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This report provides information on the major events which had an impact on the Leicestershire County Council Pension Fund during the Financial Year 2012/2013.  These events are covered in more detail in the main body of the report, but can be summarised as follows:-

(
Consultation on a new Local Government Pension Scheme, due to commence on 1st April 2014, commenced after the Government agreed to proposals put forward following negotiations between Unions and Employers. Previous service will be fully protected and the new scheme is likely to save considerably less money than the Government originally announced was required. 
· Investment markets, and in particular equities, produced very good returns over the course of the year. Economic statistics were very variable and sometimes pointed towards an improvement in the pace of growth in certain areas (particularly in North America) and sometimes pointed to stabilisation, at best. There was no real solution to the issues within the Eurozone, although the European Central Bank took decisive action which calmed markets about the availability of liquidity, but investors generally seemed to be willing to take more risk. Whether this improvement in investor’s sentiment was justified remains to be seen.
· Bond yields generally inched downwards, rather than continuing their relentless downward slide of recent years, and as a result returns from this asset class were mediocre over the year. Inflation-linked bonds produced decent returns as investors were willing to pay high prices for the mixture of security of capital and protection against inflation

· Active membership of the Fund increased for the first time in 3 years, although the increase was fairly marginal. This increase was slightly surprising given that pressure on budgets, and therefore employee numbers, at most employing bodies remains in place and therefore the possibility that the increase is merely a blip this year can not be ruled out. Pensioner and deferred membership numbers continued to rise at steady rates and this is something that can confidently be expected to continue for many years to come. Total Fund membership numbers increased by over 3,500 (almost 5%) and stood at just under 77,500 at the year end. Auto enrolment, a Government-led initiative that will see all employees who are not currently in the Pension Fund become members of it within the next few years, is likely to see a meaningful increase in active membership. Those members who are ‘brought in’ will have the option of leaving again, and it will be interesting to see what the overall impact of auto enrolment will ultimately be.

· There were a number of new investment manager appointments during the year, most of which were necessary because of the decisions taken by the January 2012 Pension Fund Management Board meeting. The major appointments were Kleinwort Benson Investors and Kempen Capital (both for dividend-focused global equity mandates), Aspect Capital (who will be responsible for running a managed futures programme for the Fund) and Stafford Timberland, whose timber fund will form part of the Fund’s inflation-protection strategy. 
· At the year end there was no outstanding action required in respect of manager appointments, which follows a number of years in which there have been major changes. It is expected that the level of change going forward will be somewhat slower than that of the last three years. 
Scheme Arrangements


Leicestershire County Council has a statutory obligation to administer a Pension Fund for eligible employees of all Local Authorities within the County boundary and also the employees of certain other scheduled and admitted bodies.  The Fund does not cover teachers, police or fire-fighters who have their own schemes.

Both employees and employers make contributions to the Scheme. Following the commencement of a new Local Government Pension Scheme on 1st April 2008 employee contributions became tiered, based generally on full-time equivalent salary, and vary between 5.5% and 7.5% with an average contribution rate for the Scheme of about 6.4%.
The Independent Public Sector Pensions Committee produced a final report in March 2011 which recommended a number of changes to Public Sector pension schemes. Unions and employers were allowed to negotiate the terms of a new Local Government Pension Scheme and this was accepted by the Government and is due to commence on 1st April 2014, although consultation on some of the more technical issues is still on-going. All benefits earned up to the point of a new scheme becoming effective will receive full protection, including the link to final salary. 
Employers’ contribution rates are assessed every three years as part of the actuarial valuation process.  The actuarial valuation carried out at 31st March 2010 showed that the Fund had enough assets to cover 80% of its accrued liabilities at that date.  This was a decrease on the 93% funding level at the previous valuation and most employing bodies faced significant upward pressure on their contribution rate, partly as a result of the three years of investment returns in the period between actuarial valuations, which were below those expected in the long-term. This funding level, whilst disappointing, was still higher than the average English County Council.
The actuarial valuation due at 31st March 2013 is likely to show a slightly lower funding level than the 2010 valuation. Over the three year period investment returns have been broadly in line with assumptions, but the fall in gilt yields over the period has increased the value of the Fund’s liabilities. Most employers are likely to face contribution rate increases from 1st April 2014, although in many cases the increases will be phased to mitigate the impact on already difficult revenue budgets. It is currently difficult to see any respite to gradually increasing employer contribution rates for some time to come.
For new starters from 1st April 2004 entitlement to benefit occurs after contributing to the scheme for three months, although between 1988 and 2004 the ‘vesting’ period was two years (and a two year vesting period is likely to be reintroduced as part of the 2014 scheme).  The level of benefits due is calculated by reference to the length of reckonable service a member has and is usually based on the pensionable pay received during the last year of service.  All members who have contributed to the Scheme for at least the minimum relevant vesting period are entitled to an immediate pension benefit, a preserved benefit or a transfer value payment to an occupational pension scheme or personal pension when they leave the Scheme.  If a member has contributed to the scheme for less than the vesting period they have the option of a transfer value or a refund of contributions. 

Pensions in payment are increased annually in April, as are the value of benefits payable in the future to members with preserved benefits.  The increases awarded over the last 5 years are:-





April 2013 

2.2%

April 2012 

5.2% 
April 2011

3.1%



April 2010

0.0%




April 2009

5.0%
Pension increases are set annually and put into force via an annual Pensions Review Order, which is agreed by Parliament. In June 2010 the Chancellor of the Exchequer’s budget announced that future pension increases for Public Sector Pension Schemes would be linked to Consumer Price Index which, due to a different calculation methodology to the Retail Price Index, is expected to generally be a lower figure. The April 2011 increase was the first one that has been linked to Consumer Price Index. 
Scheme Membership
The number of scheme members who are either receiving a benefit or who have a future entitlement to one increased by almost 3,600 (4.9%) over the course of the year, to 77,414. This figure excludes the 3,000 members who have no entitlement to a benefit from the fund but do retain the right to either a refund of contributions or a transfer to an alternative pension arrangement.

For the first time since 2008/09 active membership increased, albeit fairly marginally (from 30,679 to 30,922) and this was surprising given the continuing pressure on the budgets of almost all employing bodies and the generally declining workforces of them. With further cuts in expenditure due in the years ahead, particularly at the Local Authority employers, it will be interesting to see whether the 2012/13 increase in active membership is anything more than a blip.
The net increase (i.e. new pensions commenced less those ceasing) in pensioner members was 1,077, or 5.3%, and it is likely that pensioner numbers will continue to increase at a healthy pace for a number of years, given the age profile of the current active membership. In recent years the number of new pensioners has outstripped pensions ceased due to death by a factor of about 4:1.

The number of members with deferred benefits (an entitlement to a benefit from the scheme at some later date, but not an active member at the year end) continued to show a significant increase. Deferred membership increased by almost 10% over the year (from 22,865 to 25,140) and it is expected that it will continue to grow for many years to come; although some deferred members will reach their normal retirement age and start to receive a pension, there are likely to be many more members that are currently active members who will leave the scheme and become deferred members. Many deferred members will receive very low levels of future benefits. 
Membership numbers over the last 5 years are shown in the graph below:-
[image: image7.png]



Membership Statistics


	
	
	
	Employers’

Contribution

Paid 2012/13
	Rate Payable in 2013/14

	Employing body
	Contributors

31 March ‘13
	Contributors

31 March ‘12
	(% of pensionable pay)
	(% of pensionable pay)

	
	
	
	
	

	Leicester City Council
	9,029
	9,199
	18.0
	18.7

	Leicestershire County Council
	8,954
	12,037
	18.6
	19.3

	Office of the Police and Crime Commissioner
	1,340
	1,263
	15.2
	15.7

	De Montfort University
	1,060
	994
	15.4
	16.1

	Loughborough University 
	1,023
	1,000
	17.2
	17.9

	Rutland County Council 
	547
	497
	17.0
	17.7

	Charnwood Borough Council
	473
	342
	21.5
	23.0

	North West Leicestershire DC
	468
	474
	18.4
	19.4

	Leics & Rutland Probation Board
	424
	425
	16.1
	16.8

	Hinckley & Bosworth BC
	308
	311
	19.1
	20.1

	Blaby District Council
	247
	258
	18.3
	19.3

	Harborough District Council 
	175
	199
	19.0
	20.0

	Leics Combined Fire Authority
	173
	179
	16.2
	16.9

	Melton Borough Council
	168
	156
	19.5
	20.5

	Oadby & Wigston BC
	137
	159
	21.5
	22.5

	Academies, Free and Studio Schools (a)
	4,312
	985
	12.7 - 21.2
	12.7 - 21.2

	FE and Sixth Form Colleges (b)
	1,585
	1,568
	13.9 -16.4
	14.9 -16.4

	Other Employers (c )
	431
	563
	13.6 - 22.2
	13.6 - 23.0

	Parish and Town Councils (d)
	68
	70
	15.5 - 20.4
	15.5 - 21.9

	
	
	
	
	

	Total
	30,922
	30,679
	
	


(a) Consisting of: Abington, Asfordby Hill, Ashby Hill Top, Ashby School, Ash Field, Barwell C of E, Beacon Academy, Belvoir & Melton Academy, Birkett House, Blessed Cyprian Tansi MAT, Bosworth Academy, Bottesford, Brockington, Brooke Hill, Brookvale High, Broomfield, Broom Leys, Bushloe, Casterton Business and Enterprise College, Castle Donington College, Castle Rock, Catmose Federation, Church Hill Infant, Church Hill Junior, Cobden, Corpus Christie MAT, Cosby, Countesthorpe Community College, Discovery Schools, Dorothy Goodman, Eastfield, Fairfield, Farndon Fields, Forest Way, Gaddesby, Gartree, Glen Hills, Great Bowden, Great Dalby, Groby Community College, Guthlaxton, Heathfield, Holywell, Humphrey Perkins, Huncote, Ibstock Community College, Ivanhoe College, Ivanhoe under 5s, John Cleveland College, John Ferneley, Kibworth High, King Edward VII, Krishna Avanti Free School, Lady Jane Grey, Leicester Academies Charitable Trust, Leysland High, Limehurst, Long Field, Lutterworth College, Lutterworth High, Manor High, Market Bosworth High, Martin High, The Meadow, Meadowdale, Measham, Merton, Millfield LEAD, Mountfields Lodge, Mount Grace, Newbridge, Outwoods Edge, Pochin School, Queensmead, Queniborough, Ratby, Rawlins, Red Hill Field, Redmoor High, Rendell, Ridgeway, Robert Smyth, Roundhill, St Dominics Catholic MAT, St. Michael & All Angels, St Peters C of E, Samworth Enterprise Academy, South Wigston High, Stafford Leys, Stephenson Studio School, Stonebow, Swallowdale, Thomas Estley, Thrussington, Uppingham Community College, Welland Park, Winstanley, Woodbrook Vale, Wreake Valley.
(b)
Consisting of Brooksby Melton College, Gateway Sixth Form College, Leicester College, Loughborough College of FE, Regent College, South Leicestershire College, Stephenson College, Wyggeston QEI College.

(c )
Consisting of: ABM Catering, Age Concern, Bradgate Park Trust, Capita Business Services, Capita Managed IT Solutions, Connexions Services, Connexions Trading, East Midlands Shared Services, East West Community Project, Family Action,  Fusion Lifestyle, G4S, G Purchase, Highfields Community Association, Howells Solicitors, ICare, Melton Learning Hub, National Youth Agency, Rushcliffe Care, Seven Locks Housing, SLM Community Leisure, Spire Homes, Three Oaks Homes, VISTA, Voluntary Action Leicester.

(d)
Consisting of:  Anstey PC, Asfordby PC, Ashby TC, Ashby Woulds TC, Barrow Upon Soar PC, Braunstone TC, Broughton Astley PC, Countesthorpe PC, Glen Parva PC, Leicester Forest East PC, Lutterworth TC, Market Bosworth PC, Mountsorrel PC, Shepshed TC, Sileby PC, Syston TC, Thurmaston PC, Whetstone PC.

· Bradgate Park Trust, Leicester and County Mission for the Deaf,  SLM Community Leisure, Spire Homes and VISTA made an actuarially certified cash payment in 2012/13 and are also required to do so in 2013/14 and 2013/14. This is on top of any other contributions.
 
Management of the Fund
The Pension Fund Management Board is responsible for governance of the Fund and consists of six County Council members, two from Leicester City Council, two members representing the District Councils, one representative of De Montfort/Loughborough Universities and three non-voting staff representatives. In order to ensure continuity staff representatives, who are chosen at the Fund’s Annual General Meeting, are appointed to the Board for a three year tenure but arrangements have been made to ensure that at least one staff representative place becomes available each year. The Pension Fund Management Board sets the overall investment strategy for the Fund and will deal with all governance issues but will generally not be involved in the more ‘tactical’ issues associated with implementing the strategy, such as investment manager appointments and the timing of asset allocation changes. The Board meets quarterly and also has a separate annual meeting to consider strategic issues relevant to the Fund.
The Investment Subcommittee consists of five voting members (the Chair, Vice Chair, opposition spokesperson, Universities representative and one member representing the City and District Councils, all of whom are members of the Pension Fund Management Board) and one non-voting staff representative. The Investment Subcommittee meets in the months in which there is no Pension Fund Management Board meeting, but may meet more or less often if required. Its role is to consider action that is in-line with the strategic benchmark agreed by the Board and to take a pro-active approach to the Fund’s investments, and also to deal with investment manager issues including appointments.

The Board and the Investment Subcommittee receive investment advice from Hymans Robertson. Other consultants will also be utilised if there is felt to be an advantage to this.

During the year there were some changes to the Fund’s roster of appointed investment managers. All of the manager changes made were as a result of the decisions taken at the Annual Strategy meeting held in January 2012. These changes can be summarised as follows:

Appointment of dividend-focused equity managers
Historically, companies that have paid a growing dividend have produced better returns for investors than other companies; the reasons for this are complex but one of the main ones is that they tend to have better capital discipline (the payment of an increasing dividend being a ‘first call’ on cash) and hence avoid mistakes such as taking over other companies at what ultimately proves to be an unjustified price. 
At its meeting of 11 October 2012 the Investment Subcommittee appointed two managers – Kempen and Kleinwort Benson – to manage global equity portfolios where there was a focus on dividend payment and dividend growth. Each portfolio has a target weighting of 4% of total Fund assets and the portfolios went ‘live’ in November 2012, with the funding coming via a reduction in the passive equity portfolio managed by Legal & General.

Setting up of a Managed Futures portfolio

Part of the Fund’s strategy is to invest in a number of ‘targeted return’ portfolios, with the expectation that these will produce equity-like returns alongside bond-like volatility. Fauchier Partners were released from their hedge fund mandate in January 2012 and a decision was taken at that time to replace them with a managed futures portfolio; broadly a manager who invests in liquid futures contracts and uses identified market trends to benefit from volatility within different markets.

The Investment Subcommittee chose Aspect Capital to run the Fund’s managed futures mandate (part of the targeted return approach) and the first investment was made with them in November 2012. They will manage 3.5% of total Fund assets.

Use of alternative indices for equity management

Almost all major market indices are market capitalisation-weighted, so the market value of the company dictates how much of the index each company comprises – a company that is four times the size of another will have four times the weighting in the index. On occasions this can lead to market sentiment influencing the structure of the index, and the most obvious example of this is the technology-led bubble of the late 1990’s where some companies became massively overvalued (with the benefit of hindsight) by the market.

There are other indices (generally referred to as ‘fundamental indices’) that use a combination of factors (sales, cash flow, dividends, size of balance sheet etc.) that are not influenced by market sentiment, and the Investment Subcommittee felt it sensible to move some of the Fund’s passive equity exposure away from using solely market capitalisation indices. This decision was based on diversification rather than prospective returns, although fundamental indices have produced excess returns historically.
From November 2012 half of the Fund’s passive equity exposure in North America and Europe (ex. UK) was transferred to funds tracking the FTSE RAFI indices for these regions, and half of the passive UK equity exposure was moved so that it will be managed to ensure that no single stock will account for more than 3.5% of the index.

Appointment of timberland (forestland) manager

One of the Fund’s biggest risks is inflation – it has a direct impact onto pensions in payment and deferred benefits and a less direct, but still strong, impact onto salaries – and timberland was identified as an asset class which had a meaningful link to inflation, whilst also offering relatively attractive investment returns.

In April 2012 the Investment Subcommittee appointed Stafford Timberland to manage the Fund’s exposure to timberland (target weighting 2% of total assets), and the first investment was made with them in June 2012.

‘Funding’ of Industry Funds Management (IFM) infrastructure mandate

In October 2011 the Investment Subcommittee appointed IFM, alongside Kohlberg Kravis Roberts, to manage a global infrastructure portfolio. Leicestershire County Council’s commitment to the IFM Fund ($56m) was ‘drawn down’ in February 2013 as part of an investment by IFM into the Manchester Airports Group.

The investment gives the Fund an exposure to a portfolio of 8 infrastructure assets which have a good geographical and sector spread, many of which are relatively mature and cash-generative.

First investment into the ‘opportunity pool’

The Fund has an allocation of up to 10% of total assets which can be invested in opportunities that become available that do not necessarily fit in elsewhere within the Fund’s strategy. Until these opportunities arise the available funds will remain invested in equities, and it is a requirement that the opportunity must have a potential return which is above that expected from equities and ideally it will also provide an element of diversification.

In June 2012 the Investment Subcommittee agreed to commit £35m to the M & G Debt Opportunities Fund, which will invest in the debt of European companies that the investment manager has a deep understanding of but where the debt is considered to be trading at attractive because the market has overly discounted the risks. The first investment in this fund took place in September 2012 and by the year end 20% of the commitment had been invested. Full investment is expected during the 2013/14 financial year.

Investment Management Arrangements
At the February 2013 Annual strategy Meeting of the Pension Fund Management Board there were a number of relatively minor changes made to the Fund’s strategic asset allocation benchmark. At the year end the benchmark in place was:
	Equities
	42% - 52%

	Alternative Assets:
  Targeted Return

  Credit

  Other
	22.5% - 32.5%
17.5%

5%

0% - 10%

	Property
	10%

	Commodities
	3%

	Inflation-Linked
	12.5%


The setting of the strategic benchmark is the most important decision that the Board makes. It is this decision that will have by far the most significant impact onto the investment return achieved and approximately 90% of the Fund’s overall risk is encompassed within the choice of benchmark. Individual investment manager choices are important as they can produce added value by outperforming their benchmarks, but their influence is small in comparison to the choice of benchmark.

The management of the individual asset classes is carried out as follows:

Equities

The Fund has a global passive equity manager (Legal & General) that manages against both market capitalisation benchmarks and also against alternative benchmarks. There are also two global dividend-focused equity managers (Kleinwort Benson and Kempen) and two specialist emerging market equity managers (Delaware and Capital International).
Within equities the Fund also has private equity investments (i.e. investment in unquoted companies), the vast majority of which is managed on a global basis by Adams Street Partners. There are also relatively small investments into two locally-based private equity funds managed by Catapult Partners.

Alternative Assets

The Fund’s targeted return exposure can generally be categorised as investments that are seeking to make a return of 3 – 4% p.a. more than could be achieved by an investment in cash (i.e. only slightly below the expected long-term return from equities), and with the expectation that the return will be achieved with relatively low volatility.  There are many different ways of achieving this goal and the Fund has four different managers in this area, namely Aspect Capital Partners, Ruffer, Pictet Asset Management and Aviva Investors. At the year end there was also a residual position (£13.6m) in respect of a portfolio of hedge funds that was managed by Fauchier, but this will ultimately be reduced to nil. 
Within ‘Credit’, JPMorgan manage a global credit portfolio which has freedom to invest in any attractive credit opportunities that are available. The Fund has also  invested £48m via the Prudential/M&G UK Companies Financing Fund, which lends directly to secure UK mid-sized companies at attractive rates of interest and is a replacement for bank funding, which some of the companies were finding difficult to source at one point in time.

The ‘Other’ category is for attractive opportunities which may arise and that do not fit into any of the other asset classes – it will allow the Fund to invest in opportunities without them having to fit neatly into one of the other asset ‘buckets’. The Fund’s only investment in this category is the M & G Debt Opportunities Fund referred to earlier.

Property

Colliers Capital UK manage a directly owned property portfolio but have scope to invest in specialist pooled property funds which are in areas that they find attractive but would not be able to buy directly, usually due to the size of individual investments (for example leisure complexes based around multiplex cinemas or Central London offices).

Aviva Investors manage a portfolio of pooled property funds, which includes some covering a wide range of property types and some which are specialist in nature. Via their ability to research the underlying holdings and the skills of the underlying property managers, it is expected that they will add value to the Fund.

Commodities

Investec Asset Management manage a specialist commodity portfolio. This portfolio includes investment in listed commodity companies, together with commodity futures which gain exposure to the price movement of certain commodities. Commodities are an attractive asset class for the Fund as there are constraints on the ability to produce them and the outlook for demand, particularly from the developing world, is strong.

Inflation-linked

UK inflation is one of the Fund’s biggest risks, due to the direct link to benefits and also the less-direct link to salary growth of active members. Protecting against this risk is, therefore, sensible but it is also very expensive – it would involve taking money out of assets that are seeking investment growth (e.g. equities) and investing it in safer, and therefore lower-returning, index-linked bonds. This would push up employers’ contribution rates to levels which are unaffordable, so can not be contemplated in a large scale manner.

The most natural asset for protecting the Fund against its inflation risk is UK Government index-linked bonds, but these are very expensive as there are a number of price-insensitive buyers and a lack of supply. As a result the Investment Subcommittee has agreed to an initial three-prong investment strategy to obtain some protection against inflation – investment in infrastructure and timberland (both of which have a good historic link to inflation, and also good return prospects), and also a global government index-linked portfolio. 

Kames Capital manage a portfolio of global index-linked stocks, the Fund has two global infrastructure managers (IFM and KKR) and a timberland manager (Stafford).

Other portfolios
The Fund also holds other assets for which no ‘cash backing’ is required and which, therefore, are not included within the strategic asset allocation. 

The Fund has two active currency portfolios, managed by Millennium and BNY Mellon, which look to profit from the relative movement in currency values, and also an asset allocation manager (Kames Capital).
There is a statutory requirement for the Fund to maintain a Governance Compliance Statement, and this is replicated in full below;

LEICESTERSHIRE COUNTY COUNCIL PENSION FUND

GOVERNANCE COMPLIANCE STATEMENT

1.0
INTRODUCTION
1.1
This is the governance compliance statement of the Leicestershire Pension Fund. The Fund is a statutory one that is set up under an Act of Parliament and the administering authority is Leicestershire County Council (the Council). This statement has been prepared as required by the Local Government Pension Scheme (Amendment) (No. 3) Regulations 2007.

2.0
FUNCTIONS AND RESPONSIBILITIES

2.1
Leicestershire County Council has delegated the responsibility for decisions relating to the investment of the Fund’s assets to the Pension Fund Management Board (the Board). This delegation to a specialist committee is in line with guidance from the Chartered Institute of Public Finance & Accountancy (CIPFA).

2.2
The Pension Fund Management Board meets five times a year and its members act in a quasi-trustee capacity. One of these meetings is specifically used to focus entirely on investment strategy. No substantive issues of investment policy will be carried out without the prior agreement of the Board or, in extreme circumstances and where it is impractical to bring a matter to the Board, the agreement of the Chair and Vice-Chair.

2.3
The Board may delegate certain actions to the Director of Corporate Resources. It is the expectation of the Board that some of the more administrative matters relating to investment management, such as the appointment of a custodian, are carried out by the Director of Corporate Resources.

2.4
The Board may approve the setting up of a Working Party to consider various issues, if this is deemed appropriate. The membership of any Working Party will be agreed by the Board, and the Working Party has no power to make substantive decisions.

2.5
Pensions Administration issues are the responsibility of the Director of Corporate Resources. The nature of pensions administration is such that it is not currently deemed necessary to have a committee or sub-committee to oversee this function, although setting up such a body will be considered in the event that it is felt that it will be beneficial.
3.0
REPRESENTATION

3.1
The Board is made up of 14 members – 5 members representing Leicestershire County Council, 2 representing Leicester City Council, one jointly representing the District Councils, one jointly representing De Montfort/Loughborough Universities and 5  non-voting staff representatives. The 9 voting members are appointed using the due political process or, in the case of the two universities, by joint arrangement. The staff representatives are voted on annually at the Annual Meeting of the Fund.

4.0
STAKEHOLDER ENGAGEMENT
4.1
An Annual Meeting of the Pension Fund is held in January each year, to which all employee members and other interested parties are welcome. The purpose of the meeting is to present the Annual Report of the Fund and to report on current issues, as well as to select the staff representatives for the next year.

 

4.2
A number of other initiatives to involve stakeholders also take place, including:

· Presentations by the Fund/Actuary to employing bodies;

· Pensions roadshows at various venues;

· The Annual Report and Account of the Pension Fund;

· Newsletters to employee members.

5.0
REVIEW AND COMPLIANCE WITH BEST PRACTICE

5.1
This statement will be kept under review and will be revised and published following any material change in the governance arrangements of the Pension Fund.

5.2
The regulations require a statement as to the extent to which the governance arrangements comply with guidance issued by the Secretary of State. This guidance contains a number of best practice principles and these are shown overleaf with the assessment of compliance.

	Ref
	Principle
	Compliance/Comments

	A
	Structure
	

	a
	The strategic management of fund assets clearly rests with the main committee established by the appointing council.
	Fully compliant

	b
	That representatives of participating LGPS employers, admitted bodies and scheme members are members of the committee. 
	Fully compliant

	c
	That where a secondary committee has been established, the structure ensures effective communication across both levels.
	Relevant only for Working Parties, but Fully Compliant

	d
	That where a secondary committee has been established, at least one seat on the main committee is allocated for a member of the secondary committee
	All Working Party members will be full Board members, so Fully Compliant

	B
	Representation
	

	a
	That all key stakeholders are afforded the opportunity to be represented within the main committee structure (including employing authorities, scheme members, independent professional observers and expert advisors)
	Fully Compliant

	b
	That where lay members sit on a main committee, they are treated equally and are given full opportunity to contribute to decision making, with or without voting rights
	Fully Compliant

	C
	Selection and Role of Lay Members
	

	a
	That committee members are fully aware of their status, role and function they are required to perform.
	Fully Compliant

	D
	Voting
	

	a
	The policy of the administering authority on voting rights is clear and transparent, including the justification for not extended voting rights to certain groups
	Fully Compliant

	E
	Training/Facility Time/Expenses
	

	a
	That there is a policy on training, facility time and reimbursement of expenses in respect of members involved in the decision-making process
	Fully Compliant

Members are encouraged to undergo suitable training, and all expenses are reimbursed.

	b
	That the policy applies equally to all members of committees
	Fully Compliant

	F
	Meetings (frequency/quorum)
	

	a
	That the main committee meet at least quarterly
	Fully Compliant

	b
	That secondary committees meet at least twice a year and the meetings are synchronised with the main committee
	No standing secondary committee exists, so Not Relevant

	c
	If lay members are not included in formal governance arrangements, a forum is available outside of these arrangements by which their interests can be represented 
	Lay members are included on main committee, so Not Relevant

	G
	Access
	

	a
	That, subject to any rules in the Council’s constitution, all members have equal access to committee papers, documents and advice that falls to be considered by the main committee
	Fully Compliant

	H
	Scope
	

	a
	That administering authorities have taken steps to bring wider scheme issues within the scope of the governance arrangements
	Fully Compliant

	I
	Publicity
	

	a
	That the administering authority have published details of their governance arrangements in such a way that stakeholders with an interest in the way in which the scheme is governed can express an interest in wanting to be part of those arrangements
	Fully Compliant. A copy of this statement will be sent to all employing authorities.



Investment Markets 2012/2013
· Global Stock Markets suffered a large degree of volatility during the financial year, with the June 2012 quarter seeing markets fall quite sharply followed by positive returns during the next two quarters and a strong rally in the last quarter. Over the year as a whole the returns produced were very good, with most market returns being in the 15% - 20% range. 
· The most volatile market was Japan, which saw three quarters of negative returns to a sterling investor followed by exceptionally strong performance towards the end of the financial year. This rally was fuelled by the market’s belief that the policies being implemented by the new Prime Minister Shinzo Abe - a “mix of reflation, government spending and a growth strategy designed to jolt the economy out of suspended animation that has gripped it for more than two decades” - would reinvigorate the Japanese economy and improve the outlook for Japanese companies. ‘Abenomics’, as it has been called, includes measures designed to weaken the Yen (thereby making Japanese exports more competitive), a specific target for inflation (Japan has suffered deflation for much of the last two decades), the setting of negative interest rates (to encourage spending instead of saving), significant quantitative easing and a sharp increase in Government spending. The early signs are that these policies are working and the clamour by institutional investors to rebuild their holdings in Japanese companies has pushed equity prices higher, but there is some scepticism that the policies will bring any long-lasting benefit to the Japanese economy. 
· Within equity markets, emerging markets performed worst with a return of 7.4% over the year. Having escaped the worst of the economic slowdown of recent years there were signs that the previously exceptionally high growth in major countries such as China and Brazil was beginning to falter, which led investors to question the view that the emergence of a growing middle class consumer within these economies would more-than-offset the impact of slower economies elsewhere.



· Although bond yields continued to fall during the year the movement was relatively small in comparison to the moves seen in recent years, and as a result investment returns from bonds were modest. Part of the reason that bond yields have been falling in recent years is the large amount of Quantitative Easing that has been carried out by Central Banks, which has introduced a significant price-insensitive buyer into the market. Quantitative Easing will eventually end and after the year end there were signs of how this might impact onto bond yields, following comments by the Chairman of the US Federal Reserve about the prospects for ‘tapering’ (i.e. reducing) the programme. The large rise is bond yields that occurred (and the significant loss in value to bond investors) gave an indication about how fragile markets can be.

· The UK property market produced a return that was lower than the rental yield, which meant that capital values actually fell over the course of the year. There was, however, a great degree of differentiation of return within the market and some parts – most notably Central London Offices and Central London Retail – producing strong performance. Shopping centres and shops elsewhere within the UK performed relatively poorly (partly due to continuing insolvencies amongst some major retailers) and provincial offices – particularly those in secondary locations – saw significant reductions in value. 

Investment Returns

The table below shows the investment returns achieved (in sterling terms) by different markets in the last two financial years:-

	
	Year to 31 March

2013

%
	Year to 31 March

2012

%

	UK Government Bonds
	
+5.2
	
+14.5

	UK Index-Linked
	
+4.5
	
+18.1

	Overseas Bonds
	
+10.2
	
+5.4

	UK Equities
	
+16.8
	
+1.4

	US Equities
	
+19.3
	
+6.9

	European (Ex UK) Equities 
	
+18.0
	
-11.4

	Japanese Equities
	
+14.3
	
+0.9

	Pacific (Ex Japan) Equities
	
+18.1
	
-4.6

	UK Property
	
+2.5
	
+6.6

	Cash
	
+0.4
	
+0.5


Value of Investments


The value of the Fund at 31st March 2013 was £2,627.1m, which was £290.5m more than the value a year earlier.  The analysis of investments, in summary form, is shown below:-
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Investment Performance


2012/2013 was a year of double-digit returns to a sterling investor from all developed equity markets, with the USA marginally edging ahead as the best performer at +19.3%. Emerging Market equities performed less well and only produced a return of +7.4%.


Government bonds, in both the UK and overseas, saw an end to the meaningful yield reductions that have occurred over most of the last decade and they produced returns that might be considered lacklustre but were, in fact, much closer to what should be expected in the long-term. Index-linked bonds did better as investors were willing to pay more to be protected against the threat of inflation; with Central Banks increasingly targeting sustainable economic growth it seems likely that inflation will be tolerated more than it has been in the past. Commercial property in the UK saw falls in capital values but rental incomes allowed the asset class to make a low positive return for the year.


The Fund made a number of investment manager changes during the course of the year, which have been referred to earlier in this report, and over the course of the year  the Fund produced an investment return of +12.5%, which was exactly in line with the Fund’s investment performance benchmark. The performance of individual managers was variable, and the Pension Fund Management Board will continue to monitor performance and make changes when it is deemed appropriate. 


Some investment managers have fees that are paid from within the pooled funds in which an investment is held and some have their fee paid separately. The managers whose fees are taken within the pooled fund, and where the costs are implicit within the unit price, are Adams Street Partners, Kempen Capital, Delaware Investments, Aspect Capital, Prudential/M&G, Industry Funds Management, Capital International, Stafford Timberland and Catapult Venture Managers.



Brief comments on the performance of the individual managers who were employed for the whole of the year are given below:
 

· Capital International
Capital International manages a pooled emerging market equity portfolio for the Fund. Over the year they underperformed the relevant index by 1.1% but as they only manage about 1.4% of total Fund assets, this underperformance had very little impact on the relative performance of the total Fund.
· Aviva Investors
The Aviva portfolio comprises two different strategies – a pooled property fund and a bond-based hedge fund, which forms part of the Fund’s targeted return strategy. Both strategies underperformed their benchmarks, with the property assets suffering due to the very disappointing returns of a small number of holdings. It is hoped that these holdings, which have seen significant reductions in the value of the underlying properties, have now been written down to levels from which future performance can be positive to returns. 
· Colliers Capital UK
Colliers’ portfolio, which comprises both direct and pooled property holdings but is weighted 75:25 in favour of direct holdings, outperformed its benchmark over the year (3.9% vs. 2.5%). Both the direct and indirect elements of the portfolio outperformed the index, with the indirect part outperforming by 5%. Over the medium and long-term Colliers have successfully outperformed their benchmark - over 20 years their performance has been +9.7% p.a. against the benchmark return of +8.6% p.a. - and this is the reason for their long term tenure.
· BNY Mellon Asset Management
BNY Mellon’s currency programme is quantitative and based on computer models, and it struggled to add value over the year but eked out a return of +0.2%. Whilst this is well below the performance objective of +1.5%, it did at least add some value to the Fund. Since their appointment BNY Mellon’s performance has been disappointing, although in mitigation they have been operating in markets in which politically-motivated intervention within economies has had a significant influence onto currency prices. 
· Millennium Asset Management
The Fund’s other currency manager produced a return of +1.9% for the year, which equates to almost £6.5m of added value. Millennium are a fundamental manager who, unlike most other currency managers, do not rely on quantitative computer models to decide on the positioning of the portfolio and made a substantial amount of money for the Fund by taking an underweight position in the Yen. Their portfolio has produced over £10.3m in added value in the seven years since their appointment, although this is less than 1/3rd of their performance target.
· Kames Capital
Kames Capital run an asset allocation mandate for the Fund, with the intention of adding ½% p.a. in returns to the total Fund, and were appointed in September 2011. Their portfolio is split into two distinct ‘buckets’; a core asset allocation programme that looks to take advantage of perceived anomalies within the market pricing of certain assets and a risk mitigation programme that looks to protect the Fund from the possibility of ‘left tail’ events that would otherwise cause a significant loss of value across the Fund. These ‘left tail’ events are not necessarily considered to be the most likely course of events but are considered possibilities and the risk mitigation part of the programme can be likened to paying an insurance premium to cover events that would otherwise be very uncomfortable. 

Since inception Kames have added no value to the Fund, and have in fact produced negative performance. During 2012/13 their performance was -0.3%, but the Investment Subcommittee still consider the role they fulfil to be an important part of the Fund’s overall strategy.
· JP Morgan Asset Management
The Fund has a c.£80m investment in the JPMorgan Strategic Bond Fund, which seeks to find the most attractive opportunities within the global bond/credit markets and to take advantage of them.

During 2012/13 the return achieved was 2.3% below the relevant index (+5.2% vs. +7.5%), which is disappointing, but one of the major ‘selling points’ of the fund is the ability to protect value in difficult markets. This had not been tested by the year end.

·  Fauchier Partners

Fauchier run a fund-of-hedge-funds, which forms part of the targeted return assets of the Fund. In January 2012 they were relieved of their mandate and they immediately served redemption notices on all of the hedge funds in which we were invested.

Many hedge funds have ‘gates’ which restrict how much money can be redeemed from them and the process of receiving all the proceeds can take a considerable period of time, and at the year end the Fauchier portfolio was valued at £13.6m (compared to £117m prior to the redemption notices being served). The performance achieved by the portfolio in 2012/13 was largely an ‘accident’ of whichever funds had not yet paid out redemption proceeds, and is not really an indicator of the ‘skill’ of Fauchier, but at +7.1% was well above what would have been their benchmark for the year (+4.4%).

· Kohlberg Kravis Roberts (KKR)
The Fund has committed to invest $56m in the KKR Global Infrastructure Fund and this will be ‘drawn down’ as-and-when KKR source new investments. The first drawdown occurred in December 2011 and by the end of 2012/13 a total of $22m had been invested. 

The performance of illiquid investments such as infrastructure can only really be judged over the medium-to-long-term, but at the year end the sterling value of the holding had increased by over 13% over the purchase price so the early signs are encouraging.

· Legal & General
At the year end Legal & General managed 36% of the Fund’s assets, although this had been 10% higher at the previous year end. The money withdrawn from them was used to fund the two new dividend-focused global equity managers, a $56m investment in infrastructure through IFM and £27m invested with Stafford Timberland. All of these manager appointments were part of the Fund’s asset allocation strategy.

During the year Legal & General agreed to set up new pooled index tracking funds for the RAFI North America and Europe (Ex UK) indices, into which Leicestershire County Council were the first investor. This will provide some diversification from market capitalisation weighted indices, and Legal & General continue to track the indices exceptionally accurately.
· Adams Street Partners
Adams Street Partners manage the Fund’s global private equity (i.e. unquoted company) exposure, and over the course of the year significant cash sums (£19.5m) were received from successful realisations of investments. The performance of their portfolio over the year (c. 10%) was below quoted equity markets, which is often the case within private equity when there are large rises within stock markets. This is mainly due to the fact that a large number of the underlying investee companies are still relatively immature and there is insufficient evidence to justify large valuation increases, but often this turns out to be nothing more than a timing issue and valuations increase at a later date. Since commencing investment with Adams Street Partners in 2003 a significant amount of value has been added within the portfolio, both in absolute terms and also relative to quoted equities.
· Ruffer LLP
Ruffer manages a targeted return portfolio for the Fund and significantly outperformed their benchmark for the year (+11.5% vs. +4.4%). About 50% of their portfolio was invested in equities during the year, so outperforming their benchmark would have been expected. Where they have proven to be valuable to the Fund over the period since their appointment is to build a portfolio that proves resilient when returns are difficult to achieve, whilst also being able to benefit when markets are buoyant. 

Their performance since appointment in June 2009 has been over 5% p.a. above their benchmark, at 10.8% p.a. 
· Pictet Asset Management
Pictet was appointed as a targeted return manager at the same time as Ruffer, and Leicestershire’s investment is within a pooled fund. This fund attempts to add value from 2 different and uncorrelated sources – the stock selection skill of Pictet’s in-house investment funds (by investing in specific funds and then hedging out the market exposure) and by taking a view on the direction of key asset markets.


Their performance in 2012/13 was marginally above their benchmark (+4.9% vs. +4.4%), and at the year end they were marginally ahead of their benchmark since their appointment.
· Delaware Investments
Delaware were appointed as an emerging market equity manager in February 2011 and their performance until the end of the 2011/12 financial year was disappointing. They have a concentrated portfolio and most of the underperformance over this period came as a result of stock-specific issues.

2012/13 saw a change in the performance of the portfolio, and it outperformed its benchmark by 1.4% (8.8% vs. 7.4%), although they remain below the benchmark for the period since appointment.
· Investec Asset Management
The Fund’s investment with Investec is in a commodity fund, and commodity markets produced minimal returns (+2.0%) over the year; even this was too much for Investec and their return of +0.8% lagged the market. Between the date of their appointment (December 2010) and 31st March 2013 they have produced an investment return which is marginally negative and although this is better than the return of the relevant commodities index over this period (-1.6% p.a.), it is still disappointing from what is a commodity-based hedge fund which seeks to make consistent positive returns in any market conditions. 

	Five Year Returns

	
	Returns

	
	LCC
	Benchmark

	
	%
	%

	2008/09
	-28.5
	-25.8

	2009/10
	+37.6
	+37.5

	2010/11
	+8.5
	+8.0

	2011/12
	+0.7
	+1.0

	2012/13
	+12.5
	+12.5

	
	
	

	Average Annual
	
	

	Return Over 5 years
	+3.9
	+4.6

	
	
	

	Investment returns for managers employed for more than 5 years
	
	

	Colliers CRE
	+2.0
	+1.0

	BNY Mellon
	-0.1
	+1.5

	Millennium
	+0.1
	+1.5

	Aviva Investors (property only)
	-3.2
	-1.4

	Legal & General
	+7.2
	+7.1



Major Shareholdings


Most of the investments are held within pooled investment vehicles and the Fund has very few individual shareholdings. Almost all of these are within the targeted return portfolio managed by Ruffer. The largest of these shareholdings (T & D Holdings Inc, a Japanese-based insurance company) is valued at £4.0m (0.15% of total fund assets), so this information has been omitted from the report.
Leicestershire County Council Pension Fund (“the Fund”)

Actuarial Statement for 2012/13

This statement has been prepared in accordance with Regulation 34(1)(d) of the Local Government Pension Scheme (Administration) Regulations 2008, and Chapter 6 of the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the UK 2012/13.

Description of Funding Policy

The funding policy is set out in the Administering Authority’s Funding Strategy Statement (FSS).  In summary, the key funding principles are as follows:

· to ensure the long-term solvency of the Fund, i.e. that sufficient funds are available to meet all pension liabilities as they fall due for payment;

· to ensure that sufficient funds are available to meet all benefits as they fall due for payment;

· not to restrain unnecessarily the investment strategy of the Fund so that the Administering Authority can seek to maximise the investment returns (and hence minimise the cost of benefits) for an appropriate level of risk;

· to help employers recognise and manage pension liabilities as they accrue;

· to minimise the degree of short-term change in the level of each employer’s contributions where the Administering Authority considers it reasonable to do so; 

· to use reasonable measures to reduce the risk to other employers and ultimately to the Council Tax payer from an employer defaulting on its pension obligations; and

· to address the different characteristics of the disparate employers or groups of employers to the extent that is practical and cost-effective.

The FSS sets out how the administering authority seeks to balance the conflicting aims of securing the solvency of the Fund and keeping employer contributions stable. 

Funding Position as at the last formal funding valuation

The most recent actuarial valuation carried out under Regulation 36 of the Local Government Pension Scheme (Administration) Regulations 2008 was as at 31 March 2010.  This valuation revealed that the Fund’s assets, which at 31 March 2010 were valued at £2,111 million, were sufficient to meet 80% of the liabilities (i.e. the present value of promised retirement benefits) accrued up to that date. The resulting deficit at the 2010 valuation was £529 million.

Individual employers’ contributions for the period 1 April 2011 to 31 March 2014 were set in accordance with the Fund’s funding policy as set out in its FSS.  

Principal Actuarial Assumptions and Method used to value the liabilities

Full details of the methods and assumptions used are described in the valuation report dated 31 March 2011.
Method

The liabilities were assessed using an accrued benefits method which takes into account pensionable membership up to the valuation date, and makes an allowance for expected future salary growth to retirement or expected earlier date of leaving 
pensionable membership.
Assumptions

A market-related approach was taken to valuing the liabilities, for consistency with the valuation of the Fund assets at their market value. 

The key financial assumptions adopted for the 2010 valuation were as follows:
	Financial assumptions
	31 March 2010

	
	% p.a. Nominal
	% p.a.     Real

	Discount rate
	6.3%
	3.0%

	Pay increases *
	5.3%
	2.0%

	Price inflation/Pension increases
	3.3%
	-


* plus an allowance for promotional pay increases. Short term pay growth was assumed to be 1% p.a. for 2010/11, 2011/12 and 2012/13, reverting to 5.3% p.a. thereafter.

The key demographic assumption was the allowance made for longevity. As a member of Club Vita, the baseline longevity assumptions adopted at this valuation were a bespoke set of VitaCurves that were specifically tailored to fit the membership profile of the Fund. Longevity improvements were in line with medium cohort projections and a 1% p.a. underpin effective from 2007.  Based on these assumptions, the average future life expectancies at age 65 are as follows: 

	
	
	
	
	
	
	
	
	Males
	Females

	Current Pensioners
	20.9 years
	23.3 years

	Future Pensioners*
	23.3 years
	25.6 years


*Future pensioners are assumed to have an average age of 45.

Copies of the 2010 valuation report and Funding Strategy Statement are available on request from Leicestershire County Council, administering authority to the Fund. 

Experience over the period since April 2010.
The Administering Authority monitors the funding position on a regular basis as part of its risk management programme.  The most recent funding update was produced as at 31 March 2013.  It showed that the funding level (excluding the effect of any membership movements) has worsened since the 2010 valuation due to falling real bond yields resulting in an increase in liabilities. Over the period assets have performed slightly better than expected, but have not matched the increase in liabilities.

The next actuarial valuation will be carried out as at 31 March 2013. The Funding Strategy Statement will also be reviewed at that time. 
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	Barry McKay

Fellow of the Institute and Faculty of Actuaries

	For and on behalf of Hymans Robertson LLP

	23 May 2013 
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Fund Account

	
	Notes
	2012-13
	2011-12

	
	
	£000
	£000

	Contributions and Benefits
	
	
	

	
Contributions 
	3
	133,536
	132,461

	
Transfers in
	4
	8,858
	6,336

	
	
	142,394
	138,797

	
	
	
	

	
Benefits 
	5
	120,550
	116,853

	
Payments to and on account of leavers
	6
	8,036
	7,663

	
Administrative expenses
	7
	1,249
	1,144

	
	
	129,835
	125,660

	
	
	
	

	
Net additions from dealings with members
	
	12,559
	13,137

	
	
	
	

	
Returns on investments
	
	
	

	
Investment income
	8
	19,414
	32,282

	Change in market value of investments
	9
	265,571
	(15,365)

	
Investment management expenses
	11
	(7,012)
	(7,717)

	
Net returns on investments
	
	277,973
	9,200

	
	
	
	

	
Net increase in the fund during the 
year
	
	290,532
	22,337

	
	
	
	

	
Net assets of the Fund at 1st April
	
	2,336,575
	2,314,238

	
Net assets of the Fund at 31st  March
	
	2,627,107
	2,336,575




  Net Assets Statement

	
	Notes
	31 March 2013
	31 March 2012

	
	
	£000
	£000

	Investment assets
	9
	2,625,885
	2,338,003

	Investment liabilities
	9
	(5,482)
	(8,844)

	
	
	2,620,403
	2,329,159

	Current assets                                                      
	13
	9,473
	9,958

	Current liabilities
	13
	(2,769)
	(2,542)

	Net assets of the Fund at 31st March
	
	2,627,107
	2,336,575





The financial statements summarise the transactions of the Fund and deal with the net assets at the disposal of the Council.   They do not take account of obligations to pay pensions and benefits which fall due after the end of the Fund year.   The actuarial position on the Scheme, which does take account of such obligations, is set out in the Actuary’s Report on pages 19 and 20 of these accounts and should be read in conjunction with them.
The notes on pages 23 – 38 form part of the financial statements.



NOTES TO THE FINANCIAL STATEMENTS

1.
Basis of preparation

The financial statements have been prepared in accordance with the provisions of International Financial Reporting Standard (IFRS) and the Code of Practice on Local Authority Accounting issued by Chartered Institute of Public Finance and Accountancy.
2.
Accounting policies
The following principal accounting policies, which have been applied consistently, have been adopted in the preparation of the financial statements:

Investments

Equities traded through the Stock Exchange Electronic Trading Service (SETS) are valued at bid price. Other quoted securities and financial futures are valued at the last traded price. Private equity investments and unquoted securities are valued by the fund managers at the year end bid price, or if unavailable in accordance with generally accepted guidelines. Accrued interest is excluded from the market value of fixed interest securities and index-linked securities but is included in investment income receivable.
Pooled Investment Vehicle units are valued at either the closing bid prices or the closing single price reported by the relevant investment managers, which reflect the accepted market value of the underlying assets.

Private equity, global infrastructure and hedge fund valuations are based on valuations provided by the managers at the year end date. If valuations at the year end are not produced by the manager, the latest available valuation is adjusted for cash flows in the intervening period.

Property investments are stated at open market value based on an expert valuation provided by a RICS registered valuer and in accordance with RICS guidelines.

Options are valued at their mark to market value. Forward foreign exchange contracts outstanding at the year end are stated at fair value which is determined as the gain or loss that would arise if the outstanding contract was matched at the year end with an equal and opposite contract. The investment reconciliation table in note 9 discloses the forward foreign exchange settled trades as net receipts and payments.
Investment income

Income from equities is accounted for on the date stocks are quoted ex-dividend.  Income from overseas investments is recorded net of any withholding tax.

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 the 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 but excluding translation gains and losses arising from assets denominated in foreign currency.
Foreign currencies

Assets and liabilities in foreign currencies are expressed in sterling at the rates of exchange ruling at the year-end. Income from overseas investments is translated at a rate that is relevant at the time of the receipt of the income or the exchange rate at the year end, whichever comes first.

2.
Accounting policies (continued)
Surpluses and deficits arising on conversion or translation are dealt with as part of the change in market value of investments. 

Contributions

Normal contributions, both from the members and from employers, are accounted for in the payroll month to which they relate at rates as specified in the rates and adjustments certificate issued by the Fund’s actuary.  Additional contributions from the employer are accounted for in accordance with the agreement under which they are paid, or in the absence of such an agreement, when received.  

Additional payments for early retirements relate to the actuarially assessed extra cost to the Fund of employing bodies allowing their members to retire in advance of normal retirement age.  These costs are reimbursed to the Fund by employing bodies.

Benefits payable

Where members can choose to take their benefits as a full pension or a lump sum with reduced pension, retirement benefits are accounted for on an accruals basis on the later of the date of retirement and the date the option is exercised. 

Other benefits are accounted for on the date the member leaves the scheme or on death.

Transfers to and from other schemes

Transfer values represent the capital sums either receivable in respect of members from other pension schemes of previous employers or payable to the pension schemes of new employers for members who have left the Scheme. They take account of transfers where the trustees of the receiving scheme have agreed to accept the liabilities in respect of the transferring members before the year end, and where the amount of the transfer can be determined with reasonable certainty.

Other expenses

Administration and investment management expenses are accounted for on an accruals basis.  Expenses are recognised net of any recoverable VAT.

Employee expenses have been charged to the Fund on a time basis.  Office expenses and other overheads have also been charged.

3. 
Contributions
	
	2012-13
	2011-12

	Employers
	£000
	£000

	
Normal
	94,573
	92,734

	     Termination valuation payments 
	475
	0

	
Additional payments for early retirements
	3,911
	4,153

	     Additional payments for ill-health retirements
	275
	128

	Members
	
	

	
Normal
	33,803
	34,864

	
Purchase of additional benefits
	499
	582

	
	133,536
	132,461




Additional payments for early retirements are paid by employers, once calculated and requested by the Fund, to reimburse the Pension Fund for the cost to the Fund of employees who are allowed to retire before their normal retirement age. Additional payments for ill-health retirements are paid by the insurance company, where the employer has taken out ill-health insurance and the claim has been accepted as valid.
Purchase of additional benefits by members allows extra service to be credited on top of any service earned via employment. Termination valuation payments relate to the actuarially assessed deficit within an employer’s sub-fund when their last active employee leaves.


The contributions can be analysed by type of Member Body as follows:-

	Leicestershire County Council
	2012-13
£000

40,302
	2011-12
£000

46,635

	Scheduled bodies
	87,440
	79,203

	Admitted bodies
	5,794
	6,623

	
	133,536
	132,461


4.
Transfers In
	Individual transfers in from other schemes
	2012-13
£000

8,858
	2011-12
£000

6,336

	
	8,858
	6,336


5.
Benefits

	Pensions
	2012-13
£000

87,599
	2011-12
£000

79,007

	Lump sum retirement benefits
	29,266
	35,056

	Lump sum death benefits
	3,685
	2,791

	Benefits recharged
	0
	(1)

	
	120,550
	116,853




The benefits paid can be analysed by type of Member Body as follows:-

	Leicestershire County Council
	2012-13
£000

47,982
	2011-12
£000

44,685

	Scheduled bodies
	67,387
	64,453

	Admitted bodies
	5,181
	7,715

	
	120,550
	116,853


6.
Payments to and on account of leavers
	Refunds to members leaving scheme
	2012-13
£000

19
	2011-12
£000

22

	Payments for members joining state scheme
	1
	(6)

	Individual transfers to other schemes
	8,016
	7,647

	
	8,036
	7,663


7.
Administration expenses
	
	
2012-13
	
2011-12

	
	£000
	£000

	Administration and Processing
	
1,051
	
991

	Actuarial fees
	
79
	
109

	Legal and other professional fees
	
25
	
25

	Computer system costs
	
94
	
19

	
	
1,249
	
1,144


8.
Investment income
	Income from fixed interest securities
	2012-13
£000

118
	2011-12
£000

246

	Dividends from equities 
	2,431
	15,998

	Income from index-linked securities
	2,230
	1,139

	Income from pooled investment vehicles
	10,285
	7,930

	Net rents from properties
	5,312
	6,135

	Interest on cash or cash equivalents
	215
	498

	Net currency profit/(loss)
	(1,226)
	139

	Securities lending commission 
	19
	135

	Underwriting commission
	0
	20

	Insurance commission
	30
	37

	Commission recapture
	0
	5

	
	19,414
	32,282


9.
Investments
	
	Value at 31.3.12
	Purchases at Cost and Derivatives Payments
	Sale Proceeds and Derivative Receipts
	Change in Market Value
	Value at 31.3.13

	
	£000
	£000
	£000
	£000
	£000

	Equities
	
78,172
	46,612
	(47,740)
	12,195
	
89,239

	Index-linked securities
	
135,791
	206,763
	(117,460)
	20,270
	
245,364

	Fixed income securities
	26,012
	0
	(26,816)
	804
	0

	Pooled investment vehicles
	        
1,955,410
	988,469
	(1,021,684)
	236,275
	        
2,158,470

	Properties
	
65,986
	4,287
	(156)
	(3,612)
	
66,505

	Cash and currency
	          56,915
	0
	(2,814)      
	0   
	          54,101

	Derivatives contracts
	        4,146
	27,521
	(28,733)
	(361)
	 2,573

	Other investment balances
	
6,727
	0
	(2,576)               
	0
	
4,151

	
	2,329,159
	1,273,652
	(1,247,979)
	265,571
	2,620,403




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


9. Investments (continued)



The Fund has investments of £178.897m in the Legal & General UK equity index fund (31/3/12, £505.957m), £147.299m in the Legal & General UK Core UK equity index fund (31/3/12, nil), £169.510m in the Legal & General North America index fund (31/3/12, £225.811m) and £134.411m in the Legal & General FTSE RAFI North America fund (31/3/12, nil) that exceed 5% of the total value of net assets.


The Fund had no investments which exceed 5% of any class or type of security.

	
	31st  March 2013
	31st  March 2012

	
	£000
	£000

	Equities
	
	

	UK quoted
	20,769
	20,745

	Overseas quoted
	68,470
	57,427

	
	89,239
	78,172

	Index-linked securities
	
	

	UK Government quoted
	99,833
	59,209

	Overseas government quoted
	145,531
	76,582

	
	245,364
	135,791

	Fixed interest securities
	
	

	Overseas Government quoted
	0
	26,012

	Pooled investment vehicles
	
	

	Property funds

Private equity
	172,366
113,350
	197,058

110,639

	Corporate bond funds

Hedge funds

Equity-based funds
	145,578
46,022
1,298,675
	123,050

122,326

1,200,001

	Commodity-based funds
	82,123
	72,529

	Timberland fund
	34,069
	0

	Managed futures fund
	82,942
	0

	Targeted return fund
	130,800
	124,693

	Infrastructure funds
	52,545
	5,114

	
	2,158,470
	1,955,410

	Properties
	
	

	UK (note 11)
	66,505
	65,986

	
	
	

	Cash and currency
	54,101
	56,915

	Derivatives contracts
	
	

	Forward foreign exchange assets
	4,891
	9,072

	Currency option assets
	805
	917

	Other option assets
	1,505
	426

	Other futures assets
	854
	2,575

	Forward foreign exchange liabilities
	(4,848)
	(6,914)

	Currency option liabilities
	(93)
	(147)

	Other option liabilities
	0
	(5)

	Other futures liabilities
	(541)
	(1,778)

	
	2,573
	4,146

	Other investment balances
	4,151
	6,727

	Total Investments
	2,620,403
	2,329,159


Pooled investment vehicles include within Private equity and corporate bonds investments in fund-of-funds which have an underlying value of £110.271m in private equity and £9.462m in corporate bonds.
10. 
Derivatives
The Fund holds derivatives for a number of different reasons. Forward foreign exchange contracts are held to benefit from expected changes in the value of currencies relative to each other. Futures can be held to gain full economic exposure to markets without the requirement to make the full cash investment, and the Fund held futures in North American equity markets in order to ensure that cash was available for the Fund’s asset allocation manager to run its portfolio efficiently and without the requirement for the Fund to lose market exposure. Options are generally used to express an investment view but can give a much higher economic exposure than is required to be paid for the options – they also ensure that the potential loss is limited to the amount paid for the option.
10. 
Derivatives (continued)

Forward Foreign Exchange Contracts

All forward foreign exchange contracts are classed as ‘Over the Counter’ and at the year end the net exposure to forward foreign exchange contracts can be summarised as follows:

	

	2012-13
	2011-12

	
	       £000
	       £000

	Active currency positions (those whose purpose is solely to seek economic gain)
	   (1,016)
	   (485)

	Passive currency positions (those whose purpose is to hedge the Fund’s benchmark exposure to currencies back to sterling)
	   1,059
	   2,643

	
	
43
	
2,158


Options

All options held by the Fund were exchange traded. The value of these options and the assets to which they were exposed can be summarised as follows:

	

	2012-13
	2011-12

	
	£000
	£000

	Commodity-based
	187
	0

	Currency-based
	712
	770

	Interest rate-based
	206
	14

	Equity market-based 
	1,112
	407

	
	2,217
	1,191


Futures
All futures held by the Fund were exchange traded. The value of these options and the assets to which they were exposed can be summarised as follows:

	

	2012-13
	2011-12

	
	£000
	£000

	Commodity-based
	0
	(394)

	Bond-based
	151
	0

	European dividend-based
	(147)
	(238)

	Equity market-based 
	309
	1,429

	
	313
	797


11.
Investment management expenses

	

	2012-13
	2011-12

	
	£000
	£000

	Administration, management and custody
	
6.889
	
7,589

	Performance measurement services
	
12
	
20

	Other advisory fees
	
111
	
108

	
	
7,012
	
7,717


12.
Property investments
	


	31st March 2013
	31st March 2012

	
	£000
	£000

	Freehold
	51,860
	53,521

	Long leasehold
	
	

	(over 50 years unexpired)
	8,755
	8,005

	Short leasehold
	
	

	(under 50 years unexpired)
	5,890
	4,460

	
	66,505
	65,986


All properties, except the Fund’s farm investment, were valued on an open market basis by Nigel Holroyd and Adrian Payne of Colliers Capital UK at 31st March 2013.  The Fund’s farm was valued on an open market basis by James Forman of Leicestershire County Council.  Both valuers are Members of the Royal Institute of Chartered Surveyors.

13. Current assets and liabilities

	


	31 March 2013

£000
	31 March 2012

£000

	Contributions due from employers
	6,064
	6,418

	Cash balances
	446
	63

	Other receivables
	408
	192

	Due from Ministry of Justice
	2,555
	3,285

	Current assets
	9,473
	9,958

	Due to Leicestershire County Council
	(384)
	(665)

	Fund management fees outstanding
	(1,782)
	(1,281)

	Other payables
	(592)
	(596)

	Due to property manager to reimburse float
	(11)
	0

	Current liabilities
	(2,769)
	(2,542)

	Net current assets and liabilities
	6,704
	7,416


Contributions due at the year end were received by the due date.

The amount due from the Ministry of Justice relates to the actuarially assessed deficit in respect of Magistrates’ Court staff that were formerly in the LGPS. The amount is payable over 10 years at £365,000 per annum.

14. Analysis of investments by manager


The Fund employs external investment managers to manage all of its investments apart from an amount of cash and a farm property, which are managed by Leicestershire County Council.  This structure ensures that the total Fund performance is not overly influenced by the performance of any one manager.


The market value of investments in the hands of each manager is shown in the table below:-

	Investment Manager
	At 31st March 2013
	
	At 31st March 2012
	

	
	£000
	%
	£000
	%

	Legal & General
	941,806
	36.0
	1,073,226
	46.1

	Aegon Asset Management
	226,313
	8.6
	142,128
	6.1

	Ruffer LLP
	186,200
	7.1
	166,830
	7.2

	Aviva Investors 
	183,535
	7.0
	208,984
	9.0

	Pictet Asset Management
	130,800
	5.0
	124,693
	5.3

	Kleinwort Benson Investors
	114,944
	4.4
	0
	0.0

	Adams Street Partners
	110,271
	4.2
	107,519
	4.6

	Kempen Capital
	108,697
	4.1
	0
	0.0

	Delaware Investments
	88,475
	3.4
	80,914
	3.5

	Colliers Capital UK
	86,619
	3.3
	86,912
	3.7

	Aspect Capital
	82,942
	3.2
	
	

	JP Morgan Asset Management
	80,254
	3.1
	76,288
	3.3

	Investec Asset Management
	78,015
	3.0
	67,190
	2.9

	Prudential/M & G 
	55,862
	2.1
	41,584
	1.8

	Industry Funds Management
	36,850
	1.4
	0
	0.0

	Capital International
	36,529
	1.4
	41,323
	1.8

	Stafford Timberland
	34,069
	1.3
	0
	0.0

	Kravis Kohlberg Roberts
	15,695
	0.6
	5,114
	0.2

	Fauchier Partners
	13,582
	0.5
	92,455
	4.0

	Catapult Venture Managers
	3,079
	0.1
	3,120
	0.1

	
	
	
	
	

	UBS Global Asset Management
	286
	0.0
	477
	0.0

	Standard Life Investments
	0
	0.0
	731
	0.0

	Internally Managed and currency managers
	5,580
	0.2
	9,671
	0.4

	
	2,620,403
	
	2,329,159
	


15.
Custody of assets


All of the Fund's assets are held by external custodians and are therefore not at risk from the financial failure of any of the Fund's investment managers.  The custodian used is dependent on the type of asset and the portfolio to which the asset belongs.

16.
Operation and management of fund
Details of how the Fund is administered and managed are included in pages 4 to 10. 

17.
Employing bodies and fund members


A full list of all bodies that have active members within the Fund is included on page 6.         Statistical information in respect of the number of members is included on page 5.

18.
Actuarial valuation


At the date of the Fund's last actuarial valuation (31st March 2010) the Fund had assets of £2,111m.  At that date the Fund’s assets covered 80% of its accrued liabilities.

19.
Valuation of financial instruments carried at fair value

The valuation of financial instruments has been classified into three levels, according to the quality and reliability of the information used to determine fair values.


Level 1

Financial instruments at Level 1 are those where the fair values are derived from unadjusted quoted prices in active markets for identical assets or liabilities. Products classified as level 1 comprised quoted equities, quoted fixed interest securities, quoted index-linked securities and pooled investment vehicles where the underlying assets fall into one of these categories.


Listed investments are shown at bid prices. The bid value of the investment is based on the bid market quotation of the relevant stock exchange.


Level 2


Financial instruments at Level 2 are those where quoted market prices are not available; for example, where an instrument is traded in a market that is not considered to be active, or where valuation techniques are used to determine fair value and where these techniques use inputs that are based significantly on observable market data.


Level 3

Financial instruments at Level 3 are those where at least one input that could have a significant effect on the instrument’s valuation is not based on observable market data. Such instruments would include unquoted equity investments, hedge funds and infrastructure, which are valued using various valuation techniques that require significant judgement in determining appropriate assumptions.


The values of the investment in private equity are based on valuations provided by the general partners to the private equity funds in which Leicestershire County Council Pension Fund has invested. These valuations are prepared in accordance with the International Private Equity and Venture Capital Valuation Guidelines, which follow the valuation principles of IFRS and US GAAP. 


The values of the investment in hedge funds and infrastructure are based on the net asset value provided by the fund manager. Assurances over the valuation are gained from the independent audit of the value. 


The following tables provide an analysis of the financial assets and liabilities of the pension fund grouped into levels 1 to 3, based on the level at which fair value is observable.

	
	Quoted market price
	Using observable inputs
	With significant unobservable inputs
	

	Values at 31st March 2013
	Level 1
	Level 2
	Level 3
	Total

	
	£000
	£000
	£000
	£000

	Financial assets at fair value
	2,075,704
	304,195
	245,986
	2,625,885

	Financial liabilities at fair value
	(5,482)
	
	
	(5,482)

	Net financial assets
	2,070,222
	304,195
	245,986
	2,620,403


	
	Quoted market price
	Using observable inputs
	With significant unobservable inputs
	

	Values at 31st March 2012
	Level 1
	Level 2
	Level 3
	Total

	
	£000
	£000
	£000
	£000

	Financial assets at fair value
	1,790,118
	309,806
	238,079
	2,338,003

	Financial liabilities at fair value
	(8,844)
	
	
	(8,844)

	Net financial assets
	1,781,274
	309,806
	238,079
	2,329,159


20.

The Nature and Extent of Risks Arising from Financial Instruments 
Risk and risk management

The Fund’s primary long-term risk is that the Fund’s assets will fall short of its liabilities (i.e. the promised benefits payable to members). Therefore the aim of investment risk management is to minimise the risk of an overall reduction in the value of the Fund and to maximise the opportunity for gains across the whole Fund portfolio. The fund achieves this through asset diversification to reduce exposure to market risk (price risk, currency risk and interest rate risk) and credit risk to an acceptable level. In addition, the Fund manages its liquidity risk to ensure that there is sufficient liquidity to meet the Fund’s required cash flows. These investment risks are managed as part of the overall pension fund risk management programme.


Responsibility for the Fund’s risk management strategy rests with the Pension Fund Management Board. 



a) Market risk


Market risk is the risk of loss from fluctuations in equity and commodity prices, interest and foreign exchange rates and credit spreads. The Fund is exposed to market risk from its investment activities. The level of risk exposure depends on market conditions, expectations of future price and yield movements and the asset mix.


The objective of the Fund’s risk management strategy is to identify, manage and control market risk within acceptable parameters, whilst optimising the return on risk.


In general, excessive volatility in market risk is managed through the diversification of the portfolio in terms of geographical and industry sectors and individual securities. To mitigate market risk, Leicestershire County Council and its investment advisors undertake appropriate monitoring of market conditions and benchmark analysis.


The Fund manages these risks via an annual strategy review which ensures that market risk remains within acceptable levels. On occasion equity futures contracts and exchange traded option contracts on individual securities may be used to manage market risk on investments, and in exceptional circumstances over-the-counter derivative contracts may be used to manage specific aspects of market risk.


Other price risk

Other price risk represents the risk that the value of a financial instrument will fluctuate as a result of changes in market prices (other than those arising from interest rate risk or foreign exchange risk), whether those changes are caused by factors specific to the individual instrument or its issuer or factors affecting all such investments in the market.


The Fund is exposed to share and derivative price risk. This arises from investments held by the Fund for which the future price is uncertain. All securities investments present a risk of loss of capital. For all investments held by the Fund, the maximum risk resulting from financial instruments is determined by the fair value of the financial instruments.


The Fund’s investment managers mitigate this price risk through diversification and the selection of securities and other financial instruments is monitored to ensure that it is within the limits specified in the Fund’s investment strategy.


Other price risk – sensitivity analysis

Following analysis of historic data and expected investment return movement during the financial year, in consultation with the Fund’s investment advisors, Leicestershire County Council has determined that the following movements in market prices risk are reasonably possible for the 2013/14 reporting period:
	Asset type
	Potential market movements (+/-)

	Overseas government bonds
	8%

	Global credit
	10%

	Global government index-linked bonds
	8%

	UK equities
	16%

	Overseas equities
	19%

	UK property
	15%

	Private equity
	28%

	Infrastructure
	14%

	Commodities
	14%

	Hedge funds and targeted return funds
	12%

	Timberland
	16%

	Cash
	1%



The potential price changes disclosed above are broadly consistent with one-standard deviation movement in the value of assets. The sensitivities are consistent with the assumptions contained in the annual strategy review and the analysis assumes that all other variables, in particular foreign currency exchange rates and interest rates, remain the same.

Had the market price of the Fund’s investments increased/decreased in line with the above, the change in net assets available to pay benefits in the market price would have been as follows (the prior year comparator is shown in the second table, using the potential market movements figures used in the 2011/12 Annual Report and Accounts):

	Asset type
	Value at 31st March 2013
	Percentage change
	Value on increase
	Value on decrease

	
	£000
	%
	£000
	£000

	UK equities
	20,769
	16
	24,092
	17,446

	Overseas equities
	68,470
	19
	81,479
	55,462

	Global index-linked bonds
	245,364
	8
	264,993
	225,735

	Pooled property funds
	172,366
	15
	198,221
	146,511

	Pooled private equity funds
	113,350
	28
	145,088
	81,612

	Pooled global credit funds
	145,578
	10
	160,136
	131,020

	Pooled hedge funds
	46,022
	12
	51,545
	40,499

	Pooled equity funds
	1,298,675
	19
	1,545,423
	1,051,927

	Pooled commodity funds
	82,123
	14
	93,620
	70,626

	Pooled targeted return funds
	130,800
	12
	146,496
	115,104

	Pooled timberland fund
	34,069
	16
	39,520
	28,618

	Pooled manager futures fund
	82,942
	12
	92,895
	72,989

	Pooled infrastructure funds
	52,545
	14
	59,901
	45,189

	UK property
	66,505
	15
	76,481
	56,529

	Cash and currency
	54,101
	1
	54,642
	53,560

	Options, futures, other investment balances, current assets and current liabilities 
	13,428
	1
	13,562
	13,294

	Total assets available to pay benefits
	2,627,107
	
	3,048,094
	2,206,121


	Asset type
	Value at 31st March 2012
	Percentage change
	Value on increase
	Value on decrease

	
	£000
	%
	£000
	£000

	UK equities
	20,745
	16
	24,064
	17,426

	Overseas equities
	57,427
	16
	66,615
	48,239

	Global index-linked bonds
	135,791
	8
	146,654
	124,928

	Overseas government bonds
	26,012
	8
	28,093
	23,931

	Pooled property funds
	197,058
	8
	212,823
	181,293

	Pooled private equity funds
	110,639
	22
	134,980
	86,298

	Pooled global credit funds
	123,050
	10
	135,355
	110,745

	Pooled hedge funds
	122,326
	8
	132,112
	112,540

	Pooled equity funds
	1,200,001
	16
	1,392,001
	1,008,001

	Pooled commodity funds
	72,529
	16
	84,134
	60,924

	Pooled targeted return funds
	124,693
	8
	134,668
	114,718

	Pooled infrastructure fund
	5,114
	17
	5,983
	4,245

	UK property
	65,986
	8
	71,265
	60,707

	Cash and currency
	56,915
	0
	56,915
	56,915

	Options, futures, other investment balances, current assets and current liabilities 
	18,289
	0
	18,289
	18,289

	Total assets available to pay benefits
	2,336,575
	
	2,643,951
	2,029,199


Interest rate risk
The Fund invests in financial assets for the primary purpose of obtaining a return on investments. These investments are subject to interest rate risk, which represents the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market interest rates.

The Fund is not highly exposed to interest rate risk but monitoring is carried out to ensure that the exposure is close to the agreed asset allocation benchmark. 

The Fund’s direct exposure to interest rate movements as at 31st March 2013 and 31st March 2012 is set out below. These disclosures present interest rate risk based on the underlying financial assets at fair value:

	Asset type
	As at 31st March 2013
	As at 31st March 2012

	Cash and Currency
	54,101
	56,915

	Fixed interest securities
	145,578
	149,062

	Total
	199,679
	205,977



Interest rate risk sensitivity analysis


The Fund recognises that interest rates can vary and can affect both income to the Fund and the value of the net assets to pay benefits, A 1% movement in interest rates (100 BPS) is consistent with the level of sensitivity expected within the Fund’s asset allocation strategy and the Fund’s investment advisors expect that long-term average rates are expected to move less than 100 BPS from one year to the next and experience suggests that such movements are likely. The analysis that follows assumes that all other variables, in particular exchange rates, remain constant, and shows the effect in the year on the net assets available to pay benefits of a +/- 100 BPS change in interest rates.

	Asset type
	Carrying amount as at 31st March 2013
	Change in year in the net assets available to pay benefits

	
	
	+100 BPS
	-100 BPS

	
	£000
	£000
	£000

	Cash and Currency
	54,101
	541
	(541)

	Fixed interest securities  
	145,578
	1,456
	(1,456)

	Total
	199,679
	1,997
	(1,997)


	Asset type
	Carrying amount as at 31st March 2012
	Change in year in the net assets available to pay benefits

	
	
	+100 BPS
	-100 BPS

	
	£000
	£000
	£000

	Cash and Currency
	56,915
	569
	(569)

	Fixed interest securities
	149,062
	1,491
	(1,491)

	Total
	205,977
	2,060
	(2,060)



Currency risk

Currency risk represents the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in foreign exchange rates. The Fund is exposed to currency risk in financial instruments that are denominated in any other currency other than sterling. The Fund holds both monetary and non-monetary assets denominated in currencies other than sterling.


The Fund’s currency rate risk is actively managed and the neutral position is to hedge 50% of the exposure back to sterling. The table below summarises the Fund’s unhedged currency exposure at as 31st March 2013 and as at the previous period end:

	Currency exposure – asset type
	Asset value as at 31st March 2013
	Asset value as at 31st March 2012

	
	£000
	£000

	Overseas equities
	68,470
	57,427

	Overseas government index-linked bonds
	145,531
	76,582

	Overseas government bonds
	0
	26,012

	Private equity pooled funds
	108,479
	107,518

	Pooled hedge Funds
	13,763
	90,439

	Overseas and Global equity-based pooled funds 
	939,917
	694,027

	Commodity-based pooled funds
	82,123
	72,529

	Infrastructure pooled funds
	52,545
	5,114

	Timberland pooled fund
	31,981
	0

	Total overseas assets
	1,442,809
	1,129,648



Currency risk – sensitivity analysis


Following analysis of historical data in consultation with the Fund’s investment advisors, it is considered that the likely volatility associated with foreign exchange rate movements is 13% (as measured by one standard deviation).


A 13% fluctuation in the currency is considered reasonable based on the Fund advisor’s analysis of the long-term historical movements in the month-end exchange rates over a rolling 36-month period. This analysis assumes that all other variables, in particular interest rates, remain constant.


A 13% strengthening/weakening of the pound against the various currencies in which the fund holds investments would increase/decrease the net assets available to pay benefits as follows:

	Currency exposure – asset type
	Asset value as at 31st March 2013
	Change to net assets available to pay benefits

	
	
	+13%
	-13%

	
	£000
	£000
	£000

	Overseas equities
	68,470
	77,371
	59,569

	Overseas government index-linked bonds
	145,531
	164,450
	126,612

	Private equity pooled funds
	108,479
	122,581
	94,377

	Pooled hedge Funds
	13,763
	15,552
	11,974

	Overseas equity-based pooled funds 
	939,917
	1,062,106
	817,728

	Commodity-based pooled funds
	82,123
	92,799
	71,447

	Infrastructure pooled funds
	52,545
	59,376
	45,714

	Timberland pooled fund
	31,981
	36,139
	27,823

	Total change in assets available
	1,442,809
	1,630,374
	1,255,244


	Currency exposure – asset type
	Asset value as at 31st March 2012
	Change to net assets available to pay benefits

	
	
	+13%
	-13%

	
	£000
	£000
	£000

	Overseas equities
	57,427
	64,893
	49,961

	Overseas government index-linked bonds
	76,582
	86,538
	66,626

	Overseas government bonds
	26,012
	29,394
	22,630

	Private equity pooled funds
	107,518
	121,495
	93,541

	Pooled hedge Funds
	90,439
	102,196
	78,682

	Overseas equity-based pooled funds 
	694,027
	784,251
	603,803

	Commodity-based pooled funds
	72,529
	81,958
	63,100

	Infrastructure pooled funds
	5,114
	5,779
	4,449

	Total change in assets available
	1,129,648
	1,276,504
	982,792



The Fund has two active currency managers with portfolios based on a notional value of £340m each (i.e. £680m in total), although this is the maximum exposure that they are allowed to have. In order to achieve gains within their portfolios they utilise forward foreign exchange contracts and, on occasions, currency options. In combination the managers have an average target volatility of 2.5% and as a result the Fund is exposed to currency risk through these portfolios. The table below shows the likely impact onto the net assets available to pay benefits.

	Currency exposure – asset type
	Asset value as at 31st March 2013
	Change to net assets available to pay benefits

	
	
	+2.5%
	-2.5%

	
	£000
	£000
	£000

	Active currency portfolios
	680,000
	697,000
	663,000

	Total change in assets available
	680,000
	697,000
	663,000


	
Currency exposure – asset type
	Asset value as at 31st March 2012
	Change to net assets available to pay benefits

	
	
	+2.5%
	-2.5%

	
	£000
	£000
	£000

	Active currency portfolios
	680,000
	697,000
	663,000

	Total change in assets available
	680,000
	697,000
	663,000



b) Credit risk

Credit risk represents the risk that the counterparty to a transaction or financial instrument will fail to discharge an obligation and cause the Fund to incur a financial loss. The market value of investments generally reflects an assessment of credit in their pricing and consequently the risk of loss is implicitly provided for in the carrying value of the Fund’s financial assets and liabilities.


In essence the Fund’s entire investment portfolio is exposed to some form of credit risk, with the exception of derivatives positions, where the risk equates to the net market value of a positive derivative position. However the selection of high quality counterparties, brokers and financial institutions minimises credit risk that may occur through the failure to settle a transaction in a timely manner.


Contractual credit risk is represented by the net payment or receipt that remains outstanding, and the cost of replacing the derivative position in the event of a counterparty default. The residual risk is minimal due to various insurance policies held by the exchanges to cover defaulting counterparties.


Credit risk on over-the-counter derivative contracts is minimised as counterparties are recognised financial intermediaries with acceptable credit ratings determined by a recognised ratings agency.


Deposits are not made with banks and financial institutions unless they are rated independently and have a high credit rating. Many of the Fund’s investment managers use the money market fund run by the Fund’s custodian to deposit any cash within their portfolios, although 1 manager (Kames Capital) lends cash directly to individual counterparties in the London money markets. Any cash held directly by the Fund is deposited in an instant access high interest account with National Westminster Bank.


The Fund believes it has managed its exposure to credit risk, and has never had any experience of default of uncollectible deposits. The Fund’s cash holding at 31st March 2013 was £54.101m (31st March 2012: £56.915m). 


c) Liquidity risk


Liquidity risk represents the risk that the Fund will not be able to meet its financial obligations as they fall due. The Fund therefore takes steps to ensure that it has adequate cash resources to meet its commitments. All of the Fund’s cash holdings are available for immediate access, although on some occasions this will involve withdrawing cash balances from the portfolios of investment managers.


The Fund is allowed to borrow to meet short-term cash flow requirements, although this is an option that is only likely to be used in exceptional circumstances.


The Fund defines liquid assets as assets that can be converted to cash within three months. Illiquid assets are those assets which will take longer than three months to convert to cash. As at 31st March 2013 the value of illiquid assets (considered to be the Fund’s investments in property, hedge funds, private equity, timberland and infrastructure) was £480.981m, which represented 18.3% of total Fund assets. (31st March 2012: £501.123m, which represented 21.5% of total Fund assets).


The Fund remains cash flow positive for non-investment related items so there is no requirement to produce detailed cash flow forecasts. All investment related cash flows are known about sufficiently far in advance that they can be covered by taking action in a manner that is both cost-effective and in line with the Fund’s investment strategy.


All financial liabilities at 31st March 2013 are due within one year.


Refinancing risk


The key risk is that the Fund will be forced to sell a significant proportion of its financial instruments at a time of unfavourable interest rates, but this appears a highly unlikely scenario. The Fund’s investment strategy and the structure of its portfolios have sufficient flexibility to ensure that any required sales are considered to be the ones that are in the best financial interests of the Fund at that time. There are no financial instruments that have a refinancing risk as part of the Fund’s treasury management and investment strategies. 

Securities Lending 
As at 31 March 2013, £1.5m of stock was on loan to an agreed list of approved borrowers through the Fund’s Custodian in its capacity as agent lender. The loans were all in respect of equities and were covered by £1.5m of non-cash collateral. 

Collateral is marked to market, adjusted daily and held by the custodian on behalf of the Fund. Income from stock lending amounted to £0.019m during the year and is detailed in note 8 to the accounts. 

The Fund retains its economic interest in stocks on loan, and therefore the value is included in the Fund valuation, however there is an obligation to return collateral to the borrowers, therefore its value is excluded from the Fund valuation. The securities lending programme is indemnified, giving the Fund further protection against losses. 

Reputational Risk 
The Fund’s prudent approach to the collective risks listed above and through best practice in corporate governance, ensures that reputational risk is kept to a minimum.

21.
Related party transactions

From the information currently available there were no material transactions with related parties in 2012/2013 that require disclosure under FRS8.

22.
Contingent liabilities

When a member has left the Pension Fund before accruing sufficient service to qualify for a benefit from the scheme, they may choose either a refund of contributions or a transfer value to another pension fund.  There are a significant number of these leavers who have not taken either of these options and as their ultimate choice is unknown, it is not possible to reliably estimate a liability.  The impact of these ‘frozen refunds’ has, however, been considered in the calculation of the actuarial liabilities of the fund.


If all of these individuals choose to take a refund of contributions the cost to the Fund will be around £762,000, although the statutory requirement of the Fund to pay interest to some members would increase this figure.  Should all of the members opt to transfer to another scheme the cost will be considerably higher.

23.
Contractual Commitments

At 31st March 2013, the Fund had the following contractual commitments:-


(i)
Undrawn commitments totalling $96,596,000 (£63,614,870) to twenty three different pooled private equity funds managed by Adams Street Partners (31st March 2012 £58,778,125 to twenty two different funds).


(ii)
An undrawn commitment of £971,829 to two private equity funds managed by Catapult Venture Managers (31st March 2012 £1,414,003 to two funds).


(iii)
An undrawn commitment of $34,028,000 (£22,409,694) to the KKR Global Infrastructure Fund (31st March 2012 £29,762,478)


(iv)
An undrawn commitment of €21,725,000 (£18,372,077) to the Stafford International Timberland VI Fund (31st March 2012 nil)


(v)
An undrawn commitment of £28,332,000 to the M & G Debt Opportunities Fund (31st March 2012 nil)
24.
Additional voluntary contributions (AVCs)

The Fund has an arrangement with Prudential whereby additional contributions can be paid to them for investment, with the intention that the accumulated value will be used to purchase additional retirement benefits. AVCs are not included in the Pension Fund Accounts in accordance with Regulation 4(2)( c) of the Pension Scheme (Management and Investment of Funds) Regulations 2009.

During 2012/13 £1.817m in contributions were paid to Prudential and at the year end the capital value of all AVC’s was £13.365m.
25.
Policy Statements
The Fund has a number of policy statements that are available on request from Colin Pratt, Investments Manager, Leicestershire County Council, County Hall, Glenfield, Leicester, LE3 8RB (telephone 0116 3057656, email colin.pratt@leics.gov.uk). They have not been reproduced within the Annual Report and Accounts as, in combination, they are sizeable and it is not considered that they would add any significant value to most users of the accounts. The statements are:-
Statement of Investment Principles (SIPs)
Communications Policy Statement

Funding Strategy Statement (FSS)


Compliance statement

Income and other taxes

The Fund has been able to gain either total or partial relief from local taxation on the Fund’s investment income from eligible countries.  The Fund is exempt from UK Capital Gains and Corporation tax.
Self-investment

There has been no material employer related investment in 2012/2013 or 2011/2012. There were occasions on which contributions were paid over by the employer later than the statutory date, and these instances are technically classed as self investment. In no instance were the sums involved material, and neither were they outstanding for long periods.  
Calculation of transfer values

There are no discretionary benefits included in the calculation of transfer values.
Pension Increase

All pension increases are made in accordance with the Pensions Increase (Review) Order 1997.  Recent pension increases are listed on page 4 of this report.
Changes to LGPS


All changes to LGPS are made via the issue of Statutory Instruments by Central Government.
Pension Fund Accounts Reporting Requirement

Introduction

CIPFA’s Code of Practice on Local Authority Accounting 2012/13 requires administering authorities of LGPS funds that prepare pension fund accounts to disclose what IAS26 refers to as the actuarial present value of promised retirement benefits. 

The actuarial present value of promised retirement benefits is to be calculated similarly to the defined benefit obligation under IAS19. There are three options for its disclosure in pension fund accounts:

· showing the figure in the Net Assets Statement, in which case it requires the statement to disclose the resulting surplus or deficit; 

· as a note to the accounts; or

· by reference to this information in an accompanying actuarial report. 

If an actuarial valuation has not been prepared at the date of the financial statements, IAS26 requires the most recent valuation to be used as a base and the date of the valuation disclosed. The valuation should be carried out using assumptions in line with IAS19 and not the Pension Fund’s funding assumptions. 

I have been instructed by the Administering Authority to provide the necessary information for the Leicestershire County Council Pension Fund, which is in the remainder of this note. 

Balance sheet

	Year ended
	31 Mar 2013 £m
	31 Mar 2012 £m

	Present value of Promised Retirement Benefits 
	4,110
	3,452


Liabilities have been projected using a roll forward approximation from the latest formal funding valuation as at 31 March 2010. I estimate this liability at 31 March 2013 comprises £2,488m in respect of employee members, £574m in respect of deferred pensioners and £1,048m in respect of pensioners. The approximation involved in the roll forward model means that the split of scheme liabilities between the three classes of member may not be reliable. However, I am satisfied the aggregate liability is a reasonable estimate of the actuarial present value of benefit promises. I have not made any allowance for unfunded benefits. 

The above figures include both vested and non-vested benefits, although the latter is assumed to have a negligible value. 

It should be noted the above figures are appropriate for the Administering Authority only for preparation of the accounts of the Pension Fund. They should not be used for any other purpose (i.e. comparing against liability measures on a funding basis or a cessation basis). 

Assumptions

The assumptions used are those adopted for the Administering Authority’s IAS19 report as required by the Code of Practice. These are given below. I estimate that the impact of the change of assumptions to 31 March 2013 is to decrease the actuarial present value by £418 m.

Financial assumptions

My recommended financial assumptions are summarised below:

	Year ended
	31 Mar 2013
% p.a.
	31 Mar 2012
% p.a.

	Inflation/Pensions Increase Rate 
Salary Increase Rate*
Discount Rate
	2.8%
5.1%
4.5%
	2.5%
4.8%
4.8%


*Salary increases are 1% p.a. nominal until 31 March 2015 reverting to the long term rate thereafter 

Longevity assumption

The life expectancy assumption is based on the Fund’s VitaCurves with improvements in line with the Medium Cohort and a 1% p.a. underpin from 2007. Based on these assumptions, the average future life expectancies at age 65 are summarised below: 

	
	Males
	Females

	Current Pensioners 
Future Pensioners*
	20.9 years
23.3 years
	23.3 years 
25.6 years


*Future pensioners are assumed to be currently aged 45 

This assumption is the same as at 31 March 2012. 

Commutation assumption 

An allowance is included for future retirements to elect to take 50% of the maximum additional tax-free cash up to HMRC limits for pre-April 2008 service and 75% of the maximum tax-free cash for post-April 2008 service. 

Professional notes

This paper accompanies my covering report titled ‘Actuarial Valuation as at 31 March 2013 for IAS19 purposes’ dated 24 April 2013. The covering report identifies the appropriate reliances and limitations for the use of the figures in this paper, together with further details regarding the professional requirements and assumptions. 

Prepared by:-
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Barry McKay FFA

16 May 2013

For and on behalf of Hymans Robertson LLP

INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF LEICESTERSHIRE COUNTY COUNCIL

We have audited the pension fund accounting statement included in the pension fund annual report of Leicestershire County Council for the year ended 31 March 2013 which comprise the Fund account, the Net Assets Statement and the related notes. The financial reporting framework that has been applied in their preparation is the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2012/13.

Respective responsibilities of the Director of Corporate Resources and the auditor

The Director of Corporate Resources is responsible for the preparation of the pension fund accounting statements and for being satisfied that they give a true and fair view in accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2012/13. Our responsibility is to audit and express an opinion on the pension fund accounting statements in accordance with Part II of the Audit Commission Act 1998, the Code of Audit Practice 2010 – Local Government Bodies issued by the Audit Commission and International Standards on Auditing (UK and Ireland). Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

This report, including the opinions, has been prepared for and only for Leicestershire County Council’s members as a body in accordance with Part II of the Audit Commission Act 1998 and for no other purpose, as set out in paragraph 48 of the Statement of Responsibilities of Auditors and of Audited Bodies – Local Government, published by the Audit Commission in March 2010.  We do not, in giving these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.

Scope of the audit of the accounting statement

An audit involves obtaining evidence about the amounts and disclosures in the accounting statements sufficient to give reasonable assurance that the accounting statements are free from material misstatement, whether caused by fraud or error. This includes an assessment of: whether the accounting policies are appropriate to the pension fund’s circumstances and have been consistently applied and adequately disclosed; the reasonableness of significant accounting estimates made by Leicestershire County Council and the overall presentation of the accounting statement. In addition, we read all the financial and non-financial information in the Annual Report to identify material inconsistencies with the audited accounting statement. If we become aware of any apparent material misstatements or inconsistencies we consider the implications for our report.

Opinion on accounting statements 
In our opinion the pension fund’s accounting statements:

· give a true and fair view of the financial transactions of the pension fund during the year ended 31 March 2013, and the amount and disposition of the fund’s assets and liabilities as at 31 March 2013 other than liabilities to pay pensions and other benefits after the end of the scheme year; and
· have been properly prepared in accordance with the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2012/13.

Opinion on other matters

In our opinion, the information given in the Annual Report for the financial year for which the pension fund accounting statements are prepared is consistent with the accounting statements.


Richard Bacon

for and on behalf of PricewaterhouseCoopers LLP

Appointed Auditors

Birmingham

21 October 2013
Notes:

(a) The maintenance and integrity of the Leicestershire County Council’s website is the responsibility of senior officers; the work carried out by the auditors does not involve consideration of these matters and, accordingly, the auditors accept no responsibility for any changes that may have occurred to the financial statements since they were initially presented on the website.

(b) Legislation in the United Kingdom governing the preparation and dissemination of financial statements may differ from legislation in other jurisdictions.
Statement of Responsibilities for Leicestershire County Council Pension Fund Accounts 
Leicestershire County Council's responsibilities 

The Council is required to: 

i) Make arrangements for the proper administration of the financial affairs of Leicestershire County Council Pension Fund and to secure that one of its officers has the responsibility for the administration of those affairs. In this council, that officer is the Director of Corporate Resources; 

ii) Manage its affairs to secure economic, efficient and effective use of resources and safeguard its assets; and 

iii) Approve the Statement of Accounts for the year. 

The Director of Corporate Resources is responsible for the preparation of the Leicestershire County Council Pension Fund’s Statement of Accounts in accordance with proper practices as set out in the CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom (the Code). 

In preparing this Statement of Accounts, the Director of Corporate Resources has: 

i) Selected suitable accounting policies and then applied them consistently. 
ii) Made judgements and estimates that were reasonable and prudent. 
iii) Complied with the Code. 

The Director of Corporate Resources has also: 

i) Kept proper accounting records which were up to date. 
ii) Taken reasonable steps for the prevention and detection of fraud and other irregularities. 

I certify that the above responsibilities have been complied with and the Statement of Accounts herewith presents a true and fair view of the financial position of the Leicestershire Pension Fund as at 31 March 2013 and its income and expenditure for the year ended the same date. 
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Brian Roberts 
Director of Corporate Resources 
21 October 2013

	
	31st March 2013
	31st March 2012

	
	£000
	%
	£000
	%

	
	
	
	
	

	Fixed & Variable Interest Stocks
	
	
	
	

	
UK Index Linked

     Overseas Index Linked
	99,833
145,531
	3.8
5.5
	59,209

76,582
	2.5

3.3

	     Overseas Government Bonds
	0
	0.0
	26,012
	1.1

	
Global Credit
	145,578
	5.6
	123,050
	5.3

	
	390,942
	14.9
	284,853
	12.2

	
	
	
	
	

	
	
	
	
	

	Equities – United Kingdom
	379,527
	14.4
	526,720
	22.5

	
	
	
	
	

	
	
	
	
	

	Equities – Overseas/Global
	
	
	
	

	Global dividend-focused/smaller companies
	224,638
	8.5
	0
	0.0

	North America
	330,269
	12.6
	244,962
	10.5

	Europe
	180,694
	6.9
	212,184
	9.1

	Japan
	34,099
	1.3
	29,332
	1.3

	Pacific ex Japan
	89,082
	3.4
	121,348
	5.2

	Emerging Markets
	149,606
	5.7
	143,627
	6.1

	
	1,008,388
	38.4
	751,453
	32.2

	
	
	
	
	

	Private Equity
	113,350
	4.3
	110,639
	4.7

	
	
	
	
	

	Hedge Funds
	46,022
	1.7
	122,326
	5.2

	
	
	
	
	

	Targeted Return
	213,741
	8.1
	124,693
	5.4

	
	
	
	
	

	Commodity Funds
	82,123
	3.1
	72,529
	3.1

	
	
	
	
	

	Infrastructure/Timberland Funds
	86,614
	3.4
	5,114
	0.2

	
	
	
	
	

	Property
	
	
	
	

	United Kingdom:
	
	
	
	

	
Retail
	28,970
	1.1
	29,190
	1.3

	
Offices
	14,230
	0.5
	14,145
	0.6

	
Industrial

     Leisure
	11,805
10,310
	0.5
0.4
	12,885

8,725
	0.6

0.4

	
Agricultural
	1,190
	0.0
	1,041
	0.0

	  Indirect
	172,366
	6.6
	197,058
	8.4

	
	238,871
	9.1
	263,044
	11.3

	
	
	
	
	

	Cash, Currency and derivatives
	
	
	
	

	Cash and deposits
	54,101
	2.1
	56,915
	2.5

	Foreign exchange derivatives

Other derivatives contracts
	755
1,818
	0.0
0.1
	2,928

1,218
	0.1

0.0

	Other Net Assets/(Liabilities)
	10,855
	0.4
	14,143
	0.6

	
	67,529
	2.6
	75,204
	3.2

	TOTAL
	2,627,107
	100.0
	2,336,575
	100.0



Pooled and Unitised Funds are included in the asset class in which the underlying investments are made.
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