Funding and Investment Risks (Including Accounting & Audit) Heat Map and Summary Appendix 2

3]
(U - - - - -
5 Funding & Investment Risks (includes accounting and audit)
Key
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1 Each risk is represented in the chart by a number in a square.
- The number denotes the risk number on the risk register.
- The location of the square denotes the current risk exposure.
Marginal
The background colour within the square denotes the target risk exposure.

Critical New risks since the last reporting date are denoted with a blue and white border.

An arrow denotes a change in the risk exposure since the previous reporting date, with the
arrow coming from the previous risk exposure.
Catastrophic
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Clwyd Pension Fund - Control Risk Reqister

Funding & Investment Risks (includes accounting and audit)

Objectives extracted from Funding Strategy Statement (06/2021) and Investment Strategy Statement (02/2020):

Achieve and maintain assets equal to 100% of liabilities within the 13 year average timeframe whilst remaining within reasonable risk parameters
Determine employer contribution requirements, whilst recognising the constraints on affordability and strength of employer covenant, with the aim being to maintain as predictable an employer contribution requirement as possible
Recognising the constraints on affordability for employers, aim for sufficient excess investment returns relative to the growth of liabilities
Strike the appropriate balance between long-term consistent investment performance and the funding objectives
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Manage employers’ liabilities effectively through the adoption of employer specific funding objectives

Ensure net cash outgoings can be met as/when required
Minimise unrecoverable debt on employer termination.
Ensure that its future strategy, investment management actions, governance and reporting procedures take full account of longer-term risks and sustainability
Promote acceptance of sustainability principles and work together with others to enhance the Fund’s effectiveness in implementing these

Aim to use the Wales Pensions Partnership as the first choice for investing the Fund’s assets subject to it being able to meet the requirements of the Fund’s investment strategy and objectives (including sustainability requirements), within acceptable longterm costs to deliver the expected benefits and subject to ongoing confidence in the governance of the Partnership.

Risk Strategic Current Current Current Target Target Target Date Not Met Expected Further Action and Next review Last
no: Risk Overview (this will happen) Risk Description (if this happens) objectives at risk impact (see likelihood Risk Internal controls in place Impact (see Likelihood Risk Meets target? Target From Back on owner Risk Manager date Undated
(see key) key) (see key) Status key) (see key) Status 9 Target P
1 - Ensuring appropriately prudent assumptions on an ongoing basis 1. Discussions with
I . . 2 - All controls in relation to other risks apply to this risk Employers to assess
1 Employer contributions are An appropriate funding strategy | F1/F2/F3/F4 Critical Low 3 - Consider employer covenant and reasonable affordability of Critical Very Low Current likelihood 1 too 07/05/2020 | Dec 2021 | affordability as part | Head of CPF | 30/09/2021 | 21/01/2021
unaffordable and/or unstable can not be set /F5 - . . ) .
contributions for each employer as part of the valuation process and high of Interim Valuation
as part of the ongoing risk management framework. review (DF)
1 - Equity Protection
Strategy to be
reviewed regularly
Movements in assets and/or (DF)
liabilities (as described in 3,4,5) in 2 — In conjunction
Funding level reduces, increasin combination, which leadstoa |F1/F2/F3/F4 - . - . . Current impact 1 too high with Risks 3, 4 and 5
2 g% . g ation, wh Critical Low See points within points 3,4 and 5 Marginal Low P 9" 31/03/2016 | Mar 2033 Head of CPF | 30/09/2021 | 09/08/2021
deficit / reducing surplus reduction in funding level and IF5/F7 —overall return
increased contribution outlook will be
requirements in particular considered in light of
COVID-19 (PL)
- See points within
points 3, 4 and 5
: 1 - Use of a diversified portfolio (regularly monitored) e
-Markets perform below actuarial , , . L , e
assumptions 2 - Flightpath in place to exploit these opportunities in appropriate ciéﬁ_ﬁ_;ﬂtﬁﬁﬁg s
_ market conditions TR R
- Fund managers and/or in-house o S
. . - Monthly monitorin In ment Day, FRMG and TAA s e
investments don't meet their 3 - Monthly monitoring at m\éee?itngz tDay G and G “ﬁﬁ;mﬁ%;;; ﬂﬁ%ﬂm__ﬁﬁ;
- Market o ta(:?ﬂ; ties are not 4 - Annual formal reviews of the continued appropriateness of the %ﬁ_ﬁ_;ﬁﬁﬁ%ﬁ;ﬁé %_%;%%%E‘;
. rxet opportu funding/investment strategies by the Pensions Advisory Panel and S B
identified and/or implemented. . -'-'-E-:'-.ﬁ.-':--':ﬂ"ﬁﬁ"" RE
Committee B
- Black swan event e.g. global 5 - On going monitoring of appointed managers (including in house 3.*;_5_%55:::::“;W“:ﬁ::‘;ﬁgggﬂﬁ
Investment targets are not pandemic such as Covid-19 : going g pp g 9 . SRS
achieved therefore materiall - Wales Pension Partnershi F1/F2/F3/F4 investments) managed through regular updates and meetings with §§§5$§§§§§§§ﬁ§§ Eﬁmﬁﬁﬁ*ﬁ?ﬁ Dep. Head of
3 reducing solvenc /increasiny (WPP) does not provide CPF \F/)vith IF7 Critical Low key personnel Critical Low @ L p.CPF 30/09/2021 | 21/01/2021
9 =ncy 9 . P 6 - Officers regularly meet with Fund Managers, attend seminars and gﬁ%@%ﬁéﬂﬁ;ﬁﬁ%ﬁé _._.,ﬁ%_-:_-:ﬂﬁ%_ﬁi
contributions portfolios to deliver the Investment . . B ey
Strategy conferences to continually gain knowledge of Investment HEEEE
opportunities available e
- Internal team do not have . , PP . . I, S
- . 7 - Consideration and understanding of potential Brexit implications. S
sufficient knowledge in order to . . . . SR
challenae the investment 8 - Equiity Protection and Currency Hedging Strategy in place to Egééﬁggﬁ%ﬁ%‘g ﬁﬁ%ﬁ%ﬁgﬁ%
managers c?n the advice given or protect equity gains and potentially reduce volatility of contributions. ééﬁﬁﬁﬁéﬁﬁggi ﬁﬁﬁgﬁﬁéﬁﬁgi
9 © acvice g 9 — Assess impact of Covid-19 on markets and likelihood of e
understand the implications of all - . : . . S
. o achieving required outcomes as part of Interim Valuation review S
investment choices issues on the . , B
fund 10 - Of.fllcers Work.closely Wl.th the WPP to ensure that CPF has the i Eﬁﬁﬁ;ﬁﬁ w;;;;ﬁgﬁﬁ;:‘a
ability to pool its assets in an efficient and effective manner e
1 - LDl strategy in place to control/limit interest and inflation risks.
2 - Use of a diversified portfolio which is regularly monitored.
3 - Monthly monitoring of funding and hedge ratio position versus
targets. 1 - Consider as part
Value of liabilities increase due to . . . 4 - Annual formal reviews of the continued appropriateness of the Current impact 1 too high of Interim Valuation
. . . . Market f rsim ninflation ([F1/F2/F4/F - - . . . . Lo . Dep. H f
4 | market yields/inflation moving out arket :r?(tjoir?terel?s??;?es atio / / I/:7 /FS Critical Low funding/investment strategies by the Pensions Advisory Panel and Marginal Very Low @ Current likelihood 1 too 31/03/2016 | Mar 2033 review (DF) P Cpiad ° 30/09/2021 | 21/01/2021
of line from actuarial assumptions Committee. high
5 - Consideration and understanding of potential Brexit implications.
6 — Consideration and understanding of potential Covid—19
implications.
7 -The level of hedging is being monitored and reported.
1 - Regular monitoring of actual membership experience carried out ?.-_:ﬁﬁ.-.-.-.%%ﬁ.-:ﬁ%% SESTEnE
This may occur if employer by the Fund. R‘-ﬁtwﬁ_ﬁ_ﬁﬁztwﬁ ﬁ%ﬁggﬁ-{ﬁ% 1 - Longevity
Value of liabilities/contributions | Matters (early retirements, pay 2 - Actuarial valuation assumptions based on evidential analysis and %ﬁ%ﬁ;ﬁ%ﬁ%ﬁ Emsiad assumption being
. incr . k lif . i ions with the Fund/employers. . i considered in light of | Dep. H f
5 change due to demographics creases, 50:50 take up), life F1/F2/F5/F7| Marginal Very Low discussions with the Fu d/E.} ployers Marginal Very Low _._._ffff:‘fﬁggg *ﬁﬁ-g--g-éﬁﬁﬁg co §de ed inlight of | Dep. Head o 30/09/2021 | 21/01/2021
: ) . . expectancy and other 3 - Ensure employers made aware of the financial consequences of ol Covid-19 and as part CPF
being out of line with assumptions ) . o S . .
demographic assumptions are out their decisions SEEEEE S of Interim Valuation
of line with assumptions - In the case of early retirements, employers pay capital sums to R"ﬁ@ﬁggﬂﬂﬁ‘;ﬁﬁ ﬁ-.-.ﬁg:_ﬂﬂ::::g_ review (DF)
fund the costs for non-ill health cases. S
1 - Ensuring that Fund concerns are considered by the Pensions
Advisory Panel and Committee as appropriate
2 - Employers and interested parties to be kept informed and impact
Legislation changes such as monitored 1 - Once the Govt
LGPS regulations (e.g. asset 3 - Monitor developments over time, working with investment provide clarity on
Investment and/or funding pooling), progression of Brexit F1/F2/F3/Fa managers, investment advisers, Actuary and other LGPS final remedy, request Dep. Head of
6 objectives and/or strategies are | and other funding and investment I E5/E6 | E7 Marginal Significant 4 - Participation in National consultations and lobbying Marginal Low @ Current likelihood 1 too 31/03/2016 | Mar 2021 | funding for McCloud pbPF 30/09/2021 | 09/08/2021
no longer fit for purpose related requirements - ultimately 5. Costings performed in relation to the potential impact of McCloud high from employers who
this could increase employer on employers. Employers informed as part of the valuation regarding did not make a
costs the potential contribution provision over 2020-23. Major employers provision (DF)
agreed to include McCloud.
6. Fund policies updated to reflect latest flexibility Regulations on
contribution rate reviews and deferred debt arrangements
1 - Cashflow monitoring (including private markets) to ensure S %ﬁﬁféggﬁmﬂ
- Insufficient cash (due to failure in . sufficient funds o . Eha S
managing cash) or only illiquid 2 - Ensuring all payments due are received on time including SEEEEEEa e
assets gvagillable “lon eryter?n this employer contributions (to avoid breaching Regulations) fﬁ_’:ﬁgﬁ%ﬁ;ﬁﬁgﬁ?-.-ﬂﬁ%ﬁ;;ﬁg
o 9 3 - Holding sulfficient liquid assets as part of agreed cashflow e
will likely become a problem and management polic B
would result in unanticipated . anag policy ErnssnE e 1 — Continue with
) 4 - Monitor cashflow requirements to ensure that they have enough o .
|nVeStment COStS . . - :ti-.-.-.-.-.-":::::" w.-.::: .-.-.i-.w.-.-.-.- -.i-.-.w.- OngOIng
. . liquid assets to pay the benefits when needed e - .
- Further risk presented with the o . oot communications with
Insufficient cash or liquid assets to| introduction of exit credits for 5 - Cash management policy is documented to help monitor and Egégﬂtgﬁ?ﬂﬁﬁiﬁ;ﬁﬂﬁﬁﬁ;ﬁ;ﬁﬁ employers to ensure | Dep. Head of
7 d " . F1/F6 Negligible | VeryLow manage cashflow Negligible | VeryLow ) ploy . - 30/09/2021 | 09/08/2021
pay benefits exiting employers in the 2018 . . s they can continue to CPF
. 6 - Assessment of risk of Covid-19 on employers to help understand e L .
Regulations update. the impact that it will have on their ability to pay contributions (i.e b b pay Contributions in
- Covid-19 could also impact on pactt y10 pay cor o EEEEiEs Y light of Covid-19
cash-flow as emplovers ma their covenant) and address any cashflow issues ﬂ%ﬁﬁﬁ%ﬁﬁ% ﬁ-ggtﬁsggﬁ%ﬁgi (DF)
POy Y 7 - Employers have been informed to notify Fund of any significant B
suffer cash-flow problems. . : e
- Private Markets distributions restructuring exercises. e ﬁ&‘&‘ﬁ?;‘._ﬂ.ﬁ:ﬁ:ﬁ:
R 8 - Employers have been informed to notify Fund of potential contract S
could dry up due to liquidity in . . - . . S
markets end dates (incl. changes) in sufficient time to reduce risk of large )
' payments (i.e. through a contribution rate review in advance of the gggﬁ*ﬁ%ﬁ%ﬁ% %Eﬁ%%%ﬁ%
contract end date) R R
1 - Consider profile of Fund employers and assess the strength their 1 - Discussions with
covenant and/or whether there is a quality guarantee in place. Employers to assess
. . . . 2 - When setting terms of new admissions require a guarantee or covenant risk after
Loss of employer income and/or | Employer ceasing to exist with bond analvsis of Dep. Head of
8 |other employers become liable for insufficient funding (bond or F5/F7 Marginal Very Low . . . . . Marginal Unlikely Current likelihood 1 too 31/03/2016 | Dec 2021 Y P- 30/09/2021 | 21/01/2021
. . 3 - Formal consideration of this at each actuarial valuation plus . responses to CPF
their deficits guarantee) . . high
proportionate monitoring of employer strength. covenant data
4 - Identify any deterioration and take action as appropriate through request as and when
discussion with the employer. received (DF)
1 - Implement
Strategic RI
Priorities, including
. analysing the Fund’s
1. Responsible Investment carbon Footorint
(including Climate Change) is not Analvse im zct o,f
properly considered within the CIimai/e ChaE cata
. Fund’s long-term Investment 1. Fund has in place Responsible Investment (RI) Strategy . 9
The Fund's Long term Investment L . . . Strategic level.
Strateqy fails to deliver on its Strategy meaning it is not 2. Rl Policy has 5 Strategic RI Priorities Identify sustainable | Dep. Head of
o - sustainable and does not address , F4, F8, ritica ignifican . as olicy in place ritical ow urrent likelihoo 00 ar :
9 gy tainable and d t add F1,F4, F8,F9 | Critcal | Significant 3. WPP has Rl policy in pl Critical L Current likelihood 1 t 03/02/2020 | Mar 2023 P- 30/09/2021 | 09/08/2021
ambition and objectives as a . . . . . investment CPF
. all areas of being a Responsible 4. Fund has adopted a 2050 Net Zero ambition for its Investment high .
Responsible Investor. Investor Strate opportunities and
. gy- improve disclosure
2. WPP does not provide CPF and reporting (DF)
with the tools to enable 5 Wo?k witr?WPP
implementation of RI policies o énsure the Fund is
able to implement
effectively via the
Pool (DF)
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