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INFORMATION BULLETIN

The following topics have been identified as being of interest to the Committee. Councillors wanting further information on any of the items in this Bulletin are advised to contact Peter Edwards, Corporate Finance Manager by telephone on 01473 264337, or via email peter.edwards@suffolk.gov.uk . 

FTSE EQUITISATION PROGRAMME and MF Global UK

1 The Suffolk Pension Fund used the brokerage services of MF Global UK in relation to a UK equities futures programme that was run in connection with Fund’s currency mandate with Millennium Global, the Fund’s currency manager. The operation of the programme involved MF Global UK in maintaining FTSE 100 futures contracts on behalf of the Fund that are broadly equal to the value of the sums which the Pension Fund has invested in the Millennium Global Alpha Currency Fund.

2 The impact of the programme is to equitise Millennium’s cash-based currency mandate into an equivalent amount of UK equity exposure. This means that the Fund’s allocation to the Millennium mandate (around 3% of the Fund) moved in line with the UK equity market. The operation of the programme ensured that the allocation to UK equities for the Pension Fund as a whole was maintained in line with target allocation as set out in the Fund’s investment strategy.
3 As part of the programme the Pension Fund was required to advance cash to the broker (MF Global UK) in order to meet margin calls in the event of adverse movements in the FTSE 100 index. As at the end of October 2011, the cash deposited with the broker was £4.1 million. In accordance with the terms of the brokerage agreement and FSA rules for client moneys, the broker is required to hold these sums in a segregated client account, which is intended to protect the Fund in the event of any problems with the broker’s own business.
Failure of MF Global Holdings 
4 MF Global Holdings is a large US-based investment management and brokerage firm. MF Global UK Limited is the wholly owned subsidiary of MF Global Europe Limited which in turn is a subsidiary of MF Global Holdings.

5 MF Global Holdings got into financial difficulties in late October, apparently as a result of investments it had made on their own account in European debt. On 31 October 2011, it filed for bankruptcy protection in the United State under the so-called Chapter 11 rules (which provide for an orderly wind up of the firm’s affairs). The accountancy firm KPMG was appointed in the UK as the administrator of MF Global UK Ltd on 31 October.

Suffolk Pension Fund’s position
6 When officers saw reports of problems with MF Global Holdings in the last week of October they consulted with the Pension Fund’s investment advisers, Hymans Robertson LLP. On the advice of Hymans Robertson LLP, MF Global UK were instructed on 28 October to immediately close the futures position and to return all cash following the settlement of the programme to the Pension Fund. The total amount due to the Pension Fund following the closure of the futures contract is £8.4 million. This includes the profit on the closure of the futures contract as well as the cash held by the broker as margin.

7 Following the application of MF Global UK for administration on 31 October, all transactions on behalf of their clients that were in the process of being executed were suspended. As a result, the Pension Fund has not to date received any amounts from the administrators in respect of the sums due to the Fund. 
8 There have been a number of press reports in relation to MF Global’s US‑based operations which suggest that the firm may not have maintained client monies on a fully segregated basis. It is not known whether these reports are accurate. There has been no indication to date whether client monies held by the UK arm of MF Global have been properly maintained in segregated client accounts in accordance with FSA requirements.
9 As the firm is now in administration, KPMG as administrators will need to satisfy themselves of the status of the relevant sums before they are released to the Pension Fund. Therefore, there is likely to be a delay before the amounts due are received by the Pension Fund. Officers are currently liaising with Hymans Robertson LLP and KPMG to obtain more definitive information about the likely timescale for payment.

10 The latest statement about the administration process (as of 15 November) that has been made by KPMG is published on their website at: http://www.kpmg.com/UK/en/IssuesAndInsights/ArticlesPublications/Pages/mf-global-uk-your-questions-answered.aspx . It includes the following information in relation to the likely timescale of the administration process:

“How long will the process to return client monies take?
We are actively working to reconcile holdings and accounts in order to enable assets to be released as soon as practicable, which is one of our formal objectives under the Investment Bank Special Administration Regulations. 

Our investigations to date (which remain ongoing) indicate that the majority of client funds were held at institutions outside of the MF Global Group.  The ultimate return of client assets though will be dependent on the Special Administrator establishing the size of the claims against the segregated and non-segregated asset pools. These will not be finalised until all client risk positions have been liquidated or transferred and all claims against the pools have been validated.

What is the next stage in the administration process?
Creditors will shortly receive formal correspondence from the administrators setting out the process for the return of client assets and client monies. 

We are actively working to reconcile holdings and accounts in order to enable assets to be released as soon as practicable, which is one of our formal objectives under the Investment Bank Special Administration Regulations. “
11 A further report on the progress of the administration process by KPMG will be brought to the next Committee meeting.
Sources of further information

KPMG website: http://www.kpmg.com/UK/en/IssuesAndInsights/ArticlesPublications/Pages/mf-global-uk-your-questions-answered.aspx 
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