordingly, the Auditor accepts no responsibility for any
changes that may have occurred to the information contained in the financial statements since
they were initially presented on the websites.
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Summary of the financial statements

The financial statements have been prepared in accordance with CIPFA guidanceincluding
narrative reporting and accounting disclosures for LGPS funds, with quoted securities valued at bid
prices at the year end. After realised gains and changes in portfolio valuations, and grant-in-aid
funding for benefits and other outgoing payments, the value of the Fund has increased by £12.3m to
£306.6m (2019: increased by £18.0m to £294.3m).

There was a continuing decrease in pensioners and deferred members and all the beneficiariesor
their spouses who ceased pensionable employment before 1 April 1974.

Retirement benefits payable in the year to 31 March 2020 have decreased from £56.2m in 2019 to
£53.1m in 2020 and fransfers to other schemes were £0.1m in 2019 and remain at that level of £0.1Tm
in 2020.

In overall terms the net additions from dealings with pensioners and deferred members aftergrant-in-
aid funding in the year was £2.6m (2019: £2.3m). Responsibility for ensuring that the Fund can meet
all future liabilities rests with the Secretary of State at Defra.
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Statement by the Consulting Actuary
Environment Agency Closed Fund (‘the Fund’) Actuarial Statement for 2019/20

This statement has been prepared in accordance with Regulation 57(1)(d) of the Local Government
Pension Scheme Regulations 2013. It has been prepared at the request of the Administering
Authority of the Fund for the purpose of complying with the aforementioned regulation.

Description of Funding Policy

The funding policy is set out in the administering authority’s Funding Strategy Statement (FSS), dated
December 2019. The Fund’s benefits are underwritten by the Department for the Environment, Food
and Rural Affairs (“the Guarantor”). The Fund's approach to funding the Guarantor’s pension
liabilities is focused on ensuring that sufficient funds are available to meet all liabilities as they fall due
for payment. The Guarantor has committed to a funding plan that involves half-yearly cash injections
to meet the following 6 months’ expected benefit expenditure.

Funding Position as at the last formal funding valuation

The most recent actuarial valuation carried out under Regulation 62 of the Local Government
Pension Scheme Regulations 2013 was as at 31 March 2019. This valuation revealed that the Fund’s
assets, which at 31 March 2019 were valued at £294 million, were sufficient to meet 51% of the
liabilities (i.e. the present value of promised retirement benefits) accrued up to that date. The
resulting deficit at the 2019 valuation was £280 million.

Principal Actuarial Assumptions and Method used to value the liabilities
Full details of the methods and assumptions used are described in the 2019 valuation report dated 30
March 2020.

Method

The liabilities were assessed using an accrued benefits method which takes info account
pensionable membership up to the valuation date.

Assumptions

A market-related approach was taken to valuing the liabilities, for consistency with the valuation of
the Fund assets af their market value.

The key financial assumptions adopted for the 2019 valuation were as follows:

Financial Assumptions (% p.a.) 31 March 2019
Discount rate 1.5%
Benefits increase assumption (CPI) 2.0%

The key demographic assumption was the allowance made for longevity. The life expectancy
assumptions are based on the Fund's VitaCurves with improvements in line with the CMI 2018 model,
an allowance for smoothing of recent mortality experience and a long term rate of 0.5% p.a. Based
on these assumptions, the average future life expectancies at age 65 are as follows:

Pensioners Males Females
Current Pensioners 20.1 years 22.6 years
Future Pensioners* 19.6 years 23.2 years

*Aged 60 at the 2019 valuation date
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Copies of the 2019 valuation report and Funding Strategy Statement are available on request from
the Administering Authority to the Fund.

Experience over the period since 31 March 2019

Investment returns in the year to 31 March 2020 were estimated to be 1.8% and the Fund assets had
a market value of £301.1m as at 31 March 2020. Liabilities were estimated to be £530.0m on an
ongoing funding basis as at 31 March 2020, implying that the Fund’s assets were sufficient to meet
57% of the liabilities accrued up to that date.

The next actuarial valuation will be carried out as at 31 March 2022. The Funding Strategy Statement
will also be reviewed at that time.

(26 Ao

Peter MacRae FFA

Fellow of the Institute and Faculty of Actuaries
For and on behalf of Hymans Robertson LLP

11 May 2020
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INDEPENDENT AUDITOR’S REPORT TO THE HOUSES OF PARLIAMENT, THE BOARD OF THE
ENVIRONMENT AGENCY AND THE SECRETARY OF STATE FOR ENVIRONMENT, FOOD
AND RURAL AFFAIRS

Opinions on financial statements

| have audited the financial statements of the Environment Agency Closed Pension Fund (“the Fund”)
for the year ended 31 March 2020 which comprise the Fund Account, the Net Assets Statement and
the related noftes, including the significant accounting policies. The financial reporting framework that
has been applied in their preparation is applicable law and the CIPFA/LASAAC Code of Practice on
Local Authority Accounting in the United Kingdom 2019/20.

In my opinion the financial statements:

e give atrue and fair view of the financial transactions of the Fund during the year ended 31 March
2020 and of the amount and disposition at that date of the Funds’ assets and liabilities; and

e have been properly prepared in accordance with the CIPFA/LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2019/20 and applicable law.

Opinion on Regularity

In my opinion, in all material respects, the income and expenditure recorded in the financial
statements have been applied to the purposes infended by Parliament and the financial fransactions
recorded in the financial statements conform to the authorities which govern them.

Basis of opinions

| conducted my audit in accordance with International Standards on Auditing (ISAs) (UK), Practice Note
10 'Audit of Financial Statements of Public Sector Entities in the United Kingdom' and Practice Note 15
(revised) ‘The Audit of Occupational Pension Schemes in the United Kingdom'. My responsibilities under
those standards are further described in the Auditor’s responsibilities for the audit of the financial
statements section of my report. Those standards require me and my staff to comply with the Financiall
Reporting Council’'s Revised Ethical Standard 2016. | am independent of the Fund in accordance with
the ethical requirements that are relevant to my audit and the financial statements in the UK. My staff
and | have fulfilled our other ethical responsibilities in accordance with these requirements. | believe
that the audit evidence | have obtained is sufficient and appropriate to provide a basis for my opinion.

Conclusions relating to going concern
| have nothing fo report in respect of the following matters in relation to which the ISAs (UK) require

me to report to you where:

e fhe Fund'’s use of the going concern basis of accounting in the preparation of the financial
statements is not appropriate; or

e the Fund has not disclosed in the financial statements any identified material uncertainties that
may cast significant doubt about the Fund’s ability fo contfinue to adopt the going concern
basis of accounting for a period of af least twelve months from the date when the financial
statements are authorised for issue.

Responsibilities of the Accounting Officer of the Environment Agency and the Pensions Committee for
the financial statements
As explained more fully in the section entitled Roles and responsibilities of the Pensions Committee,

the Accounting Officer and the Pensions Committee are responsible for:

e fthe preparation of the financial statements and for being satisfied that they give a true and fair
view.
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e such internal control as management determines is necessary fo enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

e assessing the Fund’s ability to continue as a going concern, disclosing, if applicable, matters
relating to going concern and using the going concern basis of accounting unless
management either intend to liquidate the Fund or fo cease operations, or have no realistic
alternative but to do so.

Auditor’s responsibility for the audit of the financial statements

My responsibility is to audit and express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (ISAs) (UK).

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material
misstatement, whether caused by fraud or error. Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users faken on the basis of these financial statements.

As part of an audit in accordance with ISAs (UK), | exercise professional judgment and maintain
professional scepticism throughout the audit. | also:

e identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain
audit evidence that is sufficient and appropriate to provide a basis for my opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

e obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Fund's internal control.

e evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

e evaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
fransactions and events in a manner that achieves fair presentation.

e conclude on the appropriateness of the Fund’s use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to
events or conditions that may cast significant doubt on the Fund’s ability fo continue as a
going concern. If | conclude that a material uncertainty exists, | am required to draw
aftention in my report to the related disclosures in the financial statements or, if such
disclosures are inadequate, fo modify my opinion. My conclusions are based on the audit
evidence obtained up to the date of my report. However, future events or conditions may
cause the Fund to cease to continue as a going concern.

| communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that | identify during my audit.

In addition, | am required to obtain evidence sufficient to give reasonable assurance that the

income and expenditure reported in the financial statements have been applied to the purposes

intended by Parliament and the financial fransactions conform to the authorities which govern them.
40



Environment Agency
Pension Fund

Other Information

The Accounting Officer and the Pensions Committee are responsible for the other information. The
other information comprises information included in the annual report, but does not include the
financial statements and my auditor’s report thereon. My opinion on the financial statements does
not cover the other information and | do not express any form of assurance conclusion thereon. In
connection with my audit of the financial statements, my responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the
financial statements or my knowledge obtained in the audit or otherwise appears to be materially
misstated. If, based on the work | have performed, | conclude that there is a material misstatement
of this other information, | am required to report that fact. | have nothing to report in this regard.

Opinion on other matters
In my opinion:

e in light of the knowledge and understanding of the Fund and its environment obtained in the
course of the audit, | have not identified any material misstatements in the Annual Report;
and

e the information given in the Annual Report for the financial year for which the financial
statements are prepared is consistent with the financial statements and those reports have
been prepared in accordance with applicable legal requirements.

Matters on which | report by exception
I have nothing to report in respect of the following matters which | report to you if, in my opinion:

e adequate accounting records have not been kept, or returns adequate for my audit have
not been received from branches not visited by my staff; or

e the financial statements are not in agreement with the accounting records and returns; or

e | have notreceived all of the information and explanations | require for my audit.

Gareth Davies

Comptroller and Auditor General
National Audit Office

157-197 Buckingham Palace Road
Victoria

London

SWIW 9SP

Date: 09 December 2020
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Notes 2020 2019
£000 £000
Fund account
Dealings with members, employers and others directly involved
with the Fund
Grant-in-Aid 55,836 58,678
Transfers in 4 -
55,840 58,678
Benefits and other payments
Benefits payable 7 (53,186) (56,227)
Payments to and on account of leavers 8 (112) (102)
(53,298) | (56,329)
Net additions from dealings members 2,542 2,349
Management expenses 9 (786) (737)
Return oninvestments
Investment income 10 1,578 1,431
Profit and loss on disposal of investments and changes in the market 1
value of investments 8,991 14,924
Net returns on investments 10,569 16,355
Net increase in the Fund during the year 12,325 17,967
Opening net assets of the Fund at 1 April 294,272 276,305
Net assets of the Fund at 31 March 306,597 294,272
Net assets statement
Investment assets 11 301,512 294,050
Current assets 17 6,477 1,370
Current liabilities 18 (1,392) (1,148)
Net assets of the Fund at 31 March 306,597 | 294,272

The financial statements summarise the transactions and net assets of the Fund. The financial

statements do not take account of liabilities to pay pensions and other benefits that fall due after the
end of the Fund year. The actuarial position of the Fund, which does take account of such liabilities,
is dealt with in the statement by the Consulting Actuary and these financial statements should be
read in conjunction with it. The Actuary’s statement on pages 37 to 38, dated 11 May 2020, is based

on a valuation as af 31 March 2019. The notes on pages 43 to 58 form part of these financial

D Kevam

statements.

&tw ﬁ‘ C‘Lcn.\/w'
e

Robert Gould Sir James Bevan
Chair Accounting Officer
Environment Agency Pensions Committee Environment Agency
04 December 2020 04 December 2020
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Notes to the financial statements
1. Description of the Fund

The Environment Agency Closed Pension Fund is part of the Local Government Pension Scheme and
is administered by the Environment Agency. The Environment Agency is the reporting entity for this
Pension Fund. The Fund is overseen by the Environment Agency Pension Fund Committee.

The following description is a summary only. For more detail, reference should be made to the
Government Funding Agreement (Annex 1) and Funding Strategy Statement (Annex 2).

General

The Fund is governed by the Superannuation Act 1972 and the Public Services Act 2013. The Fund is
administered in accordance with the following secondary legislation:

The Local Government Pension Scheme Regulations 2013 (as amended);
The Local Government Pension Scheme (Transitional Provisions, Savings and Amendment)
Regulations 2014 (as amended); and

e The Local Government Pension Scheme (Management and Investment of Funds) Regulations
2016.

Unlike other Local Government pension funds, the EAPF's liabilities are statutorily guaranteed by the
Department for the Environment, Food and Rural Affairs (‘the Guarantor’) under section 173 of the
Water Act 1989. The Memorandum of Understanding between the Secretary of State for
Environment, Food and Rural Affairs and the Environment Agency (17 May 2005) sets out the
mechanism whereby the Guarantor makes payments to the Fund.

Membership

The Fund has been closed to new entrants and accruals of future service since 1989. As at 31 March
2020, total membership of the Fund is 12,179, represented by 11,182 current pensioners and 997
deferred members.

Funding

The Environment Agency Closed Pension Fund has no confributing members. Unlike other statutory
Local Government Pension Funds, it is being maintained solely to pay current and deferred benefits
(or transfer values to other pension arrangements) awarded to or in respect of employees of former
water authorities and associated bodies which existed prior to 1 September 1989. The Secretary of
State at the Department for Environment, Food and Rural Affairs has a duty under section 173(3) of
the Water Act 1989 to ensure the Fund can always meet its liabilities, including future indexation
awards. This has been formally documented in a Memorandum of Understanding and is included in
Annex 1. Since 1 April 2006, Grant-In-Aid has been paid that is sufficient to meet the pension
obligations and running costs of the Fund.

2, Basis of preparation

The financial statements have been prepared in accordance with the CIPFA Code of Practice on
Local Authority Accounting in the United Kingdom 2019/20 which is based upon International
Financial Reporting Standards (IFRS), as amended for the UK public sector. The accounting policies
have been drawn up in line with recommended accounting principles within the overall Code of
Practice on Local Authority Accounting framework.

3. Summary of significant accounting policies

The following principal accounting policies have been applied consistently in the preparation of the
financial statements which are prepared on an accruals basis.

Grant-In-Aid

As described above, Grant-In-Aid payments are received intfo the Fund to meet the pension
obligations and running costs of the scheme. These are generally received in advance in April and
October each year and are accounted for on a cash basis.
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Benefits payable

Members can choose whether to take a proportion of their retirement benefits as a pension and/or
lump sum. Pensions and lump sums are accounted for on an accruals basis from the date the option
is exercised. Lump sum death grants and refunds of contributions are included from the date of
death or date the member leaves the Scheme.

Transfers to other schemes

Transfers to other schemes are those amounts paid to other pension schemes relating to previous
periods of pensionable employment. Individual transfers are included in the accounts when paid,
but bulk fransfers are accounted for an accruals basis when the amounts have been agreed.

Management expenses

Administration, oversight and governance costs and Investment management expenses are accounted
for on an accruals basis. Expenses are recognised net of any recoverable VAT. In cases where
administration expenditure relates to both the Active Pension Fund and the Closed Pension Fund we
attribute this 80%/20% respectively to best reflect the time spent administrating each Fund, as shown below.
This apportionment is considered annually.

Apportionment of common expenditure Y AT
AF/CF % AF/CF %

Custodial arrangements 80/20 80/20

Environment Agency Pension Fund Management 80/20 80/20

Investment income

Allinterest income is recognised in the fund account as it accrues, using the effective interest rate of the
financial instrument as af the date of acquisition or origination. Accrued interest is excluded from the
market value of fixed interest securities but is included in investment income receivable.

Income from capital distributions of residual private equity holdings being liquidated is included as a
realised gain in the changes in market value.

Income from previously held overseas investments is recorded net of any withholding tax where this
cannot be recovered.

Accrued interest is excluded from the market value of fixed interest securities but is included in
investment income receivable.

Income from cash and short term deposits is accounted for on an accruals basis.

Taxation

The Fund is a registered public service scheme under Section 1(1) of Schedule 36 of the Finance Act
2004 and as such is exempt from UK income tax on interest received and from capital gains tax on the
proceeds of investments sold. Income from overseas investments suffers withholding tax in the country of
origin, unless exemption is permitted. Irecoverable tax is accounted for as a fund expense as it arises.
VAT input tax is recoverable on all management expenses. The accounts are exclusive of VAT.

Financial assets

Investment assets are included in the financial statements on a fair value basis as at the reporting date.
A financial asset is recognised in the net assets statement on the date the Fund becomes party to the
confractual acquisition of the asset. From this date any gains or losses arising from changes in the fair
value of the asset are recognised in the fund account.
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The values of investments as shown in the net assets statement have been determined aft fair value in
accordance with the requirements of the Code and IFRS 13. For the purposes of disclosing levels of fair
value hierarchy, the Fund has adopted the classification guidelines recommended in Practical
Guidance on Investment Disclosures (PRAG/Investment Association, 2016).

Exchange rates

Other assets and liabilities in foreign currencies are tfranslated info sterling at the rates of exchange
ruling at the year end. Surpluses and deficits arising on conversion or translation are dealt with as part
of the change in market value of investments.

Cash deposits and instruments

Cash comprises cash in hand and on deposit, including any amounts held by the Fund's external
investment manager.

IFRS 9 ‘Financial Instruments’

IFRS 9 ‘Financial Instruments’ is the reporting standard for financial instruments and became effective
on 1 January 2018. IFRS ? has replaced previous financial insfrument standards and interpretations
covered by IAS 39 Financial Instruments: Recognition and Measurement, bringing together all
aspects of the accounting for financial instruments: classification and measurement, impairment and
hedge accounting. The Fund applied IFRS ? for the first fime in 2018/19.

Classification and measurement

IFRS 9 requires all financial assets and liabilities to be measured at fair value, except for Grant-in-Aid
receivables which do not contain a significant financing component. Grant-in-Aid receivables are
measured at amortised cost, where they exist. Classification and measurement of financial
instruments is driven by the Fund’s business model for managing the financial instruments and the
confractual cash flow characteristics of the financial instruments.

Impairment

IFRS 9 introduces a impairment model for financial assets not held at Fair Value through Profit and
Loss (‘FVPL'). As a result, the Fund must now determine forward looking expected credit losses (‘ECL’)
for all its financial assets held at amortised cost. Financial assets held at amortised costs within the
Fund comprise: Cash and cash equivalents; Other investment balances; Grant-in-Aid receivables;
and Other receivables. Cash assets are not subject to determining ECL. In the case of other
receivables there are no expected credit losses identified.

IFRS 9 has been applied prospectively by the Fund and this did not result in a change to the
measurement of financial instruments as outlined in note 12 but some classifications have been
amended to reflect IFRS 9's requirements. The Fund's other receivables continue to be measured at
amortised cost. There was no material impact on the adoption of IFRS 9.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 Revenue from contracts with customers became effective on 1 January 2018. The standard’s
core principle is that an entity will recognise revenue when it fransfers goods or services to customers
at an amount that reflects the consideration to which the entity expects to be enfitled in exchange
for those goods or services. The standard provides a single, principles based five-step model to be
applied to all contracts with customers.

HM Treasury guidance expands the definition of a contract under IFRS 15 fo include legislation and
regulations which enables an entity to obtain revenue that is not classified as a tax by the Office of
National Statistics. Under this expanded definition Grant-in-Aid is seen to not be akin to revenue and
therefore IFRS 15 does not apply.
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Standards likely to affect future financial statements
Standards likely to affect future financial statements include:

IFRS 16 Leases (effective for the periods beginning on or after 1 January 2020). The new standard
replaces IAS 17 Leases and infroduces a new single accounting approach for lessees for all leases
(with limited exceptions). As a result, there is no longer a distinction between operating leases and
financial leases, and lessees will recognise a liability fo make lease payments and an asset
representing the right fo use the underlying asset during the lease tferm. As the Fund does not hold
any leases this new standard will not apply.

4, Critical judgments in applying accounting policies

The Pension Fund liability is calculated every three years by the appointed actuary, with annual updates
in the intervening years. The methodology used is in line with accepted guidelines and in accordance
with IAS19. Assumptions underpinning the valuations are agreed with the actuary and are summarised
in Note 15. This estimate is subject to significant variances based on changes to the underlying
assumptions.

5. Assumptions made about the future and other major sources of estimation

There are no items of estimation in the net assets statement as at 31 March 2020 or 31 March 2019 for
which there is a significant risk of material adjustment.

6. Events after the net asset statement date

The financial statements were approved by both the Pensions Committee on 30 September 2020 and

Audit and Risk Assurance Committee on 3 December 2020. The financial statements are signed under

delegated authority of the Board. These will also be noted at a meeting of the Board on 16 December
2020.

In June 2020 a legal discrimination case, namely the ‘Goodwin’ case, which related to unequal
death benefit provision for male dependents of female scheme members was deemed successful.
From initial analysis this has affected a very small population of our membership and the small
increase in liability has been calculated and updated in line with IAS19.

There are no adjusting events that need to be recognised in the financial statements after the net asset
statement date.

7. Benefits payable
2020 2019
£000 £000
Retirement and dependants pensions 51,308 54,108
Lump sum retirement grants 1,878 2,096
Lump sum death grants - 23
Total 53,186 56,227
8. Payments to and on account of leavers
2020 2019
£000 £000
Individual fransfers to other schemes 107 102
Refunds of contributions 5 -
Total 112 102
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9. Management expenses
2020 2019
£000 £000
Administration expenses
Scheme administration 476 452
Oversight and governance costs
Environment Agency Pension Fund Management 139 104
Specialist advice 92 98
External audit 30 27
261 229
Investment management expenses
Management fees 30 30
Custody fees 19 26
49 56
Total 786 737

Environment Agency Pension Fund Management costs were lower in 2018/19 due to reduced
staffing levels in the year. During 2019/20 the Fund successfully managed to recruit in required areas,
hence the apparent large increase between years. External audit does not include any fees in
respect of non-audit services for 2019/20 or 2018/19. The investment management expenses include
£nil (2019: £nil) in respect of fransaction costs.

10. Investment Income
2020 2019
£000 £000
Income from index linked gilts 1,354 1,340
Interest on cash deposits 224 91
Total 1,578 1,431
11. Investments movement summary
Market | Purchases at cost | Sales proceeds Change in Market
valuve at market | value at
01.04.19 value 31.03.20
£000 £000 £000 £000 £000
Index linked gilts 273,813 1,374 - 8,978 284,165
Coshiceposisicns 19,888 131 16,975
instruments
Accrued income 349 372
Net investment assets 294,050 8,991 301,512
Market | Purchases at cost | Sales proceeds Change in Market
valuve at market | value at
01.04.18 value 31.03.19
£000 £000 £000 £000 £000
Index linked gilts 257,689 1,219 (1) 14,906 273,813
Cash deposits and 18,099 18| 19,888
instruments
Accrued income 343 349
Net investment assets 276,131 14,924 294,050
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The change in the market value of investments during the year comprises all increases and
decreases in the market value of investments held at any fime during the year, including profits and
losses realised on sales of investments during the year.

Unquoted investments were written down to £nil in 2007 as they were not considered to be readily
marketable, although further returns of capital arise as residual holdings are liquidated. During the
year capital distributions of £nil (2019: £nil) were received from funds in which the Fund was a limited
partner.

As the Fund has invested in long term gilts, no fransaction costs have been incurred during this or
previous years. The Fund does not participate in stock lending.

The following table represents the investments of the Fund that exceed 5% of the total net assefs.

Investment assets 2020 2019

£m Yo £m T
UK Government 0.125% Index
Linked Gilt 2029 72.1 23.5 69.7 23.7
UK Government 1.25% Index
Linked Gilt 2032 61.0 19.9 58.3 19.8
UK Government 2% Index
Linked Gilt 2035 52.0 17.0 49.5 16.8
UK Government 0.125% Index
Linked Gilt 2044 44.0 14.4 42.2 14.3
UK Government 1.25% Index
Linked Gilt 2055 42.1 13.7 41.2 14.0
SSGA Offshore GBP D Class Cash 15.9 52 18.8 64
Instrument
12. Financial instruments
q) Classification of financial instruments

The accounting policies describe how different asset classes of financial instruments are measured,
and how income and expenses, including fair value gains and losses, are recognised. The following
table analyses the carrying amounts of financial assets and liabilities by category and net assets
statement heading.

31 March 2020 Financial assets Financial assets Financial liabilities
and liabilities held at amortised held at amortised
designated at fair cost cost
value through profit
and loss
£000 £000 £000
Financial assets
Index linked gilts 284,165 - -
Cash deposits and instfruments 16,975 5,895 -
Other investment balances - 372 -
Debtors (excluding VAT) - 144 -
Financial liabilities
Creditors (excluding PAYE) - - (849)
Net assets of the Fund 301,140 6,411 (849)

48



Environment Agency
Pension Fund

31 March 2019 Financial assets Financial assets Financial liabilities
and liabilities held at amortised held at amortised
designated at fair cost cost
value through profit
and loss

£000 £000 £000

Financial assets
Index linked gilts 273,813 - -
Cash deposits and instruments 19,888 939 -
Other investment balances - 349 -
Debtors (excluding VAT) - 97 -

Financial liabilities
Creditors (excluding PAYE) - - (563)
Net assets of the Fund 293,701 1,385 (563)
b) Net gains and losses on financial assets

2020 2019
£000 £000

Financial assets
Fair value through profit and loss 8,991 14,924
Total change in market value 8,991 14,924

13. Fair value - basis of valu

ation

All other investments are held at fair value in accordance with the requirements of the Code and
IFRS 13. All assets have been valued using fair value fechniques based on the characteristics of each
instrument, with the overall objective of maximising the use of market-based information. There has
been no change in the valuation techniques used during the year. The valuation bases are set out

below.

Description of Valuation | Basis of valuation Observable and Key sensitivities
asset hierarchy unobservable affecting the valuations
inputs provided
Cash deposits Level 1 Closing bid value on Nof required Not required
and instfruments published exchanges
Index linked gilts | Level 2 Market value based Nof required Not required
on current yields
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Fair value hierarchy

The valuation of financial assets and liabilities have been classified into three levels, according fo the
quality and reliability of information used to determine fair values.

Level 1

Where the fair values are derived from unadjusted quoted prices in active markets for identical assets
or liabilities. Comprise quoted equities, quoted bonds and unit trusts.

Level 2

Where quoted market prices are not available, for example where valuation techniques are used to
determine fair value based on observable data.

Level 3

Where at least one input that could have a significant effect on the instrument’s valuation is not
based on observable market data.

Transfers between levels 1 and 2

There has been no fransfers between Level 1 and Level 2 in the year. Any such fransfers between
levels are recognised in the month in which they occur.

The following table provides an analysis of the financial assets and liabilities of the Pension Fund
grouped into Levels 1 to 3 based on the level at which the fair value is observable. Financial assets
and liabilities valued at amortised cost, and those that are not financial instruments, are included in
the total column in order to show that all of the Fund’s assets have been considered and that these
reconcile back to the total net assets of the Fund.

Valuves at 31 March Quoted Using | With significant
2020 market observable unobservable
price inputs inputs

Level 1 Level 2 Level 3 Total

£000 £000 £000 £000

Financial assets
Financial assets at
fair value through 16,975 284,165 - 301,140
profit and loss

Net financial assets

. 16,975 284,165 - 301,140
at fair value
Financial assets held
at amortised cost AL
Financial liabilities
held at amortised (849)
cost
Non-financial
instruments (105)
Total net assets of
the Fund 306,597
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Valuves at 31 March Quoted Using | With significant
2019 market observable unobservable
price inputs inputs

Level 1 Level 2 Level 3 Total

£000 £000 £000 £000

Financial assets
Financial assets at
fair value through 19.888 273,813 - 293,701
profit and loss

Net financial assets

. N 19,888 273,813 - 293,701
at fair value
Financial assets held
at amortised cost 1,385
Financial liabilities
held at amortised (563)
cost
Non-financial
instruments (251)
Total net assets of
the Fund 294,272

14. Nature and extent of risks arising from financial instruments

Risk and risk management

FRS 102 requires the disclosure of information in relation to certain investment risks to which the Fund
is exposed at the end of the reporting period. These risks are set out by FRS 102 as follows:

1. Credit risk: this is the risk that one party to a financial instrument will cause a financial loss for
the other party by failing to discharge an obligafion.

2. Market risk: this is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in market prices. Market risk comprises three types of risk:
currency risk, interest rate risk and other price risk, each of which is further detailed as follows:

e Currency risk: this is the risk that the fair value or future cash flows of a financial asset
will fluctuate because of changes in foreign exchange rates.

e Interest rate risk: this is the risk that the fair value or future cash flows of a financial
asset will fluctuate because of changes in market interest rates.

e Other price risk: this is the risk that the fair value or future cash flows of a financial asset
will fluctuate because of changes in market prices (other than those arising from
interest rate risk or currency risk), whether those changes are caused by factors
specific to the individual financial instrument or its issuer, or factors affecting all similar
financial instruments fraded in the market.

Further information on the Fund's approach to risk management, credit and market risk is set out
below. This does not include AVC investments as these are not considered significant in relation to
the overall investments of the Fund, though the AVC assets are subject to periodic formal review to
ensure ongoing appropriateness. The Fund also held residual unquoted equity holdings as at year-
end, however, these are not included in this report as they are considered immaterial in the context
of the Fund.

With regards to the Closed Fund, the Pensions Committee in conjunction with the Investment sub
Committee is responsible for determining the Fund's investment strategy. The Investment Sub-
Committee has received delegated responsibility to prepare and recommend the investment
strategy to the Pensions Committee and, within the context of the agreed investment strategy, to

51



Environment Agency
Pension Fund

decide on the structure of mandates and their specification, to appoint fund managers, to monitor
the performance of fund managers, and to terminate or alter mandates.

The Fund has exposure to the above risks because of the investments it makes to implement its
investment strategy. The Pensions Committee manages the investment risks within agreed risk limits
which are sef taking info account the Fund’s strategic investment objectives and are monitored in a
Risk Register which includes investment risks. The Pensions Committee, working with its advisors,
regularly monitor investment risks within the Fund.

The investment objectives and risk limits are implemented through the investment management
agreements in place with the Fund’s investment managers and monitored by the Pensions and
Investment Sub Committee through regular reviews of the investment portfolios. The investment
objectives and risk limits of the Scheme are further detailed in the Investment Strategy Statement ('ISS’).

The Fund's assets as at 31 March 2020 and 31 March 2019 for the Closed Fund are detailed in the
table below.

Closed Fund gggg :8;3
UK Index Linked Gilts 284,165 273,813
Cash* 16,975 19,887
Total 301,140 293,700

*Excluding interest receivables and NatWest bank account
Investment Strategy

The Fund’s invested assets are fairly small relative to the value of its prospective liabilities. Working on
the basis that the Guarantor will meet pension payments until the value of the remaining liabilities is
equivalent to the Fund's remaining assets, the investment objective of the Fund is to ensure that in
due course the Fund’s assets will equate to its liabilities in as low a risk manner as possible. From that
point onwards the Fund should be able to meet its pension payments directly.

The Pensions Committee has franslated its objectives into a suitable investment strategy for the Fund.
The investment strategy takes due account of the specific liability profile of the Fund, together with
the planned funding arrangements agreed with the Fund’s Guarantor.

The strategy is consistent with the Pensions Committee’s views on residual asset management on the
appropriate balance between maximising the long-term return on investments and minimising
volatility and risk. The Committee is adopting a low-risk approach by investing in index-linked
government bonds.

The assets comprise:

e a portfolio of index-linked government bonds, infended to broadly reflect an estimate of the
duration of the liabilities the Fund is exposed to;

e cash held at the Fund’s custodian and administrator, sufficient o meet pension payments
until the next grant in aid payment, together with a small reserve; and

1. Credit Risk

The Fund is subject to credit risk because the Fund has cash balances and directly holds UK
government bonds in a segregated account. Credit risk represents the risk that the counterparty fo a
fransaction or a financial insfrument will fail to discharge an obligation and cause the Fund fo incur a
financial loss. In the case of the UK government bonds, credit risk is minimal. Careful credit quality
management by the Fund’s cash managers helps to mitigate this risk in respect of the cash holdings.

The Fund also invests in a pooled investment vehicle through the State Street Liquidity Fund. It is
therefore directly exposed to credit risk arising from this pooled fund investment vehicle and is
indirectly exposed to credif risk arising on the underlying investments held by this same pooled fund
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investment vehicle. Direct credit risk from pooled investment vehicles is mitigated by the underlying
assets of the pooled arrangements being ring-fenced from the pooled manager and the regulatory
environments in which the pooled manager operates.

The State Street Liquidity Fund is rated by credit rating agencies. It seeks to obtain and maintain a
AAA rafing from at least one of the internationally recognised rating agencies — S&P, Moody’s and
Fitch. The Pensions Committee manages and monitors the credit risk arising from its pooled
investment arrangements by considering the nature of the arrangement, the legal structure and

regulatory environment.

To minimise credit risk exposure on cash most of the Fund’s cash is held in money market funds
managed by the Fund’s custodian State Street. These funds are invested across a wide range of
cash instruments and have limited exposure to any individual institution. Furthermore, these monies
are legally separated from EAPF's custodian, which serves to safeguard the investment in the case of
default of the custodian. Assets held in both the Fund’s bank account and custodian accounts are
held in accounts provided by banks that have an investment grade credit rating. The values as at 31
March 2019 and 31 March 2020 are disclosed in the table below.

Fund Balance as at 31 March 2020 Balance as at 31 March 2019
£000 £000

Money Market fund:

State Street 16975 19.888

Bank current account:

National Westminster Bank plc SETS 780

Total 22,870 20,827

Pooled Investment Arrangements
2, Market Risk
a) Currency Risk

Currency risk represents the risk that the fair value of future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rates.

The Fund could be exposed to currency risk on financial instruments that are denominated in any
currency other than the functional currency of the Fund (sterling). The Fund invests in UK government
bonds and the State Street Liquidity Fund. The State Street Liquidity Fund is composed of two sub
funds, denominated in sterling and US dollars respectively. The US dollar sub fund amounted to
c.£0.3min 2019 & 2020. The Fund is therefore is not exposed to material currency risk.

The tables below show the fund structures for each mandate and set out the non-GBP currency
exposures including which proportion of this is hedged back to GBP.

31 March 2020

Manager and fund(s) Pooled / GBP | Non-GBP Non-GBP Implied
Segregated | exposure | exposure exposure unhedged

hedged overseas

back to GBP currency

exposure

| | (%) (%) (%) (Em)
éci’lrfs’s'” -Indexlinked Segregated 100 0 0 0
State Street — Cash Pooled 98.4 1.6 0 0.3
Total 99.9 0.1 0 0.3
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31 March 2019

Manager and fund(s) Pooled / GBP | Non-GBP Non-GBP Implied
Segregated | exposure | exposure exposure unhedged

hedged overseas

back to GBP currency

exposure

| | (%) (%) (%) (Em)
SGO“ESS'n -Index Linked Segregated 100 0 0 0
State Street — Cash Pooled 98.7 1.3 0 0.3
Total 99.9 0.1 0 0.3

a) Interest Rate Risk

The Fund’s principal investments are subject to interest rate risk, defined as the risk that the fair value
of future cash flows of a financial instrument will fluctuate because of changes in market interest
rates. Most of the investment assets of the Fund are exposed to changes in ‘real’ yields. There is a
small exposure to short term interest rates arising from the cash holdings, where changes in interest
rates will change income received from cash.

The Fund maintains an allocation to index linked government bonds. These help to match the
sensitivities of the liabilities to interest rate and inflation movements. Under the Fund'’s investment
strategy, if interest rates fall, the value of these matching assets is expected to rise to help partially
match the increase in actuarial liabilities arising from a fall in the discount rate. Similarly, if interest
rates rise, these matching assets are expected to fall in value, as will the actuarial liabilities because
of an increase in the discount rate.

Interest Rate Sensitivity Analysis

Duration
As at 31 March 2019
18.8

As at 31 March 2020
17.9

Sarasin Index Linked Gilts

a) Other Price Risk

Other price risk arises principally in relation to ‘growth’ assets. However, the Fund does not hold these
types of assets, and is therefore not exposed to “other price risk”.

The following is a summary of the risk exposures by Fund:

Market Risk
Credit Risk Currency Risk Interest Rate | Other Price
Risk Risk
Sarasin Index Linked Gilts v
State Street Cash v v v

Appendix

Following analysis of historical data and expected investment return movement during the financial
year, in consultation with the Fund’s advisers, the Fund has determined that the following movements
in market price risk are reasonably possible for the 2019/20 reporting period.

This gives an overall fund volatility of 7.5% (2019: 7.7% based on assumptions provided by the Fund'’s
investment adviser as at 31 March 2019).
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1 year expected 7% of Fund

VO|CI'|'""Y ("‘/') % 2020 2019
Sarasin Index Linked Gilts 9.4 94.4 93.2
State Street Cash 0.0 5.6 6.8
Total Fund Volatility 7.5 100.0 100.0

The potential price changes disclosed above are broadly consistent with a one-standard deviation
movement in the value of the assets. The sensitivities are consistent with the assumptions contained in
the investment adviser’'s most recent review.

Had the market price of the Fund investments increased or decreased in line with the above, the
change in the net assets available to pay benefits in the market price would have been as follows
(the prior year comparator is shown below):

As at 31 March 2020

As at 31 March 2019

Total net investment assets (£000) 301,512 294,050
Percentage change (%) 7.5 8.5
Value on increase (£000) 324,125 319,044
Value on decrease (£000) 278,899 269,056

15. Funding arrangements

In line with the Local Government Pension Scheme Regulations 2013, the fund's actuary undertakes a
funding valuation every three years for the purpose of sefting the Guarantor’s employer confribution
rates for the forthcoming triennial period. The last such valuation took place as at 31 March 2019. The
next valuation will take place as at 31 March 2022.

The funding policy focuses on ensuring that sufficient assets are available to meet all liabilities as they
fall due for payment. The Fund’s benefits are underwritten by the Department for the Environment,
Food and Rural Affairs (Defra) who have agreed to a funding plan that involves half yearly cash
injections to meet the following 6 months’ expected benefit expenditure.

At the 2019 actuarial valuation, the fund was assessed as 51% funded (31% at the March 2016
valuation). This corresponded to a deficit of £280m (2016 valuation: £492m) at that time.

The level of confribution payable to the fund is not directly determined from the past service deficit
position. Instead a cash flow approach is used where the contributions are paid by Defra on a six
monthly basis depending on expected benefits and expenses payable from the Fund for the
following six months.

The projected payments due from Defra over the three-year period ending 31 March 2023 are
shown in the table below:

Year Projected payments due
£000
2020/21 57.9
2021/22 53.4
2022/23 49.6
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The projected payments allow for expected administration and investment expenses. They include
unfunded pension payments. The valuation of the fund has been undertaken using the projected
accrued benefit method. The principal assumptions were:

Financial assumptions

o Descriptions
Investment return (Discount rate) 1.5 Yield on long term fixed interest Government
bonds
Adjusted Retail Price Inflation (RPI) 3.0 The difference between yields on fixed and

index-linked Government bonds af the
valuation date less 0.3% p.a. in respect of the
inflation risk premium

Pension increases 2.0 CPI (assumed to be 1.0% less than RPI with the
adjustment applied geometrically)

Longevity assumptions

Life expectancy is based on the Fund’s Vita Curves with improvements in line with the CMI 2018
model assuming that the current rate of improvement has reached a peak and will converge to the
long term rate of 0.5% p.a.. Based on these assumptions, the average future life expectancies at age
65 are summarised below:

Pensioners Males Females
Current pensioners 20.1 years 22.6 years
Future pensioners* 19.6 years 23.3 years

* Figures assume members are aged 60 as at 31 March 2019

Commutation assumption

It is assumed that future retirees will take 50% of the maximum additional tax free lump sum up to
HMRC limifs.

16. Actuarial present value of promised retirement benefits (1AS26)

In addition fo the triennial funding valuation, the fund’s actuary also undertakes a valuation of the
Pension Fund liabilities on an IAS19 basis every year using the same base data as the funding
valuation rolled forward to the current financial year, taking account of changes in membership
numbers and updating assumptions to the current year.

In order to assess the value of the benefits on this basis, the actuary has updated the actuarial
assumptions (set out below) from those used for funding purposes (see Note 16). The actuary has also
valued ill health and death benefits in line with IAS19.

The actuarial value of promised retirement benefits at the accounting date, calculated in line with
International Accounting Standard 19 (IAS19) assumptions and considering funding benefits only, is
estimated to be £530m (2019: £586m). This figure is used for statutory accounting purposes by Defra.
The assumptions underlying the figure are set out in Defra’s statutory accounts.

The figure is only prepared for the purposes of IAS19 and has no validity in other circumstances.
In particular, it is not relevant for calculations undertaken for the funding purposes and setting
contributions payable to the Fund.

Assumptions used Year ended 31 March 2020 Aol
Investment return (discount rate) 1.8
Pension increases 2.35
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17. Current assets
2020 2019
£000 £000
Cash at bank * 5,895 939
Debtors
VAT debtor 438 334
Overpaid pensions due to be returned - 97
Due from the Active Pension Fund 144 -
Total 6,477 1,370

* Cash held at the 31 March 2020 is higher than the previous year to ensure funding is in place fo protect payments to
members of the Fund during the current Covid-19 pandemic.

18. Current liabilities
2020 2019
£000 £000
Creditors
Administration and investment expenses 556 481
PAYE 543 585
Benefits payable 124 57
Amount due to Active Fund 169 25
Total 1,392 1,148

Analysis of creditors

£169%k is due to the Environment Agency Active Pension Fund (2019: £25k) in respect of administration
expenses and VAT reclaimed.

£57k is included under benefits payable in respect of members who, after the abolition of Additional
State Pension on 6 April 2016, did not have full indexation applied to their Guaranteed Minimum
Pensions (“GMP") built up in the period 6 April 1978 and 5 April 1988. These arrears were paid to the
members in June 2020 and represent the full amount of backdated benefits due in respect of the
period 6 April 2016 to 30 June 2020.

19. Related party transaction

During the year ended 31 March 2020 there have been the following related party transactions:

e Pensions administration costs of £13%k (2019: £104k) were recharged to the Closed Pension
Fund by the Environment Agency;

e £126kis due from the Environment Agency Active Pension Fund in respect of administration
expenses and VAT reclaimed (2019: £25k due to the Environment Agency Active Pension
Fund). The Active Fund is a sister scheme to the Closed Fund and further details about this
Fund are shown in Annex 4 on page 79;

* One member of the Committee is in receipt of pension benefits from the Closed Fund which is
paid in accordance with the Fund Rules; and

e Benefits payable exclude £6.9m (2019: £8.2m) for historical unfunded pensions liabilities of the
Environment Agency in respect of compensatory added years and water company pension
scheme charges paid via the pension’s administrator. This has been recharged to the
Environment Agency and funded by Grant-In-Aid from Defra.
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20. Contingent liabilities
There are no contingent liabilities as at 31 March 2020 (2019: £nil).

21. Contingent assets

There are no contingent assets as at 31 March 2020 (2019: £nil).

22. Impairment losses

For the year to 31 March 2020 the Fund has recognised an impairment loss of less than £0.1m (2019:
less than £0.1m) for the non-recovery of pensioner death overpayments.

23. IAS10: Authorisation for issue

The Environment Agency Closed Pension Fund annual report and financial statements are laid
before the Houses of Parliament by Defra. In accordance with IAS10 these financial statements have
been authorised for issue by the Accounting Officer on the same date as the Comptroller and Auditor
General's audit certificate.
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The annexes
The annexes included within this report are unaudited.
Annex 1 - Government Funding Agreement

Extract from a letter sent on 15 April 2004 by Paul Boateng (Chief Secretary to the Treasury) to the Rt
Hon Margaret Beckett (Secretary of State for the Environment).

Environment Agency Closed Pension Fund

“Thank you for your letter of 18 March requesting a change in the arrangement agreed in the 2002
spending review for funding the liabilities of the Environment Agency Closed Pension Fund. | am
prepared to agree to the revised arrangements you suggest for the 2004 spending review baseline
year. The funding of the Environment Agency Closed Pension Fund will remain ring-fenced and will
reduce over time in line with the unwinding of the liability”.

Paul Boateng

Extract from a letter sent on 15 July 2004 by the Rt. Hon Margaret Beckeftt (Secretary of State for the
Environment) to Sir John Harman (Chairman of the Environment Agency).

Environment Agency Closed Pension Fund

The Environment Agency Closed Pension Fund is in actuarial deficit. Current valuations indicate that
the assets available will not meet its future liabilities and the Fund will be exhausted by autumn 2006.
Section 173 of the Water Act 1989 gave me the function of providing funding fo enable the liabilities
of the Fund — a public service, final salary, funded pension scheme — fo be met. | propose to exercise
this function through stabilisation of the Fund and annual top up payments from April 2006.

The assets of the Fund should be allowed to run down (rather than be liquidated) and then stabilised
through annual top up payments using section 173 provisions of the Water Act 1989, thus meeting
ongoing liabilities on a pay as you go basis. The Chief Secretary to the Treasury has agreed to this
and that we should retain financial cover sufficient to fund annual costs from 2006/07.

Actuarial valuations indicate that the Fund will fall below the £100m mark — the equivalent of a little
over annual outgoings in the latter half of 2005/06. | therefore propose fo top up the Fund in
April/May 2006 and again in September/October 2006 by a total amount equivalent o its annual
outgoings as determined by actuarial forecasts. This will be repeated in subsequent years, with the
amount proportionate to the actual Fund liabilities.

| confirm that the implementation of these proposals will not either dilute or remove my statutory
funding function under section 173 of the Water Act 1989. The Fund pensioners will not see any
change in how their individual pensions are paid, and they can be certain that their entitlement will
be met. | would therefore commend these arrangements to you, to the Agency’s Pensions
Committee and to the Fund’s members.

Margaret Beckett
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Memorandum of understanding

Between: The Secretary of State for Environment, Food and Rural Affairs of Nobel House, 17 Smith
Square, London SW1P 3JR (‘the Secretary of State’); and

The Environment Agency — Pensions Committee of Rio House, Waterside Drive, Almondsbury, Bristol,
BS32 4UD (‘the Agency’).

Background

(i) The Environment Agency Closed Fund (‘the Closed Fund’) is vested in, and required to be
maintained by, the Environment Agency by regulation 2(1) of the Local Government Pension
Scheme (Environment Agency) Regulations 1996.

(ii) Before 1989, the Water Authorities Superannuation Fund (‘WASF’') served the former Regional
Water Authorities in England and Wales. Under the Water Act 1989 their water supply and
sewerage functions were fransferred fo newly created water companies, together with the
relevant employees. The pension liabilities and assefts in respect of such employees were
fransferred from the WASF to the new water company pension schemes. The pension liabilities
and assets in respect of the remaining employees, and also of the former employees and
pensioners, were fransferred with the WASF to the National Rivers Authority (‘the NRA'), which
set up a pension fund for its own employees (‘the Active Fund’) into which were transferred the
pension liabilities and assets in respect of the said remaining employees.

(i) Following the fransfer of active employed members to both the water company pension
schemes and the Active Fund, the only remaining members of the WASF were deferred and
pensioner members. No further members were admitted to if, so that it became a closed
scheme (‘the Closed Fund’). The Secretary of State and the NRA accepted the possibility that,
in due course, the Closed Fund could have insufficient resources to meet its pension liabilities.
With effect from 1 April 1996 the Agency assumed the functions of the NRA and the Closed
Fund is now known as the Environment Agency Closed Fund.

(iv)  The Closed Fund is maintained for the purposes of Section 7 of the Superannuation Act 1972,
and accordingly the Secretary of State has the function conferred by Section 173 of the Act to
make such payments into the Closed Fund as may be considered appropriate in respect of the
actual and prospective liabilities falling from time to time to be met out of the Closed Fund for
the benefit of its members (‘the Closed Fund members’).

(v)  Asat 31 March 2004, the Closed Fund's FRS 17 valuation indicated that it had a net deficit for
accounting purposes of £826,600,000 and its actuarial valuation indicated that it had a funding
level of 21% which corresponded to a net past service reserve deficit of £880,000,000. The value
of the liability under both valuations is sensitive to future mortality rates, inflation rates, and the
discount rate used.

(vi)  This Memorandum of Understanding sets out the mechanism whereby the Secretary of State
will exercise the function under section 173 of the 1989 Water Act with a view to addressing the
deficit in the Closed Fund.

(vii)  This Memorandum has been agreed between the Secretary of State and the Environment
Agency and the arrangements for funding the Closed Fund have been approved by Her
Maijesty’s Treasury pursuant to that section, as indicated in the letter of 15 April 2004 from the
Chief Secretary to the Secretary of State, subject to the conditions referred to in that letter.

Payments into the Fund

(viii) The Closed Fund's funding level confinues to deteriorate, and on actuarial advice it is assumed
that the value of the assets will reduce to a level of between £50 million and £60 million by
about April 2006. With effect from that date the Secretary of State will ensure that cash
payments are made into the Fund each year totaling an amount equivalent to its total annual
outgoings (defined as total anficipated payments to pensioners, tfransfers out of the Closed
Fund, investment management or other agents’ fees, administration costs, and all other
liabilities or expenses whatsoever, less interest earned on such cash payments made to the
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Environment Agency for the Closed Fund during the year) to be calculated and properly
certified by the Environment Agency in accordance with actuarial advice received.

Such payments will be solely to finance the Closed Fund’s annual outgoings and will be
freated separately from the Environment Agency’s mainstream finances. They will be made
every six months, with the sums to be paid equaling the amount of the Fund’s outgoings for the
previous six months. The first payment intfo the Fund will be made in April 2006. These payments
will continue until the liabilities of the Closed Fund have been met in full. Latest actuarial
projections indicate that this will occur in 2062.

These payments will be in the form of ring-fenced grant-in-aid from the Secretary of State and
will be paid twice each year in April and October through the normal grant-in-aid procedures
to the Environment Agency

The Environment Agency will provide the Secretary of State with a copy of actuarial advice
received and such information as is reasonably required to illustrate how the payments
certified as payable have been calculated. Any assets held in the Closed Fund in excess of the
payments will be retained to protect against minor variations in outgoings until a certificate of
the actuary to the Closed Fund confirms that their retention is unnecessary. A copy of any such
certificate shall be provided by the Environment Agency to the Secretary of State.

Payments made by the Secretary of State into the Closed Fund will be reported in Defra’s
annual accounts together with the Closed Fund’s liability in accordance with FRS 17 (or any
replacement accounting standard).

Payments to pensioners

(i)

Nothing in this Memorandum wiill affect the Environment Agency’s role in the making of
payments from the Closed Fund which are to be made in accordance with the Local
Government Pension Scheme Regulations 1997 (‘LGPS Regulations’).

Control, monitoring and review

(xiv)

(xv)

(xvi)

(xvii)

The Environment Agency will manage the residual assets of the Closed Fund according to the
high standards of financial integrity expected of those responsible for the management of
public assets. The Environment Agency will invest any surplus funds, as required by the Local
Government Pension Scheme (Management and Investment of Funds) Regulations 1998 and in
accordance with the Closed Fund’s Statement of Investment Principles and Funding Strategy
Statement. The Environment Agency'’s procedures and the accounts of the Fund will continue
to be the subject of an annual external audit, and nothing in this Memorandum affects the
need for an actuarial valuation of the Closed Fund as required by the LGPS Regulations.

For monitoring purposes, the Environment Agency will inform the Secretary of State of the
Closed Fund'’s liabilities at the end of each financial year in accordance with FRS 17 (or any
replacement accounting standard).

This information will be used to update provisions in the annual accounts of Defra. Significant
variations from profiled grant-in-aid payments will be fully justified by the Environment Agency.

This Memorandum shall only be amended by the agreement in writing of both the Secretary of
State and the Environment Agency.

Brian Bender
Accounting Officer

Defra

On behalf of the Secretary of State for
Environment, Food and Rural Affairs

Barbara Young

Accounting Officer

Environment Agency

On behalf of the Environment Agency
Date of signature: 17 May 2005
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Annex 2 - Funding Strategy Statement

Introduction

This is the Funding Strategy Statement (FSS) of the Environment Agency Closed Pension Fund (‘the
Fund’), which is administered by the Environment Agency on behalf of the Environment Agency
Pensions Committee (‘the Administering Authority’).

It has been prepared by the Administering Authority in collaboration with the Fund’s actuary, Hymans
Robertson LLP, and after consultation with the Department for the Environment, Food and Rural Affairs
(Defra - 'the Guarantor’) and the Fund’s investment adviser. It is effective from 18 December 2019.

Fund history
The Fund is part of the national Local Government Pension Scheme (LGPS).

The Fund is the vehicle used to pay the pensions and related benefits of certain former employees in
the water industry in England and Wales prior to its privatisation. The Fund was created by the Water
Act 1989 and has always been closed to new entrants and accruals of future service. The Fund'’s
liabilities are statutorily guaranteed by the Department for the Environment, Food and Rural Affairs
under section 173 of the Water Act 1989 and it is unique in this respect in the family of Locall
Government pension funds. The Memorandum of Understanding between the Secretary of State for
Environment, Food and Rural Affairs and the Environment Agency — Pensions Committee sets out the
mechanism whereby the Guarantor makes Grant-in-Aid (GiA) payments to the Fund to cover the cost
of benefits in payment.

The Fund provides a convenient and efficient vehicle to deliver scheme benefits, in particular by:

. Receiving GiA payments and investment income, and
. Paying scheme benefits, transfer values and administration costs.

Profile of liabilities

As at 31 March 2019, the Fund’s membership consisted of 11,763 pensioners and 1,183 deferred
pension members whose benefits have yet to come info payment. The average age of
members in receipt of pensions in payment was around 77 years, and 59 years for deferred
pensioners.

Around 50% of the liabilities are expected to be discharged over the next 6-7 years, but the
remaining liabilities could take a further 40-50 years to come close to being exfinguished. The
final payment from the Fund may not be paid until the end of the 21st century.

The Fund’s assets are expected to be sufficient to meet the outstanding benefit and expense
outgo by 2027, based on a simple projection from the 2019 valuation date.

The discounted mean term of the liabilities — a measurement of duration that can be useful in
matching liabilities to bond durations — was 8.8 years as at 31 March 2019 and will fall only
gradually over time.

As at 31 March 2019, the Fund'’s assets were £294m (£219m at 31 March 2016) and the value
placed on the liabilities (discounted in line with the minimum risk return available on UK
government bonds) was £574m (£711m) resulting in a funding level of 51% (31%) and a deficit
of £280m (£492m). Benefit expenditure flowing out of the Fund is running at around £57m per
annum.
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All these figures exclude the additional ‘unfunded’ pension payments of around £7m per
annum which are paid to Fund members for added years awarded on retirement. The
Administering Authority receives Grant-in-Aid payments covering funded and unfunded benefit
payments.

Regulatory framework
The FSS forms part of a framework which includes:

- the LGPS Regulations;
. the Fund’s Investment Strategy Statement

The FSS has been prepared by the Administering Authority in collaboration with the Fund's actuary,
Richard Warden, and its investment consultant, Paul Potter, both of Hymans Robertson. It has been
consulted on with the Guarantor, Defra.

Reviews of FSS

The FSS applies with effect from 31 March 2020 for lump sum conftributions payable in the Fund’s
financial year 2020/21 and thereafter. The principles documented herein have been used for the
actuarial valuation as at 31 March 2019.

The FSS is reviewed in detail at alongside each triennial valuation. Currently, valuations are
carried out every three years but on 8 May 2019 the Ministry for Housing, Communities and
Local Government (MHCLG) issued a consultation seeking views on (among other things)
proposals to amend the LGPS valuation cycle in England and Wales from a three year
(triennial) valuation cycle to a four year (quadrennial) valuation cycle. The Fund intends to
carry out its next actuarial valuation in 2022 (3 years after the 2019 valuation date) in line with
MHCLG's desired approach in the consultation.

The FSS is a summary of the Fund's approach to funding liabilities. It is not an exhaustive
statement of policy on all issues.

Funding strategy objective

The FSS sets out the objectives of the Fund’s funding strategy, which is to ensure the long-term solvency
of the Fund, using a prudent long term view. This will ensure that sufficient funds are available to meet
all members' /dependants’ benefits as they fall due for payment.

How do | find my way around this document?
We show how the funding strategy is linked with the Fund’s investment strategy.

In the Appendices we cover various issues in more detail:

a) The regulatory background, including how and when the FSS is reviewed
b) Who is responsible for what
c) What issues the Fund needs to monitor, and how it manages its risks

d) The assumptions which the Fund actuary currently makes about the future
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Determining the solvency target and funding position

Reviews of funding position and Guarantor payments

The Fund’s actuary is required by LGPS Regulations to report the funding position (or ‘solvency’) of the
Fund relative to its solvency target at least every three years. Unlike other LGPS funds there is no
requirement to certify contribution rates as the Fund has no contributing employers.

At each valuation the Administering Authority also works with the Fund’s actuary to review the
cash flow position of the Fund and the expected benefit expenditure for the following years.
This is used to forecast the GiA payments required from the Guarantor.

Solvency target

The Fund defines ‘solvency’ to be the ability to meet ongoing benefit expenditure. As at 31
March 2019, the assets held by the Fund were only sufficient to cover 51% of its liabilities (31% in
2016). Without the GiA payments made by the Guarantor, the Fund would expect to be
exhausted by 2025.

The accrued liabilities are the future payments of pensions and lump sums, allowing for annual
increases on pensions in payments in line with Consumer Prices Index (CPI) Inflation. The
valuation allows for future investment returns when calculating the liabilities, which reduces the
value placed on them today.

Ongoing funding basis
The Fund’s actuary agrees the financial and demographic assumptions to be used for each triennial
valuation with the Administering Authority.

The demographic assumptions are infended o be best estimates of future experience in the Fund.
They vary by type of member.

The key financial assumption affecting the projected GiA payments is the rate of CPI inflation which
will determine future benefit increases. This has been taken to be 2.0% p.a. at the 2019 valuation.

In determining the value placed on the liabilities it is also important to use a suitable discount rate. The
Fund is invested almost entirely in index-linked UK government bonds, so the discount rate chosen is
the expected nominal return on these assets as at the valuation date. As at 31 March 2019 this return is
expected to be 1.5% p.a., leading tfo a real assumed return of -0.5% p.a. relative to CPI.
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Funding strategy and links to investment strategy

What is the Fund’s investment strategy?
The Fund has built up assets over the years and continues to receive investment income. All of this
must be invested in a suitable manner, which is the investment strategy.

Investment strategy is set by the administering authority, after faking investment advice. The precise
mix, manager make up and target returns are set out in the Statement of Investment Principles (being
replaced by an Investment Strategy Statement under new LGPS Regulations), which is available to
members.

The investment strategy is set for the long-term, but is reviewed from time to time. Normally a full
review is carried out as part of each actuarial valuation and is kept under review annually between
actuarial valuations to ensure that it remains appropriate to the Fund’s liability profile.

The Fund has a low risk investment strategy, being invested in a portfolio of index-linked UK
government bonds.

What is the link between funding strategy and investment strategy?

The Fund’s funding and investment strategies are inextricably linked. However, the modest value of
assets compared to liabilities and the fact that benefit payments are currently met by GiA payments
from the Guarantor means that the performance of the Fund’s assets will only have a limited effect on
the Fund’s finances for the time being.

How does the funding strategy reflect the Fund'’s investment strategy?

In the opinion of the Fund actuary, the current funding policy is consistent with the current investment
strategy of the Fund. The discount rate assumption is consistent with the Fund’s investment strategy
and is considered to be consistent with the requirement to take a ‘prudent longer-term view' of the
funding of liabilities as required by the UK Government (see Appendix Al).

Does the Fund monitor its overall funding position?
The Administering Authority monitors the benefit expenditure and cash flow position of the Fund on a
regular basis to ensure that there are always sufficient assets to meet the benefit expenditure.

Statutory reporting and comparison to other LGPS Funds

Purpose

Under Section 13(4)(c) of the Public Service Pensions Act 2013 (‘Section 13’), the Government
Actuary's Department must, following each triennial actuarial valuation, report to the Department of
Communities & Local Government (DCLG) on each of the LGPS Funds in England & Wales. This report
will cover whether, for each Fund, the rate of employer contributions are set at an appropriate level to
ensure both the solvency and the long term cost efficiency of the Fund.

However, given the extraordinary nature of the Environment Agency Closed Fund and its funding
through Grant-in-Aid payments from Defra, it is to be excluded from most aspects of the Section 13
analysis.
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Appendix A - Regulatory framework

Al Why does the Fund need an FS$?
The Department for Communities and Local Government (DCLG) has stated that the purpose of the
FSS is:

“to establish a clear and transparent fund-specific strategy which will identify how employers’
pension liabilities are best met going forward; to support the regulatory framework to maintain as
nearly constant employer contribution rates as possible; and

fo take a prudent longer-term view of funding those liabilities.”

These objectives are desirable individually, but may be mutually conflicting.

The requirement fo maintain and publish a FSS is contained in LGPS Regulations which are updated
from time to fime. In publishing the FSS the Administering Authority has to have regard to any
guidance published by the Chartered Institute of Public Finance and Accountancy (CIPFA) (most
recently in 2016) and to its Investment Strategy Statement.

This is the framework within which the Fund’s actuary carries out friennial valuations to set employers’
contributions and provides recommendations to the Administering Authority when other funding
decisions are required, such as when employers join or leave the Fund. The FSS applies to all
employers participating in the Fund.

A2 Does the Administering Authority consult anyone on the FSS?

Yes. This is required by LGPS Regulations. It is covered in more detail by the most recent CIPFA
guidance, which states that the FSS must first be subject to “consultation with such persons as the
authority considers appropriate”, and should include “a meaningful dialogue at officer and Pensions
Committee level with council tax raising authorities and with corresponding representatives of other
participating employers”.

In practice, for the Fund, the consultation process for this FSS was as follows:
a) A draft version of the FSS was issued to Defra on 28 October 2019 for comment;
b) Comments were requested within 30 days;

c) Following the end of the consultation period the FSS was updated where required and then
published on 18 December 209.

A3 How is the FSS published?

The FSS is made available through the following routes:

e Published on our website, at www.eapf.org.uk
e A copy sent by email to Defra
e A full copy included in the annual report and financial statements of the Fund; Copies made

available on request.
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A4 How often is the FSS reviewed?

The FSS is reviewed in detail at least every three years as part of the friennial valuation,
although this may move to every four years in future. This version is expected to remain
unaltered until it is consulted upon as part of the formal process for the next valuation.

It is possible that (usually slight) amendments may be needed within the three year period.
These would be needed to reflect any regulatory changes, or alterations to the way the Fund
operates (e.g. to accommodate a new class of employer). Any such amendments would be
consulted upon as appropriate:

e ftrivial amendments would be simply nofified at the next round of Fund communications,
e other more significant amendments would be subject to full consultation.

In any event, changes to the FSS would need agreement by the Pensions Committee and
would be included in the relevant Committee Meeting minutes.

A5 How does the FSS fit into other Fund documents?

The FSS is a summary of the Fund’s approach to funding liabilities. It is not an exhaustive
statement of policy on allissues, for example there are a number of separate statements
published by the Fund including the Investment Strategy Statement, Governance Strategy
and Communications Strategy. In addition, the Fund publishes an Annual Report and
Accounts with up to date information on the Fund.

These documents can be found on the web at www.eapf.org.uk
Appendix B - Responsibilities of key parties
The efficient and effective operation of the Fund needs various parties to each play their part.

B1 The Administering Authority should: -

1. Operate the Fund as per the LGPS Regulations.
Collect GiA payments, and investment income and other amounts due to the Fund.
Ensure that cash is available to meet benefit payments as and when they fall due.

Pay from the Fund the relevant benefits and entitlements that are due.

o > N

Invest surplus monies (i.e. contributions and other income which are not immediately
needed to pay benefits) in accordance with the Fund's Investment Strategy Statement
(ISS) and LGPS Regulations.

6. Manage the valuation process in consultation with the Fund’s actuary.

7. Provide data and information as required by the Government Actuary’s Department
fo carry out their statutory obligations.

8. Prepare and maintain a FSS and an ISS, after consultation.

9. Notify the Fund’s actuary of material changes which could affect funding (this is
covered in a separate agreement with the actuary).
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. Monitor all aspects of the fund’s performance and funding and amend the FSS and

ISS as necessary and appropriate.

The Fund Actuary should: -

Prepare valuations, including the forecasting of GiA payments. This will involve agreeing
assumptions with the Administering Authority, having regard to the FSS and LGPS Regulations.

Provide data and information as required by the Government Actuary’s Department to carry
out their statutory obligations.

Prepare advice and calculations in connection with bulk transfers and individual benefit
related matters.

Fully reflect actuarial professional guidance and requirements in the advice given fo the
Administering Authority.

Other parties: -
Investment advisers (either internal or external) should ensure the Fund’s ISS remains
appropriate, and consistent with this FSS.

Investment managers, custodians and bankers should all play their part in the effective
investment (and dis-investment) of Fund assets, in line with the ISS.

Auditors should comply with their auditing standards, ensure Fund compliance with all
requirements, monitor and advise on fraud detection, and sign off annual reports and
financial statements as required.

Governance advisers may be appointed to advise the Administering Authority on efficient
processes and working methods in managing the Fund.

Legal advisers (either internal or external) should ensure the Fund’s operation and
management remains fully compliant with all regulations and broader local government
requirements, including the Administering Authority’s own procedures.

MHCLG (assisted by the Government Actuary’s Department) and the Scheme Advisory
Board, should work with LGPS Funds to meet Section 13 requirements.

The Guarantor (the Department for the Environment, Food and Rural Affairs) should make the
Grant-in-Aid payments agreed with the Administering Authority to meet the cost of benefits.
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Appendix C - Key risks and controls
C1 Types of risk

The Administering Authority has an active risk management programme in place. The measures that it
has in place to confrol key risks are summarised below under the following headings:

e Financial
e Demographic
e Regulatory
e Governance
C2 Financial risks
Summary of Control Mechanisms
Price inflatfion significantly more than The focus of the actuarial valuation process is on real
anticipated. returns on assets, net of price increases.

Inter-valuation monitoring, as above, gives early
warning.

Investment in index-linked bonds also helps to mitigate
this risk.

The Fund holds liquid assets that can be used to pay
benefits if GIA payments are inadequate in any given
year.

Effect of possible asset underperformance | The EAPF has a comprehensive approach to managing
as aresult of climate change this risk outlined in its Policy to Address the Risks of
Climate Change.

C3 Demographic risks

Risk Summary of Control Mechanisms

Pensioners living longer, thus increasing cost Set mortality assumptions with some allowance for
fo Fund. future increases in life expectancy.

The Fund Actuary has direct access to the experience
of over 50 LGPS funds which allows early identification
of changes in life expectancy that might in turn affect
the assumptions underpinning the valuation.
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C4 Regulatory risks

Summary of Control Mechanisms

Changes to national pension requirements | The Administering Authority considers alll

and/or HMRC rules e.g. changes arising consultation papers issued by the Government
from public sector pensions reform. and comments where appropriate.

C5 Governance risks
Risk Summary of Control Mechanisms
Actuarial or investment advice is not The Administering Authority maintains close contact
sought, oris not heeded, or proves to be with its specialist advisers.

insufficient in some way.
Advice is delivered via formal meetings involving
Pensions Committee members, and recorded
appropriately.

Actuarial advice is subject to professional requirements
such as peer review.

Appendix D - Actuarial assumptions
D1 What are the actuarial assumptions?

These are expectations of future experience used to place a value on future benefit payments (the
liabilities). Assumptions are made about the amount of benefit payable to members (the financial
assumptions) and the likelihood or timing of payments (the demographic assumptions). For example,
financial assumptions include investment returns and pension increases; demographic assumptions
include life expectancy and proportions of member deaths giving rise to dependants’ benefits.

Changes in assumptions will affect the measured funding target. However, different assumptions will
not of course affect the actual benefits payable by the Fund in future.

The combination of all assumptions is described as the ‘basis’. A more optimistic basis might involve
higher assumed investment refurns (discount rate), or lower assumed pension increases or life
expectancy; a more opfimistic basis will give lower funding targets and lower GiA projections. A more
prudent basis will give higher funding targets and higher GiA projections.

D2 What assumptions are made in the Fund’s standard basis?

q) Pension increases

The key financial assumption in determining GiA requirements is the assumed rate of pension
increases. Since 2011 the consumer prices index (CPl), rather than the retail prices index (RPI), has
been the basis for increases to public sector pensions in deferment and in payment. Note that the
basis of such increases is set by the Government, and is not under the control of the Fund or any
employers.
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As at the previous valuation, we derived our assumption for RPI from market data as the
difference between the yield on long-dated fixed interest and index-linked government bonds.
An inflation risk premium was then applied to the market-implied RPI, by means of a 0.3%
deduction to allow for market distortions. This is then reduced to arrive at the CPI assumption, to
allow for the 'formula effect* of the difference between RPI and CPI. Af this valuation, we have
continued to use a reduction of 1.0% per annum. (Nofe that the reduction is applied in a
geometric, not arithmetic, basis).

b) Investment return / discount rate

The anficipated return on the Fund'’s investments is a key assumption in determining the funding
position, but has no influence on the projected GiA payments required. This ‘discount rate’
assumption is set equal to the market-implied return on long-dated UK government bonds, reflecting
the Fund’s low-risk investment strategy.

c) Life expectancy

The demographic assumptions are infended to be best estimates of future experience in the Fund
based on past experience of LGPS funds which participate in Club Vita, the longevity analytics service
used by the Fund, and endorsed by the actuary.

The longevity assumptions that have been adopted at this valuation are a bespoke set of
‘VitaCurves’, produced by the Club Vita's detailed analysis, which are specifically tailored to fit the
membership profile of the Fund. These curves are based on the data provided by the Fund for the
purposes of this valuation.

Allowance has been made in the ongoing valuation basis for future improvements in line with
the 2018 version of the Continuous Mortality Investigation model published by the Actuarial
Profession and a 0.5% per annum minimum underpin to future reductions in mortality rates. This
updated allowance for future improvements will generally result in lower life expectancy
assumptions and hence a reduced funding target (all other things being equal) when
compared against assumptions made at the 2016 valuation.

The combined effect of the above changes from the 2016 valuation approach, is to reduce life
expectancy slightly (by around 0.1-0.2 years), which reduces the funding target and GiA
projections (all other things being equal). The approach taken is considered reasonable in light
of the long term nature of the Fund and the assumed level of security underpinning members’
benefits.

Approved by the Pensions Commifttee on 18 December 2019 and will be reviewed in 2022.
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Annex 3 - Investment Strategy Statement

Introduction

The Environment Agency Closed Pension Fund (the Fund or ‘EAPF’) is a closed, final salary
(defined benefit) pension scheme with around 13,000 members at 31 March 2019 and assets of
approximately £323m as 30 September 2019. Full details of the Environment Agency Pension
Funds and our activities can be found on www.eapf.org.uk.

This Investment Strategy Statement (ISS) sets out the principles and strategy that govern our
process for investing the assets of the Fund as required by Regulation 7 of The Local
Government Pension Scheme (Management and Investment of Funds) Regulations 2016. This
Statement was approved by the Environment Agency Pensions Committee on 25t March 2020,
which acts on the delegated authority of the Environment Agency's Board, after receiving
input and advice from ifs investment staff, investment consultants, independent investment
adviser and consulting actuary.

We will refer to this Statement when making investment decisions to ensure they are consistent
with our investment principles and strategy. As set out in the regulations, the Pensions
Committee will review the Statement from time to fime, but at least every three years following
the triennial valuation of the Fund.

The Closed fund is governed and managed by the same Pensions Committee and officers as the
Environment Agency Active Pension Fund. Although the circumstances of the Closed Fund are always
taken account of whenever appropriate, on certain matters both Funds are considered together (‘the
combined EAPF’). The Statement should be read and will be implemented in conjunction with the
Fund’s Governance Policy, Funding Strategy Statement, Responsible Investment Policy and Global
Stewardship Statement. These provide and state our more detailed requirements and supplementary
guidance on these specific topics as appropriate.

Fund governance: Investiment

Our Governance Policy sets out how the Fund is governed and the role of the Pensions
Committee; Pension Board; Investment Sub-Committee; and Environment Agency officers on
investment matters. The Environment Agency Board appoints the Pensions Committee and
Pension Board, and delegates’ responsibility for compliance with legislation and best practice,
overall strategic asset allocation, investment policy, budgets and the appointment of fund
managers and investment advisers. The Environment Agency Board approves the Annual
Report and Financial Statements of the Fund, which includes the policies under which the Fund
is governed.

The Investment Sub-Committee normally consists of seven representatives of the Pensions

Committee and receives input and advice from professional investment officers, specialist
investment consultants, an independent investment adviser, the Fund actuary, and other

professional advisers as required.

The Investment Sub-Committee has received delegated responsibility to prepare and
recommend the investment strategy fo the Pensions Committee and, within the context of the
agreed investment strategy, to decide on the structure of mandates and their specification, fo
appoint fund managers, to monitor the performance of fund managers, and to terminate or
alter mandates.

We have appointed a performance measurer independent of the fund managers to calculate
risk and return measures for each manager and the Fund overall. We have also appointed a
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global custodian who is responsible for the safe-keeping of the directly-held assets of the Fund
and who works in close liaison with each fund manager. State Street fulfils both of these functions.

The Fund’s actuary is responsible for performing a formal valuation of the Fund every three
years in order to assess the extent to which the assets cover accrued liabilities and to inform the
development of an appropriate Funding Strategy Statement. The Funding Strategy takes
account of, and informs the development of, our investment strategy and this ISS.

In all matters, our fiduciary obligations to Fund members are paramount, and neither the Fund’s
committees nor the Fund’s officers would take any action which would be in conflict with these
obligations. Similarly, fund managers are required to invest in the best interest of the Fund.

High Level Investment Principles

Working with our partners in the Brunel Pension Partnership, we have agreed a set of investment
principles with the intentfion that they provide a framework for the investment strategy,
operations, manager selection, monitoring and reporting. The principles are also designed to
meet the Department for Communities and Local Government’s Local Government Pension
Scheme: Investment Reform Criteria and Guidance and the requirements and expectations of
Financial Conduct Authority. They can be applied to all asset classes, although the detail of
operation will vary by asset class.

The principles do not impose any restrictions on type, nature of companies or assets held within the
portfolios. The principles do place an expectation that recognised best practice standards in
governance, risk management, stewardship and value for money will be delivered.

Long term investors We are long-term investors: we implement our funds investment
strategies that require productive assets that contribute to
economic activity, such as equities, bonds and real assets. This
may include the delegated responsibility to provide sustainable
and sufficient return on their assets.

Responsible investors We are responsible investors: we believe that in the long term
we will generate better financial returns by investing in
companies and assets that demonstrate they contribute to the
long term sustainable success of the global economy and
society.

Best practice governance We adopt best practice collective governance with
appropriate oversight, prioritisation, delegation and decision-
making atf the right level, and clear accountability.

Decisions informed through We make our informed decisions based on extensive expertise

experts and knowledgeable including frained and insightful operations’ governance

officers and committee members, experienced and professional officers and high
quality, knowledgeable advisors.

Evidence and research at heart We take an evidence and research-based approach to

of investments investment: continually learning and reappraising from

academic research, investment professionals, and our peers,
and seek continual development in our understanding of
investment.

Leadership and innovation We are prepared to be innovative and demonstrate thought
leadership in collective investment, within the requirement of
prudence and our joint fiduciary duty.
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We will seek right risk for right return. We will make our collective
investments work as hard as possible to meet our funds’
objectives: we will provide the right structure of Portfolios and
managers within asset classes. While we take account of market
and economic levels in our decision-making, we will avoid
making decisions on purely a short-term basis.

We will be comprehensive in our consideration of our funds’ risks
assessed on their liabilities and contributions; consider financial
and non-financial risk as appropriate; offer a pooled structure to
accommodate the need to diversify risk, but also recognise the
limits of that diversification — as long term investors we accept
that our investment success depends substantially on the
sustainable growth of the economy.

We will enable our funds' to exercise responsible stewardship of
the assets they hold, and act as a collective responsible voice in
the broader investment community.

We will seek the most cost-effective solutions to achieving our
funds' objectives and implementing these principles
collectively: we recognise the impact of costs on the Funds, but
we are prepared to pay for active management and other
services when we believe that the costs incurred are likely to be
justified by the benefits. We will seek to gain leverage from our
collective status through reduction in fees and avoidance of
cost through increased resilience and sharing our peoples’
strengths, knowledge and expertise.

We believe in the importance of being fransparent and
accountable, to ensure correct decisions are taken and to
minimise risk. This applies both in our own operations, those we
work with, and our investments.

We will collaborate with others whenever possible, to share
ideas and best practice; to improve effectiveness and to
minimise costs.

We are long term investors who aim to deliver a truly sustainable Pension Fund; ensuring that it is
affordable; delivers financially fo meet the objectives of our scheme employers; and is invested
responsibly. We seek to be a leading responsible investor.

Being responsible investors to EAPF is to;

e Consider a wide range of issues e.g. environmental or social impacts and what financial
impact they could have both in the short and long ferm.

e Look to work with and influence others.

e Act as good owners of the companies, assets and funds in which we invest.

e Operatein an open and fransparent way.
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Our fiduciary duty is fo act in the best long-term interests of our members. To do so properly requires us
to recognise that environmental, social and governance issues can positively and negatively impact on
the Fund's financial performance and that they should be taken into account in our funding and
investment strategies, and throughout the funding and investment decision-making process. Full
details are contained in our Responsible Investment Policy, and other associated policies, notably our
Policy to Address the Impacts of Climate Change. Both the Brunel Pension Partnership and the Fund'’s
underlying investment managers are expected to comply with these policies when implementing the
mandates on our behalf.

The Brunel Pension Partnership Investment Principles clearly articulate our commitment, and that of
each Fund in the Partnership and its operator (Brunel Ltd), to be responsible investors and as such
recognise that social, environment and corporate governance considerations are part of the
processes in the selection, non-selection, retention and realisation of assets. One of the potential
principal benefits, outlined in the Brunel Pension Partnership business case, achieved through scale
and resources arising from pooling is the improved implementation of responsible investment and
stewardship.

Every portfolio, in every asset class, under the Brunel Pension Partnership, explicitly includes responsible
investment and an assessment of how social, environment and corporate governance considerations
may present financial risks to the delivery of the portfolio objectives. The approach undertaken will
vary in order to be the most effective in mitigating risks and enhancing shareholder value in relation to
each portfolio and its objectives. Brunel Pension Partnership has published a Responsible Investment
Policy Statement which lays out our common approach in more detail. More information is on the
Brunel website.

Both our Pensions Committee and Pension Board have member representatives who actively engage
with beneficiaries and other stakeholders to ensure the fund is aware and can respond effectively to
all member concerns. We also actively use our website, newsletters and member webinars to engage
directly. We also respond, tfrack and report all member and stakeholder enquires as part of standard
quarterly reporting. The fund is accredited with Customer Service Excellence which requires high
standards of stakeholder engagement.

We became the first Local Government Pension Scheme (LGPS) signatory of the UNPRI in July 2006
and Brunel Ltd was the first asset pool in April 2018. The UNPRI is an investor initiative in partnership with
UNEP Finance Initiative and the UN Global Compact. The principles reflect the view that ESG issues
can affect the performance of investment portfolios and therefore must be given appropriate
consideration by investors if they are to fulfil their fiduciary duty. The UN Global Compact asks
companies to embrace, support and enact, within their sphere of influence, a set of core values in the
areas of human rights, labour standards, the environment and anti-corruption.

Investment objectives

This Statement is consistent with the Fund’s funding strategy, which is set out in the Funding Strategy
Statement adopted on 18t December 2019. The Fund’s solvency is guaranteed by the Government,
in the form of the Secretary of State for Environment, Food and Rural Affairs (‘the Guarantor'). The
level of the Guarantor’s contributions is reviewed every six months.

The Fund’s invested assets are fairly small relative to the value of its prospective liabilities. Working on
the basis that the Guarantor will meet pension payments until the value of the remaining liabilities is
equivalent to the Fund’s remaining assets, the investment objective of the Fund is fo ensure that in due
course that the Fund’s assets will equate to its liabilities in as low a risk manner as possible. From that
point onwards the Fund should be able fo meet its pension payments directly.
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The suitability of different types of investment

The Fund may invest in any investment considered appropriate. However, after considering the
exceptional nature of the Fund, specifically the grant in aid provided by Defra, the Government
guarantee underpinning the Fund, and the low risk nature of the investment objective, it is currently
invested in index linked government bonds and cash only. The Committee considers these classes of
investment to be suitable in the circumstances of the Fund. The range of assets we choose to invest in
are always reviewed as part of our investment strategy review process.

Costs are also an important consideration when assessing the suitability of investments. When
considering costs and charges, both transparency and the need to control these are important.
Recurring annual costs and charges are a drag on performance.

Social and sustainable Investments

Social investment can be defined to include a wide spectrum of investment opportunities. The EAPF
definition of social investment is an investment that addresses societal challenges but generates
competitive financial returns. Societal challenges include all issues commonly regarded under social,
environmental or governance headings.

Our wider definition of sustainable investments includes:

a)  Socialinvestments and those with significant revenues involved in energy efficiency, alternative
energy, water and waste treatment, public transport together,

b) property, infrastructure, agriculture or forestry investments with a low carbon or strong
sustainability criteria, and

c) companies (often equities and bonds) with a progressive environmental, social or governance
practices that may enhance investor value.

Asset allocation

The Pensions Committee has franslated its objectives into a suitable investment strategy for the Fund.
The investment strategy takes due account of the specific liability profile of the Fund, together with the
planned funding arrangements agreed with the Fund’s Guarantor.

The strategy is consistent with the Committee’s views on residual asset management on the
appropriate balance between maximising the long-term return on investments and minimising
volatility and risk. The Committee is adopting a low-risk approach by investing in index-linked
government bonds. It is intended that the investment strategy will be reviewed at least every three
years following actuarial valuations of the Fund. Thus the assets comprise:

e a portfolio of index-linked government bonds, infended to broadly reflect an estimate of the
duration of the liabilities the Fund is exposed to;

e cash held at our custodian and administrator, sufficient to meet pension payments unfil the
next grant in aid payment, together with a small reserve; and

e asmall portfolio of legacy unquoted equities — the value of which has been written down to nil
- which is managed internally and is currently being run down.
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Managers and mandates

We have appointed an investment manager (currently Sarasin & Partners LLP), authorised under the
Financial Services and Markets Act 2000 to undertake investment business, o manager the portfolio of
index-linked government bonds. Sarasin & Partners LLP invest the portfolio on a low cost, non-
discretfionary basis. We have, after seeking appropriate investment advice, given the manager
specific directions as to the securities to be held.

Risk

We take the management of risk in our investments very seriously. However, because of the low risk
nature of our investment approach the investment risks are considered low. The bonds are
guaranteed by the UK Government and the returns are fixed in real (after inflation) terms. The current
value of the bonds can change as long term real interest rates move, but this will be closely correlated
tfo movements in the Fund'’s liabilities. There may be some mismatch between our assets and the
liabilities these assets are infended to match but this is kept under review.

We provide a practical constraint on the Fund'’s investments deviating from the infended approach
by specifying the particular bonds to be held.

The Fund is exposed to a number of other risks which pose a threat to the Fund meeting its objectives,
such as changing demographics and custody and counterparty risk. The Committee keeps mortality
and other demographic assumptions, which could influence the cost of benefits, under review. In
addition, the Committee has a process of regular scrutiny and audit of providers to the Fund.

We believe that climate change presents a systemic risk o the ecological, societal and financial
stability of every economy and country on the planet, with the potential fo impact our members,
employers and all our holdings in the portfolio. As such, climate change is potentially along term
material risk for the Fund, and which could impact our members, and employers. Our Policy to
Address the Impact of Climate change and the dedicated area of our website provide further details
with regard to how we take the climate related financials risks info account. However, the scope to
implement this within the Closed Fund is limited.

Liquidity and the realisation of investments

The Fund's investments are in UK government bonds that are widely traded and liquid, and may be
realised quickly if required.

Stewardship and the exercise of our rights as owners

As the Fund invests in index linked government bonds there are no voting rights or issues of stewardship
matters to consider. Similarly, social, environment and governance considerations are of limited
relevance.

Collaboration

The combined EAPF actively engage in collaboration with other pension funds, investors, asset
managers, advisers, industry bodies and associated organisations to share best practice, improve
efficiencies, promote product development and save money. We actively participate in the Cross-
Pool Group and its subgroups, of which we lead the sub-group on responsible investment, to be
resource efficient and share best practice.
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The Cross Pool (RI) Group’s purpose is to provide practical support and tools to assist nominated leads
to co-ordinate the implementation of the consideration of Rl (including ESG integration and
stewardship), risks and communications for the pool and the Funds within each pool, whilst recognising
the diversity in the approaches by Funds and pools.

To deliver our Responsible Investment policies we work closely with organisations including the UNPRI,
IGCC (institutional Investors Group on Climate Change), UKSIF (UK Sustainable Investment and
Finance Association), and the CDP (Carbon Disclosure Project). We also share our understanding and
experience through speaking at investment industry events and publishing articles on-line.

The Environment Agency Active Pension Fund is active in supporting a number of responsible
investment initiatives:

* The Fund is a signatory to the UK Stewardship code and a member of the 30% Club Investor
group.

e EAPF co-founded the Transition Pathway Initiative (TPI), supports Climate Action 100+ and is
committed to supporting the recommendations of the Taskforce for Climate-related Financial
Disclosure (TCFD).

e We have a focus on plastics with our approach in this area aligned with the Defra ‘A Green
Future' plan and EAPF is pledged to the UN initiative on Ocean plastics #CleanSeas.

Implementation: Approach to Asset Pooling

We have worked with nine other Administering Authorities to implement the UK Government’s
requirement to pool the management and investment of our assets with other LGPS Funds, and have
established the Brunel Pension Partnership and its operator, Brunel Pension Partnership Ltd. (Brunel Ltd).
Brunel Ltd was launched on 18 July 2017 as a new company wholly owned by the ten Administering
Authorities (including the EAPF) and obtained authorisation from the Financial Conduct Authority
(FCA) in March 2018 to act as an investment manager and an investment advisor.

The arrangements for asset pooling for the Brunel Pension Partnership pool have been formulated to
meet the requirements of the Local Government Pension Scheme (Management and Investment of
Funds) Regulations 2016 and Government guidance. Importantly, Brunel Ltd has met the
Government’s requirement for the pool to become operational from April 2018 and the transition of
assets to start.

Investment assets are expected to be transitioned across from our existing investment managers to the
portfolios managed by Brunel Ltd between July 2018 and March 2021 in accordance with a timetable
that has been agreed across the partnership.

Until such time as transitions take place, we will continue to maintain the relatfionship with our current
investment managers and oversee their investment performance, working in partnership with Brunel
Ltd where appropriate.

The EAPF, through the Pensions Committee, retains the responsibility for sefting the detailed Strategic
Asset Allocation for the Fund and allocating investment assets to the portfolios provided by Brunel Ltd.
We are also able to suggest new portfolios to Brunel Ltd and engage with Brunel Ltd on the structure
and nature of existing portfolios.

Brunel Ltd will be responsible for implementing the detailed Strategic Asset Allocations of its ten Client
Funds by providing and implementing a suitable range of outcome focused investment 'portfolios*.
In particular, it will research and select the professional external investment managers responsible for
making the day to day investment decisions at the portfolios. In some cases, a portfolio will have a
single external manager who provides the fund structure for a portfolio. In other cases, Brunel Ltd will
adllocate to a number of different externally managed funds. For active equities Brunel Ltd has
sponsored the creation of an authorised contractual scheme (ACS), in conjunction with an external
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fund operator, as this structure in these markets offers significant cost and tax benefits. Brunel Ltd is the
investment manager of the ACS and as above will delegate to its chosen sub managers.

The EAPF is a client of Brunel Ltd and as a client will have the right to expect certain standards and
quality of service. A detailed service agreement has been agreed which sets out the duties and
responsibilities of Brunel Itd, and our rights as a client. It includes a duty of care of Brunel Ltd to act in ifs
clients’ interests.

The governance of the Brunel Pension Partnership is of utmost important to us to ensure our assets are
invested well and our needs and those of our beneficiaries are met. Governance conftrols exist at
several levels within the partnership.

e Asshareholders in Brunel Ltd we entered into a shareholder agreement with the company and
the other shareholders. This gives us considerable control over Brunel Ltd — several matters,
including significant changes to the operating model, are reserved matters requiring the
consent of all shareholders.

e An Oversight Board, made up of representatives from each of the Administering Authorities
and two Fund member representatives, has been established. Acting for the Administering
Authorities, it has a primary monitoring and oversight function. Meeting quarterly, it can request
papers from Brunel Ltd or interrogate its management. However, it cannot take decisions
requiring shareholder approval, which will be remitted back to each Administering Authority
individually.

e The Oversight Board is supported by the Client Group, comprised primarily of pension
investment officers drawn from each of the Administering Authorities, but also drawing on
finance and legal officers from time fo fime. It will have a leading role in reviewing the
implementation of pooling by Brunel Ltd, and provide a forum for discussing technical and
practical matters, confirming priorities, and resolving differences. It will be responsible for
providing practical support to enable the Oversight Board to fulfil its monitoring and oversight
function.

e Aseparate level of governance is provided by the Board of Directors at Brunel Ltd, which are
appointed by ourselves and the other shareholders. It comprises four highly experienced and
independent Non-Executive directors, chaired by Denise Le Gal and four Executive directors.

e Finally, as an authorised firm, Brunel Ltd has to meet the extensive requirements of the Financial
Conduct Authority, with cover areas such as fraining and competency, policy and process
documents, and internal controls.

Following the completion of the transition plan outlined above, it is envisaged that all of our assets will
be invested through Brunel Ltd. However, the Fund has certain commitments fo long term illiquid
investment funds which will take longer to transition across to the new portfolios to be set up by Brunel
Ltd These assetfs are expected to be managed in partnership with Brunel Ltd until such time as they are
liguidated, and capital is refurned.

Statement of compliance with the Myners Principles
We fully comply with Lord Myners’ six principles codifying a model of best practice in pension fund
governance, investment decision making and disclosure. Evidence is contained within the documents

referenced in our Annual Report and Financial Statements and on our website at www.eapf.org.uk

Approved by the Pensions Committee on 25 March 2020.
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Annex 4 - Communications Policy Statement
Introduction

The Environment Agency Pension Fund (EAPF) is part of the Local Government Pension Scheme
(LGPS). The Active Fund has three employers — the Environment Agency (EA), Natural Resources Wales
(NRW) and Shared Services Connected Limited (SSCL).

The Active Fund is open to all members of the Environment Agency and to those employees of NRW
and SSCL who transferred from the EA on their relevant vesting day. It has 11,482 confributing
members, 8,031 deferred members and 7,212 pensioners.

The Closed Fund exists solely for the purpose of paying pensions and related benefits of a group of
former employees in the water industry in England and Wales who did not tfransfer to one of the
Privatised Water Companies’ schemes in 1989. It has no contributing members, 997 deferred members
and 11,182 pensioners. This Communications Policy Statement is effective from 17 June 2019.

We have an agreed strategy for implementing a move to more electronic communication which
continues to evolve. These developments are reflected in this policy statement. In particular we have
developed our website www.eapf.org.uk to provide a_knowledge centre for members. Further
information with details of any employer related aspects of pensions such as polices on conftributions,
the use of discretions etc can be found on our Fund employer’s respective intranets.

Any enquiries in relation to this Communication Policy Statement should be sent to:

Pensions Engagement Specialist
Horizon House
Deanery Road
Bristol, BS1 5AH

Email: info@eapf.org.uk
Tel: 0203 025 4329

Objectives

We have identified a number of key objectives relating fo how we communicate with our
stakeholders, and these are:

e Communicate in a clear, concise manner

e Promote the Scheme as a valuable benefit and provide information so members can make
informed decisions about their benefits

e Provide a service that is valued by all members, responding to their personal circumstances
and supporting them in their decision making process.

e Ensure we use the most appropriate means of communication, taking into account the
different needs of different stakeholders

e Look for efficiencies in delivering communications through greater use of technology and
partnership working

e Regularly evaluate the effectiveness of communications and shape future communications
appropriately

Regulatory framework

With effect from 1 April 2005 regulation 106B of the Local Government Pension Scheme Regulations
1997 (as amended) required that administering authorities “....prepare, maintain and publish a written
statement setfting out their policy concerning communications with members; representatives of
members, prospective members and employing Authorities.
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Regulation 67 of the Local Government Pension Scheme (Administration) Regulations 2007, effective
from 1 April 2008, states:

This regulation applies to the written statement prepared and published by an administering authority
under regulation 106B of the Local Government Pension Scheme Regulations 1997.

The authority;

e Must keep the statement under review.
e Make such revisions as are appropriate following a material change in its policy
e Ifrevisions are made, publish the statement as revised.

The matters are;

e The provision of information and publicity about the Scheme to members, representatives of
members and employing authorities.

e The format, frequency and method of distributing such information or publicity.

e The promotion of the Scheme to prospective members and their employers.

As a provider of an occupational pension scheme, we are also obliged fo satisfy the requirements of
the Occupational Pension Schemes (Disclosure of information) Regulations and other legislation, for
example the Pensions Act 2004. The disclosure requirements are prescriptive, concentrating on time-
scales rather than quality. A summary of our expected time-scales for meeting the various disclosure
of information requirements is set out in the section on performance measurement of this document,
alongside those defined by the Disclosure Regulations.

Communication will always be in accordance with the provisions of Data Protection legislation.

Representation

The EA performs the roles of Administering and Employing Authorities with the Pensions Committee and
Pension Board, supported by the Pension Fund Management team and a variety of external advisors,
taking overall responsibility for Administering Authority functions. The EA’s HR Pensions team performs the
role of Employing Authority. The day-to-day administration of the funds is outsourced to Capita.

The Pensions Committee is a sub-committee of the EA Board with 14 members made up of 4 Board
members, 2 Executive members, 1 NRW Executive member, 5 employee/Trades Union nominees, with 2
member nominees for pensioners and deferred members. The Committee is supplemented by an
Investment Sub Group where specific advice can be provided by Officers, and external advisors. There
are 2 Trade Union nominees on the Investment Sub-Group.

The Pension Board consists of 10 members, and includes members of the Pensions Committee less the 2
Executive Directors members of the Environment Agency and 2 Active Scheme members.

Responsibilities and resources

The EAPF is responsible for the administration of the Fund is carried out by a third party administrator for
the day-to-day administration of the Local Government Pension Scheme (LGPS) on our behalf. Overall
responsibility for communications rests with the Pensions Committee and Pension Board supported by
the Pension Fund Management team, the HR Pensions’ team and third party administrator.

All communications including any web based or electronic material are developed jointly by the

Pension Fund Management team, Technical Consultants and Communications team, with support
from the HR Pensions’ feams.
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One or more of these groups is also responsible for arranging all forums, workshops and meetings
covered within this statement. Either the EAPF or the third party administrator arranges design work
and printfing.

Where appropriate we may use external consultants to assist with the preparation and design or with
the franslation into Welsh of communications.

Our expenditure on our hard copy and electronic communications is inclusive in our administration
confract but we estimate that it currently equates to approximately £3.00 per member.

Communication with key audience groups
Our audience

As an LGPS Administering Authority, we communicate with a number of stakeholders. For the purposes
of this communication policy statement, we are considering our communications with the following
audience groups:

Contributing members

Deferred members

Pensioner members

Prospective members

Employing authorities — HR & Payroll
The EA Board and Executive managers
Pensions Committee members

Pension Board members

Recognised Trades Union representatives
Pensions staff and HR

Fund administrator

How we communicate
General communication

The Fund continues to develop and enhance its communication program which started with the
introduction of an easily recognisable brand and writing style. This was aligned to a restructured
website using rich media (which included the use of calculators, flowcharts and audio and visual
presentations) to help enhance member experience and encourage regular use. The website
continues to be developed to keep up with technology and demands in the digital area.

Both our public facing website and web portal facility, EAPF Online are ‘device enabled’ which
means they allow users to access information on any mobile phone or tablet in an easily readable
format, so our members can look up information or access online tools in their own time.

We continue to engage with members through a number of channels to establish a view on how our
members prefer to communicate and interact with the Fund.

We have infroduced tailored, themed topic webinars and consult with members and Fund employers
on content and infroducing new sessions which are informed through customer surveys and focus
groups.

These sessions are supported by newsletter, a poster campaign, E Shots and promotion through our
Fund employers’ internal communication channels. The EAPF has successfully fransitioned to using
webinars. Members are based nationwide across England & Wales, so it provides an opportunity for
all fo participate, and helps those who are unable to make the fime commitment or can't gef to a
location depending on where they are based.

Infroducing webinars allows us to:

e reach a wider audience nationwide
e remove the need for travel and time out of the office
e deliver more sessions based on demand and more choice
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All topics are recorded and the recorded presentation slides are made available on our website.

Our Communications strategy

As part of our long term strategy, 2019 saw us confinue our move fo digital communications by using
our 5 segmented groups to ensure the way we engage remains relevant and tailored to our different
members.

Our segmented groups are:

Adventure
Protection
Relaxed

Detail and focus
Companionship

The use of segmented ‘E Shots’, ensures we test different imagery, and messaging with our different
groups to establish preferences. We have completed three years of digital campaigns with specific
messages being targeted to the 5 main groups. Each communication has a ‘call to action’ (CTA)
which may be to complete a form, or to click and watch a video etc. We are able to monitor how
many messages are sent, how many are opened and how many complete the CTA, and this
information is then made available in our Communication dashboard.

We monitor the feedback from members carefully, and will continue to collate responses to enable us
to focus our messaging.

Here's an example

We regularly receive questions about the pension scheme and the options available to members to
make the most of the money they are able to invest. At the same time we also receive questions
about the scheme in general. We created a campaign using the analysis done on our segmented
groups so get some key messages and information out targeted at the different kinds of member.
This was done in the form of an email which invited members to identify with one of the people in the
‘case studies’.

There were 4 different members for the reader to identify with. These were written in a way that made
it easy to choose which member the reader identified with. Each member profile directs the reader to
various links including information about what they can do to identify any gaps in their pension,
options for paying more or less in to their pension as well as where they can do some retirement
modelling tor a different retirement dafte.

Our campaign objectives were to:

e Beinclusive and helpful, showing that we act on feedback
e Encourage members o register on the online portal and use the tools available
e Drive members to useful pages on our public website for more information

The campaign was a success and attracted over 1,340 members to the welbsite, 1,100 of which were
new users. Each of these spent an average time of 2:49 minutes engaging with the content and
viewed on average 6.18 pages.

Accessibility

We do not have a policy of automatically franslating our material info community languages. We do
want to communicate with minority communities, so we aim to use plain English for our prinfed and
online materials. We believe this is the most effective way to communicate with people for whom
English is not their first language, but we will arrange translation on request.

Our website is compliant with Shaw Trust’s usability standards.
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To measure the success of our communications with contributing, deferred and pensioner members,
we measure open and click through rates, as well as conversion rates. We also use the following

methods:

Timeliness

We will measure against the following target delivery fimescales:

Communication

Audience

Statutory delivery period

Target delivery period

Scheme short
guide

New joiners to the
LGPS

Within two months of
joining

Within two weeks of joining
the LGPS

E Shot Introduction
tfo the EAPF &
video

New joiners to the
LGPS

Within 2 months of
joining

Within 1T month of joining the
LGPS and on receipt of email
address

Annual estimated
Benefit Statements
as at 31 March

Contributing &
deferred members

31 August each year

31 August each year

Telephone calls

All

Not applicable

90% within 15 seconds

Issue of retirement
benefits (af normal
pension age)

Contributing
members retiring

Within one month of
retirement

On day of retirement - 90%
of estimate if final details not
known. Balance within five
days of receipt of information

Issue of retirement
benefits (early
refirements)

Contributing
members retiring

Within two months of
retirement

On day of retirement - 90%
of estimate if final details not
known. Balance within 5 days
of receipt of information

Issue of deferred Leavers Within two months of Within two months
benefits noftification
Transfers in Joiners & Within three months of Within two months
contributing request
memlbers

Transfers out

Leavers & deferred
members

Within three months of
request

Within two months

Issue of forms i.e.
expression of wish

Contributing &
deferred members

Not applicable

Within five working days

Changes to
scheme rules

Contributing &
deferred &

pensioner members,

Within three months of
the change coming info
effect

Within three months of
change coming intfo effect

amount due

as required
Pension Fund All Within two months of Within two working days
Annual Report and request (once published)
Accounts
Spotlight All Not applicable By 31 December each year
Pensioner payslips Pensioners On change to pension Monthly five days before pay

date
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Quality

We make use of a range of mechanisms to monitor the quality of our communications which include
surveys, focus groups and website activity. All our publications on our website include invitations for
comment on content and offer suggestions for future editions and contact details are provided.

The EAPF are accredited with the Customer Service Excellence ® standard which tests in great depth
those areas that research has indicated are a priority for customers, with particular focus on delivery,
fimeliness, information, professionalism and staff attitude. There is also emphasis placed on
developing customer insight, understanding the user's experience and robust measurement of
service satisfaction.

Results

We will publish an overview of how we are performing within our annual report and financial
statements and in our annual Spotlight which is available on our website. Full details will be reported
regularly fo our Pensions Committee.

We report to our Pension Committee quarterly, and provide a communications update annually.

Protecting member data

The Environment Agency Pension Fund (EAPF) is a Data Confroller under the General Data Protection
Regulations (GDPR). This means we store, hold and manage personal data in line with statutory
requirements to enable us to provide members with pension administration services. To enable us to
carry out our statutory duty, we are required to share information with certain bodies, but will only do
so in limited circumstances.

For more information about how we hold data, who we share it with and what rights our members’

have to request information from the Fund, please read our full privacy policy. We have also
produced a helpful Q&A factsheet.

Review process

We will review our communication policy to ensure it meets audience needs and regulatory
requirements at least every two years. A current version of the policy statement is always available at
www.eapf.org.uk/policies

Paper copies are available on request.

Approved by the Pensions Committee on 30 September 2020 and reviewed annually.
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Enquiries

Any enquiries regarding this Report should be addressed to:

Pension Fund Management
Environment Agency
Horizon House
Deanery Road
BRISTOL
BS1 5AH

Tel: 0203 025 4205
Email: info@eapf.org.uk

Enquiries concerning the Environment Agency Pension Scheme or enfitlement to benefits
should be addressed to:

Environment Agency Pensions Team
Capita
11b Lingfield Point
DARLINGTON
DL1 TAX

Tel: 0800 121 6593
Email: info@eapf.org.uk

The Annual Report and Financial Statements are also available at our website: www.eapf.org.uk

www.gov.uk/official-documents
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