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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 . 

TRANSITION MANAGEMENT REPORT: AUGUST – NOVEMBER 2012
1 The Pension Fund Committee approved a number of changes to its investment strategy at its meetings in late 2011 and early 2012. As a result the Committee agreed to establish new mandates for infrastructure, timber and absolute return strategies and decided to reduce the Fund’s allocations to global and UK equities, with the termination of the mandate of JP Morgan and the reduction of the mandate of AllianceBernstein. In addition the Committee agreed to terminate the bonds mandate of Aberdeen Asset Management and move the management of bonds to a wholly index-tracking basis as part of the mandate of Legal and General Investment Management (LGIM).

2 The Pension Fund Committee agreed at its meeting on 7 March 2012 to delegate to the Head of Strategic Finance the responsibility for the detailed arrangements to manage the transition of assets between the outgoing and incoming managers. As reported to the Committee on 18 May 2012, Legal & General Investment Management were appointed to manage the transition of assets from the outgoing investment managers to fund the new investment mandates.
3 On the advice of Hymans Robertson, the transition was carried out on a staged basis over a two month period, starting towards the end of August and finishing in early November 2012. The assets involved in the transition process amounted to £373 million and these funded the absolute return mandates of BlueCrest (£32m), Pyrford (£94m) and Winton (£32m), with the balance transferring into the Legal & General pooled funds (£215m).

4 The process of transition involved the liquidation of the assets held in the outgoing mandates, other than those which Legal and General was able to accept in specie into its own index-tracking funds. The sums which were earmarked for the absolute return managers’ mandates was held as cash within the LGIM Sterling Liquidity Fund pending the funding of each of the tranches of these mandates. In order to maintain exposure to equity markets over the transition period, LGIM put in place a futures overlay, which comprised FTSE 100 futures and S&P 500 futures (the latter represented a proxy for the Fund’s previous overseas equity exposure). In addition the exposure to the US dollar (USD) was maintained by the use of currency forwards. The combination of the cash position, futures contracts and currency forwards is known by LGIM as a Synthetic Equity Portfolio (SEP).
Direct costs of transition process (Stage 1)
5 The direct costs of the transition process were £634,000 and are set out in Legal & General’s attached report (Cost and Implementation Shortfall Analysis - Stage 1, page 13 of LGIM report). These are summarised below.

	
	£000
	£000

	LGIM pooled funds activity
	
	(487)

	Commissions 
	(16)
	

	Taxes
	(20)
	

	Opportunity costs (equities/future hedges)
	42
	

	Spread (fixed income)
	(43)
	

	Foreign exchange (FX)
	(9)
	

	Physical trading costs
	
	(46)

	Total trading costs
	
	(533)

	Transition fee
	
	(100)

	Total direct costs
	
	(633)


6 The direct costs of the transition process represent around 0.2% of the assets involved in the transition (£373 million). 
7 The Cost and Implementation Shortfall Analysis compares the costs that were estimated in advance of the transition (£871,000) with the actual costs incurred (£633,000). The costs were lower than estimated because LGIM were able to undertake a significant proportion of transactions by crossing with other LGIM clients, thus saving on transaction costs.

Synthetic Equity Portfolio (Stage 2)

8 Stage 2 of the transition process involved the funding of the mandates of Winton and BlueCrest and the balance of the mandate of Pyrford, with the liquidation of the Synthetic Equity Portfolio (SEP) in step with the funding of the individual tranches.

9 LGIM report that the implementation of the SEP generated a net gain of £676,000 over the transition period, which shows the benefit of continuing to maintain exposure to equity markets pending the funding of the new absolute return mandates. (SEP Overlay – stage 2, page 15 of LGIM report).

Residual items and balances

10 The transition process was completed at 28 November 2012. The balance of the LGIM transition account at the Fund custodian (State Street) was £16,000 at that date. There are a number of items of income still to be received in respect of the legacy mandates and the transition account will be monitored until the remaining items of income are received. 

Conclusion 

11 The transition process has been carried out by LGIM within the cost estimate that was provided in advance. The direct cost of the transition (£633,000) represents a relatively modest negative impact on the Fund’s investment performance in 2012/13.
Sources Of Further Information
None 
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