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Chairman’s Statement
Investment & Accounts Committee

I would like to start by reassuring you that, despite the recent uncertainty, the Fund continues to be a safe place to invest. During poor market conditions, pension funds often come under closer scrutiny and this is particularly true during the present global financial crisis. It is important to note that Pensions are a vital part of life and we all want to look forward to a decent standard of living in retirement. Or should unforeseen circumstances take place, then we want assurance that our dependents will be financially looked after.

During 2008/09 and beyond, committee members continued to follow a long term strategy of diversification with the aim of reducing risk to the Fund while improving the return profile. For the year the highlights were:

· two global equity managers were appointed;
· the Committee agreed tender for a diversified asset manager;
· appointed an Independent Investment Advisor to assist with the governance of the fund; and
· three underperforming fund managers were dismissed.

Committee members received training tailored to the development of the fund’s strategy.
An interesting year lies ahead and this committee remains committed to achieving the very best for the Newham Pension Fund.

Councillor Alec Kellaway 

Chair of the Investment and Accounts Committee
Newham Pension Fund Responsibilities

The Newham Pension Fund

The Newham Pension Fund is part of the Local Government Pension Scheme (LGPS) and is open to all local government employees, with the exception of police, fire fighters and teachers who have their own schemes.

Administering Authority

The London Borough of Newham is the administering authority for the Fund. It has responsibility for the collection of contributions, the payment of benefits and the investment of the Fund under the Local Government Pension Scheme Regulations 1997 (as amended).

The Newham Pension Fund Investment and Accounts Committee
As part of its responsibility as administering authority, the London Borough of Newham has established the Investment and Accounts Committee to oversee and act as the ‘trustee’ for the Fund. The Committee meets quarterly to discuss investment strategy and objectives, to examine legislation and other developments as they may affect the Fund, and to review the performance of the fund managers: 

All Committee Members have voting rights. Co-opted member do not have voting rights. 

The Committee was elected in 2006 and since then there have been twelve committee meetings. In addition three training days were arranged for Committee members, with Hedge Funds, Currency and Hedging and Diversified Alternatives investment products. Figures in brackets represent the number of meetings attended in 2008/09.
The membership and Chair of the committee changed following the Council’s Annual General Meeting on 15 May 2008, they are currently:

Chair


Councillor Kellaway (7)

Appointed 15 May 2008
Member

Councillor Baikie (4)


Appointed 15 May 2008
Member

Councillor Chowdhury (4)

Appointed 15 May 2008
Member

Councillor Hudson (4)

Appointed 15 May 2008
Member

Councillor Karim (4)


Appointed 15 May 2008
Member

Councillor Marway (7)

Appointed 15 May 2008
Member

Councillor Mirza (5)


Appointed 15 May 2008
Member 

Councillor Sparrowhawk (5)
Appointed 15 May 2008
Co-opted members



GMBU



Mr. Linehan


Unite 




Mr Vardon 
Unison




To be confirmed
Newham Pension Fund responsibilities continued
The Committees mission is to provide an efficient and effective pension scheme for all employees and pensioners of all eligible employers in Newham, in accordance with the requirements of the legislation for the Local Government Pension Scheme (LGPS). The Committee ensure management of investments are in line with the Statement of Investment Principles and are based on advice from a number of professional advisors.
The Panel’s objectives:
· to achieve a 100% funding level over the long term, which means that all current and future fund liabilities can be met;
· to maintain a stable employers’ contribution rate in the long term;
· to respond promptly to legislative changes affecting the LGPS and pension provision generally;
· to comment fully on consultation papers dealing with pension matters in the interests of the Fund’s participating employers and members within the deadlines set;
· to make sure that the Fund follows best practice as recommended by the Government, the Local Government Pensions Committee (LGPC), the National Association of Pension Funds (NAPF) and other organisations specialising in pensions;
· to keep abreast of all developments affecting the LGPS by undertaking training and/or taking advice from external fund managers, external consultants and County Council officers as appropriate; and
· to make arrangements for keeping the Fund’s participating employers and members fully informed about matters affecting them.
Conflicts of interest

Conflicts of interest are managed as follows:
a) Prior to taking up their membership of the Pension Fund Sub Committee, members are given training on their duties. It is emphasised that members are required to act in the interests of the pension fund members and should put aside personal interests and considerations.

b) Members’ personal or financial interest in items under discussion must be declared at the beginning of each Sub Committee meeting.

c) A number of different advisers are available to the Sub Committee. The actuary advises on the solvency of the Fund and employer contribution rates, with officers available to give independent advice. Employee groups are represented on the Sub Committee, with the meetings being held open to the public and minutes and reports are published.

Newham Pension Fund responsibilities continued
Fund Managers

Day to day investment management of the Fund’s assets is delegated to expert investment managers in accordance with the Local Government Pension Scheme (Management and Investment of Funds) Regulations 1998 (as amended). The specialist managers, known as fund managers, have authority to purchase and sell assets as outlined in their respective Investment Management Agreements (IMA). 
The Investment and Accounts Committee has sought, over recent years, to diversify the Funds portfolio into a variety of different assets classes. To manage these assets a number of fund managers have been appointed. The fund managers, including their asset class as at 31st March 2009, are shown in Table A below:

Table A: Fund Managers
	Fund Managers
	Asset Class
	£M
	%

	Legal and General
	UK and overseas equities
	218.6
	43.7%

	Axa Rosenberg 
	Global equities
	63.7
	12.7%

	Aberdeen Asset Management
	Fixed Interest
	56.6
	11.3%

	Alliance Bernstein
	Global Equities
	51.4
	10.3%

	Rreef
	Property
	44.7
	8.9%

	Babcock and Brown
	Infrastructure
	21.9
	4.4%

	Longview 
	Global equities
	20.9
	4.2%

	HarbourVest
	Private equity
	19.4
	3.9%

	Investors in the Community
	Private equity
	2.1
	0.4%

	Barings
	Growth Fund
	0.4
	0.1%

	Total
	 
	499.7
	100.0


Custodian

The Pension Fund uses Northern Trust as its Custodian to hold and safeguard the Fund’s assets. The Fund uses Northern Trust for segregated portfolios, which allows investments to be made in different types of assets.

Contact details:

50 Bank Street, 

Canary Wharf, 

London, E14 5NT

Actuary

The Pension Fund uses Mercers as its Actuary.

Contact details:

Mercer,
Mercury Court,
Tithebarn Street,

Liverpool, L2 2QH
Newham Pension Fund responsibilities continued
Advisors

Hewitt are the Fund’s Investment Advisor. They are principally used to advise the Fund on strategic allocation of investment and provide ratings on the fund managers the Fund invests in. 
Hewitt are also used to advise on the selection for future investments and they attend the quarterly Investment and Accounts Committee, where they provide an update on the fund managers rating and performance and provide a summary of the current market conditions. 

Contact details:
Hewitt,
6 More London Place,
London, SE1 2DA
Independent Investment Advisors

A report from Lord Myners highlighted the support independent investment advisors can provide Members in carrying out their investment responsibilities. Following a tendering exercise an independent investment advisor, Alick Stevenson, was appointed on a one year contract to provide additional support to the Committee and to challenge, where necessary, advice from the fund’s actuary and advisors. 
Auditors
PricewaterhouseCoopers are the Fund’s auditors for 2008/09.
Contact details:
PricewaterhouseCoopers, 

5th Floor, 

80 The Strand,
London, WC2R 0AF
Performance Measurement

The WM Company analyses and compares the performance of the Fund with that of other funds and market indexes on a quarterly and annual basis. The data produced enables the committee to review the performance of the fund managers and the Fund on a quarterly, annual and longer time periods.

For the last quarter of the year, continuing into 2009/10, performance measurement was provided by Northern Trust, with the WM Company providing a Local Authority league table for comparison purposes and allows the Fund to benchmark performance against other local authorities. Additional benchmarking is also provided through membership of the London Pension Fund Forum. 
Newham Pension Fund responsibilities continued 

Taxation 
Investments of the Fund are exempt from Capital Gains Tax but tax on UK Dividends is irrecoverable. All Value Added Tax paid is recoverable. There is a liability for Income Tax at 20% for pensions compounded into a lump sum. This liability is a minimal sum. 
Bank

The Co-operative Bank

4th Floor, 9 Prescot Street

London, E1 8BE

Legal

Trowers & Hamlins LLP
Sceptre Court
40 Tower Hill
London, EC3N 4DX
Subscription Bodies

NAPF Ltd
Cheapside House 
138 Cheapside 
London EC2V 6AE

Local Authority Pension Fund Forum

Officers

The Corporate Finance Team ensures members receive advice on investment strategy and monitoring of the managers.  The team also reviews management arrangements and other issues as appropriate, as well as accounting for the activities of the Fund.

Strategic Financial Advisor


Roy Nolan

020 3373 4469
Corporate Finance Manager                    Stephen Wild           020 3373 3881
Principal Finance Officer


David Dickinson
020 3373 1572
The Pensions and Payroll Team monitors and manages the pension’s contractors. The team is a contact point for employees who wish to join the scheme, for advice on procedures and for queries and complaints.

Payroll and Pensions


Ian Weavers

020 3373 8408


Pensions Contractors

The London Pensions Fund Authority provides benefits administration – pension scheme membership records, advice, calculations and estimates. 

Advice and benefit calculations
London Pensions Fund Authority - 020 7369 6249

Risk Management

The Investment & Accounts Committee recognises that there are a number of risks involved in the investment of the assets of the Pension Fund. The Committee ensure all investment risks are monitored and controls are put in place to manage these risks. 
Risks are controlled by restricting investment to asset classes appropriate for UK pension funds. The Committee regularly reviews the potential risks of investing in the various asset classes with assistance from the Fund’s actuary, its investment managers and other professional advisors where required. The controls are outlined below:

Geopolitical and currency risks are measured by the value of assets (the concentration risk) in any one market leading to the risk of an adverse influence on investment values arising from political intervention; and are managed by regular reviews of the actual investments relative to policy and through regular assessment of the levels of diversification within the existing policy.

Manager risk is measured by the expected deviation of the prospective risk and return as set out in the manager(s) investment objectives, relative to the investment policy; and is managed by monitoring the actual deviation of returns relative to the objective and factors inherent in the manager (s) investment process.
Solvency and mismatching risk is measured through a qualitative and quantitative assessment of the expected development of the liabilities relative to the current and alternative investment policies; and are managed by assessing the progress of the actual growth of the liabilities relative to the selected investment policy.

Liquidity risk is measured by the level of cash flow required over a specified period; and managed by assessing the level of cash held in order to limit the impact of the cash flow requirements on the investment cash policy.
Custodial risk is measured by assessing the creditworthiness of the global custodian, including its ability to settle trades on time and to provide secure safekeeping of the assets under custody. 
The main risks to the Fund are highlighted within section 7 of the Funding Strategy Statement. The risks to the Fund are controlled in the following ways:

· The adoption and monitoring of asset allocation benchmarks, ranges and performance targets constrain the Investment Managers from deviating significantly from the intended approach while permitting the flexibility for Managers to enhance returns;
· The appointment of more than one Manager with different mandates and approaches provides for the diversification of Manager risk;
· The investment management agreements constrain the Manager’s actions in areas of particular risk and set out the respective responsibilities of both the Manager and LBN.
Third Party Risk - the Pension Fund is heavily reliant on third party providers for its investment management, administration and custodial services. To minimise this risk a thorough contract monitoring process is followed to ensure performance standards and financial security of external providers.
Statement from the Actuary

An actuarial valuation of the London Borough of Newham Pension Fund was carried out as at 31 March 2007 to determine the contribution rates with effect from 1 April 2008 to 31 March 2011.  The results of the valuation are contained in our report dated 31 March 2008.  The valuation allowed for the new look LGPS benefit structure which was introduced from 1 April 2008. 

On the basis of the assumptions adopted, the valuation revealed that the value of the Fund’s assets represented 72% of the Funding Target at the valuation date. The valuation also showed that a common rate of contribution of 12.5% of pensionable pay per annum was required from employers.  The common rate is calculated as being sufficient, together with contributions paid by members, to meet all liabilities arising in respect of service after the valuation date.  

Adopting the same method and assumptions as used for assessing the Funding Target the deficit would be eliminated by an average additional contribution rate of 10.2% of pensionable pay for 17 years. This would imply an average employer contribution rate of 22.7% of pensionable pay in total.

In practice, each individual employer’s position is assessed separately and the contributions required are set out in our report dated 31 March 2008.  In addition to the certified contribution rates, payments to cover additional liabilities arising from early retirements (other than ill-health retirements) will be made to the Fund by the employers.

The funding plan adopted in assessing the contributions for each individual employer is in accordance with the Funding Strategy Statement (FSS). Different approaches adopted in implementing deficit recovery periods are as determined through the FSS consultation process. 

The valuation was carried out using the projected unit actuarial method and the main actuarial assumptions used for assessing the Funding Target and the common contribution rate were as follows:

	
	For past service liabilities
	For future service liabilities

	Rate of return on investments:

- pre retirement

- post retirement
	6.0% per annum
6.0% per annum
	6.5% per annum

6.5% per annum

	Rate of pay increases:
	4.85% per annum
	4.75% per annum

	Rate of increases in pensions

in payment (in excess of

Guaranteed Minimum Pension)

	3.1% per annum
	3.0% per annum


The valuation results as summarised above are based on the financial position and market levels at the valuation date, 31 March 2007. As such the results do not make allowance for the significant market falls which have occurred subsequent to the valuation date.

The assets were assessed at market value. Full details of the assumptions adopted for the valuation are set out in the actuarial valuation report.

A Funding Review update of the 2007 valuation has also been prepared as at 31 March 2008.  The method and assumptions adopted for this interim review were consistent with those used for the 2007 valuation, and in accordance with the FSS. The update showed deterioration in funding level to 61% at the review date. The implications of this and the current volatility in the markets will continue to be monitored.

The next triennial actuarial valuation of the Fund is due as at 31 March 2010.  Based on the results of this valuation, the contribution rates payable by the individual employers will be revised with effect from 1 April 2011.

C R Hull, Fellow of the Institute of Actuaries,
Mercer Limited,
May 2009

Actuarial Valuation
It is planned that the deficit will be reduced over the next 17 years. The employee contribution rate was 6 per cent in 2007/08, but changed to a variable rate in accordance with pay from 1st April 2008 (See table B). 
Table B: Employee Contributions
	Salary (Band 2008/09)
	Raised from (Band 2007/08)
	Percentage of deduction of Pensionable Pay

	£0 - £12,600
	Was £12,000
	5.5%

	£12,601 - £14,700
	Was £14,000
	5.8%

	£14,701 - £18,900
	Was £18,000
	5.9%

	£18,901 - £31,500
	Was £30,000
	6.5%

	£31,501 - £42,000
	Was £40,000
	6.8%

	£42,001 - £78,700
	Was £75,000
	7.2%

	More than £78,700
	
	7.5%


Liabilities
FRS17 calculations of liabilities are affected by the interest cost and changes in actuarial assumptions. For 2008/09 the interest added approximately 6% to the value of the liabilities at the start of the year, whereas changes in actuarial assumptions reduced the value of the liabilities by approximately 25% when measured as a proportion of the liabilities at the start of the year. The combined effect of these two items reduced the liabilities from £950.2 million in 2007/08 to £801.8 million.
Table C shows the employer rates which will be 22.7% for 2008/09 to 2010/11.

 Table C: Employer Contribution Rates as a Percentage of Pensionable Pay

	
	2006/07
 %
	2007/08
 %
	2008/09

%
	2009/10

%

	Newham
	23.0
	24.2
	22.7
	22.7


List of scheduled bodies & admitted bodies 
Scheduled bodies
London Borough of Newham

Newham College of Further Education

Newham Homes

Newham Sixth Form College (NewVic)

Stratford School

Admitted bodies
Carpenters TMO

Community Links

FM Conway
Greenwich Leisure Ltd
Investment Advisor (Hewitt) Report for the year ended March 2009 

Market review 

The financial crisis, accompanied by the onset of a global recession, hurt all risk-bearing asset classes, especially equities. The Financial sector underperformed other sectors in both the equity and credit markets. UK equities did not perform as badly as the other regions in local currency terms but relative performance was typically worse in sterling terms. Fixed interest gilts was the only major asset class to deliver a positive return, supported by falling interest rates and playing the role of a safe haven for investors avoiding risk-bearing assets. Commercial property prices fell sharply during the year. The -25.5% return over the twelve months to 31 March 2009 dragged the IPD Monthly Property Index back to levels last seen in 2004.   


UK equities 

The twelve month UK equity return of -29.9% meant that the price index at its March 2009 trough was close to 10% off the index's fifteen year low. The Financial sector (-55.3%) suffered from large write-downs by banks which forced the government to effectively nationalise several banks and led to fears over the prospects for the entire Financial sector. Of the ten major sectors, only the defensive healthcare sector (+9.7%) posted a positive return. Amongst the 38 sub-sectors, only Nonlife Insurance (+7.5%) and Pharmaceuticals & Biotechnology (+14.3%) delivered positive returns. Within the UK market, large cap stocks outperformed mid cap stocks by 5.8% and small cap stocks by 12.3%. 


Overseas equities 

The major regional equity indices experienced similar performances in local currency terms, but US and Japanese equities performed much better in sterling terms due to dollar and yen strength. Financial sector losses by high profile companies and the collapse of Lehman Brothers in September 2008 decimated confidence in the Financial sector and contributed to it returning -38.6%. As in the UK, of the ten sectors, only the defensive Health Care sector (+9.8%) delivered a positive return. Amongst the 38 sub-sectors, only 5 delivered positive returns. Emerging Market Equities did not decouple from the developed world, returning -36.5% in local currency terms. Russia (-66.9%) suffered particularly badly. 


Currencies and interest rates 

Over the twelve month period, sterling depreciated against the euro (-12.1%) and to a greater extent against both the US dollar (-25.5%), and the yen (-25.4%), as concerns over the UK economic outlook and the UK's exposure to the credit crisis took their toll. The US, Euro zone, and the UK central banks cut interest rates by 2.0%, 2.5% and 4.75% respectively to combat their recessions. Official short term interest rates are now at record lows in the Euro zone (1.5%), UK (0.5%) and US and Japan (both close to 0%). 
  
Gilt returns and yields 

News flow relating to new gilt issuance and quantitative easing, as well as the ever-changing inflation outlook, all contributed to volatility in the gilt market increasing markedly over the year. Fixed interest gilts outperformed index-linked gilts due to falling inflation expectations and their safe haven status for investors. Short dated gilts performed well due to interest rates falling by 4.75% to 0.5% and medium dated gilts benefited from their safe haven status for investors avoiding risk-bearing assets. 


Corporate bonds 

Spreads, the difference between the yields on non-government bonds and equivalent maturity government bonds, ballooned past previous record highs due to forced sales by investors and fears over companies defaulting on their debt. Spreads on the lower rated issues increased by much more than spreads on their higher rated counterparts. For example, spreads increased by 5.8% on BBB rated issues, but only by 0.3% on AAA rated issues. 


Pension Fund – general information
Fund Income

The Fund receives income from the following sources:

· employees, at varying rates dependant on pay level or date of joining the scheme;
· employers, at varying rates according to their pay level;
· investment income – dividends or interest;
· capital gains on investments; and 
· transfer values from other funds.
The amounts due from employers were received in line with recommended timescales and no interest penalties were levied against employers.
  Table D: Fund membership and contributions 2004 to 2009
	
	2004
	2005
	2006
	2007
	2008
	2009

	Number of contributing
employees as at 1 April
	6,739
	6,631
	6,889
	7,180
	6,781
	6,943

	Deferred Pensioners
	3,265
	3,401
	3,808
	4,016
	4,820
	   5,115

	Current Pensioners
	5,775
	5,480
	5,612
	5,709
	5,713
	5,900

	
	£M
	£M
	£M
	£M
	£M
	£M

	Employee contributions
	7.7
	8.1
	8.4
	9.1
	9.9
	11.0

	Employer contributions
	27.2
	28.6
	31.5
	35.3
	40.0
	40.0

	Total contributions
	34.8
	36.7
	39.9
	44.4
	49.9
	51.0


Graph A below shows the steady increase in total members from 1998 to 2009
Graph A: Fund membership 1998 to 2009
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Fund Expenditure
Administration fees totalled £3.9 million in 2008/09 (£4.8m in 2007/08). The decrease was predominantly in fund manager fees as a result of the poor returns by most of the fund managers.
  Table E: The total administrative cost of the Fund 

	Administration Costs
	2007/08
	2008/09

	Scheme Administration.
	£000s
	£000s

	Officers’ salaries and related costs.
	         663 
	            636 

	Direct running costs
	               44 
	             24 

	Tax paid to HMRC
	233
	              -   

	Audit fee
	              -   
	             38 

	Legal Fees
	                1 
	               7 

	Professional Fees
	             198 
	            194 

	Administration & other expenses borne by fund
	      1,140 
	            899 


Fund Value
The market value of the Fund is shown in table F below. 2008/09 saw the Fund’s market value decrease in value from £622 million to £503 million. 

  Table F: Value of the Fund as at 31st March

	Years
	2004
	2005
	2006
	2007
	2008
	2009

	
	£’000s
	£’000
	£’000
	£’000
	£’000
	£’000

	Value
	376,794
	425,701
	552,033
	618,580
	622,133
	501,678


Investments
Administration of the Fund

The Fund managers invest in markets, in accordance with their management agreements and investment regulations and the Fund’s own Statement of Investment Principles.

Stocks Sales and Purchases

Sales proceeds totalled £206.4 million (£576.2m in 2007/08) and the purchases totalled £194.3 million (£673.1m 2007/08) during 2007/08. 
Fund Holdings

 Table G: The Fund’s largest equity holdings at 31 March 2008

	Company
	[image: image3.png]


Country
	Market Value £’000
	% Total Equities

	Wal-Mart
	United States
	2,355
	0.68

	Pfizer
	United States
	2,001
	0.58

	Exxon
	United States
	1,888
	0.55

	 HYPERLINK "" 
Novartis

	Switzerland
	1,714
	0.50

	IBM
	United States
	1,623
	0.47

	BAE Systems
	United States
	1,420
	0.41

	 HYPERLINK "" 
CVS
 Caremark
	United States
	1,254
	0.36

	JPMorgan Chase
	United States
	1,234
	0.36

	Chevron
	United States
	1,233
	0.36

	 HYPERLINK "" 
Microsoft

	United States
	1,213
	0.35


Strategic Asset Allocation and Performance

The Newham Fund is fairly mature, which means it has a relatively high number of pensioners compared to contributing members and as the liabilities (pension payments) are long-term in nature, this allows the Committee to take a long-term view of investments. 
When making long term investment, the main priority is to obtain sufficient returns, while reducing risk through investing in a diversified range of assets. The Newham Fund is different from the average pension fund, particularly in the area of alternative investments. Efforts have been made, and are continuing to be made to reduce the exposure of the Fund to equities by investing in a variety of alternative investment assets. Examples of alternative investments that the Fund has invested in include private equity, infrastructure and currency. 
Taking a long-term view has also been assisted by there being a positive cash flow of contributions and dividends into the Fund. 
The Committee is currently looking to further diversify the Fund’s investment by appointing a diversified alternative mandate.
The Committee regularly reviews the asset allocation of the Fund’s investments and will make changes based on recommendations from advisors. The Committee did not make any changes to the strategic asset allocation in 2008/09.
The asset allocations compared to the strategic allocation at the year end are in table H. 
Table H: Newham’s Asset allocation
	Investment Type
	Current Investment Allocation
	Strategic Allocation


	Target Return



	
	%
	%
	%

	Equity
	68.0
	60
	8-11

	Bonds
	13.2
	13
	6

	Property
	8.1
	12
	8.5

	Currency
	0.0
	5
	9.5

	Infrastructure
	4.4
	5
	10.5

	Private equity
	4.4
	5
	16

	Cash
	1.9
	0
	0

	Total
	100.0
	100.0
	


Table I indicates that the Funds underperformed against both its own benchmark and the against the average local authority performance. 

Table I: Investment returns 2008/09 
	Investment returns 2008/09
	%

	Total Return
	-21.0

	Average Local Authority Return
	-19.9

	Fund Benchmark Return
	-16.1

	Inflation (Retail Price Index)
	-0.4

	Average Earnings
	2.9


Table J illustrates the long-term performance of the Fund and the value represented when compared to UK average earnings – note that a comparison with retail prices would look even better. The Fund has underperformed the average fund over a ten year period, mainly as a result of poor equity returns.  

 Table J: Long term performance of the Fund
	

Year
	Newham
Fund
 %
	Benchmark

%
	Average local
authority fund
%  
	Average
earnings
%

	2008/09
	-21.0
	-16.1
	-21.0
	2.9

	2007/08
	-4.1
	-1.3
	-2.8
	4.1

	2006/07
	8.9
	8.3
	7.0
	4.4

	3 years to   31.3.06
	-6.2
	-3.5
	9.1
	4.1

	5 years to   31.3.04
	2.9
	5.1
	12.4
	4.0


Asset performance
UK fixed income decreased in value by £6.9 million as the fund manager increased the Fund’s allocation to index linked bonds. Due to the funding of infrastructure and private equity and due to the falling value of equities, the allocation to unquoted equities increased by 8% to £43.8 million.

Allocation to currency fell due to the failure of the carry trade, with funds removed from both currency managers. 

No funds were removed from property in 2008/09, however the allocation decreased by 4.8% due to a fall in the value of the property assets held. 
Table K shows the change in value of the Fund’s asset values between 2007/08 and 2008/09.
Table K: Asset allocation for 2007/08 and 2008/09

	Asset Allocation
	2007/08

£000’s
	Allocation %
	2008/09

£000’s
	Allocation %

	Fixed Interest (UK)
	11,897
	1.93
	5,002
	1.00

	Fixed Interest (Overseas)
	57,584
	9.33
	48,089
	9.62

	Index Linked - UK
	12,960
	2.10
	13,141
	2.63

	UK Equities - Quoted
	122,712
	19.88
	92,516
	18.51

	Overseas Equities - Quoted
	286,728
	46.45
	248,167
	49.65

	Equities - Unquoted
	16,960
	2.75
	43,768
	8.76

	Unit Trusts - UK Property
	78,181
	12.66
	39,434
	7.89

	Currency
	25,473
	4.13
	 
	0.00

	Cash & Liquid Assets 
	4,480
	0.73
	9,464
	1.89

	Other investment balances
	372
	0.0
	271
	0.05

	TOTAL HOLDING
	617,347
	 
	499,852
	 


Fund Administration
The first year of the “New Look” LGPS 

A year has now passed since the implementation of the “New Look” LGPS. It has been a steep learning curve, but the transition between regulations has generally been successful. 

The LGPS have now received most of the required guidance; with perhaps the most eagerly anticipated having been the ill-health guidance and guidance on partial flexible retirement and revised guidance on dealing with an AVC fund on retirement.

The pay bands that determine a member’s contribution rate increased by 5% (RPI) with effect from 1st April 2009 and were circulated to all relevant authorities. All new members who join from this date must have their contribution band determined by reference to the updated table, but employers can choose whether or not to change an existing member’s contribution rate if their pay now falls into a different band.

Even more challenging have been the changes made to the calculation of transfer values. Delays in the issue of relevant factors, and the subsequent delays in incorporating the new routines and factors into the national software systems have meant some transfers having to be put on hold. However, the LPFA has developed a series of flowcharts and calculators that have enabled the large majority of transfer calculations to be processed with minimal delay.

Dispute resolution procedure

Where a member is unsure of their benefit entitlement or have problems with their benefits, the LPFA should be contacted. If a member is not satisfied with any decision they have a right to asked for it to be re-examined under the formal complaints procedure, which is officially called ‘internal dispute resolution procedure’. The formal complaints procedure has 2 stages and full details can be obtained from the LPFA by either phone on 020 7369 6249 or by writing to London Pensions Fund Authority, Dexter House, 2 Royal Mint Court, London, EC3N 4LP
Service Standards

Although regular and clear communication are important issues to employers and employees, it is also considered to be important that stakeholders are aware of the service standards set for responses by both Newham Council and the LPFA. The following are proposed service standards, which should be reached on at least 98 per cent of cases:

Table L: Type of work
	Performance Indicator
	Target
	Achieved %

	Letter detailing transfer in quote
	10 days
	100

	Letter detailing transfer out quote
	10 days
	100

	Process refund and issue payment voucher
	5 days
	100

	Letter notifying retirement benefit amount - estimates
	10 days
	100

	Letter notifying actual retirement benefits and issue of payment voucher for lump sum retirement grant
	5 days
	100

	Letter acknowledging death of active / deferred / pensioner 
	5 days
	100

	Letter notifying amount of dependant's benefits
	5 days
	100

	Calculate and notify deferred benefits
	10 days
	100


Newham Pension Fund Statements
Funding Strategy Statement (FSS)

The FSS was introduced in 2004. Its purpose is to:

· improve local transparency, accountability and understanding of the long-term management of employers’ pension liabilities

· link this process with the Statement of Investment Principles and Fund valuation requirements.
A full version of the FSS can be found at: www.newham.gov.uk
Socially Responsible Investment

To enable the Fund to work with others to engage with companies, the Fund has joined the Local Authority Pension Fund Forum. In addition the Investment and Accounts Committee have agreed policies that will guide the use of votes and use ISS-proxy voting services to inform officers on relevant issues. 

For investments outside of the UK, global equity fund managers Alliance Bernstein, Longview and Axa Rosenberg have discretion to invest in the best economic interests of the Fund. An example of this includes avoiding companies where ethical or environmental concerns are not fully recognised in the rating of the stock.  
Fund managers are instructed not to invest segregated elements of their portfolio in companies that generate over half of their income from tobacco products, due to the risk that tobacco companies may face large liabilities from outstanding court actions. 

Corporate Governance Policy 

Administering Authorities are required to prepare and publish a Governance Compliance Statement setting out whether they delegate their function to a committee, the terms of such delegation, the frequency of meetings, whether other stakeholders are represented, and whether or not the policies comply with guidance from the Secretary of State.  
Sir Paul Myners issued his review of institutional investment in the UK in 2001, where he published ten investment principles, which have been taken as best practice for pension funds. In 2008 the principles were updated to six higher level principles. Local authorities are required to publish details of the extent to which they already comply with the principles, and to give justification where this is not the case. 

The full Governance Statement can be found on the Newham website at: www.newham.gov.uk
Governance of the Newham Fund

The Committee’s policies and practices on the governance of the Fund, setting out such items as the composition of the Committee and the regularity of meetings is reviewed and published yearly. 

Statement of Investment Principles 

The Statement of Investment Principles (SIP) was first published in 2000 by the Pension Fund Sub Committee. The SIP details important policy issues, including investment responsibilities and objectives, the management of risks to the value of the Fund and the asset allocation policy. Aspects of the investment management arrangements are outlined, including the current strategy, the requirement for periodic review, monitoring activity and performance, and investment restrictions. 

In the light of new investment regulations and recommendations from the Myners report, an updated SIP was published for 2007/08. 

The SIP has been revised for 2009/10 and now shows where the policies adopted by the Newham Fund differ from those set out in Myners and the reasons for those differences.  The full version of the Statement of Investment Principles can be found on the Newham website at: www.newham.gov.uk
Communications with participating employers and Fund members

The Council is committed to providing a consistent high quality service to its members and other stakeholders.  

The Committee will make arrangements to keep the Fund’s participating employers and members fully informed about matters that affect them by publishing:

· an annual report on the Fund for each financial year, to be available for an AGM of the Fund’s employers

· an annual leaflet for the Fund’s pensioners and contributors which will contain

key information about the management and investment of the Fund, changes and developments in the LGPS, service standards and contact points

In addition, a Communications Policy Statement has been prepared with the aim of enhancing the understanding, transparency and visibility of the Fund.  This Policy Statement is reviewed on an annual basis.

Each stakeholder group has different communication requirements and the Fund aims to use the most appropriate methods for its various audiences.
This document sets out the Fund’s Communication Policy and the methods used to communicate with its stakeholders. 

The full version of the Communications Policy Statement can be found on the Newham website at: www.newham.gov.uk
New Developments

The Investment and Accounts Committee met four times during 2008/09. Key decisions made included:

· agreed the Statement of Accounts and the Newham Pension Fund Report for 2007-2008;
· reviewed the operation of the Committee’s business;  

· revised strategy to further diversify away from equities;
· revised reporting requirements, resulting in a move to monthly exception reporting rather than standard quarterly reporting;
· revised policy statements for Statement of Investment Principles and the Funding Strategy Statement and Compliance Statement;
· appointed an Independent Investment Adviser;
· appointed 4 new fund mangers;
· funds were removed from 3 poor performing fund managers;
· agreed a 2008 Funding Review by Pension Fund Actuary;
· agreed to tender a Diversified Alternative Asset manager; and

· Member development training provided on a number of topical investment issues.

Statement of Responsibilities for the Newham Pension Fund Accounts

The Authority’s Responsibilities

The Authority is required:

· To make arrangements for the proper administration of its financial affairs and to secure that one of its officers has the responsibility for the administration of those affairs. In this authority, that officer is the Executive Director of Resources;

· To manage its affairs to secure economic, efficient and effective Use of Resources and to safeguard its assets; and

· To approve the Statement of Accounts.

The Responsibilities of the Executive Director of Resources

The Executive Director of Resources is responsible for the preparation of the Fund’s statement of accounts in accordance with proper practices set out in the CIPFA Code of Practice on Local Authority Accounting 

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

· Selected suitable accounting policies and then applied them consistently;

· Made judgements and estimates that were reasonable and prudent; and

· Complied with the Code of Practice.

· Kept proper accounting records which were up to date; and

· Taken reasonable steps for the prevention and detection of fraud and other irregularities.

I certify that the Accounts set out on pages 27 to 35 of the Annual Pension Report present fairly the financial position of the Council at 31st March 2009 and its income and expenditure for the year ended 31st March 2009.

                                                                              
[image: image2.wmf]
Date: 18 November 2009             
Signature:


R. Heaton

Executive Director of Resources

Independent Auditor’s Report to the Members of London Borough of Newham

Opinion on the pension fund accounts as included in the Annual Report

We have audited the pension fund accounts of the London Borough of Newham for the year ended 31 March 2009. The pension fund accounts comprise the Fund Account, the Net Assets Statement and the related notes. The pension fund accounts have been prepared under the accounting policies set out therein.

Respective responsibilities of the Executive Director of Resources and auditor 

The Executive Director of Resources is responsible for preparing the pension fund accounts, in accordance with relevant legal and regulatory requirements and the Code of Practice on Local Authority Accounting in the United Kingdom 2008. In preparing the pension fund accounts, the Executive Director of Resources is responsible for:

• selecting suitable accounting policies and then applying them consistently;

• making judgments and estimations that are reasonable and prudent;

• keeping proper accounting records which are up to date;

• taking reasonable steps for the prevention and detection of fraud and other    irregularities.

Our responsibility is to audit the pension fund accounts in accordance with relevant legal and regulatory requirements and International Standards on Auditing (UK and Ireland). 

This report, including the opinion, has been prepared for and only for the London Borough of Newham’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 49 of the Statement of Responsibilities of Auditors and of Audited Bodies prepared by the Audit Commission. We do not, in giving this opinion, 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.

We report to you our opinion as to whether the pension fund accounts present fairly, in accordance with relevant legal and regulatory requirements and the Code of Practice on Local Authority Accounting in the United Kingdom 2008, the financial transactions of the pension fund during the year and the amount and disposition of the fund’s assets and liabilities, other than liabilities to pay pensions and other benefits after the end of the scheme year.
We review whether the governance compliance statement published in the Pension Fund Annual Report reflects compliance with the requirements of Regulation 34(1)(e) of the Local Government Pension Scheme (Administration) Regulations 2008. We report if the statement is misleading or inconsistent with other information we are aware of from our audit of the financial statements. We are not required to consider, nor have we considered, whether the governance statement covers all risks and controls. Neither are we required to form an opinion on the effectiveness of the Authority’s corporate governance procedures or its risk and control procedures

We read the other information published with the pension fund accounts and consider whether it is consistent with the audited pension fund accounts. This other information comprises the Management and Financial Performance Report, the Investment Policy and Performance Report, the Scheme Administration Report, the Actuarial Report on the Fund the Funding Strategy Statement, the Statement of Investment Principles and the Communications Policy Statement. We consider the implications for our report if we become aware of any apparent misstatements or material inconsistencies with the pension fund accounts. Our responsibilities do not extend to any other information.

Basis of audit opinion

We conducted my audit in accordance with the Audit Commission Act 1998, the Code of Audit Practice issued by the Audit Commission and International Standards on Auditing (UK and Ireland) issued by the Auditing Practices Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and disclosures in the pension fund accounts. It also includes an assessment of the significant estimates and judgments made by the Authority in the preparation of the pension fund accounts, and of whether the accounting policies are appropriate to the Authority’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the pension fund accounts are free from material misstatement, whether caused by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in the pension fund accounts.

Opinion

In our opinion the pension fund accounts present fairly, in accordance with the Code of Practice on Local Authority Accounting in the United Kingdom 2008, the financial transactions of the Pension Fund during the year ended 31 March 2009, and the amount and disposition of the fund’s assets and liabilities as at 31 March 2009, other than liabilities to pay pensions and other benefits after the end of the scheme year.

PricewaterhouseCoopers LLP

80 Strand

London

WC2R 0AF

Date: 
PENSION FUND     
	2007/08
	FUND ACCOUNT
	2008/09 
	2008/09

	£000s
	 
	£000s
	£000s

	 
	Contributions:
	 
	

	9,908
	  Contributions from Members (note 2)
	11,036
	

	39,975
	  Contributions from Employers (note 2)
	39,995
	51,031

	6,215
	  Transfer in
	6,182
	6,182

	 
	 
	 
	

	 
	Benefits:
	 
	

	(22,873)
	  Pensions (note 3)
	(24,630)
	

	(6,621)
	  Lump Sum Benefits (note 3)
	(8,965)
	(33,595)

	 
	 
	 
	

	 
	Payments to and on account of leavers:
	 
	

	(11)
	  Refunds of Contributions
	(9)
	

	(4,085)
	  Individual transfers out to other schemes
	(4,465)
	(4,474)

	(1,140)
	  Administration Expenses (note 8)
	(899)
	(899)

	 
	 
	 
	

	21,368
	Dealing With Members
	
	18,245

	 
	 
	 
	

	 
	Return on Investments:
	 
	

	(3,186)
	  Investment Management Expenses (note 10)
	(1,986)
	

	(23,293)
	  Gains and Losses on Investments (note 11)
	(143,249)
	

	9,140
	  Investment Income (note 9)
	6,820
	

	(476)
	  Taxation
	(285)
	

	 
	 
	 
	

	(17,815)
	Net returns on investments
	
	(138,700)

	 
	 
	 
	

	3,553 
	Net increase /(decrease) in the fund during the year
	
	(120,455)

	 
	 
	 
	

	618,580
	Opening Net Assets of the scheme
	
	622,133

	622,133
	Closing Net Assets of the scheme
	
	501,678

	
	
	
	

	2007/08
	NET ASSETS STATEMENT
	
	2008/09

	 
	
	 
	

	617,347
	Investment Assets (Note 4)
	
	499,852

	5,356
	Current Assets (Note 12)
	
	2,383

	(570)
	Current Liabilities (Note 12)
	
	(557)

	 
	 
	
	

	622,133
	Fund Balance at 31st March 
	
	501,678


SORP accounts summarise the transactions and net assets of the Fund. They do not take account of liabilities to pay pensions and other benefits in the future.

NOTES TO THE ACCOUNTS
Note 1. Fund Operation and Membership

The Pension Fund provides pensions and other benefits for former, non-teaching employees of the Council (teachers are covered by a separate Pension Fund).  It is a statutory Defined Benefit scheme operated under the Local Government Pension Scheme Regulations 2007.  Subject to certain criteria, all non-teaching employees may choose to join the scheme.  Membership of the Fund at the year-end was as follows:

	
	At 31st March 2008
	At 31st March 2009

	Contributing Members
	6,781
	6,943

	Current Pensioners
	5,713
	5,900

	Deferred Pensioners
	4,820
	

5,115

	Undecided Members
	     11
	       8


Deferred pensioners include 1,553 of frozen members at 31st March 2009 (1,557 at 31st March 2008). Benefits are financed by contributions from employees, Scheme employers, and by income from investments. The employee's basic contribution are now based on salary bands and are vary from 5.5% to 7.2% of pensionable pay for Officers and Manual Workers. Employers’ contribution for 2008/09, paid by the Council, was 22.7% of pensionable pay. 

Note 2. Contributions Benefits Payable
In addition to the Council, there are four scheduled bodies participating in the scheme: Newham Sixth Form College (NewVIc), Newham College, Stratford School and Newham Homes, and four admitted bodies Greenwich Leisure, Carpenters TMO, FM Conway and Community Links. Contributions by employers and employees in the Fund are as follows: 

	 
	Contribution
	Employee’s Contributions
	Employer’s Contributions

	Participating Body
	Rate
	 2007/08           
	2008/09
	2007/08
	2008/09

	 
	 
	£000s
	£000s
	£000s
	£000s

	LB Newham
	22.7%
	8,778
	9,534
	35,691
	35,999

	Stratford School
	22.7%
	26
	32
	106
	112

	NewVlc
	8.8%
	86
	93
	179
	128

	Newham College of Further Education
	18.3%
	306
	339
	1,191
	891

	Newham Homes
	17.8%
	660
	985
	2,688
	2,747

	Carpenters TMO
	13.6%
	12
	11
	32
	22

	Greenwich Leisure
	15.2%
	27
	26
	57
	58

	FM Conway
	15.5%
	5
	6
	15
	13

	Community Links
	13.2%
	8
	10
	16
	25

	TOTAL
	
	9,908
	11,036
	39,975
	39,995


The current funding and deficit funding contribution breakdown is outlined below: 

	Employers
	ongoing
	deficit
	ongoing
	deficit
	Total
	Total

	 
	2007/08
	2007/08
	2008/09
	2008/09
	2007/08
	2008/09

	Employers 
	£000s
	£000s
	£000s
	£000s
	£000s
	£000s

	  LB Newham
	25,314
	10,377
	26,008
	9,991
	35,691
	35,999

	  Scheduled
	2,953
	1,211
	2,802
	1,076
	4,164
	3,878

	  Admitted
	85
	35
	85
	33
	120
	118

	  Employer Contribution Totals
	28,352
	11,623
	28,895
	11,100
	39,975
	39,995

	 
	 
	 
	 
	 
	 
	 

	  Members
	 
	 
	 
	 
	 
	 

	  LB Newham
	 
	 
	 
	 
	8,778
	9,534

	  Scheduled
	 
	 
	 
	 
	1,078
	1,449

	  Admitted
	 
	 
	 
	 
	52
	53

	  Employee Contribution Totals
	 
	 
	 
	 
	9,908
	11,036


The Council administers the Fund’s investments.  Specialist Fund Managers – Alliance Bernstein, Axa Rosenberg, Legal & General (L&G), Aberdeen Asset Management (AAM), Rreef Ltd, Longview – have been appointed to invest the majority of the Fund.  In addition, a small proportion of the Fund is held in venture capital.  The Fund does not form part of the Council’s consolidated accounts.

Note 3. Benefits Payable

Benefits are provided in accordance with the provisions of the Local Government Pension Scheme regulations.

	
	Pensions


	Lump Sums



	Participating Body
	2007/08
	2008/09
	2007/08
	2008/09

	 
	£000s
	£000s
	£000s
	£000s

	LB Newham
	          22,430 
	24,166
	          6,019 
	8,828

	Scheduled Bodies
	              441 
	          461 
	             573 
	137

	Admitted Bodies
	                  2 
	3
	              29 
	0

	TOTAL
	          22,873 
	24,630
	          6,621 
	8,965


AVC Investments

Individuals hold assets invested separately from the main fund in the form of with profits, equity related, or building society accounts, securing additional benefits on a money purchase basis for those members electing to pay additional voluntary contributions (AVCs). Members participating in this arrangement each receive an annual statement made up to 31st March confirming the value of their account and the movements in the year. The aggregate values of the AVC investments are as follows:

	                             
	2007/08
	2008/09

	 
	£000s
	£000s

	Clerical medical
	434.9
	415.7

	Equitable Life 
	289.10
	284.60


Note 4. Fund Managers’ Holdings

The majority of the Fund is represented by investments. The statement below shows the market value of each type of investment held by the individual Fund Managers in £000s as at 31st March 2009.

	Investment
	AAM
	Alliance Bernstein
	Axa Rosenberg
	Legal & General
	Rreef
	Long 

View
	Others
	Total

	Fixed Interest (UK)
	0
	0
	0
	5,002
	0
	0
	0
	5,002

	Fixed Interest (Overseas)
	46,042
	0
	0
	2,047
	0
	0
	0
	48,089

	Index Linked - UK
	0
	0
	0
	13,141
	0
	0
	0
	13,141

	UK Equities - Quoted
	0
	4,574
	13,532
	72,252
	0
	2,158
	0
	92,516

	Overseas Equities - Quoted
	10,602
	44,866
	49,620
	126,120
	0
	16,959
	0
	248,167

	Alternative Investments
	0
	0
	0
	0
	0
	0
	43,768
	43,768

	Unit Trusts - UK Property
	0
	0
	0
	0
	39,434
	0
	0
	39,434

	Investment Subtotal
	56,644
	49,440
	63,152
	218,562
	39,434
	19,117
	43,768
	490,117

	
	
	
	
	
	
	
	
	

	Cash & Liquid Assets (UK)
	2
	1,861
	417
	0
	5,254
	1,795
	135
	9,464

	Other investment balances
	0
	111
	155
	0
	0
	0
	5
	271

	TOTAL HOLDING
	56,646
	51,412
	63,724
	218,562
	44,688
	20,912
	43,908
	499,852

	As a percentage of total
	11.00
	10.00
	13.00
	44.00
	9.00
	4.00
	9.00
	100.00


The 31st March 2008 investment market values were as follows (in £000s):

	Investment
	Alliance Bernstein
	Axa Rosenberg
	Legal & General
	AAM
	Rreef
	Others
	Total

	Fixed Interest (UK)
	0
	0
	11,897
	0
	0
	0
	11,897

	Fixed Interest (Overseas)
	0
	0
	2,869
	54,715
	0
	0
	57,584

	Index Linked - UK
	0
	0
	12,960
	0
	0
	0
	12,960

	UK Equities - Quoted
	6,405
	20,759
	93,523
	0
	0
	2,025
	122,712

	Overseas Equities - Quoted
	66,373
	66,208
	154,147
	0
	0
	0
	286,728

	Equities - Unquoted
	0
	0
	0
	0
	0
	16,960
	16,960

	Unit Trusts - UK Property
	0
	0
	0
	0
	78,181
	0
	78,181

	Currency
	0
	0
	0
	0
	0
	25,473
	25,473

	Investment Subtotal
	72,778
	86,967
	275,396
	54,715
	78,181
	44,458
	612,495

	
	
	
	
	
	
	
	

	Cash & Liquid Assets 
	2,285
	708
	0
	(4)
	1,478
	13
	4,480

	Other investment balances
	215
	157
	0
	0
	0
	0
	372

	TOTAL HOLDING
	75,278
	87,832
	275,396
	54,711
	79,659
	44,471
	617,347

	As a percentage of total
	12.19
	14.23
	44.61
	8.86
	12.90
	7.21
	100.00


Transaction costs are included in the cost of purchases and sale proceeds. Transaction costs include costs charged directly to the scheme such as fees, commissions, stamp duty and other fees. In addition to the transaction costs disclosed above, indirect costs are incurred through the bid-offer spread on investments within pooled investment vehicles. The amount of indirect costs is not separately provided to the scheme.

Note 5. Actuarial Position

The level of contribution payable by the Council to the Fund during 2008/09 was based on the actuarial valuation as at 31st March 2007.  This valuation sets the contribution rates for the three years commencing 1st April 2008.

The market value of the Fund’s assets at 31st March 2007 was £618 million, compared to liabilities of £862 million, representing 72% of the Fund’s accrued liabilities, allowing for future pay increases.

The contribution rates have been calculated using the projected unit actuarial method and the main actuarial assumptions used in 2007 are shown in the following table:

	Assumptions
	2004 Valuation
	2007 Valuation

	Rate of Return on Investments
	6.7% Equities / 4.9% Bonds
	6% Equities 

	Rate of general pay increases
	4.4% per annum
	4.9% per annum

	Rate of increase to pensions in payment (in excess of GMPs)
	2.9% per annum
	3.1% per annum

	Valuation of Assets
	Market value based on average values of assets in the 12 months prior to 31st March 2004
	Market value based on average values of assets in the 12 months prior to 31st March 2008


The 2007 valuation set the required rate of contributions by the Council for 2008/09 at 22.7% pensionable pay.  This rate of contribution is that which, when added to the contributions paid by the members, is sufficient to meet the following:

· 100% of the liabilities arising in respect of service after the valuation date; plus

· an adjustment over a period of 17 years to reflect the shortfall of the value of each participating employer’s notional share of the Fund’s assets from 100% of its accrued liabilities, allowing, in the case of members in service, for future pay increases.
Note 6. Accounting Policies

SORP accounts summarise the transactions and net assets of the Fund. They do not take account of liabilities to pay pensions and other benefits in the future.

Accounting Standards - The Pension Fund Accounts have been prepared in accordance with the accounting recommendations of the Financial Reports of Pension Schemes – a Statement of Recommended Practice.  However disclosures have been limited to those required by the Code of Practice on Local Authority Accounting in the United Kingdom: a Statement of Recommend Practice.

Basis of Preparation - The accounts have been prepared on the accruals principle, with the exception of transfer values which are included on a cash basis.

Valuation Principles - Investments are shown in the accounts at their market value that has been determined as follows:

· Equities traded through the Stock Exchange Electronic Trading Service (SETS), are valued on the basis of the bid price.  Other quoted investments are valued on the bid price quoted on the relevant stock market.

· Foreign currency is translated to sterling at the closing mid-market rate on the 31st March 2009.

· Unit Trusts and managed funds are valued at the bid prices.
· Unquoted securities are valued by the fund managers at the end of the year in accordance with generally accepted guidelines - in accordance with the managers’ own valuation of the underlying securities or, where appropriate, at cost.
· The value of fixed interest investments in the Scheme’s investment portfolio excludes interest earned but not paid over at the Scheme year end, which is included separately within accrued investment income
· Costs of trading are included as appropriate within purchase costs or sales revenues.
Investment Income – The following accounting policies are used:

· 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 where this cannot be recovered.

· 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.

· 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 into sterling at an average rate for the period.  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.  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.

Benefits Payable – Under the rules of the Scheme, members receive a lump sum retirement grant in addition to their annual pension.  Lump sum retirement grants are accounted for from the date of retirement.  Where a member can choose whether to take a greater retirement grant in return for a reduced pension, these lump sums are accounted for on an accruals basis from the date the option is exercised.  Other benefits are accounted for on the date the members leaves the Plan 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 or previous employers or payable to the pension schemes of new employers for members who have left the plan. 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 account of the transfer can be determined with reasonable certainty.

Investment, Management and Administration - A proportion of relevant Council officers’ time, including related on-costs, have been charged to the Fund on the basis of actual time spent on scheme administration and investment related matters.

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

Statement of Investment Principles - Details of the Council’s Statement of Investment Principles is available for inspection on the Council website (www.newham.gov.uk). 

Note 7. Related Party Transactions

There were no related party transactions in 2008/09 and 2007/08.

Note 8. Administration costs

Further analysis, supporting the information in the accounts is detailed below.

	Administration Costs
	2007/08
	2008/09

	Scheme Administration.
	£000s
	£000s

	Officers’ salaries and related costs.
	         663 
	            636 

	Direct running costs
	               44 
	             24 

	Tax paid to HMRC
	233
	              -   

	Audit fee
	              -   
	             38 

	Legal Fees
	                1 
	               7 

	Professional Fees
	             198 
	            194 

	Administration & other expenses borne by fund
	      1,140 
	            899 


Tax paid to HMRC reflects tax deducted on interest paid on pension payments.

Note 9. Investment Income

	Administration and Investment Management Costs
	2007/08
	2008/09

	Investment Income
	£000s 
	£000s 

	Interest
	241
	572

	Dividends
	5,773
	4,005

	Rents
	2,632
	1,914

	Sub total
	8,646
	6,491

	Bank Interest
	494
	329

	Total
	9,140
	6,820


Note 10. Investment Management Expenses
	Administration and Investment Management Costs
	2007/08
	2008/09

	
	£000s
	£000s

	Fund Management Expenses
	3,186
	1,986

	
	3,186
	1,986


Note 11. Analysis of Purchases and Sales of Investments during 2008/09

	 Investments
	Value at
	Purchases
	Sales
	Change in Market
	Value at

	 
	31st March 08
	At cost
	Proceeds
	Value
	31st March 09

	 
	£000s
	£000s
	£000s
	£000s
	£000s

	Fixed interest -UK
	11,897
	0
	5,230
	(1,665)
	5,002

	Fixed interest - overseas
	57,584
	7,303
	2,288
	(14,510)
	48,089

	Index linked -UK
	12,960
	0
	0
	181
	13,141

	UK equities - quoted
	123,363
	21,095
	13,150
	(38,790)
	92,518

	Overseas equities - quoted
	284,052
	134,897
	141,349
	(29,434)
	248,166

	Equities - unquoted
	19,452
	25,458
	397
	(745)
	43,768

	Unit Trusts - UK Property
	78,181
	0
	13,573
	(25,174)
	39,434

	Currency fund
	25,473
	0
	30,000
	4,527
	0

	Adjustment (Mid to Bid)
	(658)
	 0
	0 
	658
	0

	 
	612,304
	188,753
	205,987
	(104,952)
	490,118

	Cash deposits
	4,481
	5,576
	419
	(175)
	9,463

	 
	616,785
	194,329
	206,406
	(105,127)
	499,581

	Investment income due
	11
	 
	 
	 
	271

	 
	616,796
	 
	 
	 
	499,852


Transaction costs are included in the cost of purchases and sale proceeds. Transaction costs include costs charged directly to the scheme such as fees, commissions, stamp duty and other fees. Additional transaction costs include indirect costs incurred through the bid-offer spread on investments within pooled investment vehicles. 
Note 12. Schedule of Debtors and Creditors
	Debtors
	2007/08
	2008/09

	 
	£000s
	£000s

	Contributions from outside bodies
	180
	142

	Dividends outstanding 
	361
	266

	Interest
	11
	5

	 
	552
	413

	 
	 
	

	Creditors
	2007/08
	2008/09

	 
	£000s
	£000s

	Tax payable to HMRC
	(61)            
	(190)          

	Fees due to Fund Managers
	(496)           
	(341)           

	Investment Advisor Fees
	(9)
	(13)

	Actuarial Fees
	(4)             
	(13)             

	 
	(570)
	(557)


Note 13. Investments exceeding 5% of total

	Fund Manager
	Investment Type
	Expected Performance 
	£000s
	%

	Aberdeen Asset Management
	Fixed Interest
	80% 20 year sterling inflation swap & 20% Lehman GBP 360 month swap plus 2%
	56,646
	11.3

	Alliance Bernstein
	Global Equities
	Outperform benchmark by 2%
	51,412
	10.3

	Rreef
	Property
	Outperform the IPD by 0.75%
	44,688
	8.9

	Legal & General
	UK and Global equities
	Track the Benchmark
	218,562
	43.7

	Axa Rosenberg 
	Global equities
	Outperform benchmark by 2%
	63,724
	12.8

	Longview
	Global equities
	Outperform benchmark by 4%
	20,912
	4.2

	Other Investments
	
	 
	43,908
	8.8

	Total
	499,852
	100.0
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