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INVESTMENT POLICY AND PERFORMANCE
Scheme Investment Allocations
Following a review of investment strategy, a new long term asset allocation target was
set for the fund in March 2014, updating that set in February 2011.
Benchmark
Feb 2011
%

Benchmark
March 2014
%

UK Equities

15

15

Global Equities

45

45

Total Equities

60

60

Gilt Fund

2.5

-

Corporate Bond Fund

2.5

-

Dynamic Bond Fund

5

5

Global Bond Fund

-

5

Total Bonds

10

10

Property

10

10

Private Equity

10

7

Infrastructure

-

3

Diversified Growth Fund

10

10

Total Alternatives

30

30

Cash

0

0

Total

100

100

By the end of 2014/15 implementation of the allocation was almost complete as the
following table shows:-

UK Equities

Allocation at Allocation at
31.3.14
31.3.15
16.1
14.2

Target
%
15

Global Equities

44.4

46.1

45

Total Equities

60.5

60.3

60

Index Linked Bond Fund

2.4

0

-

Corporate Bond Fund

2.6

0

-

Dynamic Bond Fund

4.3

3.9

5

-

4.7

5

Global Bond Fund
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Total Bonds

9.3

8.6

10

Property

10.2

10.2

10

Private Equity

7.5

7.8

7

Infrastructure

-

0.0

3

Diversified Growth Fund

10.2

10.0

10

Total Alternatives

27.9

28.0

30

Cash

2.3

3.1

0

Total

100.0

100.0

100

The fund net investment assets as at 31 March 2015 may be summarised as follows:-

Equities

UK
£m
98.1

Non-UK
£m

Global
£m
318.0

Total
£m
416.1

58.9

58.9

70.6

53.7

124.3

7.4

14.1

21.5

69.0

69.0

513.7

689.8

Bonds
Alternatives
Cash and cash equivalents*
Other
Total

176.1

* Includes unsettled investment transactions

The fund investment income accrued during 2014/15 may be summarised as follows:-

Equities
Bonds
Alternatives
Cash and cash equivalents
Other
Total
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UK
£000s
3,732

Non-UK
£000s

1,828
9

Global
£000s
5,971
-126
293
15

Total
£000s
9,703
-126
2,121
24

5,569

6,153

11,722
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Scheme Investment Returns

Bexley Total Return
Benchmark Return
Excess return

= 13.8%
= 13.2%
= 0.6%

This graph shows that, in the past year, Global Equities, Diversified Growth Fund and
Property have outperformed their benchmarks for Bexley’s Fund. The UK Equity return
for UBS was disappointing as was the Private Equity return for Partners. However the
overall fund outperformed the benchmark return and demonstrates that the diverse
portfolio spreads the risk of an individual sector performing poorly. All investments
should be seen in a long term context and should not be judged entirely on the returns
of one year.
Sector Returns
The benchmark return reflects the return that would be achieved by the market indices
invested in the asset allocation recommended by the asset liability study. The pension
fund managers may deviate from the set asset allocation by a predetermined range.
This deviation and also stock selection is where the managers can add value and beat
the benchmark return. This year the combined fund, which is under the management of
Newton, UBS, Partners, Standard Life, BlackRock and Aviva Investors returned 13.8%
against the benchmark return of 13.2%. This year Bexley’s Pension Fund return ranked
it in the 34th percentile of Local Authority funds.
A long term look at investment returns
This past year Bexley’s return of 13.8% was ahead of the benchmark by 0.6%.
Over the last 15 years the fund return is equivalent to an annual return of 6.4%. This
compares favourably with both the average earnings index and the retail price index.
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Annualised 15 Year Comparison

The pension fund has out-performed the target over the 15, 10 and 5 year periods.

Annualised Return (%)
15 yrs

10 yrs

5 yrs

Fund Return

6.4

8.6

9.6

Benchmark

5.7

8.5

9.0

Outperformance

0.7

0.1

0.6

Further detail on the performance of the current managers and mandates is shown
below.
Manager/mandate
Newton
Global Equities

Dynamic Bond Fund

1 Year
3 Years
5 Years
1 Year
3 Years
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Return

Relative Return

%

%

20.7
16.4
10.4
3.5
5.0

+1.9
+2.5
+1.1
+1.0
+2.4
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UBS
UK Equities

BlackRock
Bond Funds
Partners
Private Equity

Aviva Investors
Property
Standard Life
Diversified Growth Fund

1 Year
3 Years
5 Years
10 Years

3.5
14.2
10.0
7.7

-2.9
+3.3
+1.6
0.0

1 Year
3 Years

3.6
4.9

-2.1
-0.4

1 Year
3 Years
5 Years

14.0
11.5
11.6

-3.4
-3.7
+0.4

1 Year

16.9

+0.2

1 Year
3 Years

10.1
6.5

+4.2
+0.7

Benchmark indices used for the mandates are:Newton Global Equities:

MSCI AC World NDR

Newton Global Dynamic Bonds: 1 month LIBOR + 2%
UBS UK Equities:

FTSE All Share

BlackRock Bonds:

3 Month USD LIBOR hedged into GBP + 5%

Partners Private Equity:

50% FTSE USA, 40% FTSE Europe, 10% FTSE W
Asia Pacific

Aviva Investors Property:

IPD UK All Balanced Funds Index

Standard Life Diversified Growth: 6 month LIBOR + 5%

The Fund’s assets invested with Newton are held in a custodian relationship by BNY
Mellon, whilst JP Morgan act as custodian for investments with UBS and Aviva
Investors. All other investments are in pooled or unit trust type arrangements which do
not require separate custody.
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Where the money is invested
The chart summarises the asset types in which the total investments of £689.8m were
made at 31 March 2015.

The ten largest equity investments
Company

Market Value (£m)

Apple

Percentage of Fund (%)

10.1

1.5

Microsoft

9.1

1.3

Glaxosmithkline

8.7

1.3

BP

8.4

1.2

Express Scripts

7.9

1.2

Bayer

7.6

1.1

Google

7.5

1.1

Royal Dutch Shell

7.5

1.1

British American Tobacco

7.5

1.1

Citigroup

7.5

1.1
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How the Fund was used in 2014/15
During the year the fund received £35.9m in income, the main sources of which were
the income from assets and contributions from both employees and employers.

Money in

Employees’
contributions

£5.6m

Employers’
contributions £16.7m
Transfers in
from other
schemes

£1.9m

Investment
Income

£11.7m

Money out

£3.4m

Surplus funds for
additional investment

£2.6m Fund administration
Transfers to
£1.5m other schemes
and withdrawals
Pensions, lump
£28.4m sums and death
benefits

From this income, £28.4m was needed to cover the payment of pensions, lump sums
and death benefits. After other costs were met the balance was held for investment.
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Market Background
Index returns from 31/3/2014 to 31/3/2015

Sterling terms
Local currency terms

31.8%
27.1%

26.4%

19.3%

12.6%
6.6%

18.6%
13.9%
13.2%
11.3%

18.3%
13.1%

7.5%

UK EquitiesUS Equities Europe Ex Japanese Emerging
UK Equities Equities
Market
Equities

UK
UK Fixed UK Index
Interest Linked Gilts Corporate
Bonds
Gilts

UK
Property

Source: Datastream/IPD

General Background
US economic growth was strong in 2014 after the impact of the harsh winter weather
faded. Economic activity in the Eurozone deteriorated somewhat through the middle of
2014, with Italy in a slight recession for the remainder of the year. Japan too fell into
technical recession in the aftermath of April’s sales tax hike. UK growth was
encouraging, but decelerated marginally.
The US Federal Reserve (Fed) continued to slow down the rate of quantitative easing
(QE) through 2014. However, Fed chair Janet Yellen emphasised her commitment to
maintain accommodative monetary policy. In the Eurozone, weak growth and
deflationary concerns caused the European Central Bank (ECB) to announce new
stimulus measures including three interest rate cuts, ending with a negative deposit
rate, and full blown QE in Q1 2015. The Bank of Japan (BoJ) ramped up its quantitative
easing programme in response to weak economic data.
New geopolitical tensions in Iraq added to continuing strains in the Ukraine. Elsewhere,
Japanese Prime Minister Shinzo Abe was re-elected in a snap election called in late
2014. Meanwhile, the left-wing anti-austerity party Syriza won the Greek election,
causing some volatility in markets as the fate of Greece's hefty debt burden came into
question.
Fuelled further by the decision by OPEC, the oil cartel, not to cut production, the oil
price fell dramatically by almost 50% over the second half of 2014. This sparked the
fear among equity markets in December that global demand may be unexpectedly
London Borough of Bexley Pension Fund
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weak. However, the oil price (Brent) stabilised to between $50 - $60 per barrel in Q1
2015.
Global equities rose steadily through the summer of 2014, but volatility returned in Q4
as equities faltered in both October and December, only to recover most of their losses
after each bout. Global equities were given a boost by confirmation by the ECB of the
widely anticipated QE programme. The MSCI All Country World Index returned 18.4%
in sterling terms and 13.7% in local currency terms.
UK fixed interest gilts provided a stellar 13.9% return over the year. The sharp rise in
yields in 2013 was reversed over the twelve months to March 2015 as concerns over
global growth levels and, later, European QE, suppressed bond yields. Index-linked gilts
returned 18.6% thanks to falling yields and their longer maturity profile.
UK corporate bonds returned 13.1% over the year as the steep decline in underlying gilt
yields compounded the slight fall in credit spreads.
UK property returns were strong, with the IPD Monthly Index rising 18.3% over the
period.

A few words from our Investment Managers

Investment Review
During the 12-month period under review, equities registered strong positive returns in
all major regions in sterling terms, albeit with heightened market volatility in the second
half of 2014. The declining price of oil was a particular feature of markets as weak
demand coincided with improved global supply conditions. The lower oil price ensured
inflation expectations fell to low levels, supporting the decline in bond yields already
fostered by falling global growth expectations. However, large net oil-exporting
emerging markets suffered as equity indices declined on dampening growth and
earnings prospects.
With global macroeconomic data remaining relatively lacklustre, once again it was
monetary intervention that was the dominant factor in pushing asset prices higher. The
surprise ramping up of the Bank of Japan’s quantitative easing programme in late
October, helped indices to rally from their October lows. In January 2015, the Swiss
central bank caused significant volatility with its decision to step away from its policy to
set a ceiling for the Swiss franc’s exchange rate with the euro. Soon afterwards, the
European Central Bank finally announced a programme to buy €60 billion of European
financial assets every month until September 2016. European equities performed well,
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as investors rerated assets, in anticipation of this new liquidity. Bond yields
unsurprisingly headed lower, with many dipping into negative territory.
Meanwhile, the US Federal Reserve, having ended its bond-buying programme in
November, hopes that the US economy is sufficiently recovered that it can begin to
raise interest rates later in 2015. The North American stock market generated a solid
enough local-currency return despite the end of monetary easing. However, the
pronounced strength of the US dollar meant that, in sterling terms, the return was even
more favourable.
Economic growth in China continued to slow, with the country reporting its weakest
pace of growth for 24 years in 2014, as the government attempted to move the
economy away from credit-dependent investment towards consumption-led growth.
Interest rates in China were cut for the first time in two years during the period, along
with other monetary actions, in an attempt to stimulate activity. In Russia, the weaker oil
price and imposition of sanctions resulted in the rouble going into freefall.
Over the 12 months to 31 March 2015, Japanese equity markets led the way, returning
+27.1% to the UK-based investor, closely followed by the North American region
(+25.1%). Emerging-market equities and Asia-Pacific ex Japan equities returned
+13.2% and +12.8% respectively in sterling terms. Europe (ex UK) returned a more
measured +7.5% in sterling terms, with UK equities returning +6.6%.
In global bond markets, falling yields (which move inversely to prices) helped to
generate impressive returns to the UK-based investor over the period. In government
bonds, gilts made strong headway, with the FTA Government All Stocks Index returning
+13.9%. Returns from corporate bonds were also strong, with the ML Sterling Non-Gilts
Index returning +13.3% in sterling terms. Overseas bond markets delivered reasonable
returns too, with the JPM Global Government Bond Index (ex UK) returning +7.6% over
the period.
Performance to 31 March 2015
1 Year

3 Years

Since Inception

%

% pa

% pa

Fund

18.78

15.06

7.18

Benchmark

16.75

12.39

6.18

Newton has an active investment approach and looks to invest in high-quality securities
around the world. Newton uses themes in seeking to identify good investment
opportunities, as well as areas of risk.
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UK Economy:
The UK's economy remained on track within 2014 regardless of turbulent geopolitical
issues (Scottish Referendum) and interest rate increase rumours reflecting strong
employment growth and encouraging the acceleration of average earnings.
The Purchasing Managers Index (PMI) posted another strong reading in March with
mortgage approvals expanding robustly. The BoE broadened their forward guidance (in
February) indicating that they would be looking at productivity and wage growth too. In
Q2, BoE Governor Carney took the markets by surprise at the Mansion House speech,
suggesting the first rate hike could happen earlier than the markets were pricing in while
The BoE Financial Policy Committee introduced macro prudential measures to contain
risks of a bubble in the housing sector. Q2 GDP data indicated a strong expansion of
activity that appeared to have extended into Q3. However, the most significant event in
the UK was the Scottish Referendum which resulted in a vote to remain part of the UK.
This mellowed UK asset markets that had experienced jitters following strong polling in
the run up by the 'Yes' campaign. The UK closed the year with a loss of growth
momentum with developments in most economic indicators suggesting a moderation in
the pace of activity expansion, which nevertheless remains close to the historical trend.
The unemployment rate fell again to 6.0% at the beginning of the quarter - its lowest
level since the end of 2008. Inflation surprised on the downside, reaching a 12-year low
in November, driven by both the core measure and lower oil prices.
Q4 2014 GDP growth initially missed expectations but was revised up by March on the
back of stronger exports and consumer spending. The tone of the economic data
improved over the quarter driven mostly by a strengthening in the consumer sector.
Retail sales expanded robustly over the quarter while consumer confidence improved
further, reaching its highest level on record in March. A strong labour market and lower
consumer inflation have most likely contributed to such an improvement in the
household sector. Although average earnings continued to disappoint, employment
expanded at a robust pace through Q1 2015. The brighter outlook was not confined to
the consumer sector: the most recent business survey PMIs improved, reaching their
highest readings since mid-2014. That said, the latest numbers suggest inflation fell
more than expected, largely driven by weaker-than-expected core prices. The Bank of
England opted to keep their monetary policy stance unchanged but the Monetary Policy
Committee appeared quite concerned about potential effects on growth and inflation
from ongoing sterling appreciation.
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Fund Performance
1 Year

Fund %

Benchmark %

+3.5

+6.6

3 Years (p.a.)

+14.2

+10.6

5 Years (p.a.)

+10.0

+8.3

Investment activity
In the year to 31st March 2015 the UK equity portfolio returned +3.5% and the FTSE All
Share index returned +6.6%. This followed a period of extremely strong relative
performance for the Fund in the previous two years. In the last twelve months value
investing, the underlying philosophy of the Fund, has suffered headwinds in the UK as
falling interest rates have drawn investors towards growth stocks.
Over the period, the best positive contributors to relative performance were from
holdings in Carnival, the cruise line operator and 3i Group, the private equity investor.
Stocks negatively impacting performance included Rio Tinto and Anglo American, and
performance was also impacted by not holding Shire, which received a takeover
approach.
In terms of the largest Fund transactions over the period, we increased positions in
HSBC and Barclays, and reduced Dixons Carphone and Standard Chartered.
Over the last year, the key influences on the UK stock market have been the ongoing
exceptionally low interest rates, falling commodity prices and UK political uncertainty.
Interest rates have remained low due to continuing economic uncertainty, in particular in
relation to the Euro Zone economies. Unusually, falling oil prices were seen as a
negative due to increasing geopolitical risks in a number of the producer nations. In the
UK, the general election created additional uncertainty.
In times of uncertainty investors often seek safety in the defensive sectors of the stock
market. This has led to high valuations for companies such as Reckitt Benckiser and
SABMiller, and conversely low valuations for stocks in economically sensitive sectors
such as banking and mining. Looking forward, we expect these valuation differences to
unwind and the portfolio has been structured to benefit from this. A likely factor behind
the unwinding of these differences would be the gradual increase in long term interest
rates as economies continue to recover and fears of deflation subside.
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Responsible Investment
The Pension Fund’s policies on responsible investment are set out in section 5 of the
Fund’s Statement of Investment Principles (SIP), which is shown in full later in this
report in Appendix 5. This document also sets out how the Fund demonstrates its
compliance with the Investment Governance Principles. The Fund is not a member of
the NAPF, LAPFF, UKSIF, IIGCC or any such bodies. The Fund expects its investment
managers to exercise their voting rights and actively engage with the companies in
which they invest in accordance with the principles set out in the SIP.
The Fund’s equity managers, Newton and UBS, report regularly on the meetings they
have with investee companies and the issues they raise. They both vote on all
resolutions at the UK companies they invest in, as well as a significant number of
overseas holdings. In 2014/15 UBS voted at 75 UK meetings for the Bexley Fund. They
voted for 1351 (99%) resolutions in total and against 15 (1%). Newton voted at annual
meetings of 111 companies worldwide in which stock was held for Bexley’s portfolio. At
these meetings there were 1715 proposals that could be voted on, and Newton voted
for 1374 (80%) proposals, against/withheld 277 (16%), and did not vote on 64 (4%) as
this would have restricted trading in those stocks.
The Council’s overriding duty to the members of its pension fund and Council Tax
payers is to maximise financial returns within a prudent pattern of risk. Subject to
complying with that duty, the Pension Fund expects its investment managers to engage
actively with the companies in which they invest with a view to encouraging those
companies to adopt practices and procedures in respect of social, economic,
governance and environmental matters which

meet all legal requirements,

reflect good practice and provide sustainable competitive advantage; and

protect the company and its shareholders from harmful publicity.
In March 2013 the Pensions Committee agreed the Fund’s statement of compliance
with the Financial Reporting Council’s UK Stewardship Code.

Funding Strategy
The Fund’s Funding Strategy Statement was updated in March 2014 to reflect the
principles and assumptions used in the 2013 actuarial valuation and the results
produced. The changes were made in consultation with scheduled and admitted bodies.
The Statement is shown later in this document in Appendix 4.
Contribution rates agreed following the 2013 valuation were implemented for 2014/15,
the first year of the triennial period.
Discussions were held with admitted bodies where their contract periods were coming
to an end or where the number of admitted employees was reducing so that a funding
plan could be established prior to termination. Extensions to the admission agreements
are agreed where appropriate.
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MANAGEMENT AND FINANCIAL PERFORMANCE
Management Structure
Administering Authority

London Borough of Bexley

Fund Officers

Alison Griffin
Nigel Bate
Terry Pearce
Jane Eggleton
Richard Smyth

Director of Finance
Head of Finance (Technical)
Pensions and Treasury Manager
Pensions Officer
Pensions Consultant

Investment Advisers

Colin Cartwright

Aon Hewitt Limited

Fund Managers

Newton Investment Management
UBS Global Asset Management
BlackRock
Partners Group
Standard Life Investments
Aviva Investors

Custodians

JP Morgan Chase Bank
Bank of New York Mellon

Performance Measurement

The WM Company

Actuaries

Mercer Ltd

Administrators

London Pensions Fund Authority

AVC Providers

Prudential plc

Bankers

NatWest Bank plc

Auditors

Grant Thornton

Legal Advisors

Bexley Legal Services

Pension Scheme
Tax References

PSTR 00329946RE LGPS England and Wales
(Split Scheme)
PSTR 00329108RA LGPS London Borough of Bexley Fund
(Sub Scheme)
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Employing Bodies
Major Employer
London Borough of Bexley

Scheduled Bodies
Barnehurst Infant School
Barnehurst Junior School
Belvedere Junior School
Beths Grammar School
Bexley College
Bexley Grammar School
Bexleyheath Academy
Blackfen School for Girls
Brampton Primary Academy
Bursted Wood Primary School
Chislehurst and Sidcup Grammar School
Christ Church Primary
Cleeve Park School
Days Lane Primary School
East Wickham Primary Academy
Erith School
Harris Academy Falconwood
Hope Community School
Hurst Primary School
Hurstmere School
Mayplace Primary School
Pelham Primary School
Sherwood Park Primary School
St Augustine of Canterbury Primary School
St Catherine's Catholic School
St Columba’s Catholic Boys School
Townley Grammar School
Trinity Church of England School, Belvedere
Welling School
Woodland Academy Trust

Admitted Bodies
Avante Partnership
Bexley Heritage Trust
London Borough of Bexley Pension Fund
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Blenheim CDP
Business Academy Bexley
Capita Business Services Ltd
Caterlink
Cucina Restaurants Ltd
Danson Youth Trust
Inspire Community Trust
Kier Street Services Ltd
London & Quadrant Housing Trust
MCCH Society Ltd (no actives)
Mytime Active
Orbit South Housing Association (no actives)
Rose Bruford College
Serco Ltd
Wilson James Ltd

This may be summarised in the following table:Active

Ceased

Total

Scheduled Body

30

1

31

Admitted Body

15

9

24

Total

45

10

55
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Risk Management
There is financial risk in undertaking investments for the Pension Fund. This risk has to
be managed, minimised and monitored as far as possible. Details of how this is done
are set out in the various documents governing the activities of the Pension Fund:



The annual accounts discuss investment risk (note 12f) and set out the nature
and extent of risks arising from financial instruments (note 13c).
The statement of investment principles covers risk and liabilities in section 3.
The funding strategy statement identifies risks and counter-measures (section 7).

The roles of the Pensions Committee, officers, and third party advisors are also clearly
laid out in these documents. Third party investment advisors are employed to provide
expert advice on investments, and the Fund’s actuary provides similar expertise in
assessing liabilities. They both report to the Pensions Committee. Both strands are
brought together in the asset liability review, which models series of economic
scenarios. This leads to the formulation of the investment strategy and asset allocation.
In this way investment risk is minimised consistent with the capability of meeting the
returns needed to meet the assessed liabilities. Performance against this strategy is
then reviewed quarterly by the Pensions Committee.
Risk management is a set of co-ordinated activities designed to direct and control
operations with regard to risk. Risk management for the Pension Fund is therefore coordinated with that of the London Borough of Bexley as a whole, and the risk register
entries for the Pension Fund are part of the overall risk management strategy. Risk
management in Bexley is regularly reviewed by the Audit Committee.
One of the key financial risks for the Council is that of the Pension Fund. The resultant
impact of poor investment performance or failure to address other financial risks would
be an increase in employers’ contributions to be met largely (as the London Borough of
Bexley constitutes 85% of the Pension Fund) by Council Tax payers. Each risk in the
risk register is scored according to its probability and its impact. Combinations of these
scores indicate the overall level of risk to the Council. The risk assessment for the
Pension Fund shows the probability as “likely” and any impact as “serious” which gives
it an overall “medium” risk rating.
All main entries in the risk register are sub-divided into triggers which might increase the
risk, and consequences of each of those occurring. In addition control measures to
minimise these risks are allocated for regular review. The appropriate measures for the
Pension Fund are set out below:-

Triggers
Consequences
a) There is a prolonged decrease in
a) Investment income from the stock
the stock market which in turn
market declines.
decreases the value of the fund.
b) The authority must increase its
b) Fall in the number of contributors.
contributions to the Pension Fund.
c) Employers contributions rise
c) Pressure on Council Tax is
increased
London Borough of Bexley Pension Fund
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Control Measures
Policies on early retirement
Actuarial valuation
Asset/liability study
Review of asset allocation
The Pension Fund’s accounts and processes are subject to scrutiny by the Council’s
internal auditors and the Fund’s independent external auditors.
During the year internal audit carried out risk based reviews of the Pension Fund payroll
transfer to LPFA in October 2014, and of Pension Fund Management in December
2014. The independent auditor’s report is included later in this report.
Assurance on third parties is gained from the audited internal control reports (AAF01/06,
ISAE3402, or SSAE16) prepared by the Fund’s investment managers. These are
reviewed by officers and any relevant weaknesses are reported to Pensions Committee.
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Financial Performance
The Pension Fund has started to produce detailed budgets to monitor cash flows and
gauge the maturity of the fund. The tables below show the actual cash flow for the last
year and the forecast for the period of the triennial valuation.

INCOME
Employer contributions
Employee contributions
Transfers in
EXPENDITURE
Pensions payable
Retirement and death benefits
Transfers out
Management expenses

NET INVESTMENT INCOME
NET CASH FLOW FOR THE YEAR

MANAGEMENT EXPENSES
Investment management expenses
Administrative services
Payroll, personnel and finance
services
Actuarial services
Audit fee
Other expenses
TOTAL

Actual
2014/15
£’000

Forecast
2015/16
£’000

Forecast
2016/17
£’000

-16,669
-5,563
-1,955
-24,187

-16,449
-5,110
-1,543
-23,102

-16,938
-5,259
-1,543
-23,740

22,988
5,415
1,471
2,615
32,489

24,300
3,400
2,122
2,444
32,266

25,200
3,700
2,122
2,088
33,110

-11,722

-11,500

-11,500

-3,420

-2,336

-2,130

Actual
2014/15
£’000

Forecast
2015/16
£’000

Forecast
2016/17
£’000

1,919
187
313

1,845
191
317

1,442
195
320

7
18
171
2,615

30
21
40
2,444

70
21
40
2,088

Investment income is reinvested by fund managers to the extent that it is not required to
cover cash flow requirements.
The fund officers monitor the cash flow on a daily and monthly basis, but there are
always variations between the forecast cash flows and the final outturn. The variations
for the last year are shown below:-
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INCOME
Employer contributions
Employee contributions
Transfers in
EXPENDITURE
Pensions payable
Retirement and death benefits
Transfers out
Management expenses

NET INVESTMENT INCOME
NET CASH FLOW FOR THE YEAR

ADMINISTRATION EXPENSES
Investment management expenses
Administrative services
Payroll, personnel and finance services
Actuarial services
Audit fee
Other expenses
TOTAL

Forecast
2014/15
£’000

Actual
2014/15
£’000

Variation

-16,141
-5,018
-1,543
-22,702

-16,669
-5,563
-1,955
-24,187

-528
-545
-412
-1,485

23,500
3,700
2,122
2,271
31,593

22,988
5,415
1,471
2,615
32,489

- 512
1,715
-651
344
896

-11,500

-11,722

-222

-2,609

-3,420

-811

Forecast
2014/15
£’000

Actual
2014/15
£’000

Variation

1,699
187
314
30
21
20
2,271

1,919
187
313
7
18
171
2,615

220
0
-1
-23
-3
151
344

£’000

£’000

The key variations during the year were the reductions in transfer values out of the Fund
and increased retirement and death benefits paid out, compared to previous years.
Transfer values are very difficult to predict, whereas the increased non-recurring
benefits payments reflect a continued drive to reduce staffing costs as part of the
response to reductions in public sector expenditure. The increase in investment
management expenses is due to the increase in a performance bonus to one of the
investment managers, which will be covered many times over by the increase in
investment value. There were smaller variations from increases in contributions
received, investment income and pensions payable. The overall variation was 3% of
forecast gross expenditure.
Contributions due from all employers in the fund are monitored on a monthly basis.
During 2014/15 total contributions of £22.2m were due. Of this total amount 97% by
value and 94% of payment transactions were received by the due date. This can be
analysed as follows:-
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Contributions due £’000

London Borough of Bexley
Scheduled Bodies
Admitted Bodies
Total

14,181
5,946
2,105
22,232

% of payment
transactions received
on time
100
97
87
94

The overdue contributions were:£’000
378
88
15
165

Up to 1 week overdue
1 to 2 weeks overdue
2 to 4 weeks overdue
More than 4 weeks overdue

%
1.7
0.4
0.1
0.7

The majority of the delays were short administrative processing delays. The longer
delays arose mainly from the academies’ late deficit payments. The option to levy
interest on overdue contributions was not exercised during the year.
Pension overpayments
During the year there were 70 cases of overpayments due to the death of a pensioner
(compared to 57 in 2013/14). Further details are shown in the table below:-

Case Type
Repayment was
waived
Recovery was
made
Not yet
completed
Total

2012/13
Number Amounts
of cases
45
£2,860

2013/14
Number
Amounts
of cases
26
£ 1,114

2014/15
Number Amounts
of cases
44
£ 3,512

25

£8,880

28

£ 8,111

26

£ 16,481

12

£3,974

3

£ 524

0

-

82

£15,714

57

£ 9,749

70

£ 19,993

Note: overpayments are waived when there is no further money due to the estate or next of kin
and the overpayment is less than £250.

In addition there were 4 cases which were not completed at 31 March 2015, so an
overpayment cannot yet be confirmed.
There was a National Fraud Investigation exercise in 2014/15 (none in 2013/14) which
identified 5 deaths which had not been notified. Details are being sought to determine
the amount of any overpayment.
There was one overpayment arising from error (no cases in 2013/14) amounting to
£292 and this was recovered.
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Administrative Management Performance
Scheme Membership

Bexley’s Pension Fund has contracted over the past year with membership falling from
13,318 to 12,885.
Scheme Workload
This membership generates a considerable workload for the fund administrators
(LPFA). The top ten case types during the year and the percentage completed on time
are shown in the table below, together with the previous year’s workload for
comparison:Type of case

Admissions
Transfers in
Transfers out
Estimates (employee)
Estimates (employer)
Retirements
Deferred benefits
Refunds
Deaths
Correspondence
Total

Cases 2013/14
898
148
156
259
47
337
493
482*
161
621*
3,602

Cases 2014/15
921
97
147
258
76
342
340
66
145
695
3,087

Target

% on time

10 days
68 days
31 days
15 days
27 days
43 days
47 days
33 days
7 days
8 days

99.9
99.0
100.0
99.6
98.6
100.0
99.7
98.5
100.0
99.1
99.6

*Additional project work was undertaken in 2013/14 to try to contact holders of frozen refund payments.
Performance indicators were relaxed for these categories during the project.

The LPFA send out satisfaction surveys (with prepaid envelopes) monthly to a sample
of members who use each of the main case types listed above. In 2014/15 a total of 424
surveys were issued and a satisfaction level of 98.1% was achieved (515 surveys and a
satisfaction level of 99.8% in 2013/14).
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A complaints log is also maintained which indicates how matters have been resolved
and whether any lessons can be learned from them. In 2014/15 there were three
complaints which were dealt with through the internal disputes resolution procedure.
They were concerned with: Non-completion of partners nomination form
 Ill health retirement appeal
 Handing of an ill health retirement appeal
In 2013/14 there were no complaints.
Satisfaction surveys and complaints are reported quarterly to Bexley and are discussed
in service meetings with the Fund.
Scheme Indicator Data
Bexley and the LPFA seek to operate in the most efficient manner possible. The DCLG
publish the Government’s SF3 statistics covering aspects of pension fund
administration. In the latest available statistics, those for 2013/14, the administrative
costs per member in Bexley were £60.72 compared to the average of £47.23 in outer
London. The main reason for the variation is the smaller membership in Bexley as the
total amount spent was at the level of the outer London average. Investment
management costs were £123.84 per member compared to the average of £124.10 in
outer London.
Fund Membership
The membership of the Fund has increased over the last five years.
31.3.11

31.3.12

31.3.13

31.3.14

31.3.15

Employees in the Fund

4,593

4,470

4,600

4,788

4,654

Deferred Pensioners

3,466

3,612

3,783

3,972

3,813

Pensioners in the Fund

4,025

4,207

4,291

4,558

4,418

12,084

12,289

12,674

13,318

12,885

Total

In addition there are a number of people who are no longer accruing service and to
whom a refund of contributions may be due:Undecided Leavers

564

556

443

298

295

The number of pensioners receiving an element of enhanced retirement benefits at the
end of the last two years was:Reason for
enhancement
Efficiency
Employer’s consent
Ill Health
Redundancy
Total

31 March 2013

31 March 2014

31 March 2015

87
35
494
425
1,041

86
35
495
431
1,047

86
35
496
432
1,049
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The membership at 31 March 2015 may also be analysed by age bandings, and these
are shown graphically below:-

Contributions into the Scheme
The table in Appendix 1 provides an analysis of the contributions due in 2014/15 from
each employer in the Fund. The employee contributions are split by employee
contribution band.
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SCHEME ADMINISTRATION
The London Borough of Bexley is the administering body for the Pension Fund on
behalf of its own employees and for scheduled and admitted bodies. In practice Bexley
has contracted with the London Pensions Fund Authority (LPFA) for them to carry out
the day to day administration of pension records, calculate benefits, provide a website
and produce other documentation. Pension payments were made by the London
Borough of Bexley’s payroll section, but were migrated to the LPFA during the summer
of 2014. The Fund does not include teachers, fire-fighters and police officers who have
separate pension arrangements.
The Fund’s website at www.yourpension.org.uk/bexley is maintained by the LPFA under
their contract with the Council. This website provides full details of the LGPS itself, all
the Fund’s annual reports, statements and other publications, and information for
employees, pensioners and employers. It also offers an online pensions calculator and
online forms for members and employers to use.
The contract with the LPFA is carefully monitored to ensure that the services provided
are to the expected standards. Monthly and quarterly service meetings are held at
which reports on service transactions are reviewed and customer service surveys
considered. The LPFA uses the local government pensions software, Altair, produced
by Heywood Ltd. The LPFA allocate a total of 2.5 full time equivalent staff to the Bexley
contract, but these come from a wide range of expertise that would not be available
locally.
The Fund and the LPFA operate to a customer charter which is displayed on the
website. If complaints cannot be settled by correspondence there is an Internal Disputes
Resolution Procedure. The full procedure is on the website, but essentially it is a two
stage complaint process. Written complaints are first considered by a person nominated
by the organisation that took the decision. If this does not solve the problem a second
stage review can be carried out by a person not involved in the first stage decision.
Should this again not satisfy the complainant then the case can be taken to the
Pensions Ombudsman. In 2014/15 three cases in Bexley were dealt with by the Internal
Disputes Resolution Procedure.
The Scheme is a registered public service scheme under section 1 (1) of schedule 36 of
the Finance Act 2004, and as such is exempt from UK income tax on interest received
and from capital gains tax on the proceeds of investments sold.
Scheme details
The LGPS provides significant benefits to members, their spouses/partners and eligible
children. It compares favourably with many private pension schemes. Contributing
members are contracted out of the State Second Pension. Most benefits are prescribed
by the Local Government Pension Scheme (LGPS) Regulations 2013.
Contributions
Scheme members pay contributions to the Scheme and the employer pays the balance
of the cost of providing benefits after taking into account investment returns. Every three
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years, an independent actuary calculates how much the employer should contribute to
the Scheme. The amount will vary, but generally the present underlying assumption is
that employees contribute approximately one third of the Scheme's costs and the
employer contributes the rest.
The employee contribution rates are tiered over full-time equivalent salary bands and
range between 5.5% and 12.5% of gross pay.
Annual Pension
The current Scheme is a Career Average Revalued Earnings (CARE) Scheme, and is
made up of two sections, the main section and the 50/50 section. Every year, you will
build up a pension at a rate of 1/49th of the amount of pensionable pay you received in
that scheme year if you are in the main section of the scheme (or half this rate of build
up for any period you have elected to be in the 50/50 section of the scheme). The
amount of pension built up during the scheme year is then added to your pension
account and revalued at the end of each scheme year so your pension keeps up with
the cost of living.
Let's look at the build-up in a member's pension account for 3 years in the scheme.
Assume that the member joins the scheme on 1 April 2014, that their pensionable pay is
£24,500 in scheme year 1 and their pensionable pay increases by 1% each year. Let’s
also assume that the cost of living (revaluation) adjustment for the scheme year ending
on 31 March 2015 is 1.2%, and that it increases at 2% after that.
Scheme
Year

Opening
Balance

Pension Build-up Total
Account
in Scheme Year
31 March
Pay/ Build-up rate =

Cost of Living Updated
Revaluation
Total
Account
Adjustment

Pension

1

£0.00

2014/15
2

£24,500/ 49 =

£500.00

1.2% = £6

£500 + £6 =
£506

£1,011.00

2% = £20.22

£1,011.00
£20.22
£1,031.22

+
=

£1,541.27

2% = £30.82

£1,541.27
£30.82
£1,572.09

+
=

£500
£506

£24,745/ 49 =
£505

2015/16
3

£1,031.22

£24,992.45/ 49 =
£510.05

2016/17

If you joined the LGPS before 1 April 2014, your benefits for membership before 1
April 2014 were built up in the final salary scheme and are calculated differently.
For membership built up to 31 March 2008, you receive a pension of 1/80th of your
final pay plus an automatic tax-free lump sum of 3 times your pension.
For membership built up from 1 April 2008 to 31 March 2014, you receive a pension
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of 1/60th of your final pay. There is no automatic lump sum for membership built up
after March 2008, but you do have the option to exchange some of your pension for a
tax-free lump sum.
Lump Sum
You can take a tax-free lump sum of up to 25% of the capital value of your LGPS
benefits by giving up some of your annual pension. For every £1 of annual pension that
you give up you will receive a £12 lump sum. In the same way, giving up £100 of your
annual pension would give you £1,200 lump sum, and so on.
Ill Health
If you have to leave work due to illness you may be able to receive immediate payment
of your benefits. There are three levels of benefit based on how likely you are to be
capable of gainful employment after you leave.
To qualify for ill health benefits you have to have met the 2 years vesting period in the
scheme and your employer, having obtained an opinion from an independent
occupational health physician appointed by them, must be satisfied that you will be
permanently unable to do your own job and that you are not immediately capable of
undertaking gainful employment.
Ill health benefits can be paid at any age and are not reduced on account of early
payment.
Retirement and Redundancy
If you are aged 55 or over, your main benefits are payable immediately without any
early retirement reductions if your employer makes you redundant or you are retired on
the grounds of business efficiency and you have met the 2 years vesting period in the
scheme. However, any additional pension paid for by Additional Pension Contributions
would be paid at a reduced rate if the retirement occurred before your Normal Pension
Age (to take account of the additional pension being paid for longer).
Normal pension age for your new scheme pension is not fixed at 65 as in the old
scheme, it is the same as your state pension age – with 65 as the earliest age. As your
state pension age increases, so will your LGPS pension age.
Your pension will be reduced if you choose to retire before your normal pension age
and increased if you retire later.
Family Cover
If you die in service as a member of the LGPS a lump sum death grant of three times
your assumed pensionable pay at your date of death is paid, no matter how long you
have been a member of the LGPS, provided you are under age 75 at the date of death.
A lump sum death grant will also be paid if you die and less than 10 years pension has
been paid and you are under age 75 at the date of death.
An ongoing pension is provided for your spouse, registered civil partner or, subject to
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certain qualifying conditions, your eligible cohabiting partner. This pension is payable
immediately after your death for the rest of their life and will increase every year in line
with the cost of living.
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ACTUARIAL POSITION
The Fund actuary’s statement on the level of funding at the last triennial valuation is
included in the statement of accounts, which is included later in this report in Appendix
3. The summary from the actuary’s triennial valuation report is reproduced below:“An actuarial valuation of the Bexley London Borough Pension Fund has been carried
out as at 31 March 2013.
The key conclusions from the valuation are:














The Fund showed a deficit of £81m at the valuation date based on the assumptions
made for calculating its funding target. This measure compares the Fund’s assets
with the value of the past service benefits at 31 March 2013. It represents a funding
level of 87% relative to the Fund’s funding target.
Based on the assumptions made for assessing the cost of future accrual, the
Common Contribution Rate (i.e. the average employer contribution rate in respect of
future service only) was 15.0% of Pensionable Pay.
If the actuarial assumptions were to be based purely on the returns available on
conventional and index-linked gilts (a so-called “least risk” basis) the deficiency
would have increased to approximately £346m.
If the deficit is recovered through additional employer contributions over a 14 year
period then the employer contribution rate required to meet the deficit emerging from
the valuation is 8.6% of Pensionable Pay per annum.
The required overall average employer contribution rate is 21.5% of Pensionable
Pay subject to any transitional phasing arrangements in accordance with the FSS.
Contributions for each separate employer will be levied generally as a combination
of a percentage of payroll in respect of future accrual of benefits and £s amounts in
respect of deficit contributions under the recovery plan. These contributions will
commence from 1 April 2014.
The recommended employer contributions for the period 1 April 2014 to 31 March
2017 are set out in this report. Employee contributions are payable in addition to the
employer contributions. These contributions are adequate to meet the funding
objective based on the actuarial assumptions detailed in this report. No additional
contributions are required from employers to meet scheme expenses since
allowance for these are included in the recommended contributions.
A partial allowance has been made in the employer contributions for certain
employers in relation to the anticipated costs of non-ill health early retirements over
the 3 years from 1 April 2014. Additional capital contributions will be paid on top of
the rates shown in respect of non-ill health early retirements in excess of the
allowances.”

The actuary’s full valuation report may be found on the Fund’s website. The key
reasons for the movements in assets and liabilities are discussed in section 3.2 of the
actuary’s report.
The Fund receives a quarterly estimate of its updated funding level from the actuary.
The Pensions Committee also considers an annual report on early retirement which
includes a comparison of experience of early and ill-health retirements with those
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assumed in the valuation, together with full analysis of all retirements in the year. A
separate longevity analysis is completed as a prelude to each triennial valuation.

London Borough of Bexley Pension Fund
Annual Report 2014/15

Page 31

Contributions due to the Scheme in 2014/15 (£’000)

Appendix 1

Total
Employees
£’000s
3,774

Total
Employers
£’000s
10,407

Barnehurst Infant School

8

33

Barnehurst Junior School

9

39

Belvedere Junior School

18

73

Beths Grammar School

58

222

118

339

Bexley Grammar School

60

293

Bexleyheath Academy

71

259

Blackfen School for Girls

59

225

Brampton Primary Academy

13

58

Bursted Wood Primary School

21

80

Chislehurst and Sidcup Grammar School

37

143

Christ Church Primary

18

62

Cleeve Park School

51

195

Days Lane Primary School

23

91

East Wickham Primary Academy

36

137

124

527

49

109

4

7

Hurst Primary School

24

100

Hurstmere School

45

180

Mayplace Primary School

13

47

Pelham Primary School

20

71

Sherwood Park Primary School

18

80

St Augustine of Canterbury Primary School

15

71

St Catherine's Catholic School

47

173

St Columba’s Catholic School for Boys

37

138

Townley Grammar School

62

228

Trinity Church of England School, Belvedere

77

249

Welling School

54

204

Woodland Academy Trust

83

242

Avante Partnership

29

209

Bexley Heritage Trust

20

63

2

5

107

275

Employer
London Borough of Bexley

Bexley College

Erith School
Harris Academy Falconwood
Hope Community School

Blenheim CDP
Business Academy Bexley
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Capita Business Services Ltd

2

4

Caterlink

0

5

1

7

Inspire Community Trust

39

98

Kier Street Services Ltd

28

75

London & Quadrant Housing Trust

9

60

MCCH Society Ltd

0

77

Mytime Active

1

3

Orbit South Housing Association

0

64

81

232

193

396

5

14

5,563

16,669

Cucina Restaurants Ltd
Danson Youth Trust

Rose Bruford College
Serco Ltd
Wilson James Ltd
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Appendix 2

GOVERNANCE COMPLIANCE
The Pension Fund’s full Governance Compliance Statement is shown below.
The members of the Pensions Committee and the observer representatives during the
year are given below, together with their attendance at the meetings during the year.
Pensions Committee
Councillor John Waters
Councillor Louie French
Councillor Alan Deadman
Councillor John Husband
Councillor Don Massey
Councillor Colin Tandy
Observers
Susan Clark
Julia Peacock
Vacant

Chairman
Vice Chairman

Employee Representative
Pensioners’ Representative
Admitted Bodies’ Representative

Attendance
4/4
3/4
3/4
4/4
3/4
4/4

3/4
4/4
n/a

The elected Members effectively act as trustees of the Pension Fund. They are subject, as
are all Members of the Council of the London Borough of Bexley, to the Members’ Code of
Conduct. This document is published on the Council’s website, www.bexley.gov.uk . Each
Member is required to have regard to the seven principles of public life:- selflessness,
integrity, objectivity, accountability, openness, honesty and leadership. Further details of
these and general obligations are set out in the Code. It also sets out how any conflicts of
interest are to be dealt with, and requires all Members to register their interests within 28
days of election to office. Furthermore each Member must declare any relevant interests
before the start of each Pensions Committee meeting.
The Committee did not consider any applications for early release of pensions benefits on
compassionate grounds during the year. This is one of the discretions allowed under the
LGPS and delegated to the Committee.
All the Committee and Sub-Committee reports are published on the Council’s website
(www.bexley.gov.uk).
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Knowledge and Skills
The members of the Pensions Committee are keen to ensure that they and the Council’s
officers who support them make decisions about the fund do so to the best of their ability.
They have, therefore, agreed a policy on knowledge and skills:Knowledge and Skills Policy Statement
As an administering authority of the Local Government Pension Scheme, the London
Borough of Bexley recognises the importance of ensuring that all staff and members
charged with the financial management and decision making with regard to the pension
scheme are fully equipped with the knowledge and skills to discharge the duties and
responsibilities allocated to them. We seek to appoint individuals who are both capable
and experienced and we will provide/arrange training for staff and members of the
Pensions Committee to enable them to acquire and maintain an appropriate level of
expertise, knowledge and skills.
The Committee has, therefore, agreed that:



The continual enhancement of knowledge about matters relating to their role on
the pensions committee is fully accepted by Members.
It will be up to each member to determine the gaps in their knowledge and the
sources they wish to use in developing their skills.
The following sources of training are considered relevant:
Attendance at committee meetings
Attendance at briefing meetings with officers and fund managers
Attendance at relevant external conferences
Relevant reading material ie reports from advisors, fund managers and other
sources, pension and financial related magazines and conference delegate
packs obtained by fellow Members or officers
o Online presentations and resources.
o
o
o
o





Officers will be responsible for keeping a record of attendance at meetings and
conferences. Members should keep them advised as to time spent on other
activities.
Officers will continue to inform members as to relevant meetings and events and
of other relevant material

Our training plan sets out how we intend the necessary pension finance knowledge and
skills are to be acquired, maintained and developed. The plan confirms that training would
mainly take two forms,



Presentations by investment consultants and investment managers
Attendance at conferences

The Pensions Committee has designated the Director of Finance to be responsible for
ensuring that policies and strategies are implemented.
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Activity in the Year
Over the course of 2014/15, Members of the Pensions Committee attended the following
courses and seminars:





Partners Group Annual Investor Conference – April 2014
LAPFF Roundtable Discussion on LGPS Cost Efficiencies – June 2014
Grant Thornton LGPS Autumn Governance Seminar – October 2014
Newton Investment Conference – November 2014
LGC Investment Seminar – February 2015

Briefing sessions for Members have been conducted on:




Annual Review of Investment Performance (by WM Company)
Market Outlook (by Aon Hewitt)
Benchmarking (by Aon Hewitt)
Different Asset Allocation Strategies (by Aon Hewitt)

Reports from managers and development issues are regularly circulated to committee
members.
Officers have also attended briefings and seminars provided by various investment
managers, and participated in CIPFA and other officer networking groups.
As the officer nominated by the Pensions Committee responsible for ensuring that the
authority’s training policies and strategies are implemented, the Director of Finance can
confirm that the officers and members charged with the financial management of and
decision making for the pension scheme collectively possessed the requisite knowledge
and skills necessary to discharge those duties and make the decisions required during the
reporting period.
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London Borough of Bexley Pension Fund
Governance Compliance Statement
Background
Regulation 55 of the Local Government Pension Scheme Regulations 2013 requires
administering authorities to prepare and maintain a written statement of governance policy
on pension fund matters. The statement is required to indicate the extent to which it
complies with guidance given by the Secretary of State and to provide reasons for not
complying.
Governance is the leadership, direction and control of organisations to ensure they
achieve their aims and objectives. In public service organisations particularly these
processes need to be clear and open to scrutiny.

Delegation of Pension Fund Management and Administration
The Council has delegated its pension fund management and administration functions to
the Pensions Committee.

Pensions Committee Meetings
The Pensions Committee is scheduled to meet four times a year. Further meetings or subcommittees are arranged as necessary to deal with specific issues.
Committee meetings are generally held in the evenings at the Civic Offices in Bexleyheath,
and are open to members of the public. All Committee members and observers have equal
access to committee papers, documents and advice that falls to be considered at
committee meetings.
Reports to the Pensions Committee are published on the Council’s website.

Orders of Reference and Delegated Powers
The Orders of Reference for the Pensions Committee are:


To oversee the management and investment of the Pension Fund.



The appointment of Fund Managers and independent Fund Advisers and the review
of their performance.



Pension and retirement matters

The Delegated Powers of the Pensions Committee are as follows:


To agree the investment strategy having regard to the advice of the Fund’s
managers and the independent adviser.



To determine the Fund management arrangements and appointments of Fund
Managers and Fund Advisers.
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To agree to the admission of bodies into the Council’s Pension Scheme.



To agree discretionary payments in respect of pension and retirement matters.



To agree actuarial valuations.



To agree the operational and administration arrangements for the Pensions Board
for Bexley

The Pension Fund operates under the Local Government Pension Scheme and publishes
separately its Statement of Investment Principles, Funding Strategy Statement and
Communications Policy Statement.

Committee Membership
The committee consists of six Members, with its membership allocated broadly in
proportion to party political representation on the full Council. The Committee also has
three observers representing


Admitted and scheduled bodies,



Pensioners, and



Employees

although these observers do not have voting rights.
Observers are given the opportunity to express their views on all issues considered by the
Pensions Committee, but voting rights have not been extended to them as the risk arising
from the decisions taken falls on the employers’ contributions to the fund and the Members
are accountable to the Council Taxpayers for this expenditure. In order to have voting
rights eligible observers would need to be appointed/co-opted as members of the
Committee.
Training sessions are made available to Members and observers to assist them in making
informed investment decisions and to keep them informed on other matters concerning the
Local Government Pension Scheme. A training budget is specifically provided for
members and observers on the Pensions Committee, and they are able to reclaim
expenses incurred in undertaking training and attending seminars. A log is kept of all
training undertaken.
At the start of meetings Committee Members are invited to declare any financial or
pecuniary interest related to matters on the agenda.

Pensions Investment Sub-Committee
This Sub-Committee has been established to assist the Pensions Committee in its work,
and has the following Orders of Reference:

To advise the Pensions Committee on medium-term asset allocation.
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To consider short-term asset allocation changes proposed by the investment
advisors.



The appointment of Fund Manager(s).



The appointment of Investment Advisor(s).

and Delegated Powers:

To agree short-term asset allocation changes within ranges set by Pensions
Committee.



To appoint Fund Manager(s) for investments.



To appoint Investment Advisor(s).

Pensions Board for Bexley
The Pensions Board for Bexley has been established to assist the Pensions Committee in
its work. It is scheduled to meet three times a year. Board meetings are generally held in
office hours at the Civic Offices in Bexleyheath, and are open to members of the public. All
Board members have equal access to papers, documents and advice that fall to be
considered at Board meetings. Board reports are published on the Council’s website.
The Board has the following Orders of Reference: To assist the Pensions Committee to secure compliance with the LGPS Regulations
2013 (as amended) and other legislation relating to the governance and
administration of the LGPS.
 To assist the Pensions Committee to secure compliance with the requirements
imposed by the Pensions Regulator in relation to the LGPS.
 To assist the Pensions Committee to ensure the effective and efficient governance
and administration of the LGPS.
and Delegated Powers:


To do anything which is calculated to facilitate, or is conducive or incidental to, the
discharge of any of its functions.
To report any matters of non-compliance to the Audit Committee.

Advice and Monitoring
The Pensions Committee is advised by the Director of Finance, the Head of Legal
Services, the Fund’s investment consultant and the Fund’s investment managers. The
Director of Finance is responsible for ensuring that the in-house team is providing
adequate support to the Committee.
The investment managers present to the Committee at regular intervals on the
implementation of the investment policy. In between Committee meetings they report to
the Director of Finance on investment policy. The Pension Fund’s performance is regularly
assessed by an independent performance review organisation. The Fund’s procedures are
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subject to audit and scrutiny by both the Council’s internal audit team and by external
auditors, Grant Thornton.

Compliance
The Pension Fund complies with all the best practice principles issued under regulation
55(1)(c) of the LGPS Regulations 2013 with the exception of:Principle B(a)(iii). Independent Professional Observers are not offered the opportunity to
be represented on the Pensions Committee as it is felt that the existing membership of the
Committee, including observers representing admitted bodies, pensioners and employees,
cover the full spectrum of key stakeholders within the Pension Fund. The Committee takes
professional advice on management and investment matters where necessary.

This statement updated in March 2015.
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Appendix 3

STATEMENT OF ACCOUNTS
Statement of Responsibilities for the Pension Fund Accounts
The Council is required to make arrangements for the proper administration of its pension fund
affairs and to secure that one of its officers has the responsibility for the administration of those
affairs. That officer is the Director of Finance in this Council. Also, it is required to secure the
economic, efficient and effective use of resources and safeguard its assets. The authority is also
required to approve the Pension Fund Accounts.
The Director of Finance is responsible for the preparation of the Pension Fund Accounts in
accordance with proper practices as set out in the CIPFA/Local Authority (Scotland) Accounts
Advisory Committee (LASAAC) Code of Practice on Local Authority Accounting in the United
Kingdom (Code of Practice).
In preparing the Pension Fund Accounts, the Director of Finance has:(1) selected suitable accounting policies and applied them consistently,
(2) made judgements and estimates that were reasonable and prudent,
(3) complied with the Code of Practice.
Also, the Director of Finance has:(1) kept proper accounting records which were up to date,
(2) taken reasonable steps for the prevention and detection of fraud and other irregularities.

The Statements of the Director of Finance
The required financial statements for the pension fund appear on pages 42 to 67 and have been
prepared in accordance with the accounting policies set out on page 48.
The Pension Fund Accounts present a true and fair view of the financial position of the Pension
Fund at the accounting date and its income and expenditure for the year ended 31 March 2015.

Alison Griffin
Director of Finance
24 September 2015
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INDEPENDENT AUDITOR’S STATEMENT TO THE
MEMBERS OF THE LONDON BOROUGH OF BEXLEY ON
THE PENSION FUND FINANCIAL STATEMENTS
INCLUDED IN THE PENSION FUND ANNUAL REPORT
We have examined the pension fund financial statements of London Borough of Bexley for the year ended
31 March 2015 under the Audit Commission Act 1998, which comprise the fund account, the net assets
statement and the related notes.
This statement is made solely to the Members of London Borough of Bexley, as a body, in accordance with
Part II of the Audit Commission Act 1998 and as set out in paragraph 48 of the Statement of Responsibilities
of Auditors and Audited Bodies published by the Audit Commission in March 2010. Our work has been
undertaken so that we might state to the Members of the Authority those matters we are required to state to
them in an auditor's statement and for no other purpose. To the fullest extent permitted by law, we do not
accept or assume responsibility to anyone other than the Authority and the Authority's Members as a body,
for our work, for this report, or for the opinions we have formed.
Respective responsibilities of Director of Finance and Auditor
As explained more fully in the Statement of Responsibilities for the Pension Fund Accounts, the Director of
Finance is responsible for the preparation of the Statement of Accounts which includes the pension fund
financial statements, in accordance with applicable law and proper practices as set out in the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2014/15, and for
being satisfied that they give a true and fair view.
Our responsibility is to state to you our opinion on the consistency of the pension fund financial statements
included in the pension fund annual report with the pension fund financial statements included in the
Statement of Accounts of London Borough of Bexley, and its compliance with applicable law and the
CIPFA/LASAAC Code of Practice on Local Authority Accounting in the United Kingdom 2014/15.
In addition we read the other information contained in the pension fund annual report and consider the
implications for our statement if we become aware of any apparent misstatements or material
inconsistencies with the pension fund financial statements. The other information consists of Investment
Policy and Performance, Management and Financial Performance, Scheme Administration, Actuarial
Position and appendices.
We conducted our work in accordance with guidance issued by the Audit Commission. Our report on the
Administering Authority’s annual Statement of Accounts describes the basis of our opinions on those
financial statements.
Opinion
In our opinion, the pension fund financial statements are consistent with the pension fund financial
statements included within the annual Statement of Accounts of London Borough of Bexley for the year
ended 31 March 2015 and comply with applicable law and the CIPFA/LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2014/15.
Grant Thornton UK LLP
Chartered Accountants
Grant Thornton House
Melton Street
Euston Square
London
NW1 2EP
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Pension Fund Account
2013/14
£’000
Dealings with members, employers and
others directly involved in the scheme
-20,331 Contributions
-1,622 Transfers in from other pension funds
-21,953 Total contributions
26,828 Benefits
2,806 Payments to and on account of leavers

Note

2014/15
£’000

6
7

-22,232
-1,955
-24,187

8
9

28,403
1,471

29,634 Total benefits
Sub-total: Net additions (-) / withdrawals from
7,681 dealings with members
2,759 Management expenses
Returns on investments
-12,529 Investment income
553 Taxes on income
-34,839 Profit (-) and losses on disposal of investments and
changes in value of investments
-46,815 Net returns on investments

29,874
5,687
10

2,615

11
11

-12,558
836

12

-72,281
-84,003

-36,375 Net increase (-) / decrease in the net assets
available for benefits during the year

-75,701

Pension Fund Net Assets Statement
31.3.2014
£’000
614,367
-1,040
0
-17,700
1,924
-1,301

Investment Assets
Investment Liabilities
Borrowings
Long Term Liabilities
Current Assets
Current Liabilities
596,250 Net assets of the scheme available to fund
benefits at the period end

Note
12
14
15
16
17

31.3.2015
£’000
690,922
-1,122
0
-7,803
1,314
-11,360
671,951

The financial statements summarise the transactions of the scheme and deal with the net assets at
the disposal of the fund. They do not take account of obligations to pay pensions and benefits
which fall due after the end of the scheme accounting year. The actuarial position of the scheme,
which does take into account such obligations, is detailed in note 25 below.
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Notes to the Financial Statements
1 Introduction to the Fund
The London Borough of Bexley Pension Fund ("the fund") is part of the Local Government Pension
Scheme (LGPS). It is administered by the London Borough of Bexley under the provisions of the
Superannuation Act 1972 and the subsequent detailed regulations to provide benefits for
employees. These benefits include retirement and spouses' and children’s pensions, retirement and
death lump sum grants. All employees who are not eligible to join another public service scheme
are eligible for membership of this scheme. Employees of other scheduled and admitted bodies
also participate in this scheme.
Further details may be found in the annual report of the fund, and in the legislation governing the
LGPS.
(a) General
The fund is governed by the Public Service Pensions Act 2013. It is administered in accordance
with the detailed regulations of:
~ the LGPS Regulations 2013 (as amended)
~ the LGPS (Transitional Provisions, Savings and Amendment) Regulations 2014 (as amended)
~ the LGPS (Management and Investment of Funds) Regulations 2009
It is a contributory defined benefit pension scheme, and operates to provide pension benefits for
employees of the London Borough of Bexley and its scheduled and admitted bodies. Teachers are
not included as they come within another national pension scheme.
The fund is overseen by the Pensions Committee of the London Borough of Bexley.
(b) Membership
Membership of the LGPS is voluntary but employees are automatically enrolled when they are
employed. After they start employment they have the right to opt out. They can also make their own
personal arrangements outside the scheme.
The Scheduled Bodies (bodies whose staff are automatically entitled to be members of
the fund) are:London Borough of Bexley (Administering Authority)
Barnehurst Infant School
Barnehurst Junior School
Belvedere Junior School
Beths Grammar School
Bexley College
Bexley Grammar School
Bexleyheath Academy
Blackfen School for Girls
Brampton Primary Academy
Bursted Wood Primary School
Chislehurst and Sidcup Grammar School
Christ Church Primary
Cleeve Park School
Days Lane Primary School
East Wickham Primary Academy
Erith School
Harris Academy Falconwood
Hope Community School
Hurst Primary School
Hurstmere School
Mayplace Primary School
Pelham Primary School
Sherwood Park Primary School
St Augustine of Canterbury Primary School
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St Catherine's Catholic School
St Columba’s Catholic Boys School
Townley Grammar School
Trinity Church of England School, Belvedere
Welling School
Woodland Academy Trust
The Admitted Bodies (bodies whose staff are entitled to be members of the fund because of an
agreement between that body and the Fund) are:Avante Partnership
Bexley Heritage Trust
Blenheim CDP
Business Academy Bexley
Capita Business Services Ltd
Caterlink
Cucina Restaurants Ltd
Danson Youth Trust
Inspire Community Trust
Kier Street Services Ltd
London and Quadrant Housing Trust
MCCH Society Ltd (no active members)
Mytime Active
Orbit South Housing Association (no active members)
Rose Bruford College
Serco Ltd
Wilson James Ltd
Numbers for employers and employees in the fund are:
31 March 2014

31 March 2015

44 Number of employers with active members

46

Number of employees in the fund
3,189 London Borough of Bexley
1,599 Other employers
4,788 Total
Number of pensioners in the fund
4,074 London Borough of Bexley
484 Other employers
4,558 Total
Number of deferred pensioners in the fund
3,412 London Borough of Bexley
560 Other employers
3,972 Total

2,929
1,725
4,654
3,913
505
4,418
3,187
626
3,813

Over the last five years membership numbers have increased:
Membership Analysis 31 March 2011 - 31 March 2015

Employees in the Fund
Deferred Pensioners
Pensioners in the Fund

31.3.11
4,593
3,466
4,025
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31.3.12
4,470
3,612
4,207

31.3.13
4,600
3,783
4,291

31.3.14
4,788
3,972
4,558

31.3.15
4,654
3,813
4,418
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(c) Funding
In 2014/15, the Fund was financed by contributions from employers and employees and by income
from investments. Employees make a contribution to the Fund at a percentage of their pensionable
earnings and emoluments; this ranges from 5.5% to 12.5% depending on the level of their earnings.
The employers’ contributions are in accordance with the advice of a professionally qualified actuary
and have been set so that the Fund will be able to meet the cost of current and estimated future
retirement benefits. The most recent valuation is in respect of 31 March 2013 and shows a funding
level of 87% (2010 was 87%). The deficit on the fund will generally be recovered over a period of
14 years. The Council’s contribution in 2014/15 was calculated as 20.6% of payroll (20.6% in
2013/14) although the amount due was discounted for early payment. Other bodies’ employer’s
future service contributions in 2014/15 varied between 13.7% and 24.6% but they also pay a
separate lump sum deficit funding contribution. Further details on the funding and actuarial
positions are shown in notes 24 and 25.
(d) Benefits
Following the report of the Hutton commission in 2011 a new scheme design for the LGPS was
agreed. The new scheme commenced on 1 April 2014.
The changes do not affect those who currently receive pension payments. All pension benefits built
up to 31 March 2015 will be treated according to the previous schemes.

Basis of pension

Service 1 April 2008 until 31
March 2014
Final salary

Accrual rate

1/60th of salary

Career average revalued
earnings
1/49th of salary

Revaluation rate

Employee contribution

No revaluation: based on final
salary
Pay excluding non-contractual
overtime and non-pensionable
additional hours
See below table

Inflation rate: consumer prices
index (CPI)
Pay including non-contractual
overtime and additional hours for
part time staff
See below table

Normal pension age

65

Lump sum trade off

Trade £1 of annual pension for
£12 lump sum
3x pensionable payroll

Equal to the individual member's
State Pension Age
Trade £1 of annual pension for
£12 lump sum
3x pensionable payroll

Pensionable pay

Death in service lump
sum
Death in service survivor
benefits
Ill Health Provision

Indexation of pension in
payment

1/160th accrual based on Tier 1
ill health pension enhancement
Tier 1 - Immediate payment with
service enhanced to Normal
Pension Age
Tier 2 - Immediate payment with
25% service enhancement to
Normal Pension Age
Tier 3 - Temporary payment of
pension for up to 3 years
Inflation rate: CPI (RPI for pre2011 increases)
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1/160th accrual based on Tier 1
ill health pension enhancement
Tier 1 - Immediate payment with
service enhanced to Normal
Pension Age
Tier 2 - Immediate payment with
25% service enhancement to
Normal Pension Age
Tier 3 - Temporary payment of
pension for up to 3 years
Inflation rate: CPI
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Pre 2014 employee contribution rates

LGPS 2014 employee contribution rates

Pensionable payroll
banding
Up to £13,700

Contribution
rate
5.5%

Pensionable payroll
banding
Up to £13,500

Contribution
rate
5.5%

£13,701 to £16,100
£16,101 to £20,800

5.8%
5.9%

£13,501 to £21,000
£21,001 to £34,000

5.8%
6.5%

£20,801 to £34,700

6.5%

£34,001 to £43,000

6.8%

£34,701 to £46,500

6.8%

£43,001 to £60,000

8.5%

£46,501 to £87,100
More than £87,100

7.2%
7.5%

£60,001 to £85,000
£85,001 to £100,000

9.9%
10.5%

£100,001 to £150,000

11.4%

More than £150,000

12.5%

Estimated overall LGPS
average

6.5%

Estimated overall
LGPS average

6.5%

There are a range of other benefits provided under the scheme including early retirement, disability
pensions and death benefits. For additional information about the LGPS 2014 scheme please refer
to the Bexley Pension Fund website.

(e) Financial Analysis 2010/11 – 2014/15
(restated for management expenses)
2010/11
£’000
Contributions to the Scheme
-26,323
Benefits Paid
23,816
Management Expenses
2,522
Net Return on Investments
-39,158
Net Increase (-) / Decrease in Year
-39,143
Value of Fund Brought Forward
447,668
Value of Fund Carried Forward
486,811

2011/12
£’000
-22,222
28,150
2,346
-7,224
1,050
486,811
485,761

2012/13
£’000
-21,508
25,849
2,187
-80,642
-74,114
485,761
559,875

2013/14
£’000
-21,953
29,634
2,759
-46,815
-36,375
559,875
596,250

2014/15
£’000
-24,187
29,874
2,615
-84,003
-75,701
596,250
671,951

The Fund publishes a separate Annual Report for the Pension Fund, which includes the Statement
of Investment Principles, and other documents, and these can be obtained from the Finance
Department, Bexley Civic Offices, 2 Watling Street, Bexleyheath, Kent DA6 7AT or from the
Pension Fund’s website www.yourpension.org.uk/bexley

2 Basis of Preparation
These financial statements summarise the fund's transactions for the 2014/15 financial year and its
position at the year end of 31 March 2015. They have been prepared in accordance with the
requirements of the CIPFA Code of Practice on Local Authority Accounting 2014/15. The CIPFA
Code is based upon International Financial Reporting Standards (IFRS), as amended for the UK
public sector.
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3 Accounting Policies
Accrual Basis
The accounts have been prepared on the accruals basis. This means that income and expenditure
is recognised as it is earned or incurred, not when it is received or paid. The exception to this is
transfer values which are accounted for on a cash basis.
Regular contribution income from both members and employers is accounted for at the rate
certified by the fund actuary for the payroll period to which it relates. Pensions strain contributions
for admitted and scheduled bodies are accounted for in the year in which the liability arises, and
any amounts unpaid show as current financial assets.
Pensions, benefits, administrative and investment management expenses payable include all
amounts due as at the end of the financial year. Any amounts unpaid show as current liabilities.
Costs of the external pension fund administrator and other suppliers are charged direct to the fund,
whereas internal staff, accommodation and other overhead costs are apportioned to the fund on a
monthly basis. The fees of the external investment managers are mainly based on the market value
of the funds they invest and will increase or decrease with the value of their investments. A
performance related element has been negotiated with some of the managers - this amount will
also vary from year to year and may need to be estimated at year end.
Interest income is also recognised as it accrues. Dividend income is accounted for on the date the
shares are quoted ex-dividend, and distributions from pooled funds are recognised at the date of
issue. Any amounts not received by the end of the financial year are disclosed in the net asset
statement as a current financial asset. Changes in the net market value of investments are
recognised as income and comprise all realised and unrealised profits/losses during the year.
Transfer values represent the amounts received and paid during the year for members who have
either joined or left the fund, and are calculated in accordance with LGPS regulations. The timing of
these receipts and payments depends on factors such as confirmation of instructions from
members and the administrative processes of the previous/new employer.
Basis of Financial Assets
Financial assets are included in the net assets statement on a fair value basis as at the reporting
date. A financial asset is recognised in the net assets statement on the date the fund becomes
party to the contractual acquisition of the asset. From this date any gains or losses arising from
changes in the fair value of the asset are recognised by the fund.
Basis of Valuation of Investments
The values of investments shown in the net assets statement have been determined as follows:
Market-quoted investments
Where there is a readily available market price investments are valued at the last traded or bid
price, depending on the convention of the stock exchange or other market on which they are
quoted.
Unquoted investments
Unlisted securities or investments, which include pooled investments in property, bonds or private
equity, are valued by the investment managers at a price which, in their reasonable opinion, is the
most recent and reliable valuation available. The private equity fund investments are valued at fair
value by the individual fund investment managers overlaid where necessary with the views of the
fund of funds manager.
Pooled investment vehicles
Pooled investment vehicles are valued at closing bid price if both bid and offer price are published,
or closing single price where appropriate. Investments with extended settlement periods reflect the
latest available Net Asset Value. Where pooled investment vehicles are accumulation funds, the
change in market value also includes income which is reinvested in the fund.
Foreign currency transactions
Foreign currency transactions are made using the WM/ Reuters exchange rate. Purchases and
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sales use the foreign exchange rate applicable on the day prior to the trade date. Stock holdings
use the converted foreign exchange rate as at stock valuation date. Dividend receipts use the rate
applicable on the day prior to the date the dividend is received.
Derivatives
The fund's managers use derivative financial instruments to manage exposure to specific risks
arising from their investment activities, not for speculative purchases. FTSE futures may be used to
maintain exposure to the market rather than being held as cash holdings, and are valued on a daily
basis. The future value of forward currency contracts is based on market forward exchange rates at
the year end and determined as the gain or loss that would arise if the outstanding contract were
matched at the year end with an equal and opposite contract.
Actuarial present value of promised retirement benefits
The actuarial present value of promised retirement benefits is assessed on a triennial basis by the
fund's actuary in accordance with IAS19 and relevant actuarial standards. As permitted under
IAS26, the fund has opted to disclose the actuarial present value of promised retirement benefits as
a note to the net assets statement (see note 25).
Cash and cash equivalents
Cash is represented by the balance on the Pension Fund’s bank account together with amounts
held by the fund’s external managers. Cash equivalents are the deposits in the Pension Fund’s
special interest bearing account, which is readily convertible to known amounts of cash with no risk
of change in value.
Contingent liabilities
A contingent liability arises where an event has taken place that gives the Pension Fund a possible
obligation whose existence will only be confirmed by the occurrence or otherwise of uncertain future
events not wholly within the control of the Pension Fund. Contingent liabilities also arise in
circumstances where a provision would otherwise be made but either it is not probable that an
outflow of resources will be required or the amount of the obligation cannot be measured reliably.
They are not recognised on the Net Assets Statement but disclosed in a note to the accounts.
Events after the Net Assets Statement date
The Pension Fund accounts were issued as part of the Statement of Accounts by the Director of
Finance on 24 September 2015. Events taking place after this date are not reflected in the financial
statements or notes. Where events taking place before this date provided information about
conditions existing at 31 March 2015, the figures in the accounts and notes have been adjusted in
all material respects to reflect the impact of this information. Note 19 details any such specific
events.
Management Expenses
Pension fund management expenses are accounted for in accordance with the CIPFA guidance
Accounting for Local Government Pension Scheme Management Costs. The comparator figures for
2013/14 have been restated to reflect the implementation of the CIPFA guidance. Consequently
management expenses reported in the Fund Account for 2013/14 have been increased by £0.301m
to £2.759m and Profit and Loss on disposal of investments and changes in the market value of
investments has similarly been increased by £0.301m to £34.839m to reflect the fees which had
been deducted at source.
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Prepayment of Employer Contributions
In 2013/14 the London Borough of Bexley made payments in advance of £17.7m in respect of its
employer's contributions to the Pension Fund for the financial years 2015/16 and 2016/17. These
contributions have been treated as receipts in advance and shown as a liability within the Pension
Fund.
The additional receipts have been invested as pension fund assets and are assumed by the actuary
to earn similar returns to other Pension Fund assets. The risk of the extra amounts arriving in the
Pension Fund at an inauspicious time for investment returns was mitigated by making the
investments over a period of time between November 2013 and March 2014.
The treatment of these payments was set out clearly on the valuation certificate provided by the
actuary.
Taxation
The fund is exempt from UK income tax on interest and from capital gains tax on the profit from the
sale of investments. The fund is also exempt from US withholding tax on dividends on investments
and recovers withholding tax deducted in some other countries. VAT input tax is recoverable on all
fund activities through the London Borough of Bexley as the administrative authority for the fund.

4 Critical judgements in applying accounting policies
Prepayment of Employer Contributions
The accounting policies section above describes the actions that the London Borough of Bexley
took in 2013/14 to make payments in advance to the Pension Fund in respect of employer’s
pension contributions. In assessing the presentation of this in the current year’s accounts both the
Council and the Pension Fund have acknowledged that the Pension Fund could, if it proved
necessary, repay any outstanding amounts paid in advance by the Council back to it.
Pension fund liability
The pension fund liability is calculated every three years by the fund's actuary, with annual updates
in the intervening years. The methodology used is in line with accepted guidelines and in
accordance with IAS19. Assumptions underpinning the valuations are agreed with the actuary and
are summarised in note 25. This estimate is subject to significant variances based on changes to
the underlying assumptions.

5 Major sources of estimation uncertainty
The preparation of financial statements requires management to make judgements, estimates and
assumptions that affect the amounts reported for assets and liabilities at the balance sheet date
and the amounts reported for the revenues and expenses during the year. Estimates and
assumptions are made taking into account historical experience, current trends and other relevant
factors. However, because amounts cannot be determined with certainty, actual results could be
materially different from the assumptions and estimates. The items in the accounts at 31 March
2015 for which there is a significant risk of material adjustment in the following financial year are:
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Actuarial present value of promised retirement benefits
Estimation of the net liability to pay pensions depends on a number of complex judgements relating
to the discount rate used, the rate at which salaries are projected to increase, changes in retirement
ages, mortality rates and expected returns on pension fund assets. The fund employs a
professional actuary to provide expert advice about the assumptions to be used. The effects on the
net pension liability of changes in individual assumptions can be measured. For example a 0.5%
increase in the discount rate assumption would reduce the pension liability by £65m. A 0.25%
reduction in assumed salary inflation would reduce liabilities by £6m and a one year increase in
assumed life expectancy would increase the liability by around £18m.
Private equity
Private equity investments are valued by their individual fund managers. These investments are not
publicly listed and as such there is a degree of estimation involved in the valuation. By the time
these valuations are all received by the fund of funds manager and he has reviewed them and
adjusted as necessary to fair value standards they are likely to be a quarter out of date. The total
private equity investments in the accounts are valued at £54.0m. There is a risk that this investment
may be under- or overstated in the accounts.

6 Contributions
2013/14
£’000
6,990
2,230
1,008
4,104
1,054
-155
7
0
0

3,467
1,039
474
92
7
14
20,331

2014/15
£’000
Contributions from Employers
London Borough of Bexley – normal
Scheduled bodies – normal
Admitted bodies – normal
London Borough of Bexley – deficit funding
Scheduled bodies – deficit funding
Admitted bodies – deficit funding
London Borough of Bexley – augmentation
Scheduled bodies – augmentation
Admitted bodies – augmentation
Contributions from Members
London Borough of Bexley – normal
Scheduled bodies – normal
Admitted bodies – normal
London Borough of Bexley – additional
voluntary
Scheduled bodies – additional voluntary
Admitted bodies – additional voluntary
Total contributions

7,371
3,478
1,369
3,029
1,196
219
7
0
0

3,678
1,265
517
96
7
0
22,232

The additional voluntary contributions included above are those which are paid into the Council’s
pension fund to purchase additional benefits in the pension scheme.
Scheme members also make arrangements for separate investments into their personal Additional
Voluntary Contribution (AVC) accounts with an AVC provider recommended by the Fund. The Fund
is only involved in collecting and paying over these amounts on behalf of scheme members and the
separately invested amounts are not included in these pension fund accounts in accordance with
regulation 4(2)(b) of the Local Government Pension Scheme (Management and Investment of
Funds) Regulations 2009 (SI 2009 no.3093). The AVC providers are Prudential and contributions
are also collected for life assurance policies provided by Phoenix Life and Equitable Life.
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The movement in investments during the year were:2013/14

2014/15

£’000
849
270
10
0
20
-117
1,032

£’000
1,032
201
21
20
39
-318
995

Value of funds at start of year
Employees contributions
Investment income
Transfers in
Change in market value
Benefits paid and transfers out
Value of funds at end of year

7 Transfers in from other pension funds
All transfers in relate to individual transfers in from other schemes as there were no group transfers
in these two years.
2013/14
£’000
1,192
356
74
1,622

London Borough of Bexley
Scheduled bodies
Admitted bodies
Total

2014/15
£’000
1,497
449
9
1,955

8 Benefits
2013/14
£’000
21,729 Pensions
7 Augmented service
4,285 Commutation of pensions and lump sum
retirement benefits
807 Lump sum death benefits
26,828 Total

2014/15
£’000
22,981
7
4,786
629
28,403

These benefits can also be analysed by employing body as follows:-

24,128
814
1,886
26,828

London Borough of Bexley
Scheduled bodies
Admitted bodies
Total

25,314
1,102
1,987
28,403

9 Payments to and on account of leavers
2013/14
£’000
39 Refunds of contributions
-1 State scheme premiums
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2014/15
£’000
16
3
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2,768 Individual transfers out to other schemes
2,806 Total

1,452
1,471

These benefits can also be analysed by employing body as follows:2,621
172
13
2,806

London Borough of Bexley
Scheduled bodies
Admitted bodies
Total

1,271
189
11
1,471

At the year end there were liabilities of £0.12m where further transfers out had been agreed but not
paid. There are also potential liabilities which cannot easily be quantified in respect of individuals
transferring out of the fund where a final decision has yet to be taken.

10 Management expenses
2013/14
2014/15
£’000
£’000
430 Administrative costs
330
1,735 Investment Management costs
1,919
594 Oversight and Governance costs
366
2,759 Total
2,615
The Code of Practice does not require any breakdown of pension fund administrative expenses.
However, in the interests of greater transparency, the Council discloses its pension fund
management expenses in accordance with the CIPFA guidance on accounting for LGPS
management costs.
The fund management fees for the funds of private equity funds, diversified growth fund and some
bond and property funds are not included above as they are not normally separately identified by
the managers. The unit values of these funds are net of management fees. The estimated value of
these management fees is £1,587,000 in 2014/15 (£1,620,000 in 2013/14). One-off fee rebates for
new commitments to fund of private equity funds are included above as they were identified
separately by the manager.
Included above are £241,000 in respect of transaction costs (2013/14 £301,000 restated). In
addition to these costs, indirect costs are incurred through the bid–offer spread on investment sales
and purchases. These are reflected in the cost of investment acquisitions and in the proceeds from
the sales of investments (see note 12b).
The fund has negotiated a performance related fee element with its global equity manager, Newton.
In 2014/15 this element of the fee amounted to £0.60m (2013/14 £0.39m).

11 Investment income
2013/14
£’000
0
10,164
0
2,329
25
11
12,529
-553
11,976

Income from fixed interest securities
Dividends from equities
Income from index-linked securities
Income from pooled investment vehicles
Interest on cash deposits
Other investment income
Irrecoverable withholding tax (equities)
Total investment income
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2014/15
£’000
0
10,539
0
1,995
22
2
12,558
-836
11,722
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12 Investment Assets
(a) Changes in investments during the year
There were only minor changes to investments during 2014/15. The bond investment with
BlackRock was transferred from investments in fixed interest and corporate bonds to a wider
opportunity set in their Global Opportunities Fund. A $30m commitment was made to the UBS
Global Infrastructure Fund II, in order to meet the long term allocation of 3% for this asset class,
although only £0.3m was drawn down during the year.
As a result of these changes the fund's asset allocation changed as follows:31.3.2014
9.3%
60.8%
6.5%
10.2%
10.2%
3.0%
0.0%

31.3.2015
8.6%
60.3%
7.8%
10.2%
10.0%
3.1%
0.0%

Bonds
Equities
Private Equity
Property
Diversified Growth
Cash
Infrastructure

The fund’s investment return for the year was a gain of 13.8%, with total assets increasing from
£596.250m to £671.951m. This was better than the return on the Fund’s specific benchmark of
13.2%. Stock markets were still volatile during the year but made steady progress by year end.
Over a five year period the fund’s annual return was 9.6% pa compared to the average return of
9.0% pa that the benchmark would have achieved.
(b) Reconciliation of movements in investments
Value at Purchases
31.3.2014

Equities
Pooled investment
vehicles (non bond)
Pooled investment
vehicles (non bond) level 3
Pooled investment
vehicles (bond)
Derivatives

Cash/temporary
investments
Outstanding investment
transactions debtors

at cost

Sales Transfers
proceeds

£’000

£’000

£’000

358,119

90,816

136,730

£’000

Change in

Value at

Market value

31.3.2015

£’000

£’000

-92,843

47,828

403,920

18,675

-21,938

18,322

151,789

45,814

8,996

-5,059

3,907

53,658

56,654

31,259

-31,169

2,185

58,929

1,047

125,223

-126,309

39

0

598,364

274,969

-277,318

71,125

668,296

12,659

2,761

21,002

3,344

-1,605

1,624

0

614,367
Current Net
Assets/Liabilities (-)

690,922

623

--9,901

-10,046

Net Assets/Liabilities (-)

-17,700

9,897

-7,803

Outstanding investment
transactions creditors

-1,040

--82

-1,122

596,250

72,281

671,951

Net assets
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Equivalent figures for 2013/14 were:
Value at Purchases
31.3.2013
at cost

Change in
Sales Transfers
Market value
proceeds

£’000

£’000

£’000

Equities

340,959

83,944

Pooled investment
vehicles (non bond)
Pooled investment
vehicles (non bond) level 3
Pooled investment
vehicles (bond)
Derivatives

120,310

Cash/temporary
investments
Outstanding investment
transactions debtors

£’000

Value at
31.3.2014

£’000

£’000

-94,348

27,564

358,119

41,136

-31,248

6,532

136,730

31,965

16,417

-5,124

2,556

45,814

56,754

633

-500

-233

56,654

988

218,283

-216,649

-1,575

1,047

550,976

360,413

-347,869

34,844

598,364

5,297

236

12,659

2,778

799

3,344

0

559,051

614,367

Current Net
Assets/Liabilities (-)
Net Assets/Liabilities (-)

824

17,700

623

0

-17,700

-17,700

Outstanding investment
transactions creditors
Net assets

0

-1,040

-1,040

559,875

34,839

596,250

The change in market value of investments during the year comprises all increases and decreases
in market value of investments held at any time during the year, including profits and losses
realised on sales of investments during the year.
Transaction costs are reported separately for the first time this year – see note 10 above. In
addition to these costs, indirect costs are incurred through the bid-offer spread on investments
within pooled investments.
(c) Analysis of investments
31.3.2014
£’000
Equities
119,968 UK quoted
238,151 Overseas quoted
358,119
Pooled investment vehicles
62,088 Managed funds – UK property unquoted
15,768 Managed funds – UK fixed interest unquoted
26,075 Managed funds – Overseas fixed interest unquoted
14,811 Managed funds – UK index linked unquoted
45,811 Managed funds – Overseas limited liability partnership unquoted
62,417 Unitised insurance policy - Overseas unquoted
3 Unit trusts – UK unquoted
12,225 Unit trusts – Overseas unquoted
239,198
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31.3.2015
£’000
125,421
278,499
403,920
70,663
0
58,929
0
53,655
68,969
3
12,157
264,376
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1,047 Derivatives

0

12,659 Cash/temporary investments

21,002

Other investment balances
3,344 Debtors

1,624

All fund managers operating the pooled investment vehicles are registered in the UK.
The managed funds overseas unquoted limited liability partnerships are investments in funds of
private equity funds, and an infrastructure fund.
The unit trusts overseas unquoted are investments in the Newton Emerging Markets Fund.
However, all the securities held within the Newton Fund are quoted.
Investments exceeding 5% within each class of security detailed in Note 12b are as follows:
Asset Class / Security Name

Manager

31.03.15
£’000

% within asset

68,969
12,157
8,609
8,407
8,375

45.4%
8.0%
5.7%
5.5%
5.5%

Partners
Partners
Partners
Partners
Partners

21,885
11,071
9,131
9,039
2,862

40.8%
20.6%
17.0%
16.8%
5.3%

BlackRock
Newton

31,930
26,999

54.2%
45.8%

Pooled investment vehicles (non bond)
Standard Life GARS
Newton Emerging Markets Exempt Fund
Threadneedle Property Fund
BlackRock UK Property Fund
CBRE UK Property Fund

Standard Life
Newton
Aviva
Aviva
Aviva

31.03.15
class

Pooled investment vehicles (non bond) - Level 3 investments
Partners Group Global Value 2011
Partners Group Global Value 2006
Partners Group Global Value 2008
Partners Group Direct Investments 2012
Partners Group Global Value 2014

Pooled investment vehicles (bond)
BlackRock FIGO Fund
Newton Global Dynamic Bond Fund

Equivalent figures as at 31st March 2014 were as follows:
Asset Class / Security Name

Manager

31.3.2014
£’000

31.3.2014
% within asset
class

Pooled investment vehicles (non bond)
Standard Life GARS
Newton Emerging Markets Exempt Fund
WELPUT

Standard Life
Newton
Aviva

62,417
12,225
9,170

41.0%
8.0%
6.0%

16,587
11,740
8,054
6,688
2,742

36.2%
25.6%
17.6%
14.6%
6.0%

Pooled investment vehicles (non bond) - Level 3 investments
Partners Group Global Value 2011
Partners Group Global Value 2006
Partners Group Global Value 2008
Partners Group Direct Investments 2012
Partners Group Global Value 2014
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Pooled investment vehicles (bond)
Newton Global Dynamic Bond Fund
BlackRock All Stocks Corporate Bond Fund
BlackRock Index Linked Bond Fund

Newton
BlackRock
BlackRock

26,075
15,768
14,811

46.0%
27.8%
26.2%

(d) Analysis of derivatives
A significant proportion of the fund's quoted equity portfolio is in overseas stock markets. In order to
reduce the volatility associated with fluctuating currency rates, the fund's global equity manager
(Newton) enters into forward foreign currency contracts. There were no foreign currency contracts
open at 31 March 2015. The fund's UK equity manager (UBS) has used FTSE future contracts in
place of cash pending reinvestment in stocks as opportunities arose. There were no such contracts
open at 31 March 2015.
(e) Investments analysed by fund manager
31.3.2014
£’000
%
308,994 50.4 Newton Investment Management Ltd
102,520 16.7 UBS Global Asset Management Ltd
62,708 10.2 Aviva Investors
62,417 10.2 Standard Life (GARS)
45,811
7.5 Partners Group
30,877
5.0 BlackRock Bond Fund
0
UBS infrastructure Fund
613,327
623
Current Net Assets/Liabilities (-)
-17,700
Employer contributions prepayment
596,250
Net assets

31.3.2015
£’000
%
359,118 52.1
100,927 14.6
75,201 10.9
68,969 10.0
53,988
7.8
31,930
4.6
-333
0
689,800
-10,046
-7,803
671,951

The figures above include the managers’ cash allocation.
(f) Investment Risk
By their nature most of the investments made by managers on behalf of the Pension Fund do carry a
level of risk. The ultimate risk is that of a loss in the value of those investments. As benefits are
determined by legislation, the deficit would be made good by increases in employer contributions
following the next actuarial valuation.
The Funding Strategy Statement covers the detail of the investment strategy. The overall asset
allocation is set with advice from the fund's investment advisors Aon Hewitt after an asset liability
study has been carried out. This study projects assets and liabilities forward using a series of
economic assumptions. The possible outcomes that this study generates are used to assess the
likelihood of success or failure of the chosen investment strategy. Each investment strategy modelled
in this way can then be compared in terms of the risk taken to achieve the forecast return. So the
overall asset allocation is set taking account of the risks involved. Managers are appointed to invest
each asset class and they are set appropriate risk and investment return targets which are monitored
by the Pensions Committee.
In general terms the fund seeks to address investment risk by:Diversifying asset allocation - the fund invests in a range of asset classes which assists in guarding
against sharp falls in a particular asset class. Nevertheless a large proportion of the fund is invested in
equities, but this is itself diversified in terms of allocations across the world and across industries.
Diversifying manager selection - the fund has increased the number of managers it has used over the
last few years. It is unlikely that any one manager can succeed in all market conditions and so
managers or funds with different styles or attributes are chosen to work together for the fund.
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Alternative investments - historically the fund has invested the majority of its assets in bonds and
equities. In recent years allocations have been made in Diversified Growth Funds, property, private
equity, and infrastructure.
Whilst the risk is diversified through these means, it is also true that the fund can afford to take on a
degree of risk due to its long term nature. Its funding level is determined at three yearly intervals, and the
employer contribution rates are set as far as possible to be constant over time.

13 Financial instruments
(a) Classification of financial instruments
The net assets of the Fund shown in the Net Assets Statement may be analysed into the following
categories of financial instruments.
Values as at 31 March 2015

Financial Assets
Equities
Pooled investment vehicles (non bond)
Pooled investment vehicles (non bond) – level 3
Pooled investment vehicles (bond)
Derivatives
Cash
Debtors
Financial liabilities
Other investment balances
Creditors
Total

Fair value through
profit and loss

Loans and
receivables

Financial
liabilities at
amortised
cost

£’000

£’000

£’000

403,920
151,789
53,658
58,929
0
21,378
2,562

-1,122
-19,163
-20,285

668,296

23,940

Fair value through
profit and loss

Loans and
receivables

Financial
liabilities at
amortised
cost

£’000

£’000

£’000

Equivalent figures as at 31st March 2014 are as follows:
2013/14

Financial Assets
Equities
Pooled investment vehicles (non bond)
Pooled investment vehicles (non bond) – level 3
Pooled investment vehicles (bond)
Derivatives
Cash
Debtors
Financial liabilities
Other investment balances
Creditors
Total
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358,119
136,730
45,814
56,654
1,047
12,772
5,155

598,364

17,927

-1,040
-19,001
-20,041
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The financial assets are disclosed at fair value and this is also their carrying value. However, the loans
and receivables and financial liabilities at amortised cost are not measured at fair value even though
their carrying value is equivalent to fair value. Most assets and liabilities may be classified as current as
they arise primarily from trading. One liability of £7.8m at 31 March 2015 relates to advance payments
of employer contributions for 2016/17 and is a longer term liability.
(b) Net gains and losses on financial instruments
The gains and losses recognised in the Fund Account in relation to financial instruments may be
analysed as follows:2013/14
2014/15
£’000
£’000
Financial Assets
45,528 Fair value through profit or loss
78,889
2,556 Fair value through profit or loss – level 3
3,907
1,046 Loans and receivables
1,250
Financial Liabilities
-1,576 Fair value through profit or loss
39
-1,040 Financial liabilities at amortised cost
-82
0 Loans and receivables
0
46,514 Total
84,003
(c) Nature and extent of risks arising from financial instruments
The financial instruments used by the Pension Fund involve a variety of financial risks:Credit risk is the risk that counterparties to the financial instruments will fail to pay the amounts due to
the Pension Fund, thereby causing financial loss. This may arise if the value of a particular stock falls
substantially or if a dividend is not paid out. Investment managers will usually assess this risk when
making investments on behalf of the Pension Fund. The market price of investments generally also
includes a credit assessment and risk of loss into the valuations. In essence, therefore, the Fund's
entire investment portfolio is exposed to some form of credit risk, except the derivatives position where
the risk equates to the net market value of a positive derivative position. There is a higher credit risk
involved in the Fund’s allocation to private equity (7.8% at 31 March 2015 and 6.5% at 31 March 2014)
but this risk is accepted as a trade off for potentially higher returns.
The Fund’s custodians are tasked with ensuring that dividends are paid when due. If 5% of equity
dividends had not been collected in 2014/15 then a loss of income of £525,000 would have occurred
(£508,000 in 2013/14). The fund sets an annual treasury management policy for its investment of cash
flow balances and deposits are not made unless they meet the credit criteria set. The fund's cash
holding under its treasury management arrangements at 31 March 2015 was £376,000. This was held
with NatWest Bank plc which has a Fitch long term rating of A. In overall terms the Fund’s exposure to
credit risk is the carrying amount of the financial assets at 31 March 2015.
Liquidity risk is the risk that the Pension Fund might not be able to meet its payment obligations as they
fall due (such as pension payments to members). The 2014/15 accounts show that the benefits and
administrative expenses paid out exceeded the contributions to the Fund. The balance was met from
investment income. However, the majority of the Fund’s investments were sufficiently liquid as to be
sold to provide additional cash if required. The Fund operates its own separate bank account and the
liquidity position is monitored on a day to day basis. The fund is also permitted to borrow for up to 90
days if its cash flow is insufficient to meet short term commitments.
The fund defines liquid assets as those that can be easily converted to cash within three months.
Illiquid assets are those assets that will take longer than three months to convert to cash. As at 31
March 2015 the value of illiquid assets was £124m, which represented 19% of total fund assets (31
March 2014: £109m which represented 18% of total fund assets).
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Market risk is the risk that the fair value of a financial instrument will fluctuate because of movements in
market prices. Market risk may be sub-divided into interest rate risk, price risk and currency risk,
although these are to some extent inter-linked. Given that there has been significant volatility in market
prices arising from these three types of risk in recent years, the values used for the sensitivity
calculations are nominal ones designed to show the impact of further variations occurring.


Interest rates may vary which will impact on the valuation of fixed interest holdings. The coupon
and the duration of such investments will be spread to minimise this risk. At 31 March 2015 the
Fund had £58.9m invested in two bond funds (bond investments were £56.7m at 31 March
2014). If interest rates on these investments varied by 1% the impact on the fund would be
£589,000 (£567,000 at 31 March 2014).



Prices of equity and other investments will vary as the prices on the stock exchange respond to
factors specific to particular stocks or factors affecting stock markets as a whole. This is
mitigated by having a diverse portfolio of investments across different managers, asset classes,
countries and industries. If equities, which are the largest asset class in which the Fund invests,
had been priced 10% lower at 31 March 2015, the Fund valuation would have been £40.4m
lower (£35.8m lower at 31 March 2014). However, in this scenario it is quite likely that bond
funds would have been priced 10% higher offsetting the lower valuation by £5.9m at 31 March
2015 (£5.7m at 31 March 2014).



Currency risk is the risk that the value of financial instruments will vary with the foreign exchange
rate of pounds sterling. This particularly affects the Fund’s holdings in overseas equities. This is
mitigated by the spread of investments across different countries. The manager will also take this
risk into account when making investments, and would hedge the risk where thought necessary.
The Fund held £278.5m overseas equities at 31 March 2015 (£238.2m at 31 March 2014), so if
the exchange rate of sterling against the local currencies in which the assets were invested had
varied by 10%, the valuation would have varied by some £27.8m (£23.8m at 31 March 2014).

(d) 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 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 at this level comprise
quoted equities, quoted fixed securities, quoted index-linked securities and quoted unit trusts.
Level 2
Financial instruments at level 2 are those where quoted market prices are not available. This may be
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 those 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, which are valued using various valuation techniques that require
significant judgement in determining appropriate assumptions. The values of investments in private
equity are based on valuations provided by the general partners to the private equity funds which are
part of the fund of funds in which Bexley's fund invests. This process is explained in more detail for
each Limited Partnership (fund of funds investment arrangement) as follows:Level 3 private equity investments may consist of Direct and Indirect equity and debt Investments.
Level 3 Indirect Investments are generally valued at the Indirect Investments' net asset values last
reported by the Indirect Investments' governing bodies. When the reporting date of such net asset
values does not coincide with the Limited Partnership's reporting date, the net asset values are
adjusted as a result of cash flows to/from an Indirect Investment between the most recently available
net asset value reported, and the end of the reporting period of the Limited Partnership. The valuation
may also be adjusted for further information gathered by the Private Equity Manager during its ongoing
investment monitoring process. This monitoring process includes, but is not limited to, binding bid
offers, non-public information on developments of portfolio companies held by Indirect Investments,
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syndicated transactions which involve such companies and the application of reporting standards by
Indirect Investments which do not apply the principle of fair valuation.
The main inputs into the Limited Partnership's valuation models for Direct equity and debt Investments
include: earnings before interest, taxes, depreciation, and amortization (EBITDA) multiples (based on
budgeted/forward looking EBITDA or historical EBITDA of the issuer and EBITDA multiples of
comparable listed companies for the equivalent period), discount rates, capitalization rates, price to
book as well as price to earnings ratios and enterprise value to sales multiples. The Limited Partnership
also considers the original transaction prices, recent transactions in the same or similar instruments
and completed third-party transactions in comparable instruments and adjusts the model as deemed
necessary. Further inputs consist of external valuation appraisals and broker quotes.
In order to assess level 3 valuations in accordance with the Limited Partnership Agreement, the
Investment Advisor reviews the performance of the Direct and Indirect Investments held on a regular
basis. The valuations are reviewed on an ongoing basis by the Private Equity Manager’s investment
committee who report to the General Partner. The investment committee considers the
appropriateness of the valuation model inputs as well as the valuation result using various valuation
methods and techniques generally recognized within the industry.
The Limited Partnership utilizes comparable trading multiples in arriving at the valuation for the Direct
Investments. Comparable companies multiple techniques assume that the valuation of unquoted Direct
Investments can be assessed by comparing performance measure multiples of similar quoted assets
for which observable market prices are readily available. The Investment Advisor determines
comparable public companies based on industry, size, development stage, strategy, etc. Subsequently
the most appropriate performance measure for determining the valuation of the relevant Direct
Investment is selected (these include but are not limited to EBITDA, price/earnings ratio for earnings or
price/book ratio for book values). Trading multiples for each comparable company identified are
calculated by dividing the market capitalization of the comparable company by the defined performance
measure. The relevant trading multiples might be subject to adjustment for general qualitative
differences such as liquidity, growth rate or quality of customer base between the valued Direct
Investment and the comparable company set. The indicated fair value of the Direct Investment is
determined by applying the relevant adjusted trading multiple to the identified performance measure of
the valued company.
When applying the discounted cash flow method, the Investment Advisor discounts the expected cash
flow amounts to a present value at a rate of expected return that represents the time value of money
and reflects the relative risks of the Direct Investment. Direct Investments can be valued by using the
'cash flow to investor' method (a debt instrument valuation), or indirectly, by deriving the enterprise
value using the 'free cash flow to company' method and subsequently subtracting the Direct
Investment's net debt in order to determine the equity value of the relevant Direct Investment. The
Private Equity Manager determines the expected future cash flows based on agreed investment terms
or expected growth rates. In addition and based on the current market environment an expected return
of the respective Direct Investment is projected. The future cash flows are discounted to the present
date in order to determine the current fair value.
The values of Level 3 Direct equity Investments valued by using an unobservable input factor are
directly affected by a change in that factor. The change in valuation of level 3 Direct equity Investments
may vary between different Direct Investments of the same category as a result of individual levels of
debt financing within such an investment. Level 3 Direct debt Investments are generally valued using a
waterfall approach including different seniority levels of debt. Thus the effect of a change in the
unobservable input factor on the valuation of such investments is limited to the debt portion not covered
by the enterprise value resulting from the valuation. No interrelationship between unobservable inputs
used in the Limited Partnership's valuation of its level 3 investments has been identified.
The following table provides an analysis of the financial assets and liabilities of the fund grouped into
levels 1 to 3, based on the level at which fair value is observable.
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Values at 31 March 2015
Financial Assets
Financial assets at fair value through profit or loss
Total financial assets

Level 1
£’000
403,920

Level 2
£’000
210,718

Level 3
£’000
53,658

Financial Liabilities
Financial liabilities at fair value through profit or loss
Total financial liabilities
Net financial assets

Total
£’000
668,296
668,296

0
668,296

Values at 31 March 2014
Financial Assets
Financial assets at fair value through profit or loss
Total financial assets

Level 1
£’000
359,166

Level 2
£’000
193,384

Level 3
£’000
45,814

Financial Liabilities
Financial liabilities at fair value through profit or loss
Total financial liabilities
Net financial assets

Total
£’000
598,364
598,364

0
598,364

14 Investment Liabilities
2013/14
£’000
1,040 Creditors
1,040 Total

2014/15
£’000
1,122
1,122

These amounts represent unsettled investment transactions as at year end.
15 Long Term Liabilities
2013/14
£’000
17,700 Employer contributions prepayment
17,700 Total

2014/15
£’000
7,803
7,803

These amounts represent advance payments of employer's contributions by the London Borough of
Bexley in respect of financial year 2016/17.
16 Current assets
2013/14
£’000
1,206
412
7
186
113
1,924

2014/15
£’000
Contributions due from employers
- in respect of employers
- in respect of members
- in respect of previous employment
Sundry debtors
Cash at bank
Total
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5
54
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1,314
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These contributions due and sundry debtors can also be analysed as follows:35
- in respect of central government bodies
1,341
- in respect of other local authorities
2
- in respect of NHS bodies
433
- in respect of other entities and individuals
1,811 Total

32
329
1
576
938

All investment debtors are in respect of other entities and individuals.
17 Current liabilities
2013/14
£’000
-219
0
-277
-805
-1,301

Unpaid benefits
Employer contributions prepayment
Sundry creditors
Accrued expenses
Total

2014/15
£’000
-181
-9,897
-281
-1,001
-11,360

These liabilities can also be analysed as follows:-283
- in respect of central government bodies
-7
- in respect of other local authorities
0
- in respect of public corporation and trading funds
-1,011
- in respect of other entities and individuals
-1,301 Total

-275
-9,898
0
-1,187
-11,360

18 Administration
The Local Government Pension Scheme in Bexley is administered by the London Pensions Fund
Authority on behalf of the London Borough of Bexley. The London Borough of Bexley is the
administering authority for the Pension Fund.
19 Subsequent Events
There were no material subsequent events.
20 Contingent Liabilities
The Pension Fund has a commitment to contribute a further £33.0m to the fund of private equity
funds (£45.7m as at 31 March 2014), and a further £19.8m into the infrastructure fund (see also
note 12a). These contributions will be financed from sales of existing investments. The timing for
paying over these commitments over the next few years is uncertain. The overall amount invested
in private equity is not expected to change significantly as new drawdowns are likely to be offset by
increased distributions.
There were no other material contingent liabilities or contractual commitments at 31 March 2015, or
material non-adjusting events subsequent to this.
21 Contingent Assets
One admitted body in the fund holds an insurance bond to guard against the possibility of being
unable to meet its pension obligations. This bond is drawn in favour of the fund and payment will be
triggered in the event of employer default. It is not clear when or how much of this bond will ever
be needed.
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22 Related Party Transactions
As the London Borough of Bexley administers, and is the largest employer of members in, the
pension fund there is a strong relationship between the Council and the fund.
Information in respect of material transactions with related parties is disclosed elsewhere within the
Pension Fund accounts. Of particular note is the £313,710 recharge in 2014/15 from the London
Borough of Bexley to the Pension Fund included in administration and oversight and governance
costs.
The Director of Finance (and the previous Director of Finance and Resources) allocates 5% of her
time to the Pension Fund. She started on 1 October 2014 and is the only officer that is regarded as
holding a key management post in respect of the Pension Fund. In 2014/15 she received salary,
fees and allowances totalling £59,583 and benefits in kind of £2,493, giving total remuneration of
£62,076. In 2014/15 the previous Director of Finance and Resources received salary, fees and
allowances totalling £64,406 and benefits in kind of £581, giving total remuneration of £64,987
(£125,977 in 2013/14).
The Director of Finance contributes 11.4% of her gross salary to the LGPS. The Council also pays
a flat rate percentage of employees' pay as employer's contribution. In 2014/15 this contribution
was £12,274 in respect of the Director of Finance and £13,851 in respect of the Director of Finance
and Resources (£26,777 in 2013/14)
No Councillors of the London Borough of Bexley are members of the Local Government Pension
Scheme, and neither they, nor officers, can influence the level of benefits from or contributions to
the scheme as its terms and conditions are set by statute.
During the year, no Council Members or Designated Officers have undertaken any declarable
transactions with the Pension Fund. Each Member of the Pensions Committee is required to
declare their interests at each meeting.
All pension fund transactions are recorded in a separate part of the financial ledger system of the
administering authority and pass through the pension fund bank accounts.
23 Stock Lending
No stock was released to a third party during the year.
24 Funding Arrangements
The fund's actuary carries out a funding valuation every three years to set employer contribution
rates for the following triennial period. The last such valuation took place as at 31 March 2013. The
valuation took account of the changes to the scheme which came into effect on 1 April 2014, the
main elements of which are a move to a career averaged revalued earnings basis and a 1/49th
accrual rate for benefits.
The key elements of the funding policy are to:
~ enable employer contribution rates to be kept as nearly constant as possible and at reasonable
cost to the taxpayers, scheduled and admitted bodies
~ manage employers' liabilities effectively
~ ensure that sufficient resources are available to meet all liabilities as they fall due, and
~ maximise the likelihood of reaching 100% funding on an ongoing basis over the next three
valuation periods subject to an acceptable level of downside risk.
At the 2013 actuarial valuation the fund was assessed as 87% funded (87% at the March 2010
valuation). This represented a deficit of £81m (£69m in 2010) at that time. Contribution rates were
set for the three year period ending 31 March 2017 for scheme employers and admitted bodies.
The common contribution rate (the rate which all employers in the fund pay) was set at 15.0%
(12.9% in 2010).
Individual employers' rates vary from the common contribution rate depending on the demographic
and actuarial factors particular to each employer. Full details of the contribution rates payable can
be found in the 2013 actuarial valuation report on the fund's website.
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25 Actuarial Present Value of Promised Retirement Benefits
The actuary's statement for the year is shown below:LONDON BOROUGH OF BEXLEY PENSION FUND
Accounts for the year ended 31 March 2015 - Statement by the Consulting Actuary
This statement has been provided to meet the requirements under Regulation 57(1)(d) of The
Local Government Pension Scheme Regulations 2013.
An actuarial valuation of the London Borough of Bexley Pension Fund was carried out as at 31
March 2013 to determine the contribution rates for the period 1 April 2014 to 31 March 2017.
On the basis of the assumptions adopted, the Fund’s assets of £560 million represented 87% of
the Fund’s past service liabilities of £641 million (the “Funding Target”) at the valuation date.
The deficit at the valuation date was therefore £81 million.

The valuation also showed that a common rate of contribution of 15.0% of pensionable pay per
annum was required from employers. The common rate is calculated as being sufficient in the
long term, together with contributions paid by members, to meet all liabilities arising in respect of
service after the valuation date. It allowed for the new LGPS benefit structure which became
effective from 1 April 2014.
After the valuation date, there were significant changes in financial markets. In particular there
was an increase in gilt yields, which underpin the liability assessment. This improved the
funding position materially to 92% with a resulting deficit of £47 million. This improvement was
taken into account when setting the deficit contribution requirements for employers where
required to stabilise contribution rates. On average across the Fund, the updated deficit would
be eliminated by a contribution addition of £3.8 million per annum increasing at 4.1% per annum
(equivalent to approximately 5.0% of projected Pensionable Pay at the valuation date) for 14
years if all assumptions are borne out in practice.
Further details regarding the results of the valuation are contained in the formal report on the
actuarial valuation dated March 2014.
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In practice, each individual employer’s position is assessed separately and the contributions
required are set out in the report. 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). Any different approaches adopted, e.g.
with regard to the implementation of contribution increases and 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 (Funding
Target)

For future service liabilities
(Common Contribution
Rate)

Rate of return on investments (discount rate)

4.95% per annum

5.6% per annum

Rate of pay increases (long term)
Rate of increases in pensions
in payment (in excess of
Guaranteed Minimum Pension)

4.1% per annum*

4.1% per annum

2.6% per annum

2.6% per annum

* allowance was also made for short-term public sector pay restraint over a 6 year period.

The assets were assessed at market value.
The next triennial actuarial valuation of the Fund is due as at 31 March 2016. Based on the
results of this valuation, the contribution rates payable by the individual employers will be
revised with effect from 1 April 2017.

Actuarial Present Value of Promised Retirement Benefits for the Purposes of IAS 26
IAS 26 requires the present value of the Fund’s promised retirement benefits to be disclosed,
and for this purpose the actuarial assumptions and methodology used should be based on IAS
19 rather than the assumptions and methodology used for funding purposes.
To assess the value of the benefits on this basis, we have used the following financial
assumptions as at 31 March 2015 (the 31 March 2014 assumptions are included for
comparison):

31 March 2014

31 March 2015

Rate of return on investments (discount rate)

4.5% per annum

3.3% per annum

Rate of pay increases
Rate of increases in pensions
in payment (in excess of
Guaranteed Minimum Pension)

3.9% per annum*

3.5% per annum*

2.4% per annum

2.0% per annum

* includes a corresponding allowance to that made in the actuarial valuation for short-term public sector pay restraint.
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The demographic assumptions are the same as those used for funding purposes. Full details of
these assumptions are set out in the formal report on the actuarial valuation dated March 2014.
During the year, corporate bond yields fell significantly, resulting in a lower discount rate being
used for IAS26 purposes at the year end than at the beginning of the year (3.3% p.a. versus
4.5% p.a.). The expected long-term rate of CPI inflation also fell during the year, resulting in a
lower assumption for pension increases at the year end than at the beginning of the year (2.0%
p.a. versus 2.4% p.a.).
The value of the Fund’s promised retirement benefits for the purposes of IAS26 as at 31 March
2014 was estimated as £703 million.
The effect of the changes in actuarial assumptions between 31 March 2014 and 31 March 2015
as described above is to increase the liabilities by c£102 million. Adding interest over the year
increases the liabilities by c£31 million, and allowing for net benefits accrued/paid over the
period decreases the liabilities by c£4 million (including any increase in liabilities arising as a
result of early retirements/augmentations).
The net effect of all the above is that the estimated total value of the Fund’s promised retirement
benefits as at 31 March 2015 is therefore £832 million.

Ian Kirk
Fellow of the Institute and Faculty of Actuaries
Mercer Limited
June 2015

London Borough of Bexley Pension Fund
Annual Report 2014/15

Page 67

Appendix 4

FUNDING STRATEGY
The current version of the Funding Strategy Statement (FFS) is shown below:-

London Borough of Bexley Pension Fund
Funding Strategy Statement (FSS)

This Statement has been prepared by London Borough of Bexley (the Administering
Authority) to set out the funding strategy for the London Borough of Bexley Pension
Fund (the Scheme), in accordance with Regulation 58 of the Local Government Pension
Scheme Regulations 2013 and the guidance paper issued in March 2004 (updated in
October 2012) by the Chartered Institute of Public Finance and Accountancy (CIPFA)
Pensions Panel.
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1.

Introduction

The Local Government Pension Scheme Regulations 2013 (“the Regulations”) provide
the statutory framework from which the Administering Authority is required to prepare
this Funding Strategy Statement.
The key requirements which the Administering Authority has met in preparing this
document can be summarised as follows:


It has consulted with all relevant interested parties involved with the Scheme
prior to publishing the funding strategy;



It has had regard to :

the guidance issued by CIPFA for this purpose; and



the Statement of Investment Principles (SIP) for the Scheme published
under Regulation 12 of the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 2009 (as
amended);

The FSS will be revised and published whenever there is a material change in either the
policy on the matters set out in the FSS or the SIP.
Benefits payable under the Scheme are guaranteed by statute and thereby the pensions
promise is secure. The FSS addresses the issue of managing the need to fund those
benefits over the long term, whilst at the same time, facilitating scrutiny and
accountability through improved transparency and disclosure.
The Scheme is a defined benefit final salary scheme under which the benefits are
specified in the governing legislation (the Local Government Pension Scheme (Benefits,
Membership and Contributions) Regulations 2007 (as amended). A new Local
Government Pension Scheme (LGPS) will be governed by the Local Government
Pension Scheme Regulations 2013 from 1 April 2014. In the new Scheme members will
earn benefits on a Career Averaged Revalued Earnings (“CARE”) basis from April 2014.
There will also be a “50:50 Scheme Option”, where members can elect to accrue 50%
of the full scheme benefits and pay 50% of the normal member contributions. The
actuary has taken the new Scheme into account in determining employer contribution
rates in the latest actuarial valuation. The required levels of employee contributions are
specified in the appropriate regulations.
Employer contributions are determined in accordance with the Regulations (principally
Regulation 62) which require that an actuarial valuation is completed every three years
by the actuary, including a rates and adjustments certificate. Contributions to the
Scheme should be set so as to “secure its solvency”, whilst the actuary must also have
regard to the desirability of maintaining as nearly constant a rate of contribution as
possible. The actuary must have regard to the FSS in carrying out the valuation.
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2.

Purpose of the FSS in policy terms

Funding is the making of advance provision to meet the cost of accruing benefit
promises. Decisions taken regarding the approach to funding will therefore determine
the rate or pace at which this advance provision is made. Although the Regulations
specify the fundamental principles on which funding contributions should be assessed,
implementation of the funding strategy is the responsibility of the Administering
Authority, acting on the professional advice provided by the actuary.
The purpose of this Funding Strategy Statement is:


to establish a clear and transparent fund-specific strategy which will identify how
employers' pension liabilities are best met going forward;



to support the regulatory requirement to maintain as nearly constant employer
contribution rates as possible; and



to take a prudent longer-term view of funding those liabilities.

The intention is for this strategy to be both cohesive and comprehensive for the Scheme
as a whole, recognising that there will be conflicting objectives which need to be
balanced and reconciled. Whilst the position of individual employers must be reflected
in the statement, it must remain a single strategy for the Administering Authority to
implement and maintain.
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3.

Aims and purpose of the Pension Fund

The aims of the Fund are to:


enable employer contribution rates to be kept as nearly constant as possible and
at reasonable cost to the taxpayers, scheduled and admitted bodies, subject to
the administering authority not taking undue risk



maintain fund solvency in light of the risk profile of the Fund and the risk appetite
of the administering authority and employers alike



manage employers’ liabilities effectively



ensure that sufficient resources are available to meet all liabilities as they fall
due, and



maximise the likelihood of reaching 100% funding on an ongoing basis over the
next three valuation periods subject to an acceptable level of downside risk.

The purpose of the Fund is to:


receive monies in respect of contributions, transfer values and investment
income, and



pay out monies in respect of scheme benefits, transfer values, costs, charges
and expenses,

as defined in the Local Government Pension Scheme (Benefits, Membership and
Contributions) Regulations 2007 (as amended), in the Regulations, and in the Local
Government Pension Scheme (Management and Investment of Funds) Regulations
2009 (as amended).
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4.

Responsibilities of the key parties

The Administering Authority should:


operate the Pension Fund



collect employer and employee contributions, investment income and other
amounts due to the Pension Fund as stipulated in the Regulations



pay from the Pension Fund the relevant entitlements as stipulated in the
Regulations



invest surplus monies in accordance with the Regulations



ensure that cash is available to meet liabilities as and when they fall due



take measures as set out in the Regulations to safeguard the Fund against the
consequences of employer default



manage the valuation process in consultation with the Fund’s actuary



prepare and maintain an FSS and a SIP, both after due consultation with
interested parties



monitor all aspects of the Scheme’s performance and funding and amend
FSS/SIP accordingly, and



effectively manage any potential conflicts of interest arising from its dual role as
both fund administrator and scheme employer.

The Individual Employer should:


deduct contributions from employees’ pay correctly after determining the
appropriate employee contribution rate (in accordance with the appropriate
regulations)



pay all contributions, including their own as determined by the actuary, promptly
by the due date



develop a policy on certain discretions and exercise those discretions as
permitted within the regulatory framework



make additional contributions in accordance with agreed arrangements in respect
of, for example, augmentation of scheme benefits, early retirement strain, and



notify the Administering Authority promptly of all changes to active membership,
actual or proposed, which may affect future funding.
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The Fund actuary should:


prepare valuations including the setting of employers’ contribution rates at a level
to ensure fund solvency after agreeing assumptions with the Administering
Authority and having regard to the FSS and the Regulations



prepare advice and calculations in connection with bulk transfers and individual
benefit-related matters, such as pension strain costs, ill health retirement costs,
compensatory added years costs etc



advise on funding strategy, the preparation of the FSS, and the inter-relationship
between the FSS and the SIP



provide advice and valuations on the termination of admission agreements



provide advice to the administering authority on bonds and other forms of
security against the financial effect on the Fund of employer default



assist the administering authority in assessing whether employer contributions
need to be revised between valuations as required by the Regulations, and



ensure that the administering authority is aware of any professional guidance or
other professional requirements which may be of relevance to his or her role in
advising the Fund.

The roles of the Borough’s Pensions Committee, the Fund’s Investment Managers,
Performance Measurement Company, and Investment Consultant are noted in the
SIP.
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5.

Solvency issues and target funding levels

To meet the requirements of the Regulations the Administering Authority’s long-term
funding objective for the Fund is to achieve and then maintain assets equal to 100% of
projected accrued liabilities, assessed on an ongoing past service basis including
allowance for projected final pay. In the long term, the employer rate would ultimately
revert to the future service rate.
The actuary is required by the Regulations to assess the solvency of the Fund by
carrying out an actuarial valuation every three years. The actuary agrees the financial
and demographic assumptions to be used in each valuation with the Administering
Authority.
Actuarial Valuation 2013
The key assumptions making up the funding strategy and as adopted for the 2013
actuarial valuation were:


Asset Outperformance Assumption (AOA) is a measure of how much extra return
equity (and other) investments are expected to achieve above a minimum risk
portfolio of gilt investments. The valuation assumed an AOA of 1.75% for past
service liabilities. For future service accrual the discount rate is assumed to be
CPI inflation plus 3%.



Salary Increases were assumed to exceed price increases by 1.50%. This
includes an allowance for salary increments. The price increases are measured
by the Consumer Price Index (CPI) following the use of this index for future
pension increases. However, an alternative assumption for short term pay growth
was assumed for relevant employers at the discretion of the Administering
Authority.



A combined Inflation Risk Premium (IRP) and assumed RPI-CPI gap of 1.0%
was applied to compensate for the overstatement of likely inflation implied by the
market pricing of inflation-linked gilts over CPI.



Average normal health retirement age was increased by 1 year to reflect recent
LGPS experience.



The proportion of benefits paid to dependents was increased following the
outcome of further investigations of the Fund’s experience against national
averages, and the likely impact of extension of benefits to unmarried partners.



Life expectancy was increased further after adopting new mortality assumptions
derived from updated data tables.

Underlying these assumptions are the following two tenets:


that the Scheme and the major employers are expected to continue for the
foreseeable future; and
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favourable investment performance can play a valuable role in achieving
adequate funding over the longer term.

The current actuarial valuation of the Scheme is effective as at 31 March 2013. The
actual results of the valuation indicate that overall the assets of the Scheme
represented 87% of projected accrued liabilities at the valuation date.
The Administering Authority, following consultation with the participating employers,
generally adopted the following objectives to achieve the funding target for the 2013
valuation:


The deficit recovery period should be 14 years for those bodies with tax-backed
revenues.



Major changes in employer contributions could be phased in over a period of
three years (one valuation period) at the Administering Authority’s discretion.



The deficit contributions from admitted and scheduled employers should be
expressed as annual financial amounts to ensure that the deficit reduction is
maintained if the salary base reduces.

In determining the deficit recovery period the Administering Authority had regard to:


the responses made to the consultation with employers on the FSS principles,



relevant guidance issued by the CIPFA Pensions Panel



the need to balance a desire to attain the target as soon as possible against the
short-term cash requirements which a shorter period would impose,



the Administering Authority’s views on the strength of the participating employers’
covenants in achieving the objective, and



the remaining contract period applicable to relevant admitted bodies.

For those admitted bodies with closed schemes the deficit recovery period has been set
to reflect the future working lifetime of the current membership. For those employers in
deficit, and where a rate reduction has emerged using the 14 year deficit recovery
period, this period is adjusted to restrict the reduction in rate. These are considered
more prudent courses of action for the Scheme as a whole.
Shorter recovery periods may be adopted by employers if they so wish, or applied in
other circumstances at the discretion of the administering authority such as where the
remaining contract period is lower.
Further detail on the actuarial valuation 2013, including the principal method and
assumptions to be used in the calculation of the funding target and in the contributions
payable under the recovery plan are set out in Appendix 1.
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Funding Principles
Currently contribution rates for individual employers are set separately, so that they take
into account the differences in characteristics of the staff employed and the recruitment
and retirement policies of the bodies concerned. Investments by the Fund are deemed
to apply equally to all employing bodies as all have similar long term funding objectives.
These assumptions have been considered with each employing body in preparing this
FSS and have been confirmed.
The Pensions Committee agreed in July 2010 that the policy of 50% direct funding of
early retirement pensions (as well as 100% of all other early retirement costs) should be
amended to 100% for admitted and scheduled bodies.
More recently private contractors have been admitted to the Scheme on a shared risk
basis. This applies where a service has been transferred to the contractor and Council
staff are transferred to them under the Transfer of Undertaking Protection of
Employment (TUPE) regulations. In these cases pension risks have been shared
between the contractor and the Pension Fund as follows:Contractor risks


Granting early retirement and other discretions



The cost of pay awards in excess of actuarial assumptions



Ill health retirements for tier 2 and tier 3 cases

Pension Fund risks


Investment performance



General demographic trends

The contractors are required to pay the full cost of any events occurring in the risks they
take on (as assessed by the actuary) as soon as they happen so that no liability for
these falls on the Pension Fund. Risks arising from private sector contractors are
regularly reviewed, and are taken account of in the actuarial valuation.
The contribution rates for academies have generally been assessed on a similar basis
to admitted bodies. The overall contribution rate for new academies is set equivalent to
that for the Council except for any cases where this would not result in the deficit being
recovered in the current 14 year period.
Admission agreements may be terminated in accordance with the terms of the
agreements. The administering authority considers any of the following items may
trigger termination: the last active member ceasing to participate in the Fund
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 the insolvency, winding up or liquidation of the admitted body
 any breach of its obligations that the admitted body has failed to remedy to the
satisfaction of the Fund
 any failure by the admitted body to pay any sums due within the period required by
the Fund
 the failure by the admitted body to renew or adjust the level of any indemnity or
bond, or to provide a satisfactory guarantor, as required by the Fund.
In these circumstances the administering authority will instruct the actuary to carry out a
termination valuation to calculate the surplus or deficit arising. In order to protect the
interests of the other employers in the Fund, this valuation will be carried out using least
risk assumptions. The amount outstanding would be due immediately, subject to any
other arrangements at the discretion of the administering authority.
The LGPS as a whole, as well as Bexley’s Fund, is seeing fewer new active members
as the impact of public sector funding cuts is felt. At the same time the number of actual
or deferred pensioners is increasing. This results in the Fund becoming more mature. It
also means that pension payments may no longer be fully met by contributions into the
Fund and cash flow has to be carefully monitored. The impact of this will also be taken
into account when setting employer contribution rates and deficit recovery periods.
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6.

Link to investment policy set out in the Statement of Investment
Principles (SIP)

The results of the 2013 valuation showed the liabilities to be 87% covered by the current
assets, with the funding deficit of 13% being covered by future deficit contributions.
In assessing the value of the Scheme’s liabilities in the valuation, allowance was made
for asset out-performance as described in Section 5, taking into account the investment
strategy adopted by the Scheme, as set out in the SIP.
It is not possible to construct a portfolio of investments which produces a stream of
income exactly matching the expected liability outgo. However, it is possible to
construct a portfolio which closely matches the liabilities and represents the least risk
investment position. Such a portfolio would consist of a mixture of long-term indexlinked and fixed interest gilts.
Investment of the Scheme’s assets in line with the least risk portfolio would minimise
fluctuations in the Scheme’s ongoing funding level between successive actuarial
valuations.
If, at the valuation date, the Scheme had been invested in this portfolio, then in carrying
out the valuation it would not be appropriate to make any allowance for out-performance
of the investments. On this basis of assessment, the assessed value of the Scheme’s
liabilities at the 2013 valuation would have been significantly higher, by approximately
41% and the declared funding level would be correspondingly reduced to approximately
62%.
Departure from a least risk investment strategy, in particular to include equity
investments, gives the prospect that out-performance by the assets will, over time,
reduce the contribution requirements. The funding target might in practice therefore be
achieved by a range of combinations of funding plan, investment strategy and
investment performance.
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In February 2011 the long term asset allocation was set by the Pensions Committee :-

UK Equities
Global Equities
Total Equities
Gilt Fund
Corporate Bond Fund
Dynamic Bond Fund
Total Bonds
Property
Private Equity
Diversified Growth Fund
Total Alternatives
Cash
Total

Benchmark
%
15
45
60
2.5
2.5
5
10
10
10
10
30
0
100

This asset allocation was set following consideration of the results of an asset liability
study, which took the 2010 actuarial valuation into account. The actual impact of this
allocation was taken into account in the actuarial valuation as at 31 March 2013. The
funding strategy adopted for the valuation was based on an assumed asset outperformance of 1.75% in respect of past service liabilities and CPI inflation + 3% for
future service liabilities. The Administering Authority believes that this was a reasonable
and prudent allowance for asset out-performance, based on the investment strategy
adopted as set out above and in the SIP.
In March 2014 a new long term asset allocation was set by the Pensions Committee :-

UK Equities
Global Equities
Total Equities
Global Bond Fund
Dynamic Bond Fund
Total Bonds
Property
Private Equity
Infrastructure
Diversified Growth Fund
Total Alternatives
Cash
Total
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%
15
45
60
5
5
10
10
7
3
10
30
0
100
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This asset allocation was set following consideration of the results of an asset liability
study, which in turn took the 2013 actuarial valuation into account
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7.

Identification of risks and counter-measures

The funding of defined benefits is by its nature uncertain. Funding of the Scheme is
based on both financial and demographic assumptions. These assumptions are
specified in the actuarial valuation report. When actual experience is not in line with the
assumptions adopted a surplus or shortfall will emerge at the next actuarial assessment
and will require a subsequent contribution adjustment to bring the funding back into line
with the target.
The Administering Authority has been advised by the actuary that the greatest risk to
the Scheme’s funding is the investment risk inherent in the predominantly equity based
strategy, so that actual asset out-performance between successive valuations could
diverge significantly from the overall 1.75% per annum assumed in the long term.
The funded nature of the LGPS is itself a risk management tool. The investments made
create a reserve from which future liabilities can be met.
The KEY RISKS that the scheme is subject to are:Financial


Investment markets fail to perform in line with expectations, either in terms of
capital value or in income generation. There is a systemic risk from interlinked or
simultaneous financial market volatility and macroeconomic risk.



Market yields move at variance with assumptions



Investment Fund Managers fail to achieve performance targets over the longer
term



Asset re-allocations in volatile markets may lock in past losses



Risk of counterparty failure



The failure to spread investment risk (“concentration risk”) across asset classes,
securities and managers.



Each type of investment also has its own associated risks:o equities are exposed to industry, country, size, and individual stock risk
o fixed income encounters yield curve, credit, duration and market risks
o alternative assets may incur liquidity, property or manager skill risk



Pay and price inflation significantly more or less than anticipated



Effect of possible increase in employer’s contribution rate on Council Tax bills,
service delivery and admitted/scheduled bodies
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Demographic


Longevity horizon continues to expand



Deteriorating pattern of early retirements (including those granted on the grounds
of ill health)



The level of take-up of the 50:50 option at a higher or lower level than built into
the actuarial assumptions

Regulatory


Changes to Regulations or major structural change such as LGPS 2014,
changes to the benefits package, or new entrants to scheme (part-time
employees or auto enrolment)



Changes to national pension requirements, HM Revenue and Customs rules, or
requirements of the Pensions Regulator

Governance


Administering Authority unaware of structural changes in employer’s membership
(e.g. large fall in employee numbers, large number of retirements). This may
manifest itself in the maturity of the scheme



Administering Authority not advised of an employer closing to new entrants



An employer ceasing to exist with insufficient funding or adequacy of a bond



Administering authority dealing with a changing mix or number of employers.
This may arise from outsourcing services or Government initiatives (such as the
establishment of academies)



Changes in Pensions Committee membership.

COUNTER-MEASURES that the Administering Authority has taken in response to each
of these risks are:Financial


Consultation with the actuary and investment consultant



Set asset allocations, active risk targets and investment control ranges



Reviewed manager performance with advice from its performance measurement
company



Regularly compares actuarial assumptions to actual experience
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Demographic


Mortality assumptions have been amended in line with recent experience and
projections



Reports annually on early retirement policy and requires employers to meet the
majority of costs directly

Regulatory


Reporting changes to the Pensions Committee for consideration/action as
necessary

Governance


Annual reports are made including membership numbers



Specific budget provision has been made for training of the members of the
Pensions Committee and attendance at seminars is encouraged



Training is provided ahead of each Pensions Committee meeting, and annual
reports are made on the knowledge and skills training carried out



Additional meetings of the Pensions Committee are held as necessary



A Pensions Investment Sub-Committee has been set up to assist the Pensions
Committee to carry out its work.
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8.

Monitoring and Review

The Administering Authority has taken advice from the actuary in preparing this
Statement, and has also consulted with all participating employers in the Scheme.
A full review of this Statement will occur no less frequently than every three years, to
coincide with completion of a full actuarial valuation. Any review will take account of
then current economic conditions and will also reflect any legislative changes.
The Administering Authority will monitor the progress of the funding strategy between
full actuarial valuations. If considered appropriate, the funding strategy will be reviewed
(other than as part of the triennial valuation process), for example:


if there has been a significant change in market conditions, and/or deviation in
the progress of the funding strategy



if there have been significant changes to the Scheme membership, fund maturity
profile, or LGPS benefits



if there have been changes to the number, type, or individual circumstances of
any of the employing authorities to such an extent that they impact on or warrant
a change in the funding strategy



if there have been any significant special contributions paid into the Scheme.

This statement was approved in September 2014
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APPENDIX 1
ACTUARIAL VALUATION AS AT 31 MARCH 2013

Method and assumptions used in calculating the funding target
Method
The actuarial method to be used in the calculation of the funding target is the Projected
Unit method, under which the salary increases assumed for each member are projected
until that member is assumed to leave active service by death, retirement or withdrawal
from service. This method implicitly allows for new entrants to the scheme on the basis
that the overall age profile of the active membership will remain stable. As a result, for
those employers which are closed to new entrants, an alternative method is adopted
(the Attained Age method), which makes advance allowance for the anticipated future
ageing and decline of the current closed membership group.
Financial assumptions
Investment return (discount rate)
A yield based on market returns on UK Government gilt stocks and other instruments
which reflects a market consistent discount rate for the profile and duration of the
Scheme’s accrued liabilities, plus an Asset Out-performance Assumption (“AOA”)
1.75% per annum.
The asset out-performance assumptions represent the allowance made, in calculating
the funding target, for the long term additional investment performance on the assets of
the Scheme relative to the yields available on long dated gilt stocks as at the valuation
date.
Inflation (Consumer Prices Index)
The inflation assumption will be taken to be the investment market’s expectation for RPI
inflation as indicated by the difference between yields derived from market instruments,
principally conventional and index-linked UK Government gilts as at the valuation date,
reflecting the profile and duration of the Scheme’s accrued liabilities, but subject to the
following two adjustments:



an allowance for supply/demand distortions in the bond market, and
due to retirement pensions being increased annually by the change in the
Consumer Price Index rather than the Retail Price Index.

The overall reduction to RPI inflation at the valuation date is 1.0% per annum.
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Salary increases


The assumption for real salary increases (salary increases in excess of price
inflation) will be determined by an allowance of 1.5% p.a. over the inflation
assumption as described above. This includes allowance for promotional
increases. In addition, an alternative assumption for short term pay growth is
assumed for relevant employers at the discretion of the Administering Authority.

Pension increases/Indexation of CARE benefits
Increases to pensions are assumed to be in line with the inflation (CPI) assumption
described above. This is modified appropriately to reflect any benefits which are not fully
indexed in line with the RPI (e.g. Guaranteed Minimum Pensions in respect of service
prior to April 1997).
Demographic assumptions
Mortality
The mortality in retirement assumptions will be based on the most up-to-date
information in relation to self-administered pension schemes published by the
Continuous Mortality Investigation (CMI), making allowance for future improvements in
longevity and the experience of the scheme. The mortality tables used then have a
loading reflecting specific experience. The derivation of the mortality assumption is set
out in a separate paper as supplied by the Actuary. Current members who retire on the
grounds of ill health are assumed to exhibit average mortality equivalent to that for a
good health retiree at an age 4 years older whereas for existing ill health retirees we
assume this is at an age 3 years older. For all members, it is assumed that the
accelerated trend in longevity seen in recent years will continue in the longer term and
as such, the assumptions build in a minimum level of longevity ‘improvement’ year on
year in the future in line with the CMI projections subject to a minimum rate of
improvement of 1.5% per annum.
The mortality before retirement has also been adjusted based on LGPS wide
experience.
Commutation
It has been assumed that, on average, 50% of retiring members will take the maximum
tax-free cash available at retirement and 50% will take the standard 3/80ths cash sum.
The option which members have to commute part of their pension at retirement in return
for a lump sum is a rate of £12 cash for each £1 p.a. of pension given up.
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Other Demographics
Following an analysis of Scheme experience carried out by the Actuary, the incidence of
retirement in normal health and in ill health and the proportions married/civil partnership
assumption have been modified from the last valuation. In addition, allowing for take-up
of the 50:50 option will be made up to a maximum of 10% of current and future
members for certain employers (who have sufficient size of current contributing
members). Other assumptions are as per the last valuation.
Expenses
Expenses are met out the Scheme, in accordance with the Regulations. This is allowed
for by adding 1.0% of pensionable pay to the contributions as required from participating
employers. This addition is reassessed at each valuation. Investment expenses have
been allowed for implicitly in determining the discount rates.
Discretionary Benefits
The costs of any discretion exercised by an employer in order to enhance benefits for a
member through the Scheme will be subject to additional contributions from the
employer as required by the Regulations as and when the event occurs. As a result, no
allowance for such discretionary benefits has been made in the valuation

Method and assumptions used in calculating the cost of future accrual
The cost of future accrual (normal cost) will be calculated using the same actuarial
method and assumptions as used to calculate the funding target except that the
financial assumptions adopted will be as described below.
The financial assumptions for assessing the future service contribution rate should take
account of the following points:




contributions will be invested in market conditions applying at future dates, which
are unknown at the effective date of the valuation, and which are not directly
linked to market conditions at the valuation date; and
the future service liabilities for which these contributions will be paid have a
longer average duration than the past service liabilities.

The financial assumptions in relation to future service (i.e. the normal cost) are not
specifically linked to investment conditions as at the valuation date itself, and are based
on an overall assumed real return (i.e. return in excess of price inflation) of 3.0% per
annum, with a long term average assumption for consumer price inflation of 2.6% per
annum. These two assumptions give rise to an overall discount rate of 5.6% p.a. (i.e.
3.0% plus 2.6%).
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Adopting this approach the future service rate is not subject to variation solely due to
different market conditions applying at each successive valuation, which reflects the
requirement in the Regulations for stability in the “Common Rate” of contributions. In
market conditions at the effective date of the 2013 valuation this approach gives rise to
a slightly more optimistic stance (i.e. allows for a higher AOA) in relation to the cost of
accrual of future benefits compared to the market related basis used for the assessment
of the funding target.
At each valuation the cost of the benefits accrued since the previous valuation will
become a past service liability. At that time any mismatch against gilt yields and the
asset out-performance assumptions used for the funding target is fully taken into
account in assessing the funding position.
Summary of key whole Fund assumptions used for calculating funding target and
cost of future accrual (the “normal cost”) for the 2013 actuarial valuation
Long-term gilt yields
Fixed interest
Index linked
Past service Funding Target financial
assumptions
Investment return/Discount Rate
CPI price inflation
Long Term Salary increases
Pension increases/indexation of CARE
benefits
Future
service
accrual
financial
assumptions
Investment return
CPI price inflation
Long Term Salary increases
Pension increases/indexation of CARE
benefits

3.2% p.a.
-0.4% p.a.

4.95% p.a.
2.6% p.a.
4.1% p.a.
2.6% p.a.

5.6% p.a.
2.6% p.a.
4.1% p.a.
2.6% p.a.

Demographic assumptions
The post retirement life expectancies adopted for this valuation are as follows:

Membership
Category
Pensioners
Actives
Deferreds

Male Life Expectancy
Current
Proposed
Assumption
Assumption
22.0
22.9
23.4
25.1
23.4
23.5
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Female Life Expectancy
Current
Proposed
Assumption
Assumption
24.6
25.3
26.1
28.2
26.1
27.0
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Other demographic assumptions are noted below:
Withdrawal
Other demographics

As for 2010 valuation
Based
on
LG
scheme
experience.

50:50 Option

Up to 10% take-up for certain employers

specific

Assumptions used in calculating contributions payable under the recovery plan
The contributions payable under the recovery plan are calculated using the same
assumptions as those used to calculate the funding target,

London Borough of Bexley Pension Fund
Annual Report 2014/15

Page 89

Appendix 5

INVESTMENT PRINCIPLES
The current version of the Statement of Investment Principles is shown below:-

London Borough of Bexley Pension Fund
Statement of Investment Principles
Background
Regulation 12 of the Local Government Pension Scheme (Management and Investment
of Funds) Regulations 2009 requires administering authorities to prepare and review
from time to time a written statement recording the investment principles, policies and
beliefs of the Pension Fund. This statement has been produced to indicate compliance
or non-compliance where this exists with the Investment Governance Principles and
satisfies the requirements of the regulations.
Bexley’s Pension Fund is a defined benefit scheme operating as part of the Local
Government Pension Scheme (LGPS) which was established by statute to provide
retirement and death benefits for all eligible employees and their dependants. It is
financed by contributions from employees, employers and income from investments.
Employees’ rates are set by statute and the employers’ contribution rates are
determined by the actuarial valuation of the Fund.
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This is the thirteenth edition of the London Borough of Bexley’s Statement of Investment
Principles and is dated September 2014. Whilst the statement is intended to be a
timeless document it does require minor adjustments from time to time. The statement
has been updated and approved by the Pensions Committee to reflect their recent
decisions.
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Effective Decision Making
1.1

Delegation of Investment Management
The Council has delegated the investment management of the Scheme to the
Pensions Committee. It decides on the investment policy most suitable to meet
the liabilities of the Scheme, and the ultimate responsibility for the investment
strategy lies with it. The implementation of this strategy is delegated to
investment managers operating within agreed constraints.

1.2

Orders of Reference and Delegated Powers
The Orders of Reference for the Pensions Committee are as follows:


To oversee the management and investment of the Pension Fund.



The appointment of Fund Managers and independent Fund
Advisers and the review of their performance.



Pension and retirement matters.

The Delegated Powers of the Pensions Committee are as follows:

1.3



To agree the investment strategy having regard to the advice of the
Fund’s managers and the independent adviser.



To determine the Fund management arrangements
appointments of Fund Managers and Fund Advisers.



To agree to the admission of bodies into the Council’s Pension
Scheme.



To agree discretionary payments in respect of pension and
retirement matters.



To agree actuarial valuations.

and

Committee Membership
The committee consists of six Members, with its membership allocated broadly in
proportion to party political representation on the full Council. Members of the
Pensions Committee recognise that they have a duty to safeguard above all else
the financial interests of the Fund’s beneficiaries.

In this context, beneficiaries are considered to be the Fund Members
(pensioners, employees and employers) together with local Council Tax payers.
The Committee also has three observers representing:
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Admitted and scheduled bodies,



Pensioners, and



Employees

The Governance Compliance Statement provides further details in this area.
1.4

Pensions Investment Sub-Committee
This Sub-Committee has been established to assist the Pensions Committee in
its work, and has the following Orders of Reference:




To advise the Pensions Committee on medium-term asset allocation.
To consider short-term asset allocation changes proposed by the
investment advisors.
The appointment of Fund Manager(s).
The appointment of Investment Advisor(s).

and Delegated Powers:


1.5

To agree short-term asset allocation changes within ranges set by
Pensions Committee.
To appoint Fund Manager(s) for investments.
To appoint Investment Advisor(s).

Skills
The Pensions Committee’s structure and the skills of its Members should be
regularly reviewed to ensure that their roles, set out in this document, are carried
out effectively.
A training plan has been devised to ensure these skills are refreshed and remain
up to date. Training sessions are made available to Members to assist them in
making informed investment decisions.
A knowledge and skills policy statement has been approved in accordance with
the CIPFA Code of Practice on Public Sector Pensions Finance Knowledge and
Skills. Details of training provided each year are included in the Fund’s annual
report.

1.6

Allowances
Bexley’s Members’ allowances scheme provides for a basic allowance for each
Member, with an additional responsibility allowance for the Chairman of the
Pensions Committee. Costs of travel, subsistence and attendance at any
appropriate training courses will also be met.
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1.7

Advice and Support
The Pensions Committee is advised by the Director of Finance and Resources,
the Head of Legal Services, the Fund’s investment advisors, and the Fund’s
investment managers.
The internal advice to the Fund is provided by the Director of Finance and
Resources in his role as the Section 151 officer. He is responsible for ensuring
that the in-house team is providing adequate support to the Committee.
All reports to the Pensions Committee are reviewed by the Council’s monitoring
officer prior to presentation. The Council’s constitution applies to the Pensions
Committee and includes a process for the declaration of conflicts of interest
before each meeting.
External advice is provided by the Fund’s actuary and its investment advisors.
The investment analysis and advice provided by the investment advisors
concerns all investment related aspects of the pension fund including portfolio
construction, manager monitoring and appointment as well as interpretation of
performance measurement information. Contracts for actuarial services and
investment advice are open to separate competition, applying the contract
procedure rules of the Council. It is permissible for one company to provide both
services where separate terms of reference exist. These contracts are reviewed
at appropriate intervals. At that time fees are assessed on their value for money.

1.8

Business Plan
The business of the Pensions Committee is included within the Council’s formal
timetabling and agenda setting processes. An annual business plan is submitted
to the Pensions Committee at the start of each municipal year and this also
reviews achievements over the previous year. Items are also included and
reported to the Committee that look beyond the current municipal year.
Committee papers are circulated to members in advance of the meeting to allow
them to be read and understood.
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Clear Objectives
2.1

Investment Objective
The main objective of the Fund is to maximise the likelihood of reaching
100% funding on an ongoing basis over the next three valuation periods
subject to an acceptable level of downside risk. Further details of the
investment strategy can be found in the Funding Strategy Statement.
In setting the overall investment objective the Council has considered the Fund’s
assets and liabilities and has received proper advice in the setting of a fund
specific benchmark. The wording of this objective has been designed to provide
a target against which progress is measurable and which is tied in to the
scheme’s funding level whilst acknowledging the level of risk taken.
The performance of each investment manager and the Fund as a whole will be
measured against the fund specific benchmark with the aim to achieve overall
outperformance of +1% pa over a rolling 3 year period, whilst maintaining an
acceptable pattern of risk as defined below.
The Fund endeavours to maintain low and stable employer’s contribution rates.
Given the constraints on local authority spending, volatility in the employer’s
contribution rate is undesirable.

2.2

Funding Strategy Statement (FSS)
The FSS sets out all the factors that have been considered in arriving at the
investment objective and how the investment strategy has been set in order to
meet that objective. The FSS is reviewed at least every three years to tie in with
the triennial actuarial valuation.

2.3

Awareness of Objectives
Investment managers and investment advisors are supplied with copies of the
SIP and are required to take account of its contents in their dealings with the
Pension Fund.
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Risk and Liabilities
3.1

Strategy
When determining the asset allocation of the Fund the Committee will consider
the extent to which the asset profile matches the Fund’s liabilities within an
acceptable level of risk. The Pensions Committee considers asset-liability
mismatch risk as the decision that has most influence on the likelihood of
achieving their investment objective.
The value of the Fund’s ongoing liabilities is sensitive to various demographic
(principally longevity) and financial factors. The financial factors relevant to the
fund’s investment policy are:


The rate of return on assets.



Salary escalation for active members.



Price inflation for pensioners.



Long-term interest rates.

The asset allocation decision will also have regard to the overall investment
objective to maximise the funding level within an acceptable level of downside
risk. The asset liability study will show projected investment returns for various
allocations and these returns will be considered against their associated risks.
The Committee will have regard to the diversification and suitability of
investments in reaching its asset allocation decisions. The asset allocation is
shown in Appendix 1.
The Pensions Committee receives an
appropriateness of the investment strategy.
3.2

annual

report

reviewing

the

Asset classes
The Fund managers are permitted to invest in all assets specified in the
Regulations. The Pensions Committee consider a full range of investment
opportunities including:





quoted and unquoted private equity
government and non-government bonds
property
alternative investments
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The Director of Finance and Resources will ensure that this is reflected in the
Investment Management Agreements made with the various investment
managers.
3.3

Risk
The Pensions Committee regards ‘risk’ as the likelihood that it fails to achieve the
objectives set out above and has taken several measures to minimise this risk so
far as is possible. In arriving at the investment strategy, the Pensions Committee
have considered the following key risks:


Asset-liability mismatch risk (asset allocation risk)



Need to pay benefits when due (cash-flow risk)



Actions by the investment managers (investment risk)



Failure of some investments (concentration risk)



Currency risk



Counterparty risk



Custody risk

In terms of magnitude, the Pensions Committee considers asset-liability
mismatch risk to be one of the most important to control. Therefore following
each actuarial valuation, the Committee conducts an asset/liability review which
focuses on the impact of asset allocation on expected future funding levels.
The Pensions Committee considers the results using advanced modelling
techniques and with the assistance of expert advisers and are able to measure
as well as quantify them in terms of their definitions of risk.
The process of risk management continues through to implementation. Active
management risk is diversified through the use of different investment managers
and pooled funds. Each investment manager appointed by the Pensions
Committee is bound by the terms and conditions of an Investment Management
Agreement where restrictions and targets are clearly documented, including a
measure of risk.
The pooled fund investments and direct investments are governed by the terms
and conditions of the fund and/or policy documents. Frequent monitoring of
portfolio performance and exposure characteristics also aids in the ongoing risk
management for the Fund.
The annual report and accounts of the Pension Fund include a section on how
the Fund seeks to address investment risk, and also an explanation of the nature
and extent of risks associated with the financial instruments held by the Fund.
3.4

Relative Risk and Statutory Requirements
The Pension Fund monitors the level of risk in order to minimise the relative risk
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against the fund specific benchmark. In pursuing the investment strategy the
requirements of the Scheme will be met.
3.5

Stock Lending
The investment managers are permitted to undertake stock lending of up to 10%
of the Fund’s assets subject to the agreement of the Director of Finance and
Resources.

3.6

Monitoring
The investment managers report to the Committee at regular intervals on their
implementation of the investment policy. In between Committee meetings the
investment managers report to the Director of Finance and Resources on
investment policy. The Pension Fund’s performance is regularly assessed by an
independent performance review organisation.

3.7

Audit
Internal and external audit carry out annual and specific reviews of the Pension
Fund as part of their regular work. This helps to ensure that effective internal
control operates within the Council. Reassurance is sought from external
assessments of the control procedures used by the investment managers
employed by the Fund.
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Performance Assessment
4.1

Appropriate Benchmarks
The Fund adopts a fund specific benchmark that is set by reference to the liability
profile and funding position of the Fund. This benchmark will be regularly
reviewed to respond to actuarial movements. The Committee will also consider
whether an active or passive approach to investment management is
appropriate.

4.2

Performance Measurement Method
The Fund uses WM Performance Services to measure performance on a
quarterly and annual basis. The Council’s in-house team performs monthly
monitoring.
WM provide a detailed breakdown of return to distinguish between performance
due to asset allocation and that due to stock selection. This covers all relevant
time periods and each asset class.

4.3

Performance against the Benchmark
The return of the Fund will be measured against the weighted index return of the
benchmark. Suitable benchmark indices shall be agreed with the Fund’s
performance-monitoring advisors. Overall performance will be measured
annually over a rolling 3 year period against the benchmark.
The Fund may be compared to the WM Local Authority Average but not
measured against it as the main indicator of performance.

4.4

Performance Reporting
The Fund’s investment performance is assessed four times a year by the
Pensions Committee. At that time the Fund’s performance and any necessary
reviews will be reported, external advice is provided and recommendations
made. Formal assessment of performance will also include the assessments
carried out by internal and external audit.

4.5

Risk Control
The risk parameters of the Fund will be monitored regularly by the managers and
reported at least quarterly.
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4.6

Advisors
The performance of the investment advisors is kept under review by officers and
members, and taken into account when tendering their services.. There is,
however, no formal performance assessment framework.

4.7

Decision Review
No formal reviews of decisions made by Members of the Pensions Committee or
officer advice are undertaken. However, the ultimate test of decision making on
investments is the fund’s investment performance. This is monitored quarterly
against benchmark, and a more detailed look back on the effectiveness of
managerial and asset allocation changes is provided by the annual review and
presentation by WM Performance Services.
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Responsible Ownership
5.1

Corporate Governance Policy
This policy sets out the Pension Fund’s principles on activism and the guidelines
that the Pension Fund’s investment managers should operate within when
making investment decisions.

5.1.1 General Principles
The London Borough of Bexley agrees with the principles set out by the Cadbury
and Greenbury Committees following their examination of corporate governance
issues, the Combined Code recommended by the Hampel Committee and the
recommendations made by the US Department of Labor Interpretative Bulletin on
Activism. Investment managers are expected to adopt the Financial Reporting
Council’s UK Stewardship Code which covers the responsibilities of shareholders
and agents.
The Pensions Committee has also considered the UK Stewardship Code and
has placed its Statement of compliance with the Code on its website.
5.1.2 Voting and Active Engagement
The Council expects the Fund Managers to exercise their voting rights and
actively engage with the companies in which they invest in accordance with the
principles set out in this statement. The managers will be expected to report on
the outcome of any such actions.
5.1.3 Company Policies
The Council expects the companies in which it invests to comply with the
following policies:
Board Structures

The board should be appropriately structured for the business, with a balance of
executive and non-executive directors.
At least one third of the board should be non-executive directors, number three
as a minimum, and the majority should be independent and identified as such in
the annual report.
The roles of the chairman and chief executive should normally be separate.
Directors over normal retirement age should face re-election each year. Other
directors should face re-election at least every three years. In order to achieve
this one year contract periods should be the norm, with two years the maximum.
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Remuneration

A remuneration committee, consisting entirely of independent non-executive
directors, should control policy on the remuneration of management.
Incentive schemes should be simple and preferably be based around direct
share ownership rather than options. Any options should be at market value.
Meaningful performance targets should be chosen and should be relative to a
peer group, sector or market index. No reward should be given for performance
below median.
Audit

An audit committee should exist, with the majority of its members being
independent non-executive directors. The board should maintain effective
internal controls which are regularly reviewed.
Pre-emption Rights

These are basic rights of shareholders. Any proposal to withdraw more than 5%
of such rights should be resisted.
Dividend Policy

A balance between dividend distribution and capital investment needs to be
struck so as to maintain the value of the business. Dividends should generally be
related to the level of cash flows/earnings.
5.1.4 Policy on Socially Responsible Investment
The Council’s overriding duty to the members of its pension fund and Council
Tax payers is to maximise financial returns within a prudent pattern of risk.
Subject to complying with that duty, the Council expects its investment managers
to engage actively with the companies in which they invest with a view to
encouraging those companies to adopt practices and procedures in respect of
social, economic, governance and environmental matters which


meet all legal requirements,



reflect good practice and provide sustainable competitive advantage; and



protect the company and its shareholders from harmful publicity.
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Transparency and Reporting
6.1

Pension Fund Publications
The London Borough of Bexley is keen to ensure that its Pension Fund operates
in as an open manner as possible. To that end it publishes a full Annual Report
which includes its major policy statements:




6.2

the Statement of Investment Principles,
the Funding Strategy Statement,
the Governance Compliance Statement, and
the Communications Policy Statement.

Website
All the above publications are made available on the Fund’s website
www.yourpension.org.uk/Bexley together with further information for active
members and pensioners. Agendas and reports to the Pensions Committee are
also published on the Council’s website www.bexley.gov.uk .

6.3

Amendments
Amendments to this document and the other policy statements will be proposed
to the Pensions Committee for approval.

6.4

Liaison with Stakeholders
All publications invite feedback from members of the fund and other
stakeholders. Where appropriate direct communication is made or face to face
discussions are held with admitted and scheduled bodies on significant matters
affecting the Fund - such as the development of the Funding Strategy Statement.

6.5

Clear Coherent Mandates
The Pension Fund Managers have explicit mandates that cover their objective,
asset allocation, benchmarks, risk parameters and measurement timescales
included in their contract. The managers are also governed by the LGPS
Regulations, in particular in the type of financial instruments they may use.

6.6

Fee Structures
The main investment manager, Newton has a separate performance fee
arrangement. They are paid a basic pro-rata fee, to which an element may be
added depending upon performance.
UBS Global Asset Management are paid a fixed fee for their UK equity portfolio.
The private equity manager Partners Group, operate a pro-rata fee arrangement
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with a performance related element. Their fees are included in the net asset
values of the fund of funds investments which they manage.
Bond managers Blackrock, diversified growth managers Standard Life and
property manager Aviva Investors are paid a pro-rata fee.
The investment advisors have a fixed fee structure. The fee covers advice to,
and attendance at, the Committee as well as various reviews and elected
Member training.
The actuary is paid a fixed fee for the triennial valuation and other specific duties,
plus additional fees based on an hourly rate, as the volume of advice required is
not known in advance.
6.7

Hidden Costs
The Fund managers are encouraged to make clear and justify any hidden costs
namely transaction costs and soft commissions. Managers should only enter into
soft commission agreements with brokers when provided with research material.
These agreements should be limited in number and a clear list of the brokers
involved should be reported.
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Appendix 1 - Asset Allocation

UK Equities

Benchmark
%
15

Global Equities

45

Total Equities

60

Global Bond Fund

5

Dynamic Bond Fund

5

Total Bonds

10

Property

10

Private Equity

7

Infrastructure

3

Diversified Growth Fund

10

Total Alternatives

30

Cash

0

Total

100

Note: This long term asset allocation was set in March 2014.
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Appendix 6

COMMUNICATIONS POLICY
The Fund’s Communication Policy Statement is shown below.
The Fund’s principal method of communicating with and providing information to members
and employers is the website at www.yourpension.org.uk/bexley.
In addition employers are emailed a monthly newsletter updating them on new
developments and administrative requirements for the scheme. Members are able to obtain
their information from the website and provide information online. Pensioners receive a
personalised letter each April notifying them of their pension for the year ahead and their
P60 form for the previous year.
Scheme membership is promoted by automatically enrolling new employees into the
scheme as part of their employment contract.

London Borough of Bexley Pension Fund
Communications Policy Statement
Background
The Local Government Pension Scheme (LGPS) Regulations require administering
authorities to prepare, publish and maintain a policy statement setting out its
communication strategy for communicating with scheme members, scheme members’
representatives, prospective scheme members and their employing authorities.
An effective communications strategy is vital for any organisation which strives to
provide high quality and consistent service to its customers. In public service
organisations particularly these processes need to be clear and open to scrutiny.
The principles and methods (the policy) to achieve effective communications are shown
on the following pages.
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Principles


To provide clear and consistent information reducing the potential for confusion
and uncertainty.



To provide timely and accurate communications and a proactive information
service that is factual and precise.



To undertake customer satisfaction surveys and to act upon feedback and
comment.



To use the most appropriate communication medium for the customer audience.



To address, where possible, the requirements of a diverse customer base with
regard to information access.

Method
The administering authority will deliver its communications policy, in partnership with the
London Pensions Fund Authority (LPFA - the Council’s pension scheme administrators),
by the following methods:

Scheme Members and Representatives


Access to the website www.yourpension.org.uk/bexley which contains scheme
details, news items, annual reports and guides to the scheme with links to other
relevant organisations and the option of viewing personal details via a secure
logon.



A comprehensive range of scheme literature is available from the LPFA or
accessible from the website.



Members, including pensioners and deferred members, will be able to access the
Annual Report on the website each year. This provides an overview of any
changes to the scheme and a report of the Fund’s performance.



Current and deferred scheme members will receive a Benefit Statement in
September each year detailing the current and prospective value of their pension
benefits.



Pensioners will be given access to their personal details and electronic payslips
via the Internet enabled "MyView" system.



An individual annual pension statement will be sent to all pensioners in April each
year. This will notify them of the paydays for the next twelve months and detail
their gross pension payable including any relevant pensions increase and an
estimated net value.



P60 statement of earnings will available via the internet enabled MyView system,
and a paper copy will be sent to pensioners by the end of May each year - if they
opt for this method.
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Prospective Members


A
short
scheme
guide
is
available
via
www.yourpension.org.uk/bexley for prospective employees.



The website also contains information relating to joining the LGPS and the right
to opt-out.

the

website

Scheme Employers


An Employer Forum will be held each year where employers will be informed on
changes to the scheme and current topics of interest.



Regular contact will be maintained to ensure prompt communication of changes
to the scheme and topical issues as they arise will be featured as news items
accessible via the website www.yourpension.org.uk/bexley.



An ‘employers pack’ detailing the interactions between the administering
authority and employers will be provided and maintained.



Access to a secure portal for Employers via the website for transmission of data
to the LPFA as and when required.

This statement updated September 2011
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Appendix 7

GLOSSARY OF PENSION TERMS
Accounting Period
The period of time covered by the accounts, normally twelve months commencing on 1
April. The end of the accounting period is the Balance Sheet date.
Accounting Policies
The basis on which an organisation’s financial statements are based to ensure that
those statements “present fairly” the financial position and transactions of that
organisation.
Accruals
Sums included in the final accounts to recognise revenue and expenditure earned or
incurred in the accounting period, but for which actual payment had not been received
or made as at the end of the period.
Active Management
A style of investment management which seeks to provide outperformance of a relevant
benchmark through either asset allocation, market timing or stock selection (or a
combination of these). This contrasts with passive management that seeks to replicate
the performance of a selected benchmark.
Actuarial Gains and Losses
These may arise on pension scheme assets and liabilities. A gain represents a positive
difference between the actuarial assumptions and actual experience (eg. liabilities
during the period were lower than expected). A loss represents a negative difference
between the actuarial assumptions and actual experience (eg. liabilities during the
period were higher than estimated).
Actuarial Valuation
A review of the Pension Fund by a qualified Actuary, which takes place every three
years to ensure that employers’ contributions are sufficient to maintain the solvency of
the Fund in the long‐term.
Actuary
An independent qualified consultant who carries out the Actuarial Valuation and advises
on new investment strategies or changes to the benefit structure.
Administering Authority
A local authority required to maintain a pension fund under LGPS regulations.
Admitted Bodies
An organisation which, under the LGPS regulations, is able to apply to the
Administering Authority to join the Scheme (e.g. a contractor providing services to the
Council). Upon acceptance, an Admission Agreement is prepared admitting the
organisation and allowing its employees to join.
Asset
An item owned by the Pension Fund which has a value, such as investments or cash.
Asset Allocation / Asset Mix
The apportionment of a fund’s assets between asset classes and/or markets. Asset
allocation may be either strategic i.e. long‐term, or tactical i.e. short‐term, aiming to take
advantage of relative market movements.
Auditor
An independent qualified accountant who is required to verify and agree the Pension
Fund Accounts and issue an opinion on their accuracy.
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Balance Sheet
A statement of the recorded assets, liabilities and other balances at the end of the
accounting period.
Benchmark
A “notional” fund or model portfolio which is developed to provide a standard against
which a manager’s performance is measured e.g. for a global equity fund the
benchmark against which it will be measured could be made up 50%/50% by UK
equities / overseas equities. A target return is generally expressed as some margin over
the benchmark.
Bond
A certificate of debt, paying a fixed rate of interest, issued by companies, governments
or government agencies.
Budget
The statement of the Pension Fund’s policy expressed in financial terms usually for the
current or forthcoming year. Also known as Forecast.
Cash Equivalents
These are short term, highly liquid investments that are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value. Cash
Equivalents are held for the purpose of meeting short term cash commitments rather
than for investment purposes.
Chartered Institute Of Public Finance And Accountancy (CIPFA)
CIPFA is the professional accountancy institute that sets the standards for the public
sector. CIPFA publishes the Accounting Codes of Practice for local government.
Code Of Practice On Local Authority Accounting (The Code)
The Code of Practice on Local Authority Accounting in the United Kingdom 2014-15:
Based on International Financial Reporting Standards (the Code) aims to achieve
consistent financial reporting between all English local
authorities. It is based in generally accepted accounting standards and practices.
Collateral
An asset (cash or securities) posted from one counterparty to another, and held as a
guarantee against the value of a specified portfolio of trades or other transactions.
Commonly referred to as margin, the collateral acts as a credit‐risk mitigant. A collateral
call is the demand by a derivatives counterparty for an investor to transfer cash or
securities to collateralise movements in the value of a derivatives contract.
Contingent Liabilities
Potential costs that the Pension Fund may incur in the future because of something that
happened in the past.
Creditors
Amounts owed by the Pension Fund for goods and services provided for which payment
has not been made at the end of
the financial year.
Currency Forward
An agreement between two counterparties to buy/sell a specified quantity of the
underlying currency at a specified future date. Contracts are settled in cash on the
expiration date.
Custody/Custodian
Safekeeping of securities by a financial institution. The custodian keeps a register of
holdings and will collect income and distribute monies according to client instructions.
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Debtors
Sums of money due to the Pension Fund but not received at the end of the financial
year.
Deficit
Arises when expenditure exceeds income or when expenditure exceeds available
budget.
Equities
Ownership positions (shares) in companies that can be traded on public markets. They
often produce income that is paid in the form of dividends. In the event of a company
going bankrupt, equity holders’ claims are subordinate to the claims of bond holders and
preferred stock holders.
Events After The Balance Sheet Date
Events after the Balance Sheet date are those events, favourable or unfavourable, that
occur between the Balance Sheet date and the date when the Statement of Accounts is
authorised for issue.
Exceptional Items
Material items which derive from events or transactions that fall within the ordinary
activities of the Pension Fund and which need to be disclosed separately by virtue of
their size or incidence to give fair presentation of the accounts.
Expected Return On Pension Assets
This is the average rate of return, including both income and changes in fair value but
net of scheme expenses, which is expected over the remaining life of the related
obligation on the actual assets held by the scheme.
Extraordinary Items
Material items, possessing a high degree of abnormality, which derive from events or
transactions that fall outside the ordinary activities of the Pension Fund and which are
not expected to recur. They do not include exceptional items, nor do they include prior
period items merely because they relate to a prior period.
Fair Value
The price at which an asset could be bought or sold in a transaction with another
organisation.
Final Pay
This is the figure used to calculate most of a member’s pension benefits and is normally
their pay in the last year before they retire, or one of the previous two years’ pay if that
amount is higher. For a part-time employee, the figure used is normally the pay they
would have received had they worked whole time.
Financial Asset
A right to future economic benefits.
Financial Instrument
Any contract that gives rise to a financial asset in one organisation and a financial
liability in another.
Financial Liability
An obligation to transfer economic benefits.
Fixed Interest Securities
Investments in stocks mainly issued by governments, which guarantee a fixed rate of
interest.
FTSE
A company that specialises in index calculation. Although not part of a stock exchange,
co-owners include the London Stock Exchange and the Financial Times. They are best
known for the FTSE 100, an index of the top 100 UK companies (ranked by size).
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Fund Manager
A firm of professionals appointed by the Pensions Committee to carry out day to day
investment decisions for the Fund within the terms of their Investment Management
Agreement.
Gilts
Bonds issued by the British government. They are the equivalent of U.S. Treasury
securities
Hedging
A strategy which aims to eliminate a risk in an investment transaction (both upside and
downside potential). Often used in the context of overseas investments to eliminate the
impact of currency movements.
IFRS
International Financial Reporting Standards. All local authorities are required to operate
under IFRS.
Index
A benchmark for the performance of a group of shares or bonds.
Index Linked Securities
U.K. Government issue stocks on which the interest, and eventual repayment of the
loan, is based on movements in the Retail Price Index.
Initial Margin
The upfront collateral requirement, set aside as a guarantee to an underlying futures
contract, generally a percentage of the notional amount of the contract.
Investment Advisor
A professionally qualified individual or company whose main livelihood is derived from
providing objective, impartial investment advice to companies, pension funds or
individuals.
LASAAC
The Local Authority (Scotland) Accounts Advisory Committee (LASAAC) assists CIPFA
in setting the standards for the public sector. CIPFA publishes the Accounting Codes of
Practice for local government.
LGPS
Local Government Pension Scheme
Liability
An obligation to transfer economic benefits. Current liabilities are usually payable within
one year.
Mandate
A set of instructions given to the fund manager by the client as to how a fund is to be
managed (e.g. targets for performance against a benchmark may be set or the manager
may be prohibited from investing in certain stocks or sectors).
Market Price
This is the price at which another organisation is prepared to buy or sell an asset.
Market Value
The “on paper” value of a security at a specific point in time. It is calculated by
multiplying the number of shares held by market price of that share in sterling terms.
Outperformance / underperformance
The difference in returns gained by a particular fund against the “average” fund or an
index over a specified time period i.e. a target for a fund may be outperformance of a
given benchmark over a 3 year period.
Outturn
The actual amount spent in the financial year.
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Pension Fund
A fund which makes pension payments on retirement of its participants.
Performance
A measure, usually expressed in percentage terms, of how well a fund has done over a
particular time period – either in absolute terms or as measured against the “average”
fund of a particular benchmark.
Portfolio
Term used to describe all investments held.
Private Equity
Investments in new or existing companies and enterprises which are not publicly traded
on a recognised stock exchange.
Provision
An amount put aside in the accounts for future liabilities or losses which are certain or
very likely to occur but the amounts or dates of when they will arise are uncertain.
Regulations
The Scheme is governed by Regulations approved by Parliament. Necessary
amendments are made to these Regulations by means of Statutory Instruments.
Reserves
A reserve is an amount set aside for a specific purpose in one financial year and carried
forward to meet expenditure in future years.
Revenue Expenditure And Income
Revenue Expenditure includes day to day expenses, mainly salaries and wages,
pensions and general running expenses. Revenue income includes charges made for
services.
Risk
Generally taken to mean the variability of returns. Investments with greater risk must
usually promise higher returns than more “stable” investments before investors will buy
them.
Scheduled Bodies
These are organisations as listed in the Local Government Pension Scheme
Regulations, the employees of which may join the Scheme as of right.
Securities
Investment in company shares, fixed interest or index-linked stocks.
Statement of Investment Principles
Requirement, arising from the Pensions Act 1995, that all occupational pension plan
trustees must prepare and maintain a written Statement of Investment Principles
outlining policy on various investment matters (e.g. risk, balance between real and
monetary assets, realisability of assets etc).
Surplus
Arises when income exceeds expenditure or when expenditure is less than available
budget.
Transfer Values
Capital value transferred to or from a scheme in respect of a contributor’s previous
periods of pensionable employment.
Unit Trusts
A method which allows investors money to be pooled and used by fund managers to
buy a variety of securities.
Value Added Tax (VAT)
A tax on consumer expenditure, which is collected on business transactions at each
stage in the supply, but which is ultimately borne by the final customer.
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Variation
The difference between budgeted expenditure and actual outturn, also referred to as an
over or under spend.
Variation Margin
A cash collateral requirement that moves up and down with the value of a futures
contract.
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