Pension Fund Accounts

Basis of Preparation of Pension Fund Accounts
The Statement of Accounts summarises the Fund’s transactions for the 2011 - 2012 financial year and its position as at 31 March 2012.

These accounts have been prepared in accordance with the Code of Practice on Local Authority Accounting in United Kingdom 2011 - 2012, which is based upon International Financial Reporting Standards (IFRS).  The Code also incorporates elements of 2007 SORP “Financial Reports of Pension Schemes”.

The accounts summarise the transactions of the Fund and report on the net assets available to pay pension benefits.  The accounts do not take into account obligations to pay pensions and benefits which fall due after the end of the financial year.  The actuarial present value of promised retirement benefits, valued on an International Accounting Standard (IAS 19) basis, is disclosed in note 39 of Suffolk County Council accounts.
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2010 - 2011

Fund Account

£ million

Notes

£ million

Dealings with members, employers and others directly 

involved in the scheme

Contributions and benefits

Contributions receivable:

From employers

66.474

Normal

2

61.568

3.602

Deficit funding

2

6.200

3.548

Other 

2

3.936

From members

20.404

Normal

2

19.200

Transfers In

7.381

Individual transfers in from other schemes

3.402

Group transfers in from other schemes

0.194

0.036

Other Income

0.023

Benefits payable:

-50.064

Pensions

2

-55.097

-16.390

Commutations of pensions and lump sum retirement benefits

-17.246

-1.961

Lump sum death benefits

-2.219

Payments to and on account of leavers:

-0.002

Refunds of Contributions

-0.007

-12.605

Individual transfers out to other schemes

-4.878

-28.627

Group Transfers out to other Schemes

0.000

-1.624

Administration expenses borne by the scheme

-1.619

-9.828

Net additions / withdrawals (-) from dealings with members

13.457

Returns on investments

Investment income

0.693

Interest from fixed interest securities

0.890

17.937

Dividends from equities

20.522

8.201

Income from pooled investment vehicles

6.679

0.347

Interest on Cash Deposits

0.004

0.186

Other

0.341

-0.511

Taxes on Income

-0.359

73.377

Change in market value of investments:

-4.738

-3.869

Investment management expenses borne by the scheme

-3.973

96.361

Net returns on investments

19.366

86.533

Net increase, or decrease (-), in the fund during the year

32.823

1,436.528

Opening net assets of the scheme

1,523.061

1,523.061

Closing net assets of the scheme

1,555.884

2011 - 2012
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31 March 2011

Net asset statement

£ million

Notes

£ million

Investment assets

Fixed interest securities:

6

22.601

UK government fixed interest securities

23.053

Equities:

340.136

UK companies

330.882

390.029

Overseas companies

376.191

59.518

Private Equity

66.212

0.000

Other Managed Funds

9.338

Pooled Investment Vehicles

75.356

Open ended investment company

83.537

8.679

Unit trusts

15.010

429.485

Unit linked insurance policies

443.687

142.065

Property unit trust

147.155

Derivative Contracts:

32.414

Active Currency 

33.724

47.072

Futures: UK

0.000

Other Investment Balance

2.974

Cash held by broker for Futures Contracts

3,6

0.026

0.000

Cash Backing Open Futures Contracts

6

4.457

6.764

Cash [held by the investment managers]

3,6

6.307

2.182

Margin Variation

3,6

0.049

1,559.275

1,539.628

         

 

Investment liabilites

-4.084

Futures:Overseas

6

-4.457

-0.070

Forward Foreign Exchange Contracts

6

-0.086

-42.986

Cash Backing Open Futures Contracts

3,6

0.000

1,512.135

Total investments 

1,535.085

Current assets 

9.536

Sundry debtors

11

13.292

7.945

Cash Deposits 

12.273

0.234

Cash at Bank

0.374

17.715

25.939

Current liabilities

-6.789

Sundry creditors

11

-5.140

-6.789

-5.140

10.926

Net current assets

20.799

1,523.061

Net assets

1,555.884

               

 



31 March 2012


1. Running the Fund
The Fund is administered by Suffolk County Council and provides retirement benefits for all employees who are members of the Local Government Pension Scheme. Also included in the Fund are employees of all District Councils and some Town Councils in Suffolk, civilian employees of the Suffolk Police Authority and several other organisations. A full list of the organisations can be found in the Funding Strategy Statement on the Suffolk County Council website. Teachers, Fire-fighters and Police officers have their own pension schemes and are not included in the Fund.

2. Membership

The Fund has the following numbers of members and pensioners:
[image: image3.emf]31 March 2011 31 March 2012

18,505                  Members 17,872                 

9,810                    Employee pensioners 10,459                 

1,817                    Dependent pensioners 1,866                   

14,593                  Deferred 15,840                 


Contributions received and benefits paid during the year were as follows: 

[image: image4.wmf]Employers' 

Employees' 

Benefits 

Employers' 

Employees' 

Benefits 

Contributions

Contributions

Paid

Contributions

Contributions

Paid

£ million

£ million

£ million

£ million

£ million

£ million

45.323

12.499

-24.498

Suffolk County Council

40.144

10.987

-27.518

25.837

7.187

-24.756

Other Scheduled and Resolution  Bodies

28.956

7.514

-26.403

2.461

0.721

-0.810

Admitted Bodies

2.604

0.699

-1.176

73.621

20.407

-50.064

Total

71.704

19.200

-55.097

2010-2011

2011-2012


Included within employer contributions of £71.704 million shown in the Fund account and the table above, is an amount for deficit funding of £12.856 million paid within the employers percentage. The deficit funding identified separately on the Fund account of £6.200 million refers to those employers funding their deficit by means of lump sum payments.

Employer contributions are made up of two elements:
a) the estimated cost of future benefits being accrued, the “future service rate”; plus

b) an adjustment for the Funding position of accrued benefits relative to the Fund’s solvency target, “past service adjustment”. If there is a surplus there may be a contribution reduction; if a deficit a contribution addition, with the surplus or deficit spread over an appropriate period.

The Fund’s actuary is required by the regulations to report the Common Contribution Rate
 for all employers collectively at each triennial valuation. It combines items (a) and (b) and is expressed as a percentage of pay. For the purpose of calculating the Common Contribution Rate, the surplus or deficit under (b) has in the past been spread over a period equivalent to the remaining working lifetime of all the employers’ scheme members. The aim is to cover any deficit within 20 years as per the actuarial position on note 4.
The Fund’s actuary is also required to adjust the Common Contribution Rate for circumstances which are deemed “peculiar” to an individual employer
. It is the adjusted contribution rate which employers are actually required to pay. 

In effect, the Common Contribution Rate is a notional amount. Separate future service rates are calculated for each employer together with individual past service adjustments according to employer-specific spreading and phasing periods.

2011 - 2012 is the first year of three, recovering the contribution rates set by the actuary at the 2010 valuation to reflect the future service rate and the past service adjustment.
A full list of employers and their contribution rates are included in the Funding Strategy Statement that is published separately on the Suffolk County Council website.

Pension Fund and Accounts | Suffolk County Council
Scheduled Bodies are organisations as listed in the Local Government Pension Scheme Regulations 1997 (Schedule 2) such as County Councils and Borough/District Councils etc, the employees of which may join the Scheme as a right.
Resolution Bodies are organisations which have the right to join the Scheme if they elect to do so (e.g. a Parish Council). Membership may apply to some or all of its employees. 
3. Managing the Fund
The Fund is invested in line with Local Government Pension Regulations.

The Fund investments are managed by:

· Aberdeen Asset Managers 

· AllianceBernstein Institutional Investments

· BlackRock Investment Management
· Cambridge Research and Innovation Limited

· JP Morgan Asset Management
· Kohlberg Kravis Roberts (From Dec 2011)
· Legal and General Investment Management

· Millennium Global Investments

· MF Global (up to Oct 2011)
· Newton Investment Management

· Pantheon Ventures 
· Partners Group (from Mar 2012)
· Schroders Property Investment Management

· Wilshire Associates
The managers invest within a broad policy agreed by the Pension Fund Committee, who they report to at intervals during the year. The long term nature of the Fund’s liabilities means that capital growth potential and likely income, within acceptable levels of risk, are the main investment considerations. A copy of the Fund’s Statement of Investment Principles can be obtained from the Suffolk County Council website.  
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The following table shows the market value of investments held by each manager at 31 March 2012:
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Percentage 

of Assets

Market Value

Percentage 

of Assets

£ million

%

£ million

%

97.296

6.30%

Aberdeen Asset Managers

106.710

7.00%

167.250

10.83%

AllianceBernstein Institutional Investments

165.261

10.84%

142.321

9.22%

BlackRock Investment Management

140.778

9.24%

0.118

0.01%

Cambridge Research & Innovation Limited

0.064

0.00%

213.069

13.80%

JP Morgan Asset Management

207.517

13.61%

0.000

0.00%

Kohlberg Kravis Roberts

1.232

0.08%

429.486

27.82%

Legal and General Investment Management

443.687

29.11%

45.664

2.96%

Man financials

-

0.00%

32.414

2.10%

Millennium Global Investments

33.724

2.21%

214.117

13.87%

Newton Investment Management

202.046

13.26%

24.611

1.64%

Pantheon Ventures

26.691

1.75%

0.000

0.00%

Partners Group

4.865

0.32%

142.065

9.20%

Schroder Property Investment Management

152.215

9.99%

34.790

2.25%

Wilshire Associates

39.456

2.59%

1,543.201

100.00%

1,524.246

      

 

100.00%

31 March 2011

31 March 2012


The value of the investments held by the managers (£1,524.246 million) reconciles to the Net Asset Statement as follows:
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2011 - 2012

£ million

£ million

1,512.135

Total Investments

1,535.085

     

 

-2.974

Cash held by Broker

-0.026

-6.764

Cash held by investment Manager

-6.307

-2.182

Margin Variation

-0.049

42.986

Cash backing futures contracts

-4.457

1,543.201

Market Value

1,524.246

     

 


Legal and General Investments are invested in its own index pooled funds, of this £187.572 million is invested in currency hedged funds (£206.560 million as at 31 March 2011). Similarly, £83.538 million (78.3%) of Aberdeen investments are in its own pooled Funds (£73.361 million, 75.4% as at 31 March 2011).  The pooled funds are one step removed from direct ownership of the assets. The type of investments shown in the Net Asset Statement, on page 100, includes both equities and pooled fund investments.

At the 31 March 2012 the Derivative contracts shown below were outstanding. The Futures were held by Aberdeen Asset Managers. The Forward exchange contracts were held by Aberdeen Asset Managers, Newton Investment Management and JP Morgan.
The Pension Fund’s investment managers are permitted to use derivatives in the management of their mandates, subject to the restrictions set out in the individual manager’s investment management agreement.

Aberdeen Asset Managers makes use of forward foreign exchange contracts on an unleveraged basis for the purposes of reducing or gaining exposure to currency markets.

Newton Investment Management and JP Morgan make use of currency hedging for the purpose of reducing exchange rate risk in the investments held in their mandates.
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31 March 2012

Economic 

Exposure Value

Economic 

Exposure Value

£ million

Type of Derivative

Expiration

£ million

15.209

Forward foreign exchange contracts 

(over the counter)

Less than 1 Year

23.018

45.428

UK FTSE  (exchange traded)

Less than 1 Year

0.000

1.406

UK Treasury (exchange traded)

Less than 1 Year

0.000

-6.547

Overseas Treasury (exchange traded)

Less than 1 Year

-7.122


	4. Actuarial Position

	
	
	
	
	
	
	
	
	
	

	An actuarial valuation is a type of appraisal which requires making economic and demographic assumptions in order to estimate future liabilities of pensions payable. The assumptions are typically based on a mix of statistical studies and experienced judgements. Hymans Robertson provides the Fund’s actuarial appraisal.

	
	
	
	
	
	
	
	
	
	

	There are three actuarial valuation figures provided below: The first (4.1) is based on information collected at the last formal valuation which was 31 March 2010. The second (4.2) is an interim valuation carried out at 31 March 2012. This is based on assumptions specifically tailored to the Suffolk Pension Fund. Lastly there is the IAS26 (4.3). This is carried out at 31 March 2012, but is based on standardised assumptions set by CIPFA so Pension Funds can be compared.

	
	
	
	
	
	
	
	
	
	

	4.1 Formal Valuation

	
	
	
	
	
	
	
	
	
	

	The last formal three-yearly actuarial valuation was carried out as at 31 March 2010. The valuation report sets out the rates of the employer’s contributions for the three years starting 1 April 2011. The valuation was based on:

	· Meeting the requirements of the Local Government Pension Regulations.

	· 100% Funding of future liabilities for service completed to 31 March 2010.

	· The ‘projected unit method’ of actuarial valuation.

	· Projected investment returns of 6.1% per year, increases in future salaries of 5.3% a year (pay increases of 1.0% in 2010 - 2011 and 2011 - 2012 and 2.0% thereafter plus any allowance for increments) and for pension increases of 3.3% a year.


	The results of the valuation were:

· The actuarial assessment of the value of the Fund’s assets was £1,415 million as at 31 March 2010 (the market value of assets in the accounts of the Pension Fund).

	· The actuarial assessment of the Fund’s liabilities, was £1,721 million at 31 March 2010.

	The valuation showed that the Fund’s assets covered 82% of its liabilities at the valuation date, and the deficit based on the actuarial valuation was £306 million. The actuary has confirmed that the employer’s Common Contribution Rate should be 22.3% of pensionable pay for the three years starting 1 April 2011. The aim is to recover the Pension Fund deficit over a period of twenty years.

	
	
	
	
	
	
	
	
	
	

	4.2 Interim Valuation

	
	
	
	
	
	
	
	
	
	

	An interim valuation was carried out as at 31 March 2012. The valuation was based on the actuary's Navigator report which is based on long term financial assumptions for the Suffolk Fund and contains the following assumptions:

	
	
	
	
	
	
	
	
	
	

	· Projected investment returns of 4.86% per year, increases in future salaries of 4.80% a year and for pension increases of 3.30% a year.

	· The actuarial value of the Fund’s assets was £1,631 million and the liabilities £2,264 million at 31 March 2012.

	
	
	
	
	
	
	
	
	
	

	The valuation showed that the Fund’s assets covered 72.0% of its liabilities at the valuation date and the deficit was £633 million.   

	
	
	
	
	
	
	
	
	
	

	4.3 International Accounting Standard 26 (IAS26)

	
	
	
	
	
	
	
	
	
	

	CIPFA’s Code of Practice on Local Authority Accounting 2011 - 2012 requires administering authorities of the LGPS Funds that prepare Pension Fund accounts to disclose what IAS26 refers to as the actuarial present value of promised retirement benefits. This is similar to the interim valuation but the assumptions used are in line with IAS19 rather than assumptions tailored to the Suffolk Pension Fund.

	
	
	
	
	
	
	
	
	
	

	The following assumptions have been used:

	· Pension increases of 2.5% a year.

	· Increases in future salaries of 4.8% a year.

	· Projected investment returns of 4.8% per year.

	
	
	
	
	
	
	
	
	
	

	The IAS 26 calculation shows that the present value of promised retirement benefits amount to £2,114 million as at the 31 March 2012 (£1,932 million as at 31 March 2011).


5. Accounting Policies

	These accounts have been prepared in accordance with the Code of Practice on Local Authority Accounting in United Kingdom 2011 – 2012, which is based upon International Financial Reporting Standards (IFRS).  The Code also incorporates elements of 2007 SORP ‘Financial Reports of Pension Schemes’.

Expenditure and income are accounted for on an accruals basis with the exception of transfers into and out of the scheme which are accounted for on a cash basis. Acquisition costs of investments are included in the purchase price.

	
	
	
	
	
	
	
	
	
	

	Administration costs are charged to the Pension Fund based on time spent by Suffolk County Council staff.

	
	
	
	
	
	
	
	
	
	

	Investment management expenses are agreed in the respective mandates governing their appointment. Fees are based on the market value of the portfolio under management.

	
	
	
	
	
	
	
	
	
	

	The accounts do not take account of liabilities to pay pensions and other benefits after the year end. The ability to meet these future liabilities is considered by the actuary as part of the valuation.

	
	
	
	
	
	
	
	
	
	

	All investments are valued at their market value at the balance sheet date, as follows;

	· Listed securities and managed Funds are valued at the current bid price on the 31 March.

	· Unit trusts investments are shown at the current market value.

	· Private Equity are valuations as at 31 December 2011 which are compiled in accordance with the guidelines issued by the British Venture Association or equivalent body, adjusted for payments to and received from the equity manager in the period 1 January 2012 to 31 March 2012.

	· Investments held in foreign currencies have been valued on the relevant basis and translated into sterling at the rate on the balance sheet date.

	· Futures are shown at market value which is the total exposure to the stock market that the futures contracts’ effect.

	·  Forward foreign exchange contracts outstanding at year end are stated at fair value, which is determined as the loss or gain that would arise if the outstanding contract was required to be settled on 31 March.

	· For exchange traded derivative contracts which are assets, market value is based on quoted bid prices. 
· For exchange traded derivative contracts which are liabilities, market value is based on quoted offer prices.

	
	
	
	
	
	
	
	
	
	

	All investment income is valued at the balance sheet date, as follows:

	· Investment income is taken into account where dividends have been declared at the end of the financial year. Investment income also includes withholding tax. The amount of irrecoverable withholding tax is disclosed as a separate line item on the face of the Fund account.

	· Income from fixed interest and index linked securities, cash and short-term deposits is accounted for on an accruals basis.

	· Income from other investments is accounted for on an accruals basis.

	· The change in market value of investments during the year comprises all increases and decreases in market value of investments held at any time during the year, including profits and losses realised on sales of investments and unrealised changes in market value.

	
	
	
	
	
	
	
	
	
	

	Cash equivalents are held for the purpose of meeting short-term cash commitments rather than for investment or other purposes. Bank balances and cash held by the Pension Fund at the 31 March are therefore clearly cash equivalent sums. For short term investments there are no strict criteria to follow relating to the nature and maturity of these items. The Pension Fund holds short term investments for the purpose of obtaining a gain or return and its policy is that fixed term deposits of any length should be classed as an investment and not a cash equivalent on the Balance Sheet.


6. Buying and Selling Investments

This is a summary of the investments we bought and sold during the year.
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Opening 

Balance 

01 April 2011

Purchase

Transaction 

costs on 

purchase

Sales

Transaction 

costs on 

sale

Change in 

Market 

Value

 Closing 

Balance 

31 March 

2012

£ million

£ million

£ million

£ million

£ million

£ million

£ million

Quoted 

UK Government Fixed Interest Securities

22.601

14.928

0.000

-18.441

0.000

3.965

23.053

UK Companies

340.136

149.675

0.143

-142.467

0.137

-16.740

330.882

Overseas Companies

390.029

269.106

0.981

-262.330

0.287

-21.882

376.191

Other Managed Funds

0.000

69.434

0.000

-60.460

0.000

0.364

9.338

UK FTSE exchange traded futures

45.666

84.480

0.000

-128.969

0.000

-1.177

0.000

UK Treasury Exchange Traded Futures

1.406

2.218

0.004

-3.744

0.000

0.116

0.000

Overseas Treasury Exchange Traded Futures

-4.084

17.213

0.001

-17.225

0.000

-0.364

-4.457

Derivatives - Currency

32.414

0.000

0.000

0.000

0.000

1.310

33.724

Derivatives - Forward Foreign Exchange contracts

-0.070

344.908

0.000

-344.908

0.000

-0.016

-0.086

Pooled Investment Vehicles

Open ended investment company

75.356

6.646

0.000

-2.535

0.000

4.070

83.537

Unit trusts

8.679

32.380

0.000

-25.494

0.000

-0.555

15.010

Unit linked insurance policies

429.485

28.375

0.000

-37.375

0.000

23.202

443.687

1,341.618

1,019.363

1.129

-1,043.948

0.424

-7.707

1,310.879

Unquoted

Pooled investment vehicle -property unit trust

142.065

20.541

0.000

-18.358

0.000

2.907

147.155

Private Equity

59.518

5.717

0.000

-4.440

0.000

5.417

66.212

201.583

26.258

0.000

-22.798

0.000

8.324

213.367

1,543.201

1,045.621

1.129

-1,066.746

0.424

0.617

1,524.246

Opening 

Balance 

2011-2012

Movement in 

cash 

balance

Change in 

Market 

Value

Closing 

Balance 

2011-2012

£ million

£ million

£ million

£ million

2.182

0.000

-2.133

0.049

Cash Backing Open Futures

-42.986

45.309

2.134

4.457

Cash Held by the Broker for Futures Contracts

2.974

-2.948

0.000

0.026

Cash Held by the investment managers

6.764

4.945

-5.402

6.307

-31.066

47.306

-5.401

10.839

Margin Variation


The pooled investment vehicles are managed by Fund managers registered in the UK.

The change in market value -£4.779 million (£0.622 million less £5.401 million) on the table above is £0.041 million higher than the change in market value on the fund account -£4.738 million. The difference is caused by the exchange rate differences between the Aberdeen futures when they were opened in 2010 - 2011 and when they closed in 2011 - 2012; the further realised loss has been included in the fund account.

7. Holdings above 5% of the Fund
This is a summary of the individual holdings within the Fund which exceed 5% of the total value of the Fund at the balance sheet date.

[image: image9.wmf]Market Value

Percentage of 

Asset Type

Manager

Market Value

Percentage of 

31 March 2011

the Fund

31 March 2012

the Fund

£ million

31 March 2011

£ million

31 March 2012

90.665

5.82%

Corporate Bond Index

Legal and General

95.079

6.19%

87.052

5.59%

North American Index

Legal and General

88.281

5.75%

70.261

4.65%

Global Sterling Credit Fund

Aberdeen

77.941

5.08%

75.193

4.98%

European Equity Index Hedged

Legal and General

77.272

5.03%


This is a summary of individual holdings within the Fund which exceed 5% of any class or type of security at the balance sheet date.
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Market Value 

of Asset Class

Restated 

Market Value 

of Securities

Restated 

Percentage of 

the Asset 

Class

Holdings by Asset Type

Market Value 

of Asset Class

Market Value 

of Securities

Percentage of 

the Asset 

Class

31 March 2011

31 March 2011

31 March 2011

31 March 2012

31 March 2012

31 March 2012

£ million

£ million

%

£ million

£ million

%

1.857

8.22%

Tsy 4 1/4  2036 Bonds 03/36 4.25

4.604

19.97%

N/A

N/A

Tsy 4 1/2  2042 Bonds 12/42 4.5

4.041

17.53%

N/A

N/A

Tsy 4 1/4  2055 Bonds 12/55 4.25

3.514

15.24%

N/A

N/A

Tsy 4  2060 Bonds 01/60 4.

3.384

14.68%

N/A

N/A

Tsy 4 1/4   2046 Bonds 12/46 4.25

3.273

14.20%

3.713

16.43%

Tsy 4 1/4  2039 Bonds 09/39 4.25

2.938

12.74%

8.968

39.68%

Tsy 4 1/4  2049 Bonds 12/49 4.25

1.299

5.64%

3.604

15.94%

Tsy 4 1/2Pct 2042 4.5Pct 07Dec42 Stk Gbp100

N/A

N/A

3.096

13.70%

Tsy 4 1/2Pct 2034 09/34 Fixed 4.5

N/A

N/A

1.363

6.03%

Tsy 4 1/4Pct 2027 4.25Pct Stk 07Dec27

N/A

N/A

22.601

22.601

100.00%

UK Government Fixed Interest Securities

23.053

23.053

100.00%

22.945

6.75%

Royal Dutch Shell PLC

22.799

6.89%

19.821

5.83%

Vodafone Group PLC

21.558

6.52%

17.463

5.13%

HSBC Holdings PLC

18.521

5.60%

N/A

N/A

British American Tobacco

18.331

5.54%

20.353

5.98%

BP PLC 

18.055

5.46%

N/A

N/A

GlaxoSmithKline

17.522

5.30%

18.701

5.50%

Rio Tinto PLC

N/A

N/A

340.136

99.283

29.14%

UK Equities

330.882

116.786

35.30%

7.977

13.40%

Wilshire USA VII

9.022

13.63%

4.949

8.32%

Wilshire Euro VII

6.097

9.21%

4.101

6.89%

Wilshire USA VIII

5.286

7.98%

4.803

8.07%

Wilshire USA VI

5.045

7.62%

4.350

7.31%

Pantheon International Participations

4.590

6.93%

4.433

7.45%

Wilshire USA V

4.355

6.58%

4.284

7.20%

Pantheon  Euro IV

4.267

6.44%

3.426

5.76%

Wilshire Euro VI

3.549

5.36%

3.435

5.77%

Pantheon  USA V

N/A

N/A

59.518

41.758

70.09%

Private Equity

66.212

42.211

63.75%

70.223

93.19%

Aberdeen Global II Sterling Crd Fd Z2

77.940

93.30%

4.013

5.33%

Aberdeen Global II Emerging Market Fix Fund

5.597

6.70%

75.356

74.236

98.51%

Pooled Investment - Open ended investment company

83.537

83.537

100.00%

7.896

90.98%

BlackRock Fd Mgrs Bief Uk Smaller Co Fund

7.611

50.71%

N/A

N/A

Partners Group Global Infrastructure

4.865

32.41%

0.783

9.02%

Institutional Cash Series

1.232

8.21%

N/A

N/A

KKR Global Infrastructure 

1.302

8.67%

8.679

8.679

100.00%

Pooled Investment - Unit trusts

15.010

15.010

100.00%

91.170

21.23%

L&G Investment Grade Corporate Bond

95.079

21.43%

87.075

20.27%

North America Equity Index GBP hedged

88.281

19.90%

73.380

17.09%

L&G European Equity Index Hedged

77.272

17.42%

63.193

14.71%

L&G Over 5 Year Linked Gilts Index

65.355

14.73%

34.615

8.06%

L&G Global Emerging Markets Index

36.258

8.17%

30.394

7.08%

L&G Pacific Basin Equity Index Hedged

31.054

7.00%

28.921

6.73%

L&G Over 15 Years Gilts Index

28.369

6.39%

429.485

408.748

95.17%

Pooled Investment - Unit linked insurance policies

443.687

421.668

95.04%

15.378

10.81%

Schroder Exempt Property Unit

15.700

3.54%

13.680

9.62%

Standard Life Assurance

14.279

3.22%

11.982

8.42%

Legal And General Managed Property

12.586

2.84%

10.253

7.21%

BlackRock Asset Management Ltd

10.305

2.32%

9.558

6.72%

Lothbury Prop Property Fund

9.896

2.23%

8.221

5.78%

Hermes Property Unit Trust

8.404

1.89%

N/A

N/A

Fund A Units

7.608

1.71%

N/A

N/A

Mayfair Capital Property Units

7.581

1.71%

142.065

69.072

48.56%

Property unit trust

147.155

86.359

58.69%

30.729

94.80%

Alpha Fund Limited Class A Gbp Shares Series 1

29.511

87.50%

4.091

12.62%

Millennium Glbl Alpha Fund Ltd Mutual Fund

3.929

11.65%

-2.406

-7.42%

Millennium Passive Currency Hedge

N/A

N/A

32.414

32.414

100.00%

Active Currency 

33.725

33.440

99.15%

45.428

96.51%

FTSE 100 Index Futures Jun11 Xlif

N/A

N/A

47.072

45.428

96.51%

Futures: UK

0.000

0.000

0.00%

390.029

0.000

0.00%

Overseas companies

376.191

0.000

0.00%

N/A

0.000

0.00%

Other Managed Funds

9.338

0.000

0.00%

0.000

0.000

0.00%

Cash Backing Open Futures

4.457

0.000

0.00%

2.974

0.000

0.00%

Cash held by broker for Futures Contracts

0.026

0.000

0.00%

6.764

0.000

0.00%

Cash [held by the investment managers]

6.307

0.000

0.00%

2.182

0.000

0.00%

Margin Variation

0.049

0.000

0.00%

401.949

0.000

0.00%

Securities/Asset types with no holdings over 5%

396.368

0.000

0.00%

1,559.275

802.335

51.43%

Total

1,539.628

822.065

53.55%


N/A denotes that the holding is lower than 5% in the relevant year.
8. Nature and Extent of Risks Arising from Financial Instruments

The key risks that have been identified are:

A. Credit risk

B. Liquidity risk

C. Market risk
D. Interest Rate Risk

E. Currency Risk

F. Price Risk
G. Custody

H. Investment Management

I. Sensitivity of Funding position to market conditions and investment performance

A. Credit Risk

Credit risk, is the risk that one party to a financial instrument will cause a financial loss to another party by failing to meet its obligations.

The Fund is exposed to credit risk in its operational activities through securities lending, forward currency contracts, derivative positions (futures) and treasury management activities.  Commercial credit risk also arises with those organisations that pay monies over to the Fund (debtors) as part of the administration function, principally contributions from employers and transfers in from other registered pension schemes.

The Fund monitors the monthly receipt of contributions from employers.  The Funding Strategy Statement requires safeguards to be in place for all new admission agreements to protect the Fund from an employer default, primarily through a guarantee from a tax-backed scheme employer for any new employer in the Fund.  An analysis of debtor balances at 31 March 2012 is provided in note 11.

The securities lending programme is undertaken on behalf of the Fund by the custodian State Street Bank and Trust and is managed through a securities lending agreement.  The arrangements to manage risks in the securities lending programme are set out in note 9.

Forward currency contracts are undertaken by Millennium for the passive currency hedging programme and by the fund managers within the terms set out in their investment management agreements.  All parties entering into forward contracts on behalf of the Fund are Financial Services Authority (FSA) regulated and meet the requirements of the LGPS investment regulations.  Further details of forward foreign exchange contracts are provided in note 3.

Futures contracts entered into by the Fund are all exchange traded. Further details of these futures contracts are provided in note 3.
The Fund’s bank account is held with Lloyds TSB Bank, which is also banker to Suffolk County Council the Administering Authority for the Pension Fund.  The bank held a Long-Term rating of ‘A’ and a Short Term Rating ‘F1’ with Fitch as at May 2012.  

Pension Fund cash that is held pending its allocation to the Fund’s investment managers is not invested with Lloyds TSB but is placed with institutions on the Pension Fund Committee’s approved counter-party list.  The management of cash is carried out by the Treasury Management team of Customer Service Direct in accordance with the cash management strategy approved by the Pension Fund Committee and set out in its statement of investment principles.  The Pension Fund Committee invests only in money market funds with a ‘AAA MR1+’ rating.  The Fund has had no occasion of default or uncollectable deposits.  

The Fund’s cash within the custody system is held in the bank account of the custodian, State Street Bank and Trust, or placed on deposit at the instruction of the individual managers.

At 31 March 2012 £0.374 million was with Lloyds TSB. Cash held within the custody system amounted to £6.307 million at 31 March 2012.  At 31 March 2012 £12.273 million was invested by the Pension Fund in the Insight Money Market Fund.   In addition to this there was £0.026 million held directly with the broker on a variation margin account in respect of futures positions open at the year-end.
Credit risk is considered by the Fund’s bond manager, Aberdeen Asset Managers, in their portfolio construction.

B.   Liquidity Risk

Liquidity risk is the risk that the Fund will have insufficient liquid assets (cash) to meet its investment or benefit obligations as they fall due.

The Pension Fund holds sufficient working capital to ensure that it has cash available to meet benefit and transfer payments and cash drawdown requirements in respect of certain investment transactions.  Within mandates it is the responsibility of the individual managers to ensure that they have sufficient funds available to meet the transactions they enter into on behalf of the Fund.  These responsibilities are detailed within the investment management agreements.  At an investment level a large proportion of the Fund’s  investments are held in instruments that can be realised at short notice if a cash flow need arose.  Certain investments, particularly property and private equity funds are considerably less liquid but these make up a far smaller proportion of the overall portfolio (less than 15% of the Fund).

C.  Market Risk

Market risk is the risk that the fair value of cash flows of a financial instrument will fluctuate due to changes in market sentiment. Market risk reflects interest rate, currency and other price risk.

Market risk is inherent in the investments that the Fund makes. To mitigate market risk the investments are made in a diversified pool of asset classes and investment approaches to ensure a risk adjusted balance between categories.  The Fund takes formal advice from its independent investment advisers (Hymans Robertson LLP) and the portfolio is split between a number of managers and investment strategies with different benchmarks and performance targets.  Full details can be found in the statement of investment principles that is available at www.suffolk.gov.uk/your-council/finance/pension-fund-and-accounts. Investment risk and strategy are regularly reviewed by the Pension Fund Committee.

D. Interest Rate Risk
Interest rate risk affects mainly the valuation of the Fund’s bond holdings.  The bond exposure in the active bonds mandate is managed by the Fund’s investment manager, Aberdeen Asset Managers. The bonds holdings within the Legal & General mandate are managed to match the return on the UK Over 15 Years Gilts index.

E. Currency Risk
Currency risk is the extent to which the Pension Fund is exposed to fluctuations in exchange rates and the impact these fluctuations have on the Sterling valuation of assets denominated in foreign currency. To partly mitigate this risk the Fund has a currency hedging programme in place.  This is undertaken partly by investment in the currency-hedged Funds managed by its index-tracking manager, Legal & General Investment Management.   In addition the Fund has a currency-hedging programme in place with Millennium for the balance of the Fund’s exposure to Euro exchange rate movements.

An analysis of historical data and expected investment return movements by State Street Investment Analytics has resulted in a potential market movement price risk index for each currency that the fund has holdings in. If the market price of the currency increases or decreases in line with the potential market movements then the change in the value of the assets in each currency would be as follows:

[image: image11.emf]Value Change Value on Increase Value on Decrease

Currency £ million % £ million £ million

Australian Dollar 9.976 10.49% 11.023 8.929

Brazilian Real 6.486 12.83% 7.319 5.654

Canadian Dollar 8.252 9.63% 9.046 7.457

EURO 47.775 0.00% 47.775 47.775

Hong Kong Dollar 17.859 9.60% 19.573 16.146

Indian Rupee 4.733 9.31% 5.174 4.293

Indonesian Rupiah 2.513 8.99% 2.739 2.287

Japanese Yen 29.915 13.29% 33.892 25.938

Norwegian Krone 1.964 10.52% 2.170 1.757

Singapore Dollar 3.480 7.49% 3.741 3.219

South African Rand 4.660 13.59% 5.294 4.027

South Korean Won 4.179 10.27% 4.608 3.749

Swedish Krona 2.359 10.22% 2.600 2.118

Swiss Franc 27.552 10.25% 30.376 24.728

Taiwan Dollar 0.881 8.97% 0.960 0.802

Thai Baht 4.779 8.90% 5.204 4.353

Turkish Lira 0.998 9.74% 1.095 0.901

US Dollar 197.830 9.75% 217.123 178.536

Total  376.190 409.712 342.669


F. Price Risk
Price risk is the risk of volatility in the valuation of the assets held by the Fund.  The level of volatility will vary by asset class and also over time.  The Fund has some diversification in the asset classes in which it invests, which seeks to reduce the correlation of price movements between different asset types, while employing specialist investment managers to best deploy capital in line with the Fund’s overall strategy.  The local government investment regulations contain prescribed limits to avoid over-concentration in specific areas. The Fund complies with all the restrictions contained in the investment regulations.
An analysis of historical data and expected investment return movements by State Street Investment Analytics has resulted in a potential market movement price risk index for each asset type. If the market price of the fund’s investments increase or decrease in line with the potential market movements then the change in the value of the net assets would be as follows:

[image: image12.emf]Value Change Value on Increase Value on Decrease

Asset Type £ million % £ million £ million

UK Equities 330.882 16.67% 386.040 275.724

Overseas Equities 376.191 14.48% 430.663 321.719

Total Bonds 23.053 5.77% 24.383 21.723

Index Linked 443.687 7.66% 477.673 409.701

Cash 10.839 0.02% 10.841 10.837

Property 147.155 6.33% 156.470 137.840

Alternatives 203.278 8.95% 221.471 185.085

Total Assets 1,535.085 1,707.541 1,362.629


G.  Custody

The Fund has appointed State Street Bank and Trust as a global custodian with responsibility for safeguarding the assets of the Fund. State Street Bank and Trust is an established custodian bank with more than $15 trillion of assets under custody.  They were reappointed as the Fund’s custodian in 2007 following an OJEU tendering process.  Monthly reconciliations are performed between the underlying records of the custodian and the appointed investment managers.
H.  Investment Management

The Fund has appointed a number of segregated and pooled fund managers to manage portions of the Fund.  An Investment Management Agreement is in place for each relationship. All appointments meet the requirements set out in the LGPS investment regulations.  Managers report performance on a quarterly basis and this is monitored and reported to Pension Fund Committee.  The Fund makes use of a third party performance measurement service (State Street Investment Analytics). All managers have regular review meetings and discussions with officers and also explain their performance to the committee.
I.  Sensitivity of funding position to market conditions and investment performance

When preparing the formal valuation the Actuary takes the assets of the Fund at the market value on the valuation date. Volatility in investment performance as a result of market risk factors can have an immediate effect on the funding level and deficit.  This is particularly relevant because the Fund is invested predominantly in riskier (and historically higher return) assets such as equities and equity-like investments (e.g. property trusts).  A rise or fall in the level of equity prices can have a direct impact on the financial position of the Fund.

Less obvious is the effect of anticipated investment performance on the Fund’s liability to pay future pension benefits.  Here the returns available on government bonds (gilts) are important, as the discount rate that is used to place a value on liabilities is the gilt yield at the valuation date plus a margin of 1.6% per annum.  Effectively if the gilt yield rises the discount rate will increase and all other things being equal the value placed on liabilities will fall.  If the Fund was invested entirely in gilts rather than potentially higher returning assets the discount rate would be lower as no margin for the expected out performance of the Fund’s investments over gilts could be assumed.

The table below has been prepared by the Fund Actuary and shows how the funding level (top) and deficit (bottom) would vary if the investment conditions at 31 March 2012 had been different.  The level of the FTSE 100 index is used as a proxy for investment performance and the Fixed Interest Gilt yield as the proxy measure for the valuation of Fund’s liabilities.  The shaded box is the actual position at 31 March 2012.

	Fixed Interest Gilts yield (% p.a.)
	3.40%
	69%

(£679m)
	72%

(£624m)
	74%

(£577m)
	77%

(£515m)
	79%

(£460m)

	
	3.26%
	68%

(£735m)
	701%

(£681m)
	72%

(£633m)
	75%

(£571m)
	77%

(£517m)

	
	3.10%
	66%

(£801m)
	68%

(£747m)
	70%

(£699m)
	73%

(£637m)
	75%

(£583m)

	FTSE 100 Index
	5,300
	5,550
	5,768
	6,050
	6,300


The examples shown are not exhaustive and should not be taken as the limits of how extreme future investment conditions may be. There are other factors not related to market risk that will also impact on the funding position at a given date including but not limited to longevity, member profile, pay awards etc. The risks are covered in more detail in the formal actuarial valuation report which is available at:

Pension Fund and Accounts | Suffolk County Council
9. Stock Lending

The Fund has an arrangement with its custodian State Street Bank and Trust to lend eligible securities from within its portfolio of stocks to third parties in return for collateral. Lending is limited to a maximum of 25% of the total value.  Collateralised lending generated income of £0.128 million in 2011 – 2012 (£0.116 million 2010 - 2011).  This is included within ‘other’ investment income in the Fund Account. At 31 March 2012 £18.695 million worth of stock (1.22% of the Fund) was on loan, for which the Fund was in receipt of £19.614 million worth of collateral.

10. Related Parties

Related Party Transaction requiring disclosure in accordance with International Accounting Standard 24 are as follows:
Under legislation introduced in 2003 - 2004 Councillors are entitled to join the scheme.  Three members of the committee, including two councillors are scheme members within the Pension Fund, but are not currently receiving benefits from the scheme.  Each member of the Pension Fund Committee is required to declare their interests at each meeting.

No senior officer responsible for the administration of the Fund has entered into any contract, other than their contract of employment with the Council for the supply of goods or services to the Fund.

Suffolk County Council is the largest single employer of members of the Pension Fund and contributed £40.144 million to the Fund in 2011 - 2012 (2010 - 2011 £45.323 million).

The Council incurred costs of £1.211 million (2010 - 2011 £1.227 million) in relation to administration of the Fund and have been reimbursed by the Fund.

Part of the Pension Fund cash holdings are invested in a money market Fund by the Treasury Management operations of Suffolk County Council through a service level agreement. During the year 31 March 2012 the Fund had an average investment balance of £10.500 million (2010 - 2011 £10.500 million) earning interest of £76,765 (2010 - 2011 £67,639) from these investments.
11. Net Current Assets and Liabilities

This is a breakdown of the Debtors and Creditors in the Net Asset Statement:
[image: image13.wmf]31 March 2011

31 March 2012

£ million

£ million

Analysis of Debtors

0.267

Central Government Bodies

0.183

5.317

Other Local Authorities

6.765

3.952

Other entities and individuals

6.344

9.536

13.292

Analysis of Creditors

-0.561

Central Government Bodies

-0.610

-2.144

Other Local Authorities

-1.479

0.000

NHS Bodies

-0.077

-4.084

Other entities and individuals

-2.974

-6.789

-5.140


12. Additional Voluntary Contributions

Scheme members have the option to make additional voluntary contributions to enhance their pension benefits. In accordance with regulation 5 (2) (C) of the Local Government Pension Scheme (Management and Investment of Funds) Regulations 1998 (as amended), additional voluntary contributions have been excluded from the Fund Account and Net Asset Statement.  These contributions are held by the providers and therefore do not form part of the Fund’s investments.

A total of £0.823 million was paid over to the providers, Prudential, Clerical Medical, Standard Life, Equitable Life and Century Life in 2011 – 2012, (£1.073 million 2010 – 2011).
13. Contingent Liabilities and Assets

Contractual Commitments

At 31 March 2012 the Fund had made contractual commitments to private equity funds managed by Wilshire and Pantheon.  Commitments are made in the underlying currency of the Fund (Euros and Dollars respectively) and are therefore subject to volatility (risk) arising from exchange rate fluctuation.  This volatility will impact both the value of unfunded commitments in Sterling terms and the valuation of the funded interest and monies received as distributions.  
Unfunded Commitments
At 31 March 2012 the unfunded commitment (monies to be drawn in future periods) for private equity was £25.692 million.  The commitments are paid over the investment timeframe of the underlying partnerships.  The current value of the funded commitment net of distributions in these Funds at 31 March 2012 is included in the net asset statement.

In addition to the private equity commitments, within the Schroders property portfolio there are unfunded commitments of £1.961 million to various property investment vehicles.  
Additional funds have been committed towards the end of the 2011 – 2012 financial year, Kohlberg Kravis Roberts and Partners Group have already drawn down some of their commitment and have £32.184 million and £38.183 million remaining respectively. 

Brookfield Timberland has a commitment of £30.263 million and M&G Investments £30.000 million, neither of these funds have drawn down any capital in 2011 - 2012

MF Global

The Pension Fund used the brokerage services of MF Global UK in relation to a UK equities futures programme. MF Global UK went into administration on 31 October 2011, following problems in its US parent, MF Global Inc.  The accountancy firm KPMG has been appointed as the administrator of MF Global UK Ltd.
The Pension Fund has made a claim to KPMG for £8.412 million in respect of client money held by MF Global UK for the Fund. KPMG has made an interim distribution of £2.193 million in respect of this claim, which represents 26% of the Fund’s claim.  The ultimate amount of any payment by KPMG in respect of the claim is currently unknown.  Only the initial distribution of £2.193 million has been taken into account in 2011 ‑ 2012. The distribution could be subject to claw back by KPMG in the event of a future shortfall in the Funds recovered by the administrator.

� See Regulation 77(4) of the Local Government Scheme Regulations


� See Regulation 77(6) of the Local Government Scheme Regulations
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