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INFORMATION BULLETIN: RECENT DEVELOPMENTS
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 . 

INVESTMENT UPDATE

MF Global UK update
1 The Pension Fund Committee received a report at its meeting on 27 February 2013 about the latest position regarding the progress of the winding up of MF Global UK. The Suffolk Pension Fund has a claim of £8.412 million against MF Global UK in respect of client money that was held by the company when it went into administration. The administrators, KPMG, made an interim payment of £2.193 million in respect of the Fund’s claim in May 2012. 

2 In December 2012, KPMG announced that agreement had been reached between themselves, as administrators of MF Global UK, and the administrators of the US arm of the company (MF Global Inc) regarding certain moneys which were in dispute between the administrators. The process of ratification of the agreement between the administrators required court approval and a hearing took place in the US on 29 January 2013 for this purpose. It is expected that once the settlement between the administrators becomes unconditional (not subject to challenge by third parties), this will pave the way for KPMG to make a further interim payment from the assets of MG Global UK in respect of client money claims.

3 A recent announcement by KPMG states that they expect a further distribution of client moneys for MF Global UK to take place shortly after 1 August 2013, once the settlement between the administrators becomes unconditional. The KPMG statement read in part:
 "Although the payment of a first interim unsecured distribution and any top-up distribution to the segregated client money claimants cannot be made until the settlement is unconditional, the time will be used by the Administrators to pursue further asset realisations and to finalise and agree further claims.  Therefore, the Administrators’ goal is to be in a position to announce and commence payments shortly after the settlement agreements become unconditional, and the Administrators anticipate the settlement agreements becoming unconditional on or shortly after 1 August 2013."

4 Updates will be brought to the Committee as there are further developments relating to MF Global UK.

Pension Fund Custodian Services

5 The Pension Fund’s contract for custodian services with State Street Trust and Bank runs to the end of calendar year 2013. The Pension Fund Committee agreed at its meeting on 28 November 2012 to take part in a collaborative procurement process with Norfolk Pension Fund and a number of other local authority pension funds to put in place a framework contract for custodian services. The framework contract will then be used to run a mini-competition for the purpose of the appointment of a custodian for the Suffolk Pension Fund from January 2014.
6 Norfolk Pension Fund is acting as the lead authority for the establishment of the framework and are providing legal and procurement expertise for the process. Mercer has been appointed as the technical advisor to this framework and work is underway for a planned launch in September 2013.

7 Updates will be brought to the Committee as there are further developments relating to the procurement process for the custodian contract.

Potential claim in relation to Royal Bank of Scotland

8 The Royal Bank of Scotland (RBS) had a rights issue for £12 billion in May 2008, with an offer price of £2 per share. Shareholders who bought share under the rights issue suffered losses as a result of the subsequent collapse of RBS. There has been considerable criticism of RBS in relation to the circumstances running up to its collapse. In particular, allegations have been made that RBS issued misleading information to investors at the time of the rights issue about its financial standing, and that there is therefore a basis on which a claim for compensation can be made against RBS.

9 The Suffolk Pension Fund has been approached by the RBS Shareholders Action Group, which is a company limited by guarantee, to see whether the Fund wishes to join in a legal action by the company against RBS for compensation in relation to the Fund’s losses. The RBS Action Group is currently representing around 7,000 mostly small investors in RBS and has approached a number of local authority pension funds to see whether institutional investors also wish to participate in the claim against in RBS. The RBS Action Group formally lodged a claim against RBS at the beginning of April 2013. 

10 The Suffolk Pension Fund had holdings in RBS via two of its managers, BlackRock and AllianceBernstein. The managers concerned estimate the Fund’s losses in respect of RBS at around £2.5 million. It is not clear whether these losses would all be eligible for the claim. The Action Group is currently undertaking an assessment of what losses by the Fund might be eligible for inclusion in the claim. 

11 The Action Group offer former RBS shareholders the option to join in the legal action via two routes. One is to pay a subscription which would be related to the size of the Fund’s claim as a proportion of the total claim against RBS. The alternative route is to make use of a Litigation Funder, which would meet the Fund’s share of the legal costs in exchange for a success fee, which would vary on a scale depending on the size of any settlement. Updates will be brought to the Committee when there are further developments relating to the potential involvement of the Suffolk Pension Fund in this claim.
ADMINISTRATION UPDATE
Public Service Pensions Act 2013
12 The Public Service Pensions Bill became law in April 2013. The Public Service Pensions Act provides for the introduction of the new local government pension scheme (LGPS 2014) from April 2014. The provisions of the Act are substantially the same as previously reported to the Pension Fund Committee on 28 November 2012.

13 The Act provides for a Responsible Authority for each of the public service pension schemes. This will be the sponsoring government department, the Department of Communities and Local Government in the case of the LGPS. The Scheme Manager in the terminology of the Act will be the existing administering authorities for the LGPS, Suffolk County Council in the case of the Suffolk Pension Fund. As provided for under the existing arrangements, the County Council will be able to delegate its responsibilities as Scheme Manager to the Pension Fund Committee. 
14 The Act also provides for the establishment of a Pension Board, which will have responsibility for ‘assisting the Scheme Manager’ on the following matters (section 5 of the Act):

(a) securing compliance with the scheme regulations and other legislation relating to the governance and administration of the scheme and any statutory pension scheme that is connected with it; 

(b) securing compliance with requirements imposed in relation to the scheme and any connected scheme by the Pensions Regulator; 

(c) such other matters as the scheme regulations may specify.

15 It appears that the Pension Board will represent a potential departure from the existing arrangements for the governance of the LGPS. There will be a requirement to include equal representation of employers and scheme members on the Pension Board.  However the Act does provide that in the case of the LGPS, the regulations may provide that the Pension Fund Committee may also fulfil the role of the Pension Board, rather than this being a separate body. It is expected that the requirement for the establishment of the Pension Board will come into effect in 2014 and there will be guidance issued in regulations about the scope and operation of the Pension Board in due course. 
16 A further feature of the governance arrangements for the LGPS 2014 is the creation of a national Scheme Advisory Board (section 7 of the Act). The Board’s core role will be to make recommendations to the Secretary of State, the Pensions Regulator and to local Pension Boards to improve the effective administration, governance, performance and cost management of the LGPS. The Board will have no statutory powers of its own but rather would seek to work with existing regulatory and advisory bodies to achieve its objectives.
17 In order to test the process of operation of the Scheme Advisory Board prior to its statutory establishment in 2014, the Department of Communities and Local Government (CLG) has agreed to the establishment of a Shadow Scheme Advisory Board. To assist the shadow board, it is envisaged that there will be sub-committees set up with a remit to consider standards and governance; investment and engagement; administration and communication; value for money; and cost management and contributions. A working party has been set up to make recommendations on the remit and membership of the shadow board, with representatives from the CLG, the Local Government Association (LGA), the local government trade unions and various professional organisations concerned with LGPS matters. It is expected that the working party will produce recommendations for consideration by the Local Government Minister in June 2013.
18 The LGA intends to undertake a nomination process shortly to fill the roles of elected members  and practitioners to serve on the Shadow Board and the Board’s sub-committees.
19 Further updates will be brought to the Committee as there are developments relating to the introduction of the governance arrangements for the LGPS 2014.
Consultation on the draft 2013 regulations
20 On 21 December 2012, the Department issued for statutory consultation a set of draft regulations covering the core elements of the new Local Government Pension Scheme which will come into force in April 2014 (LGPS 2014).  The consultation covered the provisions relating to membership, contributions and benefits. The Government received around 130 responses to the consultation, which included detailed responses from Pension Fund practitioners and administrators. Suffolk Pension Fund’s response to the consultation was reported to the Pension Fund Committee on 27 February 2013.

21 The Government undertook a second period of statutory consultation in March 2013 in relation to the LGPS 2014 and also on draft transitional provisions regulations. The revisions to the main Regulations were largely as a result of representations from consultees following the first consultation and those made by an advisory group comprising representatives of the Local Government Association and Trade Unions.

22 The Government set a limited period for the consultation, in order to ensure that it was possible to lay regulations before Parliament in May 2013. This was necessary to allow actuaries and scheme administrators sufficient time to take account of the impact of the new scheme in the work on the 2013 actuarial valuation and the planning for the introduction of the new scheme from April 2014. The Local Government Association has commented on the detailed drafting proposals in the consultation paper. 
Other consultation exercises
23 The current consultation does not cover a number of matters, on which the Government intends to bring forward proposals in due course. These include the arrangements to implement the principles of new Fair Deal for local government and the LGPS. 
Governance 
24 The Government intends to put forward proposals for the arrangements for cost control in the new LGPS. The Government has stated that it is committed to the establishment of a Scheme Advisory Board for the LGPS which will allow for effective management of the cost of Scheme future accruals by employers, trades unions and other scheme interests within the agreed cost control arrangements. It is expected that the Government will issue further details followed by a consultation on draft regulations in due course. 
Councillors’ pensions

25 The Government issued a separate consultation paper in April 2013 with proposals to limit access by councillors to the LGPS in England from 2014. The proposed response to this consultation is the subject of a separate report to the Committee.
PROXY VOTING for the Quarter ended 31 MARCH 2013

26 The Pension Fund employs the Pensions Investment and Research Consultants (PIRC) to research and advise on governance matters relating to the Fund’s shareholdings. Details of the voting undertaken by the Fund in the quarter ended 31 March 2013 in relation to UK company proposals are set out in Appendix 1.
27 The Pension Fund voted at 8 UK meetings during the quarter ended 31 March 2013, voting against the company’s proposals on 18 occasions, 12% of the resolutions considered. The main issues opposed were the re-election of directors (6 votes) and approval of remuneration reports (6 votes). In terms of opposing the re-election of directors these mostly occur because of concerns about independent representation. This may be due to the time they have already been directors of the company or issues stemming from who nominated them. There are several issues that lead to opposition to the remuneration report. The main issues centre around the excessiveness of performance packages to executives and the lack of balance between incentive and reward.

28 The Pension Fund also voted in 3 US and 2 Rest of the World meetings in this quarter with 24 of the 74 resolutions opposed (32%).
SOURCES OF FURTHER INFORMATION
Conditional settlement agreements with MF Global Inc and MF Global Holdings Limited (KPMG statement on administration of MF Global UK), April 2013, http://www.kpmg.com/UK/en/IssuesAndInsights/ArticlesPublications/NewsReleases/Pages/mf-global-trustees-administrators-agreements.aspx
Public Service Pension Act 2013 (2013, c.25), http://www.legislation.gov.uk/ukpga/2013/25/contents/enacted 
Local Government Pension Scheme 2014 and 2008 Scheme amending Regulations, Consultation Paper, Department for Communities and Local Government, March 2013.

APPENDIX 1
PROXY VOTING REVIEW

1 January 2013 – 31 March 2013

	TABLE 1: Top UK Oppose Votes by Suffolk Pension Fund



	
	Company
	Type
	Date
	Proposal
	%

	1
	Easyjet Plc
	21 Feb 2013
	AGM
	Approve the Remuneration Report
	44.64

	2
	Imperial Tobacco Group Plc
	30 Jan 2013
	AGM
	Approve the Share Matching Scheme (SMS)
	11.50

	3
	Aberdeen Asset Management Plc
	17 Jan 2013
	AGM
	Approve the Remuneration Report
	11.34

	4
	TUI Travel Plc 
	7 Feb 2013
	AGM
	Re-elect Horst Baier
	11.24

	5
	TUI Travel Plc
	7 Feb 2013
	AGM
	Re-elect Tony Campbell
	11.03


Note: Levels of opposition percentage represent opposition votes cast as a     percentage of all votes cast either in favour or against a resolution. 

Reasoning behind PIRC’s opposition to proposal:

· Easyjet Plc – There is inadequate disclosure regarding share price and expected value calculations for share based awards. Also, targets attached to the annual bonus have not been quantified.
· Imperial Tobacco Group Plc – The existing SMS is due to expire in 2015. There are concerns regarding the performance criteria in the new SMS in that they are not considered to be sufficiently challenging. 
·  Aberdeen Asset Management Plc – There is no long term incentive scheme and no individual limits set to the bonus. Directors’ have rolling one year contracts with severance including bonus entitlements.
 Tui Travel Plc (2 oppose votes) – An oppose vote was recommended as the re-appointment of these two directors would result in insufficient independent representation on the Board.

	TABLE 2: UK Votes by Resolution Type



	Resolution Type
	For
	%
	Abstain
	%
	Oppose
	%
	Total

	Annual Reports
	6
	86
	0
	0
	1
	14
	7

	Remuneration Reports
	0
	0
	1
	14
	6
	86
	7

	Auditors Appointment
	7
	100
	0
	0
	0
	0
	7

	Political Donations
	2
	50
	0
	0
	2
	50
	4

	Directors
	70
	92
	0
	0
	6
	8
	76

	Dividend
	7
	100
	0
	0
	0
	0
	7

	Executive Pay Scheme
	0
	0
	1
	25
	3
	75
	4
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