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OVERVIEW 

The London Borough of Southwark Pension Fund is part of the Local Government Pension Scheme (LGPS). 
The LGPS is a statutory funded scheme, governed by the Local Government Pension Scheme Regulations 
1997 and subsequent amendments and regulations.  This means its benefits are set out and guaranteed in 
law. 

The Council is the administering authority.  The finance director is responsible for fund investment and 
administration and for the preparation of the Fund’s Statement of Accounts in accordance with the CIPFA 
Code of Practice.  The costs of administration and of paying pensions and benefits are charged to the 
pension fund. 

The Southwark Fund administered by Southwark Council covers the pension entitlements of all eligible 
employees.  A number of other bodies are also members and they include admitted bodies, scheduled 
bodies and community bodies.  

Employees can now choose to join, remain within the scheme or make their own personal pension 
arrangements.  

The scheme has to be fully funded or have a plan to become so.  It is financed by contributions from 
employers and employees and by earnings from investments.  Funds not immediately required to meet 
pensions and other benefits are invested in a selection of securities, equities and property.  The pension fund 
must be sufficient to meet the future pension entitlements of both past and present employees.  This is 
achieved by adjusting the level of employers’ contributions every three years following an actuarial review of 
the Fund by its actuary, Hewitt Associates. 

Contributions & Benefits 

Legislation requires regular three yearly actuarial valuations of local authority pension funds to determine the 
annual contributions to be made by the employing bodies.  The valuation on which the employers’ 
contributions for 2008/09 were based was carried out as at 31 March 2007 and will apply for the three years 
from 1 April 2008.  The next actuarial valuation will be carried out as at 31 March 2010.  

From 1 April 2008 the rules of the new LGPS Scheme have applied.  Previously employees generally 
contributed to the scheme at a rate of 6% of pensionable pay.  Under the new scheme tiered contribution 
rates apply based on pensionable pay.   

The administering authority is also required to enable employees to make additional voluntary contributions 
(AVCs) to obtain enhanced pension benefits.  The AVC provider for the Southwark Pension Fund is Scottish 
Equitable. 

The LGPS is a defined benefit “final salary” scheme.  The annual pension and the retirement lump sum are 
based on length of service and usually the final twelve months of pay.   
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MANAGEMENT & FINANCIAL PERFORMANCE REPORT 

Scheme Management and Advisers 

Administering Authority London Borough of Southwark  

Pensions Advisory Panel 
Membership 2008/09

Councillors:  Tim McNally (Chair) 
   Toby Eckersley 

      Fiona Colley 

    Officers: Duncan Whitfield (Finance Director) 
      Dave Howes (Asst. Finance Director) 
      Bernard Nawrat (Head of HR) 

    Observers: Roy Fielding (GMB) 
      Euan Cameron (Unison)

    Advisers:  Emily  McGuire  (Hewitt)
    Graham Wood (WM Company) 

Actuaries   Hewitt 

Property Solicitors Dibb Lupton Alsopp  
    Todds  Murray  

AVC Providers   Scottish Equitable 

Auditors   Audit Commission 

Performance Monitoring WM Company 

Custodians   JP Morgan 
    BNP Paribas Securities Ltd 

Investment Managers Barclays Global Investors 
    Alliance Bernstein 
    Newton Investment Management 
    Henderson Global Investors 
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Risk Management 

The Finance Director has overall responsibility for all aspects of the administration and investments of the 
Fund. The Pensions Advisory Panel (PAP) act in their role as advisers to the Finance Director, taking into 
account the advice they receive from the Fund’s external advisers.  They make recommendations to the 
Finance Director on matters relating to the management of the Fund.  The management of risks is a key 
factor in all recommendations made by the Panel, thereby ensuring any risks to the Council arising from the 
Fund are kept to an acceptable level. 

The Pension Fund’s risk register can be found at Appendix 2 of this report.  The key risks facing the Fund 
are: 

• Poor investment performance could lead to a larger deficit and therefore a requirement for higher 
employer contributions 

• Asset/liability mismatch - assets could fail to rise at the same rate as liabilities resulting in a higher 
deficit. 

• Inaccuracy of financial information - leading to qualification of accounts 
• Reliance on third party providers for investment management and custodial services - failure of 

these parties could have a serious financial impact on the Fund 
• Failure to comply with existing/new regulations - resulting in legal sanctions and detrimental effect on 

Council's reputation. 
• Admitted/Scheduled Bodies: Failure of body/deficits on termination of contracts - could lead to an 

increase in the Council’s contribution level to cover shortfall. 
• Failure to control and monitor costs resulting in higher running costs for the  Fund 

The risk register sets out the controls in place to manage the above risks. 

Financial Performance 

Actual/Forecast Cash Flows 2008/09 – 2010/11 

Actual 
2008/09 

Forecast 
2009/10 

Forecast 
2010/11 

INCOME 
Employer Contributions 29,937,569 31,784,266 33,641,965 
Employee Contributions 10,861,664 11,350,439 11,861,209 
Transfers In 5,448,403 6,559,226 6,929,500 
TOTAL INCOME 46,247,636 49,693,931 52,432,674 

EXPENDITURE 
Pensions Payable 27,499,299 28,461,774 29,457,937 
Retirement & Death Benefits 5,967,537 6,148,198 7,141,168 
Transfers Out 3,865,408 4,147,070 4,240,958 
Administration Costs 796,467 816,378 836,788 
Investment Management Expenses 3,287,361 3,899,274 3,869,615 
TOTAL EXPENDITURE 41,416,072 43,472,694 45,546,466 

NET CASH INFLOW FOR YEAR 4,831,564 6,221,237 6,886,208 

Receipt of Contributions 

All contributions due from admitted and scheduled bodies have been received within the statutory deadlines 
during the year.  The requirement has not arisen to levy interest on overdue contributions.   

3 



 
 

 

  
 

 
 

 
     

 
 

 
 

 

 

 

 
 

Management Performance 

Key Administration Performance Indicators 

Pensions Services works to an agreed (by peer London Boroughs) set of targets based on the number of 
working days between the date all of the information is available to Pensions Services and the date the case 
is authorised/finalised. The authorised/finalised date is when the benefits are set up for payment or 
information requested is sent out.  The following table sets out performance against benchmark for each of 
the key tasks:

 Target 
Days 

Total Within 
Target 

% Within 
Target 

Average 
Days 

Starters 10 698 591 84.64% 17.09 
TV In (Actual) 10 107 100 93.45% 5.82 
TV Out (Actual) 12 50 45 90.00% 6.04 
Refund 10 34 32 94.11% 1.17 
Preserved Benefit 15 544 491 90.25% 3.92 
Estimate (Benefit) 10 220 177 88.18% 8.90 
Retirement  5 207 194 93.72% 3.00 
Death in Service 5 6 6 100.00% 1.00 
Death on Pension 5 219 190 86.75% 4.34 

Scheme Membership 

During 2008/09 the number of pensioners increased from 5,956 at 31 March 2008 to 6,002 at 31 March 
2009. At the same time, the number of contributors within the Fund increased from 6,588 to 6,777.  The 
membership levels for the last 5 years and the membership split at 31 March 2009 are shown in the charts 
below: 
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Age Profile of Scheme Members at 31 March 2009 
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Pensioners Dependants Contributors Deferred 

Of the pensioners, 1,304 received enhanced benefits because of ill-health and 578 received enhanced early 
retirement benefits during 2008/09.  

Participating Employers 

Appendix 1 lists the admitted and scheduled bodies participating in the Fund at 31 March 2009. 
Contributions paid by employers and employees are shown and employee contributions are split by 
contribution bands. 
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INVESTMENT POLICY & PERFORMANCE REPORT 

REPORT OF THE FINANCIAL ADVISER 

Investment Review to 31 March 2009 

The ‘year’ (twelve months) to 31 March 2009 was one of the worst on record for local authority pension 
funds. In September 2008 many banks in the UK, US and Europe came close to collapse and required major 
government support. The deepening financial crisis, triggered in 2007 by problems in the US sub-prime 
mortgage market, hit the real economy and pushed the world into economic recession. The slide into 
recession weighed heavily on all investments except government bonds. In order to stem the recessionary 
pressures, central banks in the major economies cut interest rates to all time lows as well as embarking on 
the process known as ‘quantitative easing’ which injects money into the financial system and the economy as 
a whole. 

As economic conditions deteriorated investors shunned equities. In local currency terms, markets fell heavily; 
returns of -50% were common. However, a sharp drop in the value of sterling against other major currencies 
softened the falls for UK investors. UK equities, as measured by the FTSE All Share Index, recorded a return 
of -29.3%. North America fell almost 40% in US dollar terms but the sharp rise in the value of the dollar 
moderated the fall to -14.0% in sterling terms. Similarly the sterling return from Japan was held at -10.6% as 
the Yen rose by over 39% against the pound. Continental Europe gave a return of -31.1% for the UK investor 
despite a 16.2% rise in the value of the euro against sterling. For the UK investor the Pacific ex Japan fell -
23.1% while Emerging Markets were down -26.3%. 

Fears over the economy also affected the bond markets with investors assuming that there would be a wave 
of defaults on corporate bonds. Government bonds were viewed as a safe haven and this led to the UK Gilts 
All Stocks Index returning 10.3% for the year; performance varied widely with medium dated issues returning 
14.6% compared to 8.7% for short dated and 8.6% for long dated. The fears over corporate failures resulted 
in the Merrill Lynch Corporate Bond Index showing a return of -5.9% for the year. Index-linked also posted a 
negative return, -1.3%, as fears of deflation emerged. 

Property values continued their rapid fall with the IPD index showing a return of -25.5% for the twelve 
months. 

In summary this was a bad ‘year’ for all investors. The typical Local Authority pension fund, as represented 
by the WM Local Authority Universe average, returned -19.9%. This compared with retail price inflation of -
0.4% and earnings inflation of 1.1%. 

At the end of March 2008 Local Authority pension funds had an average exposure of about 62% to equities; 
they remain supportive of equities generating good investment returns over the long term. Bonds and cash 
represented almost 25% of the average fund’s investments. Property and alternatives; private equity, hedge 
funds, active currency, commodities and GTAA (Global Tactical Asset Allocation), comprise the balance.  

Compared to the average LGPS fund, the Southwark fund’s asset allocation has a tilt toward real assets, 
equities and property, and as a result is underweight in monetary assets.  In the very difficult market 
conditions experienced over the last year the asset allocation held back performance. In addition, three of 
the Fund’s active managers underperformed their benchmark indices. Overall, the Southwark Fund recorded 
a negative return of -20.9% against the -19.9% of the average Local Authority fund. The Fund’s return 
ranked in the 62nd percentile of Local Authority results. 

Long Term 

Over the long term, the expectation is that equities and property will deliver better growth than bonds; this is 
an investment reward for accepting the higher degree of risk inherent in these investments. Local Authority 
pension funds are long-term investors and as such can access these higher returns. Considering the Fund’s 
membership profile and the long-term investment return required, the Fund maintains a higher commitment 
to property than the average Local Authority fund.  
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In the ten years to the end of March, the Fund’s return of 2.1% per annum is broadly in line with Local 
Authority average of 2.0% per annum. Inflation over the ten years was 2.6% per annum as measured by the 
Retail Prices Index and 3.7% as measured by the National Average Earnings Index.  

Over the last three years the Fund returned -5.8% per annum against the -5.9% per annum attained by the 
Local Authority average. Over this period retail price inflation was 2.7% per annum while average earnings 
grew at 2.9% per annum.      

Report prepared by Graham Wood, The WM Company. 
Information on the average Local Authority comes from the WM survey of local authority pension funds.
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Asset Allocation Strategy 

The Fund’s assets are invested in various different investment products with the objective to generate 
returns to increase its funding level. Responsibility for investment is given to specialist fund managers who 
invest the funds in equities, bonds, property and other asset classes according to the investment mandate 
they are given.  The following table lists the fund managers, the types of mandates they manage and the 
value of their holdings at 31 March 2009 in value and percentage terms: 

Fund Manager Mandate Value at 31 March 2009 
(£m) % of Fund 

Barclays Global Investors Balanced ex 
Property 324.70 54.50 

Alliance Bernstein (Growth) Equities - Global 58.63 9.84 

Alliance Bernstein (Value) Equities - Global 47.79 8.02 

Newton Investment 
Management Equities - Global 49.25 8.27 

Henderson Global Investors Property 115.38 19.37 

Total 595.75 100.00 

During the year an investment strategy review was carried out.  The fund’s investment advisers 
recommended to the Pensions Advisory Panel that a proportion of the allocation to gilts be reallocated to 
corporate bonds (as per the change in benchmark allocation in the table below).  It is believed that in the 
short term corporate bonds represent a more attractive investment opportunity for the Fund than either Gilts 
or Index Linked Gilts.  This new strategy is expected to enhance the overall return by 0.2% per annum and 
was implemented in October 2008.  The table below shows the benchmark allocation compared to actual 
asset allocation at 31st March 2008 and 31 March 2009:  

Broad Asset Class Sub Asset Class 

Benchmark 
Allocation 

at 31 
March 2008 

% 

Actual 
Allocation 
31 March 

2008 
% 

Variance 
2008 

% 

Benchmark  
Allocation 

from 
October 

2008 
% 

Actual 
Allocation 
31 March 

2009 
% 

Variance 
2009 

% 

Equity Global Passive 30 30 0 30 30 0 
Global Unconstrained 30 30 0 30 30 0 

Total Equity 60 60 0 60 60 0 

Bonds Passive Index-Linked Gilts 15 15 0 7.5 8 0.5 
Passive Fixed Income Gilts 5 5 0 2.5 2 -0.5 
Passive Corporate Bonds 0 0 0 10 10 0 

Total Bonds 20 20 0 20 20 0 

Property Property 20 20 0 20 20 0 

Total 100 100 0 100 100 0 
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Asset Allocation by Major Asset Class 
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Investment Performance

 The following chart shows the total fund value over the last 3 years: 
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Performance Against Benchmark 

Each manager has been given a performance benchmark, the constituents of which are detailed below: 

Manager Benchmark Outperformance of Benchmark 
Measured over 3 Year Periods 

% per annum 

Barclays Global 
Investors (multi asset) 

Match Index 

FTSE All World Index 4% gross of fees over rolling 3 years 

FTSE All World Index 3% gross of fees over rolling 3 years 

FTSE All World Index 3% net of fees over rolling 3 years 

IPD All Properties 1.00 

Total Fund 1.00 

Source: WM Company 
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Performance Against Benchmark By Investment Manager 

10 
12 

Months 
3 years 

% pa 
5 years 

% pa 
years % 

pa 
Barclays Global Investors Portfolio -12.9 -1.1 5.9 3.6 

Benchmark -12.4 -1.1 5.8 3.6 
Relative Return -0.6 0 0 0 

Alliance Bernstein Growth Portfolio -30.5 
Benchmark -20.4 
Relative Return -12.7 

Alliance Bernstein Value Portfolio -39.9 
Benchmark -20.4 
Relative Return -24.5 

Newton Investment 
Management Portfolio -23.5 

Benchmark -20.4 
Relative Return -3.9 

Henderson Global Investors Portfolio -24.3 -8.3 3.4 
Benchmark -25.5 -8.4 1.9 
Relative Return 1.6 0.1 1.5 

Note: Returns are shown depending on date of inception of each investment manager. 
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Performance Against Benchmark By Asset Class 

The following table shows the performance against benchmark for each of the major asset classes and the 
chart shows the impact of that performance on the total fund performance. 

12 
Months 

3 
years 
% pa 

5 
years 
% pa 

10 
years 
% pa 

Total Equities Fund -25.5 -8.0 2.7 0.2 
Benchmark -20.4 -5.6 4.4 1.2 
Impact -3.8 -1.4 -0.9 -0.5 

UK Bonds Fund 2.4 3.2 5.0 4.6 
Benchmark 8.6 4.1 5.5 4.8 
Impact -0.9 -0.3 -0.2 -0.1 

UK Index-Linked Fund -2.5 4.4 5.5 5.1 
Benchmark -1.3 4.7 5.6 5.1 
Impact -0.2 -0.1 0.0 0.0 

Property Fund -25.7 -9.0 3.8 7.4 
Benchmark -25.5 -8.4 1.9 6.3 
Impact 0.1 0.0 0.3 0.2 
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The Fund return was in the 62nd percentile of local authority results and 17th out of 30 London boroughs  

Source: WM Local Authority League Tables – year to 31 March 2009 
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TOP 20 EQUITY HOLDINGS 

Stock 
Market Value at 
31 March 2009 

Exxon Mobil 5,368,631 

Pfizer 3,966,196 

Wal-Mart Stores  3,859,342 

AT&T 3,726,467 

Chevron  3,069,476 

Wyeth  2,942,514 

Roche 2,688,394 

Vodafone 2,622,150 

Sprint Nextel 2,549,013 

Microsoft 2,369,210 

Credit Suisse 2,121,150 

Deutsche Telekom 2,025,254 

Goldman Sachs 1,977,275 

Merck & Co 1,950,380 

IBM 1,911,578 

Altria Group 1,898,392 

Millicom International Cellular  1,874,975 

TOTAL 1,829,787 

CISCO Systems 1,812,363 

Pepsico 1,701,694 
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Membership of External Bodies 

National Association of Pension Funds (NAPF) 

The NAPF is a leading voice of workplace pensions in the UK.  They represent 1,200 pension schemes with 
some 1.5 million members and assets of around £800 billion.   

Contact Details 

NAPF Ltd 
NIOC House 
4 Victoria Street 
London SW1H 0NX 

Tel: 020 7808 1300 
Fax: 020 7222 7585 
Email: napf@napf.co.uk 

Website: http://www.napf.co.uk 

Local Authority Pension Fund Forum (LAPFF) 

LAPFF exists to promote the investment interests of local authority pension funds, and to maximise their 
influence as shareholders whilst promoting corporate social responsibility and high standards of 
corporate governance amongst the companies in which they invest. 

Formed in 1990, the LAPFF Forum brings together a diverse range of local authority pension funds with 
combined assets of over £80 billion. 

Contact Details 

David Sellors CFA FSIP  
Chief Operating Officer 
LAPF Forum 
Email: David.Sellors@lapfforum.org 
Telephone: +44(0) 7920 809 515  

Keith Bray 
Forum Officer 
LAPF Forum 
Email: info@lapfforum.org 
Telephone: +44(0) 1633 265 3705 

Website:  http://www.lapfforum.org/ 
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SCHEME ADMINISTRATION REPORT 

FINANCE DIRECTOR’S REPORT 

The year to 31 March 2009 was one of the worst on record for local authority pension funds.  Due principally 
to the poor market background and some underperformance, the fund lost value during the year, with a -
20.9% return which was 1% lower than the average local authority fund.   

It was another busy and challenging year for the Pensions Advisory Panel.  It continued to closely monitor 
the investment performance and administration of the Fund.  A strategy review was conducted with the 
outcome being an investment in corporate bonds.   

There are many challenges facing the Fund in the next few years.  In particular, as we approach the 2010 
actuarial valuation, we will work with our actuaries to ensure that contributions are kept at an affordable level 
whilst maintaining a robust funding strategy and to protect member interests. 

We will continue rigorous monitoring of the Fund to mitigate the impact of recession and will bring forward a 
full review of our funding strategy to ensure we have the best arrangements in place to protect the value of 
the Fund. 

We are confident that we are well positioned to meet the increasing challenges facing the Fund in both the 
short and long term and will need to ensure that we have the proper resources and strategies in place to 
meet these challenges. 

Duncan Whitfield 
September 2009 
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CHAIR OF PENSIONS ADVISORY PANEL REPORT 

During this year I have chaired the Pensions Advisory Panel, supported by my colleagues Cllr Toby 
Eckersley and Cllr Fiona Colley, meeting regularly with officers and trades union representatives. 

The global recession has had an impact on all parts of Southwark’s investment portfolio. Whilst the money 
flowing into the fund from members and the council’s contributions currently exceed the benefits being paid 
out this will not be the case forever so we continue to monitor the funding levels. 

Throughout the year we have reviewed underperforming investments and are now committed to a strategic 
review of our investments to ensure the fund performs well into the future. 

Going forward we have a long-term aspiration to return to being a fully funded scheme, and recognise that in 
turn Government has to face up to the challenge faced by public sector pensions in general.  

Cllr Tim McNally FBCS FRSA FRI CITP 
Executive Member for Resources 
LibDem Member for Chaucer Ward 
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Review of Administration 

Arrangements for Scheme Member & Pensioner Administration 

Pension benefit administration is carried out by Pensions Services which is an internal business unit within 
Southwark’s HR service. Administration is run differently in London than in the rest of the country as each 
London Borough is both the administering authority and the employing authority. As such, Pensions Services 
acts in both these roles at the same time. There are a number of Scheme employers within the Southwark 
fund consisting of admission agreements and scheduled bodies, for members in these arrangements it is 
their employer that is responsible for employer decisions, etc.  

There is another group of members who work in Southwark’s schools who are employed and administered 
by Southwark but are not paid through Southwark’s payroll system. This means that Pensions Services do 
not have direct access to contractual information that has relevance to pension membership. Pensions 
Services have to rely on the schools, admitted bodies and scheduled bodies to provide information on 
starters, leavers and amendments. Approximately one in five scheme members work in this group. 
Experience has shown that these bodies do not, generally, provide adequate or timely data so the 
confidence in the quality of data for those staff is not high. As a result, proportionately high levels of Pensions 
Services’ resources are taken by this group of staff as they are more onerous to administer than staff on 
Southwark’s payroll system. 

The administration of the pension payments is also undertaken by Pensions Services and the payroll is run 
on the Council’s SAP system. The service provides for twelve monthly payments each year with a payslip 
posted to home addresses.  

Internal Dispute Resolution Procedure (IDRP) 

IDRP is a two stage system with Stage 1 being considered by the Pensions Manager or an independent peer 
if the Pensions Manager has been responsible for the decision being appealed about. A notification of the 
right to access IDRP is included with any notification of decisions made by Pensions Services such as 
benefit notices. Experience shows that members are not inclined to accept the decision of the first stage and 
are generally referred to Stage 2. This stage is heard by either member of the Pensions Review Panel. In 
2008/09 nine cases have been managed with the original decision being upheld on seven occasions and 
overturned on two occasions. 

Key Uses of Technology 

Pensions Services have direct access to the payroll records of the majority of scheme’s active members 
through the Payroll/HR module of the Council’s main information system SAP. This allows for a monthly 
interface from SAP to the Council’s Pensions Administration system AXISe.  The interface makes a 
comparison of information on the two systems so that validation checks can be made to keep information up 
to date. Examples of such information are totalling pension contributions and picking up contractual changes 
such as changes in hours or grade. For members that are not paid through SAP, such as staff working in 
schools or for external bodies that have an admission agreement with the Council, Pensions Services have 
to rely on outside bodies to provide the data. 

Pensions Services have the document imaging module of the AXISe system meaning that documents 
received are imaged and linked to the individual’s AXISe record so that ‘paperwork’ is instantly available to 
caseworkers with no need to retain and find paper files when needed which also fits in well with the Council’s 
‘paper-lite’ policies. This imaging system went live within Pensions Services in 2003, since then over 650,000 
pages of documents have been scanned within the office. 

Members of the scheme can access a version of their own AXISe records over the internet which enables 
them to maintain an active link to their membership of the scheme. This access allows members that request 
a PIN number access code to check and, in some cases, amend details on the record and they may contact 
Pensions Services if they have any queries on the data held. As at 31 March 2009 Pensions Services have 
issued 1252 PIN numbers to members.     

Scheme Administration Costs 

Total Administration Cost for year £796,000 
Cost per scheme member £42.96 
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STATEMENT OF THE ACTUARY 

For the year ended 31 March 2009 

Introduction 
The Scheme Regulations require that a full actuarial valuation is carried out every third year. The purpose of 
this is to establish that the London Borough of Southwark Pension Fund (the Fund) is able to meet its liabilities 
to past and present contributors and to review employer contribution rates. The last full actuarial investigation 
into the financial position of the Fund was completed as at 31 March 2007, in accordance with Regulation 77(1) 
of the Local Government Pension Scheme Regulations 1997. 

Actuarial Position 
1. Rates of contributions paid by the participating Employers during 2008/09 were based on the actuarial 

valuation carried out as at 31 March 2007. 

2. The valuation as at 31 March 2007 showed that the funding ratio of the Fund had improved since the 
previous valuation with the market value of the Fund’s assets at that date (of £756.7M) covering 82% 
of the liabilities allowing, in the case of current contributors to the Fund, for future increases in 
pensionable remuneration. The main reasons for the improvement in the funding ratio since 31 March 
2004 were higher than expected investment returns on the Fund's assets, along with additional 
employer contributions paid to reduce the deficit revealed at the 2004 valuation. These had been 
partially offset by the impact of changes in the actuarial assumptions used to reflect higher price 
inflation expectations and longevity improvements. 

3. The valuation also showed that the required level of contributions to be paid to the Fund by 
participating Employers (in aggregate) with effect from 1 April 2008 was as set out below: 

• 14.5% of pensionable pay to meet the liabilities arising in respect of service after the valuation 
date. 

Plus 

• 6.4% of pensionable pay to restore the assets to 100% of the liabilities in respect of service prior to 
the valuation date, over a recovery period of 18 years from 1 April 2008. 

Less 

• 3.2% of pensionable pay in respect of assumed additional investment returns over the period to 1 
April 2011. 

These figures are based on the Regulations in force, or enacted by Parliament and due to come into 
force, at the time of signing the valuation report and, in particular, allowed for the following changes to 
the Fund benefits since the previous valuation: 

• The Rule of 85 retirement provisions were reinstated, and subsequently removed again. 
Transitional protections for some categories of member were extended to widen their coverage. 

• Changes were made consistent with the Finance Act 2004. 

• A new scheme has been put in place which came into effect as at 1 April 2008. All existing 
members transferred to the new scheme as at that date. 

The cost of future benefit promises had increased compared with the costs identified in the previous 
valuation. This was due to the combined impact of benefit changes, changes in economic conditions 
and increased life expectancy. 

4. The majority of Employers participating in the Fund pay different rates of contributions depending on 
their past experience, their current staff profile, and the recovery period agreed with the Administering 
Authority. 
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The rates of contributions payable by each participating Employer over the period 1 April 2008 to 31 
March 2011 are set out in a certificate dated 28 March 2008 which is appended to our report of the 
same date on the actuarial valuation. 

If the assumptions are borne out in practice, the rate of contribution for each employer would increase 
as at 1 April 2011 due to the cessation of the allowance for assumed additional short term investment 
returns. It would then continue at the resultant level for the balance of the recovery period used for that 
employer, before reverting to the relevant long term rate. In practice contribution rates will be reviewed 
at the next actuarial valuation which is due to be carried out as at 31 March 2010. 

5. The contribution rates were calculated using the projected unit actuarial method and taking account of 
the Fund’s funding strategy as described in the Funding Strategy Statement.  

6. The main actuarial assumptions were as follows: 

Discount rate for periods  

 In service 
Admitted Bodies 6.2% a year 
Scheduled Bodies 6.2% a year 

 Left service 

Admitted Bodies: 5.2% a year 
Scheduled Bodies: 6.2% a year 

Short term investment returns until 1 April 2011 

Equity/property assets 7.2% a year 
Other investments 5.2% a year 

Rate of general pay increases 4.7% a year 

Rate of increases to pensions in payment  3.2% a year 

Valuation of assets market value 

7. This statement has been prepared by the Actuary to the Fund, Hewitt Associates Limited (previously 
Hewitt Bacon & Woodrow Limited), for inclusion in the accounts of the London Borough of Southwark. 
It provides a summary of the results of the actuarial valuation which was carried out as at 31 March 
2007. The valuation provides a snapshot of the funding position at the valuation date and is used to 
assess the future level of contributions required. 

This statement must not be considered without reference to the formal valuation report which details 
fully the context and limitations of the actuarial valuation. 

Hewitt Associates Limited does not accept any responsibility or liability to any party other than our 
client, the London Borough of Southwark, in respect of this statement. 

Hewitt Associates Limited 
May 2009 
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GOVERNANCE COMPLIANCE STATEMENT 

Introduction 

The Local Government Pension Scheme (Administration) Regulations 2008 require administering authorities to 
prepare and maintain a separate written statement on governance policy on pension fund matters.  The 
Department for Communities and Local Government (DCLG) has published draft regulations requiring pension 
funds to report on their governance arrangements against a set of best practice principles.  Where a pension 
fund’s compliance does not meet the required standards there is a requirement to explain, within the 
governance compliance statement, the reasons for not complying. 

The Governance Compliance Statement sets out the following: 

• Arrangements for delegation of decisions regarding the administration of the Pension Fund 
• Terms, structure and procedures for the delegation 
• Frequency of meetings 
• Representatives on such a committee 
• Extent of compliance with the guidance given in the above regulations 

The compliance principles are not mandatory but are considered best practice. 

The London Borough of Southwark Pension Fund’s Governance Compliance Statement is attached at 
Appendix 4 of this report. 

Governance Structure 

The London Borough of Southwark, in its role as administering authority, has executive responsibility for the 
Fund. The Pensions Advisory Panel consider all matters relating to the management and administration of the 
Fund and make recommendations to the Finance Director on actions to be taken.  

PENSIONS ADVISORY PANEL 

Terms of Reference 

The primary objective of the Pensions Advisory Panel is to assist the Finance Director in the management of 
the pensions function within the Council.  This will include the provision of advice on the following: 

• Establishing and reviewing the strategic investment objectives. 
• Reviewing the definition of the investment return target most likely to satisfy these investment 

objectives. 
• Determining what constraints, if any, should be applied to the invested assets and monitoring 

compliance. 
• Establishing and reviewing the strategic asset allocation that is likely to meet the investment return 

target. 
• Considering and reviewing the appropriateness of the fund structure 

- including the delegation of powers to managers, setting boundaries within which managers 
can exercise discretion and considering what manager return targets are likely to achieve the 
investment return target. 

• Considering the results of the actuarial valuations and agreeing contribution levels. 
• Reviewing and advising on the results of asset/liability studies. 
• Monitoring the performance of the investment managers at least once every three months and 

considering the desirability of continuing or terminating their appointment from time to time.  In 
monitoring the performance of investment managers the panel should consider: 

- investments made by managers 
- their input to the process and the value of their advice 
- investment returns and risks compared to established targets 
- manager compliance with the fund’s requirements 
- discussion of results with managers 
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• Considering policy matters relating to the pension scheme and the Council’s early retirement policy 
• Considering applications, from outside bodies, for membership of the Council’s pension scheme 
• Monitoring of early retirements 
• Monitoring the costs incurred in administering the pension scheme, including: 

- management and other direct costs 
- transaction (dealing) costs 

• Reviewing and revising the Statement of Investment Principles and the Funding Strategy Statement 
• Ensuring that the way the Fund is administered takes into account any changes to the Statement of 

Investment Principles or the Funding Strategy Statement. 
• Agreeing on the supply of information to and from the participating employers. 
• Complying with data protection regulations relating to the Fund. 
• Ensuring the custodian arrangements for the Fund are satisfactory. 
• Agreeing the arrangements for the appointment of Fund advisors i.e. accountant, actuary, lawyer and 

banker. 

Membership and Voting Rights of the Panel 

The membership of the panel will consist of: 

• 3 members (1 from each party group) who have received the appropriate training – one of those 
members will chair the panel; 

• 3 officers (the Finance Director, an officer with specialist knowledge of the pensions scheme and the 
Head of Human Resources); 

• 2 independent advisors (non-voting); and 
• a representative appointed by the relevant trade unions representing beneficiaries (non-voting). 

Decision Making Protocol 

• The panel should aim to reach consensus in decision-making.  Where agreement cannot be reached a 
majority vote will apply. Voting rights are restricted to Members and officers, with the Chair having the 
casting vote if required. 

• Decisions of the Panel will be treated as advice to the Finance Director. 

• For decisions to be valid at least three voting members of the Panel must be present plus at least one 
independent advisor.  At least one of the voting members must be an officer. 

• Panel members will receive training and guidance on all matters requiring a decision prior to meetings 
where these issues are on the agenda. 

• The Finance Director will submit a report to the Panel on all matters where he has been unable or 
unwilling to implement the decisions of the Panel. 
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Pensions Advisory Panel – 2008/09 

The following table lists the membership of the Pensions Advisory Panel during the year, the voting rights of 
each member and their attendance at Panel meetings: 

Meeting Attendance 2008/09 
Voting 
Rights 

12-May-
08 

11-Sep-
08 

10-Nov-
08 

29-Apr-
09 

Toby Eckersley Elected Member yes 9 9 9 9 

Tim McNally Elected Member yes  9 9 9 

Lorraine Zuleta Elected Member yes 9    

Fiona Colley Elected Member yes 9 9 9 9 
Duncan 
Whitfield Finance Director 9 8 8 9 

Dave Howes Assistant Finance Director yes 9 9 9 9 

Bernard Nawrat Head of Personnel yes 8 8 8 8 

Euan Cameron Unison no 9 8 8 9 

Roy Fielding GMB no 9 8 8 9 

Graham Wood WM Company no 9 9 9 9 

Emily McGuire/ 
Colin Cartwright Hewitt no 9 9 9 9 

Notes: 
Tim McNally replaced Lorraine Zuleta from September 2008 onwards. 
Tim McNally took over the role of Chair from September 2008 (Toby Eckersley had previously been Chair) 

Training Received by Pensions Advisory Panel – 2008/09 

The training needs are covered at each of the quarterly meetings.  Training is provided by the Fund’s 
external advisers and fund managers as the need arises: 

Meeting Description of Training  

May 2008 none - this meeting specifically focused on the performance of the fund 
managers 

September 2008 
Hewitt property paper & presentation by Henderson Global Investors 
- long term outlook for property 
- current issues re pooled funds (levels of debt) 

Hewitt Strategy Review paper: 
- Review of all asset classes & views on outlook for each 
- Introduction to absolute return strategies: what they are, options, benefits 

November 2008 Hewitt & WM papers on market turmoil: 
- causes, opportunities, impact on fund 

April 2009 
(replaced Feb 2009 meeting) 

Local Authority Pension Fund Forum paper: 
- what the Forum does on behalf of the Fund 
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PENSION FUND ACCOUNT  

Note 
2008/09 

£000 

2007/08 

£000 

Dealings with members, employers and others directly 
involved in the scheme 
Contributions receivable 
   From employers (including admitted bodies) 

- Normal 6.1 (26,369) (20,374) 
- Deficit funding 6.1 (3,130) (6,529) 
- Augmentation 6.1 (439) 0 

   From employees (including admitted bodies) 6.1 (10,867) (9,521) 

Transfers in (5,359) (6,318) 

Other income 

Deficit settlement (on closure of admitted body) 0 (271) 

AVC returns and other contributions (89) (140) 

Total income (46,253) (43,153) 

Benefits payable 
Pensions 6.3 27,499 25,686 

   Lump sums - retirement benefits 6.3 5,399 6,762 
   Lump sums – death benefits 6.3 569 477 
Payments to and on account of leavers 
   Refunds of contributions 6.1 6 2 
   Group transfers out to other schemes 0 0 
   Individual transfers out to other schemes 3,865 4,710 
Administrative expenses borne by the scheme 796 1,098 
Total expenditure 38,134 38,735 

Net addition from dealing with members of the fund (8,119) (4,418) 

Returns on investment 
Investment income 
   Dividends from equities and pooled equity vehicles (9,102) (7,603) 
   Income from pooled property vehicles (1,547) (611) 
   Net rent from properties (4,665) (6,737) 
   Interest on cash deposits (1,089) (702) 
   Other income (65) (2) 
   Income from stock lending (112) (28) 
Change in market value of investments 174,028 19,232 
Taxation  0 0 
Investment management expenses 3,287 4,422 

Net returns on investments 160,735 7,971 

Net decrease in the Fund for the year 152,616 3,553 
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Opening net assets of the scheme (750,821) (754,374) 

Closing net assets of the scheme (598,205) (750,821) 

PENSION FUND NET ASSETS STATEMENT  

Notes 2008/09 
£000 

2007/08 
£000 

Investment assets 

Fixed Interest Securities – UK public sector 
Fixed Interest Securities – UK quoted 
Equities 
Index linked securities 
Managed Funds – Property (Freehold) 
Managed Funds – Property (Leasehold) 
Unit Trusts – Property 
Unit Trusts – Other 
Derivatives – FTSE futures 
Derivatives – forward currency 
Deposits 
Adjustment arising from change in valuation basis in 
2008/09 
Total investment assets 

13,524 
65,408 

236,599 
49,414 
45,630 

7,350 
52,723 

109,026 
943 
107 

9,510 

(1,194) 
589,040 

37,295 
0 

338,765 
111,679 
62,530 

9,380 
77,301 

107,566 
0 

(209) 
2,940 

0 
747,247 

Net current assets and liabilities 

Cash held at managers 4,635 4,607 
Debtors 1,531 1,645 
Creditors  (900) (1,997) 
Cash at Council 3,899 (681) 

Total net current assets and liabilities 9,165 3,574 

Closing net assets of the scheme 598,205 750,821 

Note: The Fund’s financial statements do not take account of liabilities to pay pensions and other benefits after the period 
ending 31 March 2009. 
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NOTES TO THE PENSION FUND STATEMENTS 

1. INTRODUCTION 

1.1. The Pension Fund is used to provide benefits for former employees of the Council and other admitted 
organisations, and dependent on the circumstances provides retirement pensions, widows’ pensions, death 
grants and lump sum payments. 

1.2. As mentioned in Section 4 below, there has been a change in accounting practice on the valuation of 
investments in accordance with the Pensions SORP.  This has required an adjustment to the opening valuation 
of assets in 2008/09.  2007/08 has also been restated on the revised basis. 

2. FUND VALUE 

2.1. Over the last year the Pension Fund value has fallen to £597.738 million, which is down 20.4% 
(£153.083 million) from its value at 31 March 2008 of £750.821 million. The most significant negative impact on 
the Fund was a change in the market value of investments held in the portfolios of £174 million.  The cash flow 
position in respect of dealing with members of the Fund showed a positive position with a surplus of 
£7.7 million. 

2.2. As with most funds operating both within and outside the public sector, the value of the investments has been 
affected by the market turmoil across all asset classes, and the change in investment values within the 
Southwark fund is largely consistent with the change in the FTSE all world index, which experienced a fall of 
20.4% during 2008/09.  

2.3. To limit the adverse impact of this economic volatility on the Fund value, a continuous review of the funding 
strategy has been carried out to ensure there is an appropriate investment mix with a specific aim of creating a 
fully diversified asset allocation to mitigate the risk of heavy losses in any one particular asset class. One 
example of this was to purchase £65.408 million of corporate bonds which did not previously form part of the 
investment portfolio. 

2.4. The market volatility faced by all local authorities during 2008/09 was unprecedented within recent history, in 
that falls were experienced in almost all investment areas within the major markets of UK and overseas 
equities, property and alternative asset classes.  In normal circumstances there would be instances of negative 
correlation between the various major asset classes. 

3. OPERATION AND MEMBERSHIP OF THE FUND 

3.1. A new-look LGPS (Local Government Pension Scheme) came into force on 1 April 2008.  Employees now pay 
contribution rates determined by salary bandings.  Southwark Council employees paid contributions in 2008/09 
as follows: 

Contribution Rate Total 
% £ 
5.25 265,578 
5.5 2,779 
5.8 13,119 
5.9 306,927 
6.0 26 
6.5 1,959,381 
6.8 3,039,859 
7.2 2,503,379 
7.5 326,468 

TOTAL 8,417,516 

3.2. The Council contributed 17% of pensionable pay.  A one off payment of £2.33 million was made as a special 
contribution for early and ill health retirements.  In addition, external bodies admitted to the Southwark Fund 
contributed a total of £1.72 million.   

3.3. The Council is required to ensure that any surplus on the Pension Fund is invested.  To ensure that the 
investment of the Fund is carried out to the best possible advantage, investment managers deal with the day to 
day investment of the Fund.  Investments are  managed by the following companies: Barclays Global Investors 
Ltd who manage an “indexed” portfolio of global equities and fixed and index linked gilts; Alliance Bernstein 
who manage two unconstrained global equities portfolios (one for growth and the other for value purposes); 
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Newton Investment Management who also manage an unconstrained global equities portfolio; and Henderson 
Global Investors (property). 

3.4. Irrecoverable tax on dividends is not shown as a separate deduction to income as the amount is de minimis. 

3.5. The overall investment strategy is the responsibility of the Council.  This responsibility is delegated to the 
Finance Director, taking account of the advice of the Pensions Advisory Panel. 

3.6. At 31 March membership of the Fund was as follows: 

2008/09 2007/08 

Number of contributors to the Fund 6,777 6,699 

Number of contributors and dependants 
receiving allowances 6,002 5,906 

Number of contributors who have deferred their 
pensions 5,752 5,608 

4. ACCOUNTING POLICIES 

4.1. The Accounts have been prepared in accordance with Chapter 2 Recommended Accounting Practice of the 
Pension SORP 2007 and the CIPFA Code of Practice on Local Authority Accounting.  

4.2. In order to comply with these recommendations, the Accounts have been prepared using the market value (bid 
price) of equity investments and unit trusts. Foreign transactions are brought into account at the exchange rate 
when the transaction took place.  End of year balances are calculated at the exchange rate for 31 March. 
Property assets have been included at market value as at 31 March.  The cost of acquisition of assets, 
including property, is treated as a revenue cost.  Income and expenditure, including management expenses, 
are accrued.  The value of equities and unit trust as at 31 March 2008 have been re-stated using bid price 
market value. 

4.3. The Local Government Pension Scheme (Management and Investment of Funds) Regulations 1998 deal with 
the choice of investment managers, terms of their appointment, review of their performance, and the use and 
investment of pension fund money together with restrictions on such investments.  In managing the Fund the 
investment manager must take into account: 

• That Fund money must be invested in a wide variety of investments 
• The suitability of those types of investment for the Fund 
• The suitability of any particular investment of that type. 

4.4. The Authority has to keep the investment managers’ performance under review and at least once every three 
months review the investments made, and periodically consider whether or not to retain the manager. 

4.5. In addition the administering Authority is under a duty to invest any Fund money not needed immediately to 
make payments, with power to vary those investments and a duty to formulate an investment policy with a view 
to: 

• The advisability of investing Fund money in a wide variety of investments 
• The suitability of particular investments and types of investments. 

4.6. In carrying out all the above functions, the Authority must obtain proper advice, at reasonable intervals, which 
is defined as the advice of a person who is reasonably believed by them to be qualified by his/her ability in, and 
practical experience of, financial matters (including any suitable officer of theirs). 
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5. ACTUARIAL POSITION OF THE FUND 

5.1. The Scheme Regulations require that a full actuarial valuation is carried out every third year. The purpose of 
this is to establish that the London Borough of Southwark Pension Fund (the Fund) is able to meet its liabilities 
to past and present contributors and to review employer contribution rates. The last full actuarial investigation 
into the financial position of the Fund was completed as at 31 March 2007, in accordance with Regulation 77(1) 
of the Local Government Pension Scheme Regulations 1997. 

5.2. The rates of contributions paid by the Council during 2008/09 were based on the actuarial valuation carried out 
as at 31 March 2007. 

5.3. The valuation as at 31 March 2007 showed that the funding ratio of the Fund had improved since the previous 
valuation with the market value of the Fund’s assets at that date (of £756.7 million) covering 82% of the 
liabilities allowing, in the case of current contributors to the Fund, for future increases in pensionable 
remuneration.  The main reasons for the improvement in the funding ratio since 31 March 2004 were higher 
than expected investment returns on the Fund’s assets, along with additional employer contributions paid to 
reduce the deficit revealed at the 2004 valuation.  These had been offset by the impact of changes in the 
actuarial assumptions used to reflect higher price inflation expectations and longevity improvements. 

5.4. The valuation also showed that the required level of contributions to be paid to the Fund by participating 
Employers (in aggregate) with effect from 1 April 2008 should be: 

• 14.5% of pensionable pay to meet the liabilities arising in respect of service after the valuation date 
• Plus 6.4% of pensionable pay to restore the assets to 100% of the liabilities in respect of service prior to 

the valuation date, over a recovery period of 18 years from 1  April 2008 
• Less 3.2% of pensionable pay in respect of assumed additional investment returns over the period to 1 

April 2011. 

5.5. These figures are based on the Regulations in force, or enacted by Parliament and due to come into force, at 
the time of signing the valuation report and, in particular, allowed for the following changes to the Fund benefits 
since the previous valuation: 

• The Rule of 85 retirement provisions were reinstated, and subsequently removed again. Transitional 
protections for some categories of member were extended to widen their coverage 

• Changes were made consistent with the Finance Act 2004 
• A new scheme has been put in place which came into effect as at 1 April 2008.  All existing members 

transferred to the new scheme as at that date. 

5.6. The cost of future benefit promises had increased compared with the costs identified in the previous valuation. 
This was due to the combined impact of benefit changes, changes in economic conditions, and increased life 
expectancy. 

5.7. The majority of employers participating in the Fund pay different rates of contributions depending on their past 
experience, their current staff profile, and the recovery period agreed with the Council as Administering 
Authority.  If the assumptions are borne out in practice, the rate of contribution for each employer would 
increase as at 1 April 2011 due to the cessation of the allowance for assumed additional short term investment 
returns. It would then continue at the resultant level for the balance of the recovery period used for that 
employer, before reverting to the relevant long term rate.  In practice contribution rates will be reviewed at the 
next actuarial valuation which is due to be carried out as at 31 March 2010. 
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5.8. The contribution rates were calculated using the projected unit actuarial method and taking account of the 
Fund’s funding strategy as described in the Funding Strategy Statement.  The following financial assumptions 
have been used: 

Discount rate for periods 
 In service 

 Admitted Bodies   6.2% pa 
 Scheduled Bodies  6.2% pa 

 Left service 
 Admitted Bodies   5.2% pa 
 Scheduled Bodies  6.2% pa 

Short term investment returns until 1 April 2011 
 Equity/property assets  7.2% pa 
 Other investments  5.2% pa 

Rate of general pay increases 4.7% pa 
Rate of increases to pensions in payment  3.2% pa 

Valuation of assets    market value 

5.9. Special contributions are paid for early retirements and ill health retirements, since the valuation assessment 
does not make any allowance for the extra liabilities arising from such retirements.  

6. CONTRIBUTIONS RECEIVABLE AND BENEFITS PAYABLE 

6.1. The total contributions receivable for 2008/09 are analysed as follows: 

2008/09 2007/08 
 Employees Employers 

Total Total
 £000 £000 £000 £000 

Southwark Council 9,993 27,792 37,785 35,066 
Admitted bodies 550 1,450 2,000 874 
Scheduled bodies 324 702 1,026 484 

Total 10,867 29,944 40,811 36,424 

6.2. During 2008/09 employees made Additional Voluntary Contributions (AVCs) of £116,170 (£80,064 2007/08). 
AVCs are managed by external providers who invest them separately from the rest of the Pension Fund.  The 
main AVC provider is Scottish Equitable, with Prudential being the provider for those employees who are 
members of the London Pension Fund Authority.  AVCs are not included in the Pension Fund Accounts in 
accordance with the Pension Scheme (Management and Investment of Funds) Regulations 1998, section 
5(2)(c). 

6.3. The total benefits payable for 2008/09 are analysed as follows: 

2008/09 2007/08 
 Pensions Lump sums 

Total Total
 £000 £000 £000 £000 

Southwark Council 27,078 5,531 32,609 32,167 
Admitted bodies 402 364 766 748 
Scheduled bodies 19 73 92 10 

Total 27,499 5,968 33,467 32,925 
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7. RELATED PARTY TRANSACTIONS 

7.1. The Council is required to disclose details of its financial relationship with related third parties.  This has been 
defined as where the related party has, or is perceived to have, real influence over any transaction between the 
parties. 

7.2. In respect of the Pension Fund, the Council recognises that the following bodies have a related party 
relationship with the Pension Fund - 

• The Council 

• The Fund Managers: 
- Barclays Global Investors Limited 
- Henderson Global Investors 
- Alliance Bernstein  
- Newton Investment Management 

• The Global Custodian, JP Morgan 

• The following admitted bodies: 
- Borough Market 
- Southwark Law Centre 
- Fusion 
- Odyssey 
- PricewaterhouseCoopers 
- Centre for Literacy in Primary Education 
- South London Gallery 
- Shaftesbury Homes 
- APCOA 
- Charter Security 
- Chequers 
- Castle Day Centre 
- Olympic South 
- Morrison 
- St Mungo 
- Veolia 
- Camden Society 
- Leather Market 

• The following scheduled bodies: 
- Academy at Peckham 
- Bacons College 
- Globe Academy 
- Harris Academy Bermondsey 
- Harris Girls Academy 
- St Michaels & All Angels CE Academy 
- Walworth Academy 

8. OTHER INFORMATION 

8.1. The market value of assets (including cash and accruals) managed by the investment managers at the balance 
sheet date was:

 £m % 

Barclays Global Investors 324.70 54.50 
Alliance Bernstein (Growth) 58.63 9.84 
Alliance Bernstein (Value) 47.79 8.02 
Newton Investment Management 49.25 8.27 
Henderson Global Investors 115.38 19.37 

Total 595.75 100.00 
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8.2. The change in market value of investments during the year comprises all increases and decreases in the 
market value of investments held at any time during the year, including profits and losses realised on the sale 
of investments during the year. 

 Value at Purchases Sales Change in Value at 
31/3/08 

£m £m £m 
market value 

£m 
31/3/09 

£m 

UK equities 
Overseas equities 

44.70 
400.29

29.28 
 227.24 

(21.37) 
(208.67) 

(19.87) 
(105.98) 

32.74 
312.88 

Fixed interest 37.29 10.42 (36.10) 1.91 13.52 
Index linked 111.68 16.14 (73.75) (4.66) 49.41 
Corporate bonds 
Property

0.00 
 149.21 

66.18 
1.44 

0.00 
(1.69) 

(0.77) 
(43.26) 

65.41 
105.70 

FTSE futures 1.34 0.00 (0.18) (0.22) 0.94 
Forward currency (0.21) 106.76 (109.17) 2.73 0.11 
Cash 8.62 13.20 (13.20) 6.42 15.04 

Total 752.92 470.66 (464.13) (163.70) 595.75 

8.3. The Pension Fund does not hold derivatives as a main asset class, but they are used by our active fund 
managers to hedge the currency risk of holding global equities.  Any FTSE futures are always held to equitise 
cash to ensure that they are always 100% invested in the equity market.  The currency forward contracts are 
traded over the counter and the FTSE futures are exchange traded. 

8.4. Following the 2007 valuation the Pension Fund underwent an investment strategy review.  The outcome was 
that the Fund moved passive bond strategy from 5% fixed income, UK gilts and 15% indexed linked UK gilts to 
10% corporate bonds, 2% fixed income UK gilts and 8% indexed linked UK gilts. 

8.5. The total amount of direct transaction cost on all investment types was £1.838 million (equities £457,000, 
property £1.373 million, and derivatives £8,000).  

8.6. The valuation of direct property managed by Henderson Global Investors is carried out by Knight Frank LLP, 
the valuer is RICS qualified and the valuation took place on 31 March 2009. All properties have been valued at 
market value. 

8.7. Cash deposits as at 31 March 2009 were £9.5 million, all with Henderson Global Investors.  This holding 
accumulated during the year, waiting for the right opportunities within the property market to invest. 
Unfortunately this did not materialise, due to the downturn in the economy. 

8.8. Stock lending is allowed under investment agreements within statutory limits.  The Fund participates in a stock 
lending programme, which is managed by the global custodian, JP Morgan.  £5.3 million of stock was lent out 
as at 31 March 2009, the collateral for this held in a combination of European government bonds and US cash. 

8.9. A Statement of Investment Principles has been prepared and is available on the Council’s website at 
http://www.southwark.gov.uk/Uploads/FILE_41739.pdf, or on request from the Finance Director, 160 Tooley 
Street, London SE1 2TZ. 
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STATEMENT OF RESPONSIBILITIES 
The Authority is required: 

• To make arrangements for the proper administration of its financial affairs and to secure that one 
of its officers has the responsibility for the administration of those affairs; 

• To manage its affairs to secure economic, efficient and effective use of resources and safeguard 
its assets; 

• To approve the statement of accounts. 

The Director of Finance’s Responsibilities 

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

In preparing this statement of accounts, the Director of Finance has: 

• Selected suitable accounting policies and then applied them consistently; 

• Made judgements and estimates that were reasonable and prudent; 

• Complied with the Code of Practice on Local Authority Accounting; 

• Kept proper accounting records which were up to date; 

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

Duncan Whitfield 
30 September 2009 
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AUDITOR’S REPORT 

Independent auditor’s report to the Members of London Borough of Southwark Pension 
Fund 

I have audited the pension fund accounts for the year ended 31 March 2009. The pension fund accounts 
comprise the Fund Account, the Net Assets Statement and the related notes. The pension fund accounts 
have been prepared under the accounting policies set out in the Statement of Accounting Policies. 

This report is made solely to the members of London Borough of Southwark Pension Fund in accordance 
with Part II of the Audit Commission Act 1998 and for no other purpose, as set out in paragraph 49 of the 
Statement of Responsibilities of Auditors and of Audited Bodies prepared by the Audit Commission. 

Respective responsibilities of the Director of Finance and auditor  

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

• selecting suitable accounting policies and then applying them consistently; 

• making judgments and estimates that were reasonable and prudent; 

• keeping proper accounting records which were up to date; 

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

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

I report to you my opinion as to whether the pension fund accounts present fairly, in accordance with 
relevant legal and regulatory requirements and the Code of Practice on Local Authority Accounting in the 
United Kingdom 2008, the financial transactions of the pension fund during the year and the amount and 
disposition of the fund’s assets and liabilities, other than liabilities to pay pensions and other benefits after 
the end of the scheme year. I also report to you whether, in my opinion, the information which comprises 
the commentary on the financial performance included within the Pension Fund Annual Report, is 
consistent with the pension fund accounts. That information comprises the Management and Financial 
Performance Report, the Investment Policy and Performance Report and the Statement of the Actuary.  

I review whether the governance compliance statement published in the Pension Fund Annual Report 
reflects compliance with the requirements of Regulation 34(1)(e) of the Local Government Pension 
Scheme (Administration) Regulations 2008 and related guidance. I report if it does not meet the 
requirements specified by the Department of Communities and Local Government or if the statement is 
misleading or inconsistent with other information I am aware of from my audit of the financial statements. 
I am not required to consider, nor have I considered, whether the governance statement covers all risks 
and controls. Neither am I required to form an opinion on the effectiveness of the Authority’s corporate 
governance procedures or its risk and control procedures. 

I read other information published with the pension fund accounts and related notes and consider 
whether it is consistent with the audited pension fund accounts. This other information comprises the 
remaining elements of the Pension Fund Annual Report. I consider the implications for my report if I 
become aware of any apparent misstatements or material inconsistencies with the pension fund accounts 
and related notes. My responsibilities do not extend to any other information. 
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Basis of audit opinion 

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

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

Opinion 

In my opinion: 

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

• the information given in the commentary on financial performance included within the Pension 
Fund Annual Report is consistent with the pension fund accounts. 

Andrea White 
District Auditor 

Audit Commission 
1st Floor, Millbank Tower 
Millbank, London. 
SW1P 4HQ 

30 November 2009 
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IMPLEMENTATION OF FUNDING STRATEGY STATEMENT 

Introduction 

All LGPS funds are required to prepare and maintain a Funding Strategy Statement (FSS) in accordance 
with Regulation 35 of the Local Government Pension Scheme (Administration) Regulations 2008. 

The Funding Strategy Statement of the London Borough of Southwark Pension Fund is attached as 
Appendix 5 of this report. 

Implementation and Review 

The FSS is reviewed formally at least every 3 years following each triennial actuarial valuation of the 
Fund. The valuation exercise will establish contributions for all employers contributing to the Fund for the 
following 3 years within the framework provided by the strategy.   

The 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 Fund membership, or LGPS benefits 
• if there have been changes to the circumstances of any of the employers 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 Fund. 

The authority carries out detailed monitoring of investment performance on a quarterly basis via its 
Pensions Advisory Panel.  This includes monitoring of investment performance relative to the growth in 
the liabilities by means of quarterly funding updates provided by the actuaries.   

Discussions take place at regular intervals with the Actuary as to whether any significant changes have 
arisen which require immediate action.   

During the year a strategy review was undertaken by the Pensions Advisory Panel.  This resulted in a 
change to the asset allocation between gilts and bonds (as detailed elsewhere in this report). 

The unprecedented market turmoil experienced during the year has had a large impact on the valuation 
of the Fund’s investments.  This has resulted in increased monitoring of both the investments and 
liabilities and early consideration of both the next valuation and review of the investment structure.  This 
work will continue in 2009/10. 
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IMPLEMENTATION OF STATEMENT OF INVESTMENT 
PRINCIPLES 

Statement of Investment Principles - 2008/09 

A Statement of Investment Principles details the policy which controls how a pension fund invests. Local 
Government Pension Schemes have been required by law to keep an up-to-date Statement of 
Investment Principles since 1999. 

The Statement of Investment Principles must cover our policy on matters such as: 

• The types of investments held 
• The balance between different types of investments 
• The expected return on investments 
• The extent to which social, ethical or environmental considerations affect investments 

The Statement of Investment Principles for the London Borough of Southwark Pension Fund is attached 
at Appendix 6 of this report. 

Implementation of Statement of Investment Principles - 2008/09 

• Strategy Review: changes made to asset allocation strategy re opportunities created by the 
current market conditions 

• Engagement and Voting Policies: 
� Monitoring of fund managers’ quarterly reports to ensure that engagement with 

companies the Fund invests in is consistent with the Fund’s policy. 
� Monitoring the voting activity of the fund managers’ to ensure consistency with 

the recommendations made by the Local Authority Pension Fund Forum 

• Review of compliance with original Myners principles and 6 new principles. 

The Statement of Investment Principles was formally reviewed by the Pensions Advisory Panel in April 
2009. 
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APPLICATION OF COMMUNICATIONS POLICY 
STATEMENT 

The Local Government Pension Scheme was subject to some major changes on 1 April 2008 
affecting the amount of contributions members made to the scheme and the benefits they receive in 
return. The communication campaign for these issues straddled the year ending on 31 March 2008 
and the start of this reporting year. The changes and new provisions were quite varied and complex 
so it was decided to provide separate information sheets on different aspects. Information about the 
change in contribution rates was sent as a payroll attachment in late 2007/8 but in 2008/9 members 
were sent a DVD that explained the main changes and the structure of the new scheme. This was 
followed up by information on new provisions to pay ARCs (Additional Regular Contributions) and to 
nominate co-habiting partners to receive dependant pensions.  These items were promoted by news 
articles on the Southwark Intranet and enquiries were followed up, generally through e-mail, by more 
detailed information which included ready-reckoners and nomination forms. 

Pensions Services maintain a presence on Southwark’s main website which provides a link for all 
members, not just actives, to their pension arrangements and it enables them to get a secure access 
to their personal details held on a copy of the main pensions administration system to view and in 
some cases change the information held about them. 

The new Regulations for the LGPS removed the requirement to issue an Annual Benefit Statement in 
2008/09 so statements were not issued in this year. The requirement was removed because the 
‘snap-shot’ date of 31 March 2008 was technically on the last date when the old rules still applied so 
predictions about future benefit accrual would have been based on the old scheme which would have 
been incorrect and misleading for members. 

Early in 2009/10 the majority of Southwark staff will be re-located from all over the Borough to a 
single building at 160 Tooley Street, this building has been designed to suit the needs of a modern 
workforce and will provide facilities to communicate more effectively with members because it will be 
easier to bring staff together in groups.  In this reporting period plans have been made to organise 
‘road-shows’ in the new building to promote the scheme in conjunction with our AVC partner the 
Scottish Equitable. 

The Pensions Services Communication Policy Statement is attached at Appendix 7. 
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FURTHER INFORMATION 

Queries regarding the Fund’s Investments & Accounts 

Dave Howes 
Assistant Finance Director 
Telephone: 020 7525 4314 
E-mail: dave.howes@southwark.gov.uk 

Queries on Benefits or Costs of Membership 

Malcolm Laird 
Pensions Administration Manager 
Telephone: 020 7525 4915 
E-mail: malcolm.laird@southwark.gov.uk 

Or you can write to us at: 

London Borough of Southwark Pension Fund 
Financial Management Services, 
Pensions Investments 
PO BOX 64529 
London SE1P 5LX 

External Sources of Information 

The Pensions Regulator 

The Pensions Regulator  
Napier House 
Trafalgar Place 
Brighton 
East Sussex 
BN1 4DW 

Telephone: 0870 606 3636 
Website: www.thepensionsregulator.gov.uk 

Pension Tracing Service 

The Pensions Service 
Tyneview Park 
Whitley Road 
Newcastle-Upon-Tyne 
NE98 1BA 
Telephone: 0845 600 2537 

The Pensions Tracing Service can help ex-members of Pension Schemes, who may have lost touch with 
previous employers, to trace their pension entitlements.  
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GLOSSARY OF PENSION TERMS 

Actuary 
An independent consultant who advises the Fund and reviews the financial position of the Fund every 
three years. The actuary then produces a report, known as the actuarial valuation report, which compares 
the Fund’s assets with its liabilities and prescribes the rates at which the employing bodies must 
contribute. 

Added Years 
Additional service that a member of the Fund can buy by paying extra contributions to the Fund providing 
that Inland Revenue limits on pension and contributions are not exceeded. 

Additional Voluntary Contributions (AVCs) 
An option available to individual members to secure additional pension benefits by making regular 
payments to the Pension Fund’s AVC provider up to a maximum of 15% of total earnings.  

Asset Allocation 
The apportionment of a fund’s assets between asset classes and/or world markets.  The long-term 
strategic asset allocation of a fund will reflect the fund’s investment objectives.  In the short term, the fund 
manager can aim to add value through tactical asset allocation asset allocation decisions. 

Asset Class 
A collective term for investments of a similar type.  The main asset classes are equities (shares), bonds, 
cash and property. 

Basis Point 
One hundredth of 1% (i.e. 0.01%). 

Benchmark 
A yardstick against which the investment policy of performance of a fund manager can be compared. 
Asset allocation benchmarks vary from peer group (e.g. the average fund as measured by one of the 
performance surveys) to customized benchmarks tailored to a particular fund’s requirements. 

Cash Transfer Values 
The capital value of a benefit entitlement paid into or withdrawn from the Fund when an employee joins or 
leaves the scheme with a pension transfer. 

Corporate Bond
Strictly speaking, corporate bonds are those issued by companies.  Generally, however, the term is used 
to cover all bonds other than those issued by governments in their own currencies.  Therefore the ‘credit’ 
sector, as it is often known, includes issues by companies, supranational organizations and government 
agencies. 

Custody 
Administering of securities by a financial institution.  The custodian keeps a record of a client’s 
investments and may also collect income, process tax reclaims and provide other services, according to 
client instructions.  The custodian physically holds the securities for safe-keeping 
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Deferred Pension 
The pension benefit payable from Normal Retirement Age to a member of the Fund who has ceased to 
contribute as a result of leaving employment or opting out of the pension scheme before retirement age. 

Defined Benefit Scheme 
A type of pension scheme where the pension that will ultimately be paid to the employee is fixed, usually 
as a percentage of final salary. It is the responsibility of the sponsoring organisation to ensure that 
sufficient assets are set aside to meet the pension promised. 

Diversification 
The spreading of investment funds among different types of assets, markets and geographical areas in 
order to reduce risk. 

Emerging Markets 
Stock Markets in developing countries (as defined by the World Bank). 

Equities 
Ordinary shares in UK and Overseas companies traded on a recognised stock exchange. Shareholders 
have an interest in the profits of the company and are entitled to vote at shareholders’ meetings. 

Final Pensionable Pay 
Pensionable Pay earned in the last 12 months before retirement (or any one of the previous two years if 
annual earnings in either of these years are higher). 

Final Salary Scheme
A pension scheme that provides a pension and a lump sum benefit calculated as a proportion of a 
member’s pay in their last year of membership depending on the length of membership in the scheme. 

Fixed Interest 
An income stream which remains constant during the life of the asset, such as income derived from 
bonds, annuities and preference shares. 

Fixed Interest Securities 
Investments, mainly in government stocks, which guarantee a fixed rate of interest.  Investments in 
government stocks represent ‘loans’ to Government which are repayable on a stated future date. 

Index 
A calculation of the average price of shares, bonds, or other assets in a specified market to provide an 
indication of the average performance and general trends in the market. 

Mandate 
The agreement between a client and investment manager laying down how the fund is to be managed. 
May include performance targets by reference to a benchmark. 

Market Value 
The price at which an investment can be bought or sold at a given date. 

Normal Retirement Age 
Age 65 for both men and women but members whose age and membership, when combined, total 85 or 
more can retire at any time from age 60 without actuarial reduction. 

39 



 

 
 

 
 

 
 

 

 
 

 

 
 

 
  

 
 

 
 

 
 
 

 
 

 
 

 

Pensionable Pay
Basic pay excluding non-contractual overtime, bonus and shift payments. 

Pooled Funds 
Pooled Funds are funds which manage the investments of more than one investor on a collective basis. 
Each investor is allocated units which are revalued at regular intervals. Income from these investments is 
normally returned to the pooled fund and increases the value of the units. 

Return 
The value received (income plus capital) annually from an investment, usually expressed as a 
percentage. 

Unconstrained Equity Investing 
Mandates where the investment manager is expected to construct and manage their portfolio of stocks in 
a way that reflects their judgment, without being hindered by limits sets relative to a benchmark index. 
The manager may also be free to invest a high proportion in cash if they have a negative view on equity 
markets. Generally, there would be few investment restrictions, although a mandate would rarely be 
totally unconstrained. 

Unlisted Securities 
Holdings in companies which do not form part of the main stock market. They may be developing 
companies or smaller companies whose shares are not frequently traded. Unlisted securities are usually 
less liquid than those traded in the main markets. 

Valuation 
A summary of an investment portfolio showing the holdings and their value as at a certain date. 
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APPENDIX 1: Participating Employers – Contributions by Band 

Name 

Total 
Employee 

Contributions 

Total 
Employer 

Contributions 
Total 

Contributions 5.25% 5.50% 5.80% 5.90% 6.00% 6.50% 6.80% 7.20% 7.50% 
ADMITTED BODIES 
APCOA 2,711.96 9,240.45 11,952.41 2,711.96 
Borough Market 1,461.75 18,833.78 20,295.53 1,461.75 
Camden Society 67,798.79 199,875.27 267,674.06 2,011.34 53,173.11 12,614.34 
Charter Security 3,084.93 17,886.74 20,971.67 3,084.93 
Chequers 262.49 692.35 954.84 262.49 
Christchurch 1,345.19 3,995.95 5,341.14 1,345.19 
CLPE 13,211.93 24,187.23 37,399.16 904.07 3,068.31 9,239.55 
Fusion 67,403.47 180,810.94 248,214.41 134.23 3,922.27 9,444.91  28,053.27 3,081.70 15,297.80 7,469.29 
Gristwood & Toms 1,363.72 4,826.08 6,189.80 1,363.72 
Southwark Law Centre 12,479.27 37,070.47 49,549.74 12,479.27 
Leather Market 12,292.34 34,123.30 46,415.64 1,490.52 5,063.28 5,738.54 
Morrisons 23,334.09 80,365.52 103,699.61 12,659.09 1,761.06 8,913.94 
Odyssey 78,552.18 114,374.76 192,926.94 762.75 14,800.14 59,864.68 3,124.61 
Olympic South 5,791.72 6,148.04 11,939.76 5,791.72 
PWC 6,155.13 12,629.66 18,784.79 2,715.12 3,440.01 
Shaftesbury Homes 24,175.62 25,469.21 49,644.83 947.65 2,072.59 14,563.74 6,591.64 
South London Gallery 4,320.00 9,360.00 13,680.00 4,320.00 
St Mungos 1,156.39 3,265.14 4,421.53 1,156.39 
Together 8,543.41 22,814.82 31,358.23 329.71 3,710.60 4,503.10 
Veolia 210,960.08 645,860.89 856,820.97  52,753.55 11,636.48 4,603.31 134,822.71 5,390.35 1,753.68  

ADMITTED BODIES 
TOTALS 546,404.46 1,451,830.60 1,998,235.06  68,787.70 2,846.19 3,922.27 24,288.06 4,603.31 253,290.71 132,016.71 49,180.22 7,469.29 

SCHEDULED BODIES 
Academy at Peckham 72,818.15 128,244.32 201062.47 1,191.34 54.29 1,852.24 16,826.74 31,227.54 12,056.44 9,609.56  
Bacons College 59271.07 144292.64 203563.706 1933.30 2691.65 8602.54 23568.61 15776.52 6698.45 
Globe Academy 37,419.81 96,910.29 134330.1 458.31 843.53 3,810.48 24,625.34 6,584.50 1,097.65 
Harris Academy Bermondsey 38,562.73 74,268.11 112830.84 171.26 1,584.36 20,213.69 13,137.42 3,456.00 
Harris Girls Academy 21803.13 46144.98 67948.11 1353.16 13494.76 2439.32 4515.89 

St Michaels & All Angels 
CE Academy 41,581.91 89,017.07 130598.98 470.57 3,366.48 31,742.92 2,706.87 3,295.07 
Walworth Academy 52,625.02 124,668.14 177293.16 2,752.70 37,430.24 4,683.61 7,758.47 

SCHEDULED BODIES 
TOTALS 324,081.82 703,545.55 1,027,627.37 3,644.64 1,987.59 5,387.42 36,943.30 0.00 182,303.10 57,384.68 36,431.09 0.00 
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APPENDIX 2 – Pension Fund Risk Register 

Risk Risk Description Risk Impact Likelihood RISK Risk Comments (Mitigation) 
Ref: Category – 1 to 

10 (10 
highest) 

– 1 to 10 
(10 

highest) 

SCORE 

Pension Poor investment Financial 7 8 82 1. Investments monitored daily.  
1 performance could 

lead to a larger 
deficit and therefore 
a requirement for 
higher 
contributions. 

2. Pensions Advisory Panel 
(PAP) reviews fund manager 
performance quarterly against 
benchmark.  Reports received 
from investment advisers 
providing ratings of managers. 
3. Regular meetings with fund 
managers re performance. 

Pension Asset/liability Financial 7 8 82 1. Reports on the funding level 
2 mismatch – assets 

could fail to rise at 
the same rate as 
liabilities resulting 
in a higher deficit. 

produced by actuaries quarterly 
and reviewed by PAP. 2. Asset 
Liability Model produced 
following each triennial 
actuarial valuation.  Determines 
optimal asset allocation for the 
Fund.   

Pension Inaccuracy of Reputational 4 3 19 1. Accounting data reconciled 
3 financial 

information – 
leading to 
qualification of 
accounts 

on timely basis.  2. Fund 
manager valuations 
independently verified by 
Fund’s custodian.  3. Accounts 
prepared in accordance with 
relevant regulatory codes. 

Pension Reliance on third Financial 7 6 69 Contracts regularly monitored. 
4 party providers for 

investment 
management and 
custodial services – 
failure could have a 
serious financial 
impact on the Fund 

PAP provided with quarterly 
ratings on each manager.  
Where there are concerns 
additional monitoring is put in 
place to ensure financial risks 
are kept to an acceptable level.  
3. Third parties provide Fund 
with an annual SAS70 report 
which provides assurance from 
their auditors that adequate 
financial controls are in place 
and are operating effectively.   

Pension Failure to comply Legal & 4 2 14 Monitoring of compliance with 
5 with existing/new 

regulations – 
resulting in legal 
sanctions and 
detrimental effect 
on Council’s 
reputation.  

Regulatory regulations.  Use of external 
advisers with specialist 
knowledge to advise on 
implementation.  Future 
changes to regulations could 
be detrimental to the Fund in 
terms of cost and resources. 

Pension Admitted/Scheduled Financial 7 7 76 Funding levels monitored at 
6 Bodies – failure of 

body/deficits on 
termination of 
contracts – could 
lead to an increase 
in the Council’s 
contributions 

each valuation.  Contributions 
set at sufficient level to cover 
liabilities.  2. Financial risks 
monitored by contracting 
departments on a regular basis.  
3. Monthly monitoring of 
contributions received.  Actions 
taken to recover late payments.  
4. Bonds in place and covenant 
checks commissioned where 
necessary.  5. Higher 
contribution rates set in years 
approaching end of contracts. 
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APPENDIX 3: Governance Policy Statement 

Background 

Recent amendments to the Local Government Pension Scheme Regulations 1997 require that an 
administering authority must prepare, maintain and publish a written statement setting out: 

(1) Whether the administering authority  delegates the function in relation to maintaining a pension fund 
to a committee , a sub-committee or an officer; 

(2) The frequency of any committee or sub-committee meetings; 

(3) The terms of reference, structure and operational procedures of the delegation; 

(4) Whether the committee or sub-committee includes representatives of employing authorities or 
members. 

The London Borough of Southwark Pension Fund covers each of these in the following ways: 

(1) Arrangements for Maintaining a Pensions Fund Committee 

Since 2004 this function has been delegated to the Pensions Advisory Panel, whose primary 
objective is to assist the Finance Director in the management of the Pensions function within the 
Council. 

(2) Frequency of Meetings 

The Pensions Advisory Panel meets once every quarter.  Additional meetings are held where 
issues requiring urgent attention arise. 

(3) Terms of Reference, Structure and Operational Procedures 

The primary objective of the Pensions Advisory Panel is to provide advice to the Finance Director in 
the management of the Pension Fund.  This will include the provision of advice on the following: 

•  Establishing and reviewing the strategic investment objectives. 
• Reviewing the definition of the investment return target most likely to satisfy these investment 

objectives. 
• Determining what constraints, if any, should be applied to the invested assets and monitoring 

compliance. 
• Establishing and reviewing the strategic asset allocation that is likely to meet the investment 

return target. 
• Considering and reviewing the appropriateness of the fund structure 

- including the delegation of powers to managers, setting boundaries within which 
managers can exercise discretion and considering what manager return targets are likely 
to achieve the investment return target. 

• Considering the results of the actuarial valuations and agreeing contribution levels. 
• Reviewing and advising on the results of asset/liability studies. 
• Monitoring the performance of the investment managers at least once every three months and 

considering the desirability of continuing or terminating their appointment from time to time. In 
monitoring the performance of investment managers the panel should consider: 

- investments made by managers 
- their input to the process and the value of their advice 
- investment returns and risks compared to established targets 
- manager compliance with the fund’s requirements 
- discussion of results with managers 

• Considering policy matters relating to the pension scheme and the Council’s early retirement 
policy 

• Considering applications, from outside bodies, for membership of the Council’s pension scheme 
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• Monitoring of early retirements 
• Monitoring the costs incurred in administering the pension scheme, including: 

- management and other direct costs 
- transaction (dealing) costs 

• Reviewing and revising the Statement of Investment Principles and the Funding Strategy 
Statement 

• Ensuring that the way the Fund is administered takes into account any changes to the Statement 
of Investment Principles or the Funding Strategy Statement. 

• Agreeing on the supply of information to and from the participating employers. 
• Complying with data protection regulations relating to the Fund. 
• Ensuring the custodian arrangements for the Fund are satisfactory. 
• Agreeing the arrangements for the appointment of Fund advisors i.e. accountant, actuary, lawyer 

and banker. 

Membership and Voting Rights of the Panel 

The membership of the panel will consist of: 

• 3 members (1 from each party group) who have received the appropriate training – one of those 
members will chair the panel; 

• 3 officers (the Finance Director, an officer with specialist knowledge of the pensions scheme and 
the Head of Human Resources); 

• 2 independent advisors (non-voting); and 
• a representative appointed by the relevant trade unions representing beneficiaries (non-voting). 

Decision Making Protocol 

• The panel should aim to reach consensus in decision-making.  Where agreement cannot be 
reached a majority vote will apply.  Voting rights are restricted to Members and officers, with the 
Chair having the casting vote if required. 

• Decisions of the Panel will be treated as advice to the Finance Director. 
• For decisions to be valid at least three voting members of the Panel must be present plus at least 

one independent advisor.  At least one of the voting members must be an officer. 
• Panel members will receive training and guidance on all matters requiring a decision prior to 

meetings where these issues are on the agenda. 
• The Finance Director will submit a report to the Panel on all matters where he has been unable or 

unwilling to implement the decisions of the Panel. 

(4) Representation from Employing Authorities or Members 

When deciding on the composition of the Pensions Advisory Panel, it was decided that as London 
Borough of Southwark represents the majority of the Fund membership, admitted bodies would not 
be included on the Panel.  There are 12 admitted bodies, with membership of the Fund ranging from 
2 to 120.  Although they are not represented on the Panel, they are fully consulted on and kept 
informed of all decisions made by the Panel. 
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APPENDIX 4: Governance Compliance Statement 

Introduction 

On 30 June 2007 the LGPS regulations 1997 (as amended) requires LGPS administering authorities to 
measure their governance arrangements against the standards set out in this statutory guidance.  Where 
compliance does not meet the published standard, there is a requirement under regulation 31(3) (c) to 
give, in their governance compliance statement, the reason for not complying.  

The Principals 

A - Structure 

a. The management of the administration of benefits and strategic management of the fund assets 
clearly rests with the main committee established by the appointed council. 

b. The representatives of participating LGPS employers, admitted bodies and scheme members 
(including pensioner and deferred members) are members of either the main or secondary 
committee established to underpin the work of the main committee. 

c. That where a secondary committee or panel has been established, the structure ensures 
effective communication across both levels. 

d. That where a secondary committee or panel has been established, at least one seat on the main 
committee is allocated for a member from the secondary committee or panel. 

Not Compliant* Fully Compliant        
a) √
b) √
c) N/A 
d) N/A 

• Please use this space to explain the reason for non-compliance (regulation 
73A(1)(c)/1997 Regulations/regulation 31(3)(c)/2008 Regulations) 

When deciding on the composition of the Pensions Advisory Panel, it was decided that as the 
London Borough Southwark represents over 90% of the Fund membership, admitted bodies 
would not be included in the Panel. Although they are not represented on the panel, they are 
fully consulted on and kept informed of all decisions made by the Panel. 
No secondary committee or panel exists. 

B – Representation 

a. That all key stakeholders are afforded the opportunity to be represented,      
  Within the main or secondary committee structure. These include:- 

i) employing authorities (including non-scheme employers, e.g., admitted 
bodies); 

ii) scheme members (including deferred and pensioner scheme members), 
iii) where appropriate, independent professional observers, and 
iv) expert advisors (on an ad-hoc basis). 

b. That where lay members sit on a main or secondary committee, they are  
Treated equally in terms of access to papers and meetings, training and are given full opportunity 
to contribute to the decision making process, with or without voting rights. 
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 Not Compliant* Fully Compliant        
a) √
b) √

* Please use this space to explain the reason for non-compliance (regulation 73A(1)(c)/1997 
Regulations/regulation 31(3)(c)/2008 Regulations) 

When deciding on the composition of the Pensions Advisory Panel, it was decided that as the 
London Borough Southwark represents over 90% of the Fund membership, admitted bodies 
would not be included in the Panel. Although they are not represented on the panel, they are 
fully consulted on and kept informed of all decisions made by the Panel. 

C – Selection and role of lay members 

a. That committee or panel members are made fully aware of the status, role and  function they 
are required to perform on either a main or secondary committee. 

b. That at the start of any meeting, committee members are invited to declare any financial or 
pecuniary interest related to specific matters on the agenda. 

Not Compliant* Fully Compliant        
a) √
b) √

* Please use this space to explain the reason for non-compliance (regulation 73A(1)(c)/1997 
Regulations/regulation 31(3)(c)/2008 Regulations) 

D – Voting 

a. The policy of individual administering authorities on voting rights is clear and transparent, 
including the justification for not extending voting rights to each body or group represented on 
main LGPS committees. 

Not Compliant* Fully Compliant        
a) √

* Please use this space to explain the reason for non-compliance (regulation 73A(1)(c)/1997 
Regulations/regulation 31(3)(c)/2008 Regulations) 

E – Training/Facility time/Expenses 

a. That in relation to the way in which statutory and related decisions are taken  
by the administering authority, there is a clear policy on training, facility time and reimbursement 
of expenses in respect of members involved in the decision making process. 
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b. That where such a policy exists, it applies equally to all members of committees, sub-committees, 
advisory panels or any other form of secondary forum. 

c. That the administering authority considers the adoption of annual training plans for committee 
members and maintains a log of all such training undertaken. 

Not Compliant* Fully Compliant        
a) √
b) √
c) √

* Please use this space to explain the reason for non-compliance (regulation 73A(1)(c)/1997 
Regulations/regulation 31(3)(c)/2008 Regulations) 

A policy on training exists, it is part of the terms of reference of the panel that members will 
have had training and be trained on all matters requiring a decision prior to meetings where 
these issues are on the agenda. 

Annual training plans are being considered for the future. 

F - Meetings (frequency/quorum) 

a. That an administering authority’s main committee or committees meet at least quarterly. 

b. That an administering authority’s secondary committee or panel meet at least twice a year and is 
synchronised with the dates when the main committee sits. 

c. That an administering authority that does not include lay members in their formal governance 
arrangements, provide a forum outside of those arrangements by which the interests of key 
stakeholders can be represented. 

Not Compliant* Fully Compliant        
a) √
b) N/A 
c) N/A 

* Please use this space to explain the reason for non-compliance (regulation 73A(1)(c)/1997 
Regulations/regulation 31(3)(c)/2008 Regulations) 

No secondary committee or panel. 

H – Scope 

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

Not Compliant* Fully Compliant        
a) √
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* Please use this space to explain the reason for non-compliance (regulation 73A(1)(c)/1997 
Regulations/regulation 31(3)(c)/2008 Regulations) 

I – Publicity 

a. That administering authorities have published details of their governance arrangements in such a 
way that stakeholders with an interest in the way in which the scheme is governed, can express 
an interest in wanting to be part of those arrangements. 

Not Compliant*  Fully Compliant       
a) √

* Please use this space to explain the reason for non-compliance (regulation 73A(1)(c)/1997 
Regulations/regulation 31(3)(c)/2008 Regulations) 
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APPENDIX 5: Funding Strategy Statement 

Overview 

This Statement has been prepared in accordance with Regulation 76A of the Local Government Pension 
Scheme Regulations 1997 (the LGPS Regulations). The Statement describes London Borough of 
Southwark’s strategy, in its capacity as Administering Authority (the Administering Authority), for the 
funding of the London Borough of Southwark Pension Fund (the Fund). 

As required by Regulation 76A (2), the Statement has been prepared having regard to guidance 
published by CIPFA in March 2004. 

Consultation 

In accordance with Regulation 76A (1), all employers participating within the London Borough of 
Southwark Pension Fund have been consulted on the contents of this Statement and their views have 
been taken into account in formulating the Statement. However, the Statement describes a single 
strategy for the Fund as a whole. 

In addition, the Administering Authority has had regard to the Fund’s Statement of Investment Principles 
published under Regulation 9A of the Local Government Pension Scheme (Management and Investment 
of Funds) Regulations 1998 (the Investment Regulations). 

The Fund Actuary, Hewitt Associates, has also been consulted on the contents of this Statement. 

Policy Purpose 

The three main purposes of this Funding Strategy Statement are: 

• To establish a clear and transparent strategy, specific to the Fund, which will identify how 
employer’s pension liabilities are best met going forward. 

• To support the regulatory requirement in relation to the desirability of maintaining as nearly 
constant employer contribution rates as possible. 

• To take a prudent longer-term view of funding the Fund’s liabilities. 

Aims of the Fund 

The aims of the Fund are: 

1. To enable employer contribution rates to be kept as nearly constant as possible and at reasonable cost 
to the Scheduled bodies, Admitted bodies and to the taxpayers. 

The Administering Authority recognises that the requirement to keep employer contribution rates as 
nearly constant as possible can run counter to the following requirements: 

• the regulatory requirement to secure solvency, 

• the requirement that the costs should be reasonable, and 

• maximising income from investments within reasonable cost parameters (see 4 below) 

Producing low volatility in employer contribution rates requires material investment in assets which 
‘match’ the employer’s liabilities. In this context, ‘match’ means assets which behave in a similar manner 
to the liabilities as economic conditions alter. For the liabilities represented by benefits payable by the 
Local Government Pension Scheme, such assets would tend to comprise gilt edged investments.   

Other classes of assets, such as stocks and property, are perceived to offer higher long term rates of 
return, on average, and consistent with the requirement to maximise the returns from investments the 
Administering Authority invests a substantial proportion of the Fund in such assets. However, these 
assets are more risky in nature, and that risk can manifest itself in volatile returns over short term periods. 
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This short term volatility in investment returns can produce a consequent volatility in the measured 
funding position of the Fund at successive valuations, with knock on effects on employer contribution 
rates. The impact on employer rates can be mitigated by use of smoothing adjustments at each valuation. 

The Administering Authority recognises that there is a balance to be struck between the investment policy 
adopted, the smoothing mechanisms used at valuations, and the resultant smoothness of employer 
contribution rates from one valuation period to the next. 

The Administering Authority also recognises that the position is potentially more volatile for Admission 
Bodies with short term contracts where utilisation of smoothing mechanisms is less appropriate. 

2. To ensure that sufficient resources are available to meet all liabilities as they fall due. 

The Administering Authority recognises the need to ensure that the Fund has, at all times, sufficient liquid 
assets to be able to pay pensions, transfer values, costs, charges and other expenses.  It is the 
Administering Authority’s policy that such expenditure is met, in the first instance, from incoming 
employer and employee contributions to avoid the expense of disinvesting assets. The Administering 
Authority monitors the position on a monthly basis to ensure that all cash requirements can be met. 

3. To manage employers’ liabilities effectively. 

The Administering Authority seeks to ensure that all employers’ liabilities are managed effectively. In a 
funding context, this is achieved by seeking regular actuarial advice, ensuring that employers and Panel 
members are properly informed, and through regular monitoring of the funding position. 

4. To maximise the income from investments within reasonable risk parameters. 

The Administering Authority recognises the desirability of maximising investment income within 
reasonable risk parameters. Investment returns higher than those available on government stocks are 
sought through investment in other asset classes such as stocks and property. The Administering 
Authority ensures that risk parameters are reasonable by: 

• Restricting investment to the levels permitted by the Investment Regulations. 

• Restricting investment to asset classes generally recognised as appropriate for UK pension 
funds. 

• Analysing the potential risk represented by those asset classes in collaboration with the Fund’s 
Actuary, Investment Advisors and Fund Managers. 

Purpose of the Fund 

The purpose of the Fund is: 

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

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

Responsibilities of the key parties 

The three parties whose responsibilities to the Fund are of particular relevance are the Administering 
Authority, the Individual Employers and the Scheme Actuary.  

Their key responsibilities are as follows: 

Administering Authority 

The Administering Authority’s key responsibilities are: 

1. Collecting employer and employee contributions and, as far as the Administering Authority is able to, 
ensure these contributions are paid by the due date. 
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Individual employers must pay contributions in accordance with Regulations 79, 80 and 81 of the 
LGPS Regulations.  The Administering Authority will ensure that all employers are aware of these 
requirements especially the requirement of the Pensions Act 1995 that members’ contributions are 
paid by the 19th of the month following the month that it is paid by the member.  This is monitored on 
a monthly basis and any unpaid monies are acted upon. 

The Administering Authority will ensure that action is taken to recover assets from Admission Bodies 
whose Admission Agreement has ceased by  

• requesting that the Fund Actuary calculates the deficit at the date of the closure of the Admission 
Agreement 

• notifying the Admission Body that it must meet any deficit at the cessation of the Agreement. 

2. Invest surplus monies in accordance with the regulations. 

The Administering Authority will comply with Regulation 9 of the Investment Regulations. 

3. Ensure that cash is available to meet liabilities as and when they fall due. 

The Administering Authority recognises this duty and discharges it in the manner set out in the Aims 
of the Fund above. 

4. Manage the valuation process in consultation with the Fund’s actuary 

The Administering Authority ensures it communicates effectively with the Fund Actuary to: 

• agree timescales for the provision of information and provision of valuation results  

• ensure provision of data of suitable accuracy  

• ensure that the Fund Actuary is clear about the Funding Strategy 

• ensure that participating employers receive appropriate communication throughout the process 

• ensure that reports are made available as required by Guidance and Regulation 

5. Prepare and maintain a Statement of Investment Principles and a Funding Strategy Statement after 
due consultation with interested parties. 

The Administering Authority will ensure that both documents are prepared and maintained in the required 
manner. 

6. Monitor all aspects of the Fund’s performance and funding and amend these two documents is 
required 

The administering Authority monitors the funding position of the Fund on a quarterly basis, and the 
investment performance of the Fund on a monthly basis.  The Statement of Investment Principles and 
Funding Strategy Statement will be formally reviewed annually, unless circumstances dictate earlier 
amendment.  

Individual Employers will: 

1. Deduct contributions from employees’ pay. 

2. Pay all contributions, including their employer contribution as determined by the actuary, promptly 
by the due date. 

3. Exercise discretions within the regulatory framework. 

4. Pay for added years in accordance with agreed arrangements. 

5. Notify the administering authority promptly of all changes to membership, or other changes with 
affect future funding.   
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The Fund Actuary will: 

1.  Prepare valuations including the setting of employers’ contribution rates after agreeing assumptions 
with the administering authority and having regard to the Funding Strategy Statement. 

Valuations will also be prepared in accordance with generally accepted actuarial methods and 
reported on in accordance with Guidance Note 9 issued by the Institute and Faculty of Actuaries, to 
the extent that the Guidance Note is relevant to the LGPS. 

2. Prepare advice and calculations in connection with bulk transfers and individual benefit-related 
matters. 

Such advice will take account of the funding position and Strategy of the Fund, along with other relevant 
matters. 

Solvency 

The Administering Authority will prudentially seek to secure the solvency of the Fund. For this purpose 
the Administering Authority defines solvency as being achieved when the value of the Fund’s assets is 
greater than or equal to the value of the Fund’s liabilities when measured using ‘ongoing’ actuarial 
methods and assumptions. 

‘Ongoing’ actuarial methods and assumptions are taken to be measurement by use of the projected unit 
method of valuation, using assumptions generally recognised as suitable for an open, ongoing UK 
pension fund with a sponsoring employer of sound covenant. 

The financial assumptions used to assess the funding level will have regard to the yields available on 
long term fixed interest and index linked gilt edged investments.  The Administering Authority has also 
agreed with the Fund Actuary that the assumptions will make partial allowance for the higher long term 
returns that are expected on the assets actually held by the Fund, and understands the risks of such an 
approach if those additional returns fail to materialise. 

Consistent with the aim of enabling employer contribution rates to be kept as nearly constant as possible 
and having regard to the risks inherent in such an approach, the Administering Authority has also agreed 
with the Fund Actuary the use of explicit smoothing adjustments in making the solvency measurement. It 
is unlikely that use of these smoothing adjustments will be extended to employers whose participation in 
the Fund is for a fixed period (for example, an employer admitted by virtue of having been awarded a best 
value outsourcing contract). 

Funding Strategy 

Where a valuation reveals that the Fund is in surplus or deficiency against this solvency measure, 
employer contribution rates will be adjusted to target restoration of the solvent position over a period of 
years (the recovery period). The recovery period applicable for each participating employer is set by the 
Administering Authority in consultation with the Fund Actuary and the employer, with a view to balancing 
the various funding requirements against the risks involved due to such issues as the financial strength of 
the employer and the nature of its participation in the Fund. 

The Administering Authority recognises that a large proportion of the Fund’s liabilities are expected to 
arise as benefit payments over long periods of time. For employers of sound covenant, the Administering 
Authority is prepared to agree to recovery periods which are longer than the average future working 
lifetime of the membership of that employer. The Administering Authority recognises that such an 
approach is consistent with the aim of keeping employer contribution rates as nearly constant as 
possible. However, the Administering Authority also recognises the risk in relying on long recovery 
periods and has agreed with the Fund Actuary a limit of 30 years. The Administering Authority’s policy is 
to agree recovery periods with each employer which are as short as possible within this framework. 

For employers whose participation in the fund is for a fixed period it is unlikely that the Administering 
Authority and Fund Actuary would agree to a recovery period longer than the remaining term of 
participation. 
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Consistent with the requirement to keep employer contribution rates as nearly constant as possible, the 
Administering Authority permits some employers to be treated as a group for the purposes of setting 
contribution rates. In particular, contribution rates could be very volatile for smaller employers due to the 
increased likelihood that demographic movements would have a material effect. The Administering 
Authority recognises that grouping can give rise to cross subsidies from one employer to another over 
time. The Administering Authority’s policy is to consider the position carefully at each valuation and to 
notify each employer that is grouped that this is the case, and which other employers it is grouped with. If 
the employer objects to this grouping, it will be offered its own contribution rate. For employers with more 
than 50 contributing members, the Administering Authority would look for evidence of homogeneity 
between employers before considering grouping. For employers whose participation is for a fixed period 
grouping is unlikely to be permitted. 

Again, consistent with the requirement to keep employer contribution rates as nearly constant as 
possible, the Administering Authority will consider, at each valuation, whether new contribution rates 
should be payable immediately, or should be reached by a series of steps over future years. The 
Administering Authority will discuss with the Fund Actuary the risks inherent in such an approach, and will 
examine the financial impact and risks associated with each employer. The Administering Authority’s 
policy is that in the normal course of events no more than three equal annual steps will be permitted. 
Further steps may be permitted in extreme cases, but the total is very unlikely to exceed six steps. 

Identification of risks and counter measures 

The Administering Authority’s overall policy on risk is to identify all risks to the Fund and to consider the 
position both in aggregate and at an individual risk level. The Administering Authority will monitor the risks 
to the Fund, and will take appropriate action to limit the impact of these before, and after they emerge, 
wherever possible.  The main risks to the Fund are:  

Demographic 

The main risks include changing retirement patterns and longevity. The Administering Authority will 
ensure that the Fund Actuary investigates these matters at each valuation or, if appropriate, more 
frequently, and reports on developments. The Administering Authority will agree with the Fund Actuary 
any changes which are necessary to the assumptions underlying the measure of solvency to allow for 
observed or anticipated changes. 

If significant demographic changes become apparent between valuations, the Administering  Authority 
will notify all participating employers of the anticipated impact on costs that will emerge    at the next 
valuation and will review the bonds that are in place for Transferee Admitted Bodies. 

Regulatory 

The risks relate to changes to regulations, National pension requirements or Inland Revenue rules. The 
Administering Authority will keep abreast of all proposed changes and, where possible, express their 
opinion during consultation periods after careful consideration.  The Administering Authority’s policy will 
be to ask the Fund Actuary to assess the impact on costs of any changes and, where these are likely to 
be significant, the Administering Authority will notify Employers of this likely impact and the timing of any 
change. 

Governance 

This covers the risk of unexpected structural changes in the Fund membership (for example the closure 
of an employer to new entrants or the large scale withdrawal or retirement of groups of staff), and the 
related risk of the Administering Authority not being made aware of such changes in a timely manner. 

The Administering Authority’s policy is to require regular communication between itself and employers, 
and to ensure regular reviews of such items as bond arrangements, financial standing of non-tax raising 
employers and funding levels. 

Statistical/Financial 

This covers such items as the performances of markets, Fund investment managers, asset reallocation in 
volatile markets, pay and /or price inflation varying from anticipated levels or the effect of possible 
increases in employer contribution rate on service delivery and on Fund employers. The Administering 
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Authority’s policy will be to regularly assess such aspects to ensure that all assumptions used are still 
justified. 

Solvency measure 

The Administering Authority recognises that allowing for future investment returns in excess of those 
available on government bonds introduces an element of risk, in that those additional returns may not 
materialise. The Administering Authority’s policy will be to monitor the underlying position assuming no 
such excess returns are achieved to ensure that the funding target remains realistic relative to the low 
risk position. 

Smoothing 

The Administering Authority recognises that utilisation of a smoothing adjustment in the solvency 
measurement introduces an element of risk, in that the smoothing adjustment may not provide a true 
measure of the underlying position. The Administering Authority’s policy is to review the impact of this 
adjustment at each valuation to ensure that it remains within acceptable limits to ensure that it does not 
alter the disclosed solvency level by more than 5%. 

Recovery period 

The Administering Authority recognises that permitting surpluses or deficiencies to be eliminated over a 
recovery period rather than immediately introduces a risk that action to restore solvency is insufficient 
between successive measurements. The Administering Authority’s policy is to discuss the risks inherent 
in each situation with the Fund Actuary and to limit the permitted length of recovery period to no longer 
than 30 years. 

Stepping 

The Administering Authority recognises that permitting contribution rate changes to be introduced by 
annual steps rather than immediately introduces a risk that action to restore solvency is insufficient in the 
early years of the process. The Administering Authority’s policy is to discuss the risks inherent in each 
situation with the Fund Actuary and to limit the number of permitted steps to three annual steps or, in 
exceptional circumstances, to six annual steps. 

Links to investment policy set out in the Statement of Investment Principles 

The Authority has produced this Funding Strategy Statement having taken an overall view of the level of 
risk inherent in the investment policy set out in the Statement of Investment Principles and the funding 
policy set out in this Statement. 

Refer to the attached Statement of Investment Principles for the London Borough of Southwark Pension 
Fund. 

The Administering Authority will continue to review both documents to ensure that the overall risk profile 
remains appropriate including, where appropriate, asset liability modelling or other analysis techniques. 

Future monitoring 

The Administering Authority plans to formally review this Statement as part of the triennial valuation 
process unless circumstances arise which require earlier action. 

The Administering Authority will monitor the funding position of the Fund on an approximate basis at 
regular intervals between valuations, and will discuss with the Actuary whether any significant changes 
have arisen that require action.  
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APPENDIX 6: Statement of Investment Principles 

Introduction 

The Local Government Pension Scheme 
The Local Government Pension Scheme exists to provide pensions and related benefits to its members. The 
Scheme is established by statute, and the classes of employee who are eligible to join the Scheme are listed 
in regulations. The benefits provided by the Scheme are defined in regulations, and are predominantly linked 
to members' pay and service at retirement or earlier exit from service. 

London Borough of Southwark Pension Fund 

The London Borough of Southwark Pension Fund is a scheme established in accordance with the 
regulations governing the Local Government Pension Scheme to provide pension and related benefits to 
employees of the London Borough of Southwark and any other eligible employees. The Fund is administered 
by the London Borough of Southwark. 

Purpose of Statement 
The Local Government Pension Scheme (Management and Investment of Funds) (Amendment) Regulations 
1999 and 2002 requires an administering authority, after consultation with such persons as they consider 
appropriate, to prepare, maintain and publish a written statement of the principles governing their decisions 
about investments. The statement must cover their policy on:  

• The types of investments to be held 

• The balance between different types of investments 

• Risk 

• The expected return on investments 

• The realisation of investments 

• The extent (if at all) to which social, environmental or ethical considerations are taken into account in the 
selection, retention and realisation of investments,  

• The exercise of the rights (including voting rights), if any, attaching to investments 

• The extent to which the authority complies with the ‘CIPFA Pensions Panel Principles for Investment 
Decision Making in the LGPS in the UK (Guidance note Issue No 5) and the reasons for any non-
compliance. 

This statement sets out the principles governing decisions about the investment of the assets of the London 
Borough of Southwark Pension Fund (the Fund). 

This statement is issued by the Fund Administering Authority to comply with Regulation 5 of the Local 
Government Pension Scheme (Management and Investment of Funds) (Amendment) Regulations 1999. 

Frequency of Review 

The Authority's policy is to review this statement annually or sooner if there is a change in the policy on any 
of the areas covered by the statement. The Authority will consult with such persons as they consider 
appropriate and take advice when revising the statement.   

Advice 

The Authority has obtained written advice on the content of this statement from Hewitt Associates, the 
Fund's actuaries and investment consultants. 
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Consultation 

The Authority consulted investment advisors, investment managers, custodians and the Council’s Pensions 
Advisory Panel about the content of this statement. 

Investment Powers 

The investment powers of the Authority are set out in the Local Government Pension Scheme (Management 
and Investment of Funds) Regulations 1998.  This statement is consistent with those powers.  Neither the 
statement nor the Regulations restrict the Authority's investment powers by requiring the consent of a third 
party. 

The management of the Fund's investments has been delegated to professional investment managers 
whose activities are constrained by detailed Investment Management Agreements. These agreements 
include controls on stock lending, use of derivatives and underwriting. 

Approval 

The principles outlined in this document were approved by the Authority on 6th July 2000 and revised 
annually thereafter.  They were last revised in April 2009.   

GOVERNANCE 

Decision making structure 

The Authority is responsible for the investment of the Fund’s assets.  It takes some decisions itself and 
delegates others.  When deciding which decisions to take itself and which to delegate, the Authority has 
taken into account whether it has the appropriate training and expert advice in order to take an informed 
decision.  The Authority has established the following decision making structure: 

Authority 

• Set structures and processes for carrying out their role 
• Select and monitor planned asset allocation strategy 
• Appoint Pensions Advisory Panel 
• Consider recommendations from the PAP 
• Putting in place a Statement of Investment Principles 
• Monitoring compliance with the Statement and reviewing its contents 
• Appointing Investment Managers, a global custodian, the actuary and the investment adviser 

The Pensions Advisory Panel advises the Council on the above.  

Pensions Advisory Panel (PAP) 

• The primary objective of the PAP is to assist the Finance Director in the management of the pensions 
function within the Council.  This will include the provision of advice on the following: 

⎯ Establishing and reviewing the strategic investment objectives 
⎯ Reviewing the definition of the investment return target most likely to satisfy these investment 

objectives 
⎯ Determining what constraints, if any, should be applied to the invested assets and monitoring 

compliance 
⎯ Establishing and reviewing the strategic asset allocation that is likely to meet the investment return 

target 
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⎯ Considering and reviewing the appropriateness of the fund structure including the delegation of 
powers to managers, setting boundaries within which managers can exercise discretion and 
considering what manager return targets are likely to achieve the investment return target. 

⎯ Considering the results of the actuarial valuations and agreeing contribution levels 
⎯ Reviewing and advising on the results of asset-liability studies 
⎯ Monitoring the performance of the investment managers at least quarterly and considering the 

desirability of continuing or terminating their appointment from time to time. 

Investment Adviser 

• Advising the Pensions Advisory Panel on investment strategy 
• Advising the Pensions Advisory Panel on this statement 
• Advising on benchmarking issues 
• Advising on and evaluating the investment manager and custodial tenders 
• Monitoring the performance of the investment managers 
• Attendance at all Pensions Advisory Panel meetings 
• Ad-hoc investment issues that the Council does not have the knowledge or resources to resolve 

Investment Managers 

• Operate within the terms of this statement and their written contracts 
• Select individual investments with regard to their suitability and diversification 
• Provide the accounting data covering details of all investment transactions over the quarter 
• Provide investment details in a timely manner to the Fund’s benchmarking company (WM) for 

performance measurement purposes 

Global Custodian 

• Global Custody services are carried out by JP Morgan with the exception of property  which is covered 
under a separate agreement with BNP Paribas 

• This arrangement provides a separation of duties between the investment and the  safekeeping of the 
assets 

• The custodian is responsible for the safe custody of all securities, settlement of all investment 
transactions, collection of income, cash management, tax reclaims, corporate action administration, 
foreign exchange services, derivatives clearing and reporting on all movements within the Pension Fund. 

Auditor 

• The Fund is audited annually by the Audit Commission.  The financial year end is 31st March. 
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FUNDING AND INVESTMENT POLICY 

Regulations and the Link to Investment Strategy 

Regulation 77 of the Local Government Pension Scheme Regulations 1997 requires the Actuary to set 
employer contribution rates to the Fund to secure its solvency having regard to the existing and prospective 
liabilities of the Fund and the desirability to maintain as constant a contribution rate as possible. 

The value of the Fund at each successive valuation date is a major factor in determining the level of 
contribution rate, and the Authority's investment strategy for the Fund is therefore key to that process.  This 
is intended to ensure that all statutory payments made from the Fund are at minimal cost to local taxpayers 
by investing to maximise investment returns over the long term within specified risk tolerances.  Investment 
returns are defined as the overall rates of return (capital growth and income combined). 

The Authority’s policy is to:  

• appoint expert fund managers with clear performance benchmarks and to place accountability for 
performance against the benchmark on the fund managers.  Performance is reviewed quarterly by the 
PAP upon receipt of reports from WM, an independent performance measurement service. 

• review investment strategy annually, with a major review taking place following the triennial actuarial 
valuation. 

Investment Strategy and Expected Returns 

Having considered advice from Hewitt Associates, the Authority believes that the investment strategy for the 
Fund, in conjunction with the certified levels of future contributions to the Fund, is consistent with the 
requirements of the Regulations.  The financial position of the Fund will be considered each year and, if it 
changes significantly, the suitability of the investment strategy will be reviewed. 

The current asset allocation strategy was set on 3rd October 2005 and reviewed in September 2008 to 
include corporate bonds. It is set out in the table below: 

Asset Class Weighting 
% 

Passive Global 30 
Equities 

Unconstrained Global 30 
Equities 

Passive Gilts 10 

Corporate Bonds 10 

Active Property 20 

This strategy was set following an asset-liability study and advice from the Authority’s actuary and 
investment advisers.  In carrying out the asset-liability study, the Authority's investment advisers modelled 
the Fund's assets and liabilities for a range of alternative asset allocation strategies.  In choosing the Fund's 
planned asset allocation strategy it is the Authority's policy to consider: 

• A full range of asset classes 

• The risks and rewards of a range of alternative asset allocation strategies 

• The suitability of each asset class 

• The need for appropriate diversification 

Certain alternative investments, such as private equity, have characteristics that cannot be modelled. 
Therefore decisions about their inclusion or exclusion were made using qualitative judgement. 
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Process for Choosing Investments 

The Authority relies on professional fund managers for the day to day management of the majority of the 
Fund's assets.  However, the Authority retains direct control over some investments.  In particular, it makes 
the decisions about the investment vehicles used by members for additional voluntary contributions (AVCs). 

Additional Voluntary Contributions 

For members' Additional Voluntary Contributions (AVC), the Authority chooses suitable investment vehicles 
taking into account past performance, charging structure, flexibility and the quality of administration.  The 
Authority current preferred AVC provider is Scottish Equitable. Some AVC investments are held by Equitable 
Life. 

Investments Directly Controlled By the Authority 

The Authority's policy is to review the investments over which it retains direct control and to obtain written 
advice about them annually. When deciding whether or not to make any new investments the Authority will 
obtain written advice. 

The written advice will consider the suitability of the investments, the need for diversification and the 
principles contained in this statement.  The adviser will have the knowledge and experience required under 
section 36(6) of the Pensions Act.  

IMPLEMENTATION 

Investment Advisors 

Hewitt Associates has been selected as investment adviser to the Authority and PAP.  They operate under 
an agreement to provide a service designed to ensure that the PAP and the Authority are fully briefed both to 
take the decisions they take themselves and to monitor those they delegate.   

Fund Managers 

Each fund manager has been given investment objectives which are measured by comparing their 
performance over a given period against a benchmark.  Details of each manager’s investment objectives are 
provided in Appendix 1.  

The fund managers are responsible for the allocation of assets between types of investment and for the 
selection of individual stocks within each type of investment. The fund managers are regulated by the 
Financial Services Authority (FSA).  The Authority has a signed agreement with each fund manager. 

Within the categories of investment permitted by the Regulations, the fund managers can purchase any new 
investments as long as they do not breach the provisions of their investment management agreements.  The 
fund managers will bring to the Authority's attention any new category of investment which in their judgement 
has become suitable for the Fund before investing in that category. 

The Authority expects the fund managers to manage the assets delegated to them under the terms of their 
respective contracts and to give effect to the principles in this statement so far as is reasonably practicable. 

All the fund managers are remunerated on a percentage of fund basis. This structure has been chosen to 
align the fund managers' interests with those of the Fund. 

In addition, fund managers pay commissions to third parties on many trades they undertake in the 
management of the assets.  The PAP receives reports from an external provider setting out all the costs of 
the investment of the Fund.  They use these reports to ensure that the costs incurred are commensurate with 
the goods and services received. 

Fund managers are monitored on a monthly basis and performance is monitored on a quarterly basis. 
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BALANCE BETWEEN TYPES OF INVESTMENT AND RISK 

The following measures have been implemented to reduce the risks associated with making investments: 

Number of Managers 

The assets are divided between four fund managers (with five mandates in total) to reduce the risks 
associated with one fund manager having responsibility for all of the Fund's assets. In addition, this division 
enables the Authority to control the overall level of risk resulting from the differing styles and approaches of 
each manager. 

Risk versus the Liabilities 

The majority of the Fund's liabilities are linked to inflation and salary growth.  The policy is therefore to invest 
the majority of the assets in investments which are expected to exceed price inflation and general salary 
growth over long periods. 

Range of Assets 

The benchmark contains a wide range of assets suitable for a pension scheme.  The managers have 
discretion to move away from the benchmark position within specified tolerance levels to outperform the 
return on the benchmark.  The PAP reviews the distribution of assets quarterly. 

Manager Restrictions 

The Authority's agreement on the way the portfolio is managed with each fund manager contains a series of 
restrictions which may be amended from time to time.  The purpose of the restrictions is to limit the risks from 
each individual investment and prevent unsuitable investment activity.  Each fund manager will comply with 
these restrictions 

Manager Controls 

Powers of investment delegated to the fund managers must be exercised with a view to giving effect to the 
principles contained in this statement so far as is reasonably practicable.  The manager will also ensure that 
suitable internal operating procedures are in place to control individuals making investments for the Fund. 
Compliance with this statement will be continually monitored by the authority.  

REALISATION OF INVESTMENTS 

The fund managers will bring to the Authority's attention any category of investment held by the Fund which 
in their judgement has become unsuitable for the Fund.  The fund manager is not expected to bring to the 
Authority's attention individual investments realised on purely investment grounds. 

SOCIAL, ENVIRONMENTAL AND ETHICAL CONSIDERATIONS 

Policy on Engagement 

The Council is committed to the development of a positive, practical, sustainable policy on Socially 
Responsible Investment (SRI).  As for all fund investments, this is subject to being in the best interests of the 
beneficiaries and contributors. In respect of shareholder value social, environmental and ethical 
considerations are among the factors managers are requested to take into account when selecting 
investments. 

A schedule is maintained of all companies in which the fund managers are investing.  This schedule is 
updated each quarter and any companies where corporate governance concerns have been expressed will 
be identified. 
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Managers provide quarterly reports detailing the implementation of the Fund’s Statement of Investment 
Principles (SIP).  The reports outline all engagement with companies during the previous quarter and would 
enable an assessment to be made of their success in achieving fund policy. Fund managers will be kept 
informed of the Council’s key themes at all times and will be expected to specifically engage with companies 
where Local Authority Pension Fund Forum (LAPFF) has identified corporate governance concerns. 

The Council believes that proactive engagement with the companies in which the Fund invests is the most 
effective means of achieving the above objectives.  

While preferring an active engagement strategy, the Council reserves the right to actively screen any 
companies.  It also reserves the right within its active managers’ Investment Management Agreements (IMA) 
to reject investments in companies which the Pensions Advisory Panel (PAP), believes are working against 
the Council’s key themes, in agreement with the Finance Director, having regards to the best interests of the 
beneficiaries and contributors. 

CORPORATE GOVERNANCE 

The Fund exercises the voting rights attached to its investments wherever it is possible and cost effective to 
do so. The aim is to promote and support good corporate governance principles and best practice. Voting 
rights should be exercised in accordance with the best financial interests of both the beneficiaries and 
contributors to the Fund.  Social, environmental and ethical considerations may be taken into account when 
exercising votes where this acts in these parties’ best interests, 

The Council has instructed its Fund managers to vote in accordance with their house policies and practices, 
whilst also taking into account the Combined Code on Corporate Governance. Where practical, managers 
should vote in line with the Council’s priority themes. 

Fund managers report in advance of all voting rights they intend to exercise on behalf of the Fund. They 
provide details of their house view and on how they intend to vote. They ensure that this is consistent with 
the Council’s key themes and also with the LAPFF principles.  

Fund managers’ views are compared with the recommendations and advice provided by the Pensions 
Investment Research Consultants (PIRC) research service. Where the fund managers’ house views are not 
consistent with those of PIRC, this is reported to the fund managers and they are instructed to vote 
accordingly on behalf of the Fund.      

Fund managers provide a quarterly report on corporate governance activity. This lists all votes which have 
been exercised and all engagement with companies which has taken place.  It allows for checks to be 
carried out in order to ensure all the Fund’s voting rights have been exercised in accordance with policy. 
Summary reports outlining voting and engagement activity are provided at quarterly Pensions Advisory Panel 
meetings. 

COMPLIANCE 

Frequency of Review 

The Authority's policy is to review this statement annually or sooner if there is a change in the policy on any 
of the areas covered by the statement. The Authority will consult with such persons as they consider 
appropriate and take written advice when revising the statement.   

INVESTMENT DECISION MAKING PRINCIPLES 

General 

The Authority’s policy is to adopt the ten principles of investment practice set out in the document published 
in April 2002 by the Chartered Institute of Public Finance and Accountancy called “CIPFA Pensions Panel 
Principles for Investment Decision Making in the Local Government Pension Scheme in the UK (Guidance 
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Note Issue No.5). These ten principles are also covered in the Paul Myners report in early March 2001. This 
is expressed as a set of principles (i.e. a Code of Best Practice) for London Borough of Southwark’s Pension 
Scheme to follow.  The Authority is working towards full compliance, where appropriate, and the current 
position is set out at the end of this statement.  Each principle is set out below. 

1. Effective Decision Making 

Decisions should be taken only by persons or organisations with the skills, information, and resources 
necessary to take them effectively.  Where trustees elect to take investment decisions, they must have 
sufficient expertise and appropriate training to be able to evaluate critically any advice they take. 
Trustees should ensure that they have sufficient in-house staff to support them in their investment 
responsibilities. Trustees should also be paid, unless there are specific reasons to the contrary.  

It is good practice for trustee boards to have an investment subcommittee to provide appropriate focus. 

Trustees should assess whether they have the right set of skills, both individually and collectively, and the 
right structures and processes to carry out their role effectively. They should draw up a forward-looking 
business plan. 

2. Clear Objectives 

Trustees should set out an overall investment objective for the Fund that: 

• Represents their best judgement of what is necessary to meet the Fund’s liabilities, given their 
understanding of the contributions likely to be received from employer(s) and employees. 

• Takes account of their attitude to risk, specifically their willingness to accept underperformance due to 
market conditions. 

Objectives for the overall Fund should not be expressed in terms which have no relationship to the Fund’s 
liabilities, such as performance relative to other pension funds, or to a market index. 

3. Focus on Asset Allocation 

Strategic asset allocation decisions should receive a level of attention (and, where relevant, advisory or 
management fees) that fully reflects the contribution they can make towards achieving the Scheme's 
investment objective. 

Decision-makers should consider a full range of investment opportunities, not excluding from consideration 
any major asset class, including private equity. Asset allocation should reflect the Scheme's characteristics, 
not the average allocation of other Schemes. 

4. Expert Advice 

Contracts for actuarial services and investment advice should be opened to separate competition. The Fund 
should be prepared to pay sufficient fees for each service to attract a broad range of kinds of potential 
providers. 

5. Explicit Mandates 

Trustees should agree with both internal and external investment managers an explicit written mandate 
covering agreement between trustees and managers on: 
• An objective, benchmark(s) and risk parameters that together with all the other mandates are coherent 

with the Scheme's aggregate objective and risk tolerances. 

� The manager's approach in attempting to achieve the objective. 

� Clear timescale(s) of measurement and evaluation, such that the mandate will not be terminated before 
the expiry of the evaluation time scale for underperformance alone. 
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The mandate and trust deed and rules should not exclude the use of any set of financial instruments, without 
clear justification in the light of the specific circumstances of the Scheme. 

Trustees, or those to whom they have delegated the task, should have a full understanding of transaction-
related costs they incur, including commissions. They should understand all the options open to them in 
respect of these costs, and should have an active strategy - whether through direct financial incentives or 
otherwise - for ensuring that these costs are properly controlled without jeopardising the fund's other 
objectives. Trustees should not without good reason permit soft commissions to be paid in respect of their 
fund's transactions. 

6. Activism 

The mandate and trust deed should incorporate the principle of the US Department of Labour Interpretative 
Bulletin on activism. Trustees should also ensure that managers have an explicit strategy, elucidating the 
circumstances in which they will intervene in a company; the approach they will use in doing so; and how 
they measure the effectiveness of this strategy. 

7. Appropriate Benchmarks 

Trustees should: 

� Explicitly consider, in consultation with their investment manager(s), whether the index benchmarks they 
have selected are appropriate; in particular, whether the construction of the index creates incentives to 
follow sub-optimal investment strategies. 

� If setting limits on divergence from an index, ensure that they reflect the approximations involved in index 
construction and selection. 

� Consider explicitly for each asset class invested, whether active or passive management would be more 
appropriate given the efficiency, liquidity and level of transaction costs in the market concerned. 

� Whether they believe active management has the potential to achieve higher returns, set both targets 
and risk controls that reflect this, giving managers the freedom to pursue genuinely active strategies. 

8. Performance Measurement 

Trustees should arrange for the measurement of the performance of the Fund. They should make formal 
assessment of their own procedures and decisions as Trustees. They should also arrange for a formal 
assessment of performance and decision-making delegated to advisers and managers. 

9. Transparency 

A strengthened Statement of Investment Principles should set out: 

� Who is taking which decisions and why this structure has been selected. 

� The Scheme's investment objective. 

� The Scheme's planned asset allocation strategy, including projected investment returns on each asset 
class, and how the strategy has been arrived at. 

� The mandates given to all advisers and managers: 

− The nature of the fee structures in place for all advisers and managers, and why this set of 
structures has been selected. 
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10. Regular Reporting 

Trustees should publish their Statement of Investment Principles and the results of their monitoring of 
advisers and managers. They should send key information from these annually to members of these funds, 
including an explanation of why the fund has chosen to depart from any of these principles. 

APPENDIX 

The investment objectives for each fund manager are as follows: 

Alliance Bernstein Value 
To outperform the FTSE All World Index by 4% (gross of fees) over rolling 3 year periods. 

Alliance Bernstein Growth 
To outperform the FTSE All World Index by 3% (gross of fees) over rolling 3 year periods. 

Newton Investment Management 
To outperform the FTSE All World Index by 3% pa over rolling 3 year periods. 

Barclays Global Investors 
To perform in line with a fixed benchmark of Global equities and bonds over rolling three year periods 

Henderson Global Investors 
To outperform the IPD small balanced fund index by at least 1% per annum over rolling three year periods 
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The Myners Principles – Assessment of Compliance 

1. Effective Decision Making 

Principle Decisions should be taken only by persons or organisations with the skills, 
information and resources necessary to take them effectively.  Where trustees 
elect to take investment decisions, they must have sufficient expertise and 
appropriate training to be able to evaluate critically any advice they take.  

Trustees should ensure that they have sufficient in-house staff to support them in 
their investment responsibilities.  Trustees should also be paid, unless there are 
specific reasons to the contrary.   

It is good practice for trustee boards to have an investment subcommittee to 
provide appropriate focus. 

Trustees should assess whether they have the right set of skills, both individually 
and collectively, and the right structures and processes to carry out their role 
effectively. They should draw up a forward-looking business plan. 

State of Compliance The London Borough of Southwark is the Administering Authority for the LGPS in 
the London Borough of Southwark.  Because it is not a Trust-based scheme 
there is no group of Trustees.  In effect the London Borough of Southwark is “the 
Trustee”. 

Executive decisions in respect of the Pension Fund are made by the Finance 
Director on the recommendation of the Pensions Advisory Panel (PAP).  Terms 
of Reference have been set out for the PAP.   

The PAP has an annual business plan in place which sets out key issues to be 
addressed.  The plan for 2009 was agreed in November 2008. 

The Fund is currently partially compliant with this principle: 

• The Pension Fund Investment Manager coordinates the outsourcing of the 
majority of the investment functions. 

• Investment decisions are taken under specialist advice or delegated to the 
relevant fund managers.   

• Members of the PAP have various levels of expertise in investment; however 
this has not been documented. 

• Members of the PAP are not remunerated outside any currently paid Council 
roles.  It is part of their employment terms.  Therefore technically the Fund is 
not compliant with the Code.   

2. Clear Objectives 

Principle Trustees should set out an overall investment objective for the Fund that: 

• Represents their best judgement of what is necessary to meet the Fund’s 
liabilities, given their understanding of the contributions likely to be received 
from employer(s) and employees. 

• Takes account of their attitude to risk, specifically their willingness to accept 
underperformance due to market conditions. 

Objectives for the overall Fund should not be expressed in terms which have no 
relationship to the Fund’s liabilities, such as performance relative to other 
pension funds, or to a market index. 
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State of Compliance The Fund is currently partially compliant with this principle. 

Following each triennial actuarial valuation an asset-liability study is carried out 
to assist in setting an investment strategy that takes into consideration the 
Fund’s liabilities, circumstances and the Council’s attitude to risk.  The total 
pension cost to the Council of different investment strategies is also analysed. 

It is the Council’s policy to formally assess the investment strategy after each 
triennial actuarial valuation. 

The objective has not been formally recorded in plain English in relation to the 
liabilities. 

3. Focus on Asset Allocation 

Principle Strategic asset allocation decisions should receive a level of attention (and, 
where relevant, advisory or management fees) that fully reflects the contribution 
they can make towards achieving the Scheme’s investment objective. 

Decision-makers should consider a full range of investment opportunities, not 
excluding from consideration any major asset class, including private equity. 
Asset allocation should reflect the Scheme’s characteristics, not the average 
allocation of other Schemes. 

State of Compliance The Fund is currently fully compliant with this principle: 

• The Council commissions Hewitt to carry out asset-liability studies every 3 
years.  The study models the risk reward characteristics of investment 
strategies with varying asset class splits.  When setting the benchmark the 
Council considered the risk/reward characteristic, the major asset classes 
and the need for diversification. 

• During the last investment strategy review all major investment classes, 
including private equity, were considered. 

4. Expert Advice 

Principle Contracts for actuarial services and investment advice should be opened to 
separate competition.  The Fund should be prepared to pay sufficient fees for 
each service to attract a broad range of kinds of potential providers. 

State of Compliance The Government has clarified that the purpose of this principle was to encourage 
competition and not to preclude any one company from providing both services 
from to the pension funds should they see fit. 

The Fund is fully compliant with this principle. 

The Council employs Hewitt to provide actuarial and investment advice.  Each 
service is assessed on its own merits.   

5. Explicit Mandates 

Principle Trustees should agree with both internal and external investment managers an 
explicit written mandate covering agreement between trustees and managers on: 

• An objective, benchmark(s) and risk parameters that together with all the 
other mandates are coherent with the Scheme’s aggregate objective and risk 
tolerances. 

• The manager’s approach in attempting to achieve the objective. 
• Clear timescale(s) of measurement and evaluation, such that the mandate 

will not be terminated before the expiry of the evaluation timescale for 
underperformance alone.   
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The mandate and trust deed and rules should not exclude the use of any set of 
financial instruments, without clear justification in the light of the specific 
circumstances of the Scheme.   

Trustees, or those to whom they have delegated the task, should have a full 
understanding of transaction-related costs they incur, including commissions. 
They should understand all the options open to them in respect of these costs, 
and should have an active strategy – whether trough direct financial incentives or 
otherwise – for ensuring that these costs are properly controlled without 
jeopardising the fund’s other objectives.  Trustees should not without good 
reason permit soft commissions to be paid in respect of their fund’s transactions. 

State of Compliance The Fund is currently partially compliant with this principle: 

• The objective, benchmark and risk parameters are clearly stated in each 
agreement with the fund manager. 

• Although the active managers have performance objectives, the Council may 
terminate the mandate before then if key factors have changed.  The 
intention is not to terminate the contract unless there is a good reason as 
they believe in setting long-term assessment horizons. 

• The Council employs passive and active managers.  The active managers 
are given the freedom within limits to actively manage the portfolios. 

• Mandates do not exclude the use of financial instruments, but restrictions are 
in place. 

• Information on transaction costs is provided by the fund’s global custodian 
and monitored by the Council.   

6. Activism 

Principle The mandate and trust deed should incorporate the principles of the US 
Department of Labour Interpretative Bulletin on activism.  Trustees should also 
ensure that managers have an explicit strategy, elucidating the circumstances in 
which they will intervene in a company; the approach they will use in doing so; 
and how they measure the effectiveness of this strategy. 

State of Compliance The Fund is fully compliant with this principle: 
• This is considered as part of tendering exercises for the appointment of new 

fund managers.  The Council has copies of each of the fund managers’ 
corporate governance policies. 

• Voting is delegated to each of the fund managers to vote to the advantage of 
the portfolio, but the Council reserves the right to overrule the fund managers 
on controversial or political issues.  Voting on contentious issues is reported 
to the PAP in a timely manner.   

• Fund managers provide regular reports on the implementation of their 
corporate governance policies and on voting activity. 

7. Appropriate Benchmarks 

Principle Trustees should:  

• Explicitly consider, in consultation with their investment manager(s), whether 
the index benchmarks they have considered are appropriate; in particular, 
whether the construction of the index creates incentives to follow sub-optimal 
investment strategies. 

• If setting limits on divergence from an index, ensure that they reflect the 
approximations involved in index construction and selection. 

• Consider explicitly for each asset class invested, whether active or passive 
management would be more appropriate given the efficiency, liquidity and 
level of transaction costs in the market concerned. 
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• Whether they believe active management has the potential to achieve higher 
returns, set both targets and risk controls that reflect that, giving manager the 
freedom to pursue genuinely active strategies. 

State of Compliance The Fund is currently fully compliant with this point: 

• The Council employs both active and passive managers 
• Each manager has been set their own benchmark against which 

performance is measured 
• 30% of the Fund is invested in unconstrained global equities.  This enables 

managers to follow optimal investment strategies as limits created by 
benchmark weightings are reduced.  

• The objectives and guidelines are constructed to permit freedom to actively 
manage the portfolios where appropriate. 

8. Performance Measurement 

Principle Trustees should arrange for the measurement of the performance of the Fund. 
They should make formal assessment of their own procedures and decisions as 
Trustees.  They should arrange for a formal assessment of performance and 
decision-making delegated to advisers and managers. 

State of Compliance The Fund is currently partially compliant with this principle: 

• The PAP monitors the performance of the Fund’s investment managers. 
Performance measurement is provided by WM Company.   

9. Transparency 

Principle A strengthened Statement of Investment Principles should set out: 

• Who is taking which decisions and why this structure has been selected 
• The Scheme’s investment objective 
• The Scheme’s planned asset allocation strategy, including projected 

investment returns on each asset class, and how the strategy ahs been 
arrived at 

• The mandates given to all advisers and managers 
• The nature of the fee structures in place for all advisers and managers, and 

why this set of structures has been selected. 

State of Compliance The Fund is currently partially compliant with this principle: 

• The Statement sets out the decision making structure; investment objective; 
the planned asset allocation strategy and the mandates given to all advisers 
and managers 

10. Regular Reporting 

Principle Trustees should publish their Statement of Investment Principles and the results 
of their monitoring of advisers and managers.  They should send key information 
from these annually to members of these funds, including an explanation of why 
the fund has chosen to depart from any of these principles. 

State of Compliance The Fund is currently partially compliant with this principle: 

• The SIP is referred to in the statement of accounts and is published on the 
Southwark website and is also available on request. 
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New Myners Principles - Assessment of Compliance 

In November 2008, the government published a second set of investment principles and established a new 
Investment Governance Group (IGG) to oversee their implementation.   

The new principles are yet to be given statutory effect in the LGPS and are subject to change.  An 
assessment of compliance with these new principles is set out below: 

1. Effective Decision-Making (current principles 1 and 4) 

Principle Trustees should ensure that decisions are taken by persons or organisations with 
the skills, knowledge, advice and resources necessary to take them effectively and 
monitor their implementation. 

Trustees should have sufficient expertise to be able to evaluate and challenge the 
advice they receive and manage conflicts of interest. 

State of Compliance The Fund is currently fully compliant with this principle: 

• The Pensions Advisory Panel is supported by suitably qualified officers and 
external advisers.  All members of the PAP are offered training on appropriate 
topics at each PAP meeting. 

2. Clear Objectives (current principles 2, 5 and 7) 

Principle Trustees should set out an overall investment objective(s) for the scheme that takes 
account of the scheme’s liabilities, the strength of the sponsor covenant and the 
attitude to risk of both the trustees and the sponsor, and clearly communicate these 
to advisers and investment managers.  

State of Compliance The Fund is currently fully compliant with this principle: 

• The Fund’s objectives are set out in the Statement of Investment Principles. 
The objective, benchmark and risk parameters are clearly stated in the 
Investment Management Agreements with each investment manager. 

• The sponsor covenant is not applicable to LGPS schemes. 

3. Risk and Liabilities (current principle 3) 

Principle In setting their investment strategy, trustees should take account of the form and 
structure of liabilities. 

These include the strength of the sponsor covenant, the risk of sponsor default and 
longevity risk. 

State of Compliance The Fund is currently fully compliant with this principle: 

• The asset allocation strategy is reviewed every 3 years.  Hewitt are 
commissioned to carry out an asset liability study which models the risk/reward 
characteristics of different investment strategies. 

• The study follows the triennial actuarial valuation and the form and structure of 
liabilities are fully taken into account. 

• The strength of the sponsor covenant and the risk of default are not applicable 
to LGPS funds. 
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4. Performance Assessment (current principle 8) 

Principle Trustees should arrange for the formal measurement of the performance of the 
investments, investment managers and advisers. 

Trustees should also periodically make a formal policy assessment of their own 
effectiveness as a decision-making body and report on this to scheme members. 

State of Compliance The Fund is currently partially compliant with this principle: 

• The PAP monitors the performance of the investment managers and the 
suitability of the investment strategy on a regular basis. 

• Performance measurement is provided by WM Company. 

5. Responsible Ownership (current principle 6) 

Principle Trustees should adopt or ensure their investment managers adopt the Institutional 
Shareholders’ Committee Statement of Investment Principles on the responsibilities 
of shareholders and agents.   

A statement of the scheme’s policy on responsible ownership should be included in 
the Statement of Investment Principles. 

Trustees should report periodically to members on the discharge of such 
responsibilities. 

State of Compliance The Fund is currently partially compliant with this principle: 

• The Fund has adopted the investment managers’ policies on activism and each 
has adopted the Institutional Shareholders’ Committee Statement of Principles. 
All managers adopt a policy of engagement with companies. 

• The Fund’s policy on responsible ownership is set out in its Statement of 
Investment Principles. 

• Managers report on the exercise of voting rights and this is monitored by officers 
and the PAP to ensure consistency with the Fund’s policy. 

6. Transparency & Reporting (current principles 9 & 10) 

Principle trustees should act in a transparent manner, communicating with stakeholders on 
issues relating to their management of investment, its governance and risks, 
including performance against stated objectives. 

Trustees should provide regular communication to members in the form they 
consider most appropriate. 

State of Compliance The Fund is currently partially compliant with this principle: 

• Documents relating to the Pension Fund are published on the Council’s website 
• The annual report sets out the arrangements during the year for the management of 

investment, governance and risks and other relevant information. 
• Members can also request information directly from the Council. 
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APPENDIX 7: Pensions Services Communications Strategy 

Background  
Recent changes to the Local Government Pension Scheme Regulations 1997 (Regulation 106B) mean 
that 

"An administering authority must prepare, maintain and publish a written statement setting out their 
policy concerning communications with- 

(a) members; 

(b) representatives of members;  

(c) prospective members; and 

(d) employing authorities. 

(2) In particular, the statement must set out their policy on- 

(a) the provision of information and publicity about the Scheme to members, representatives of 
members and employing authorities; 

(b) the format, frequency and method of distributing such information or publicity; and 

(c) the promotion of the Scheme to prospective members and their employing authorities. 

One of the cornerstones of the Pensions Section work is communicating with its membership.  Their 
frontline role is mainly informational, but they also can be involved in resolving disputes regarding the 
Regulations and providing guidance to elected councillors about the way the scheme is being 
administered. 

Pensions Services has always communicated well with its customers (both internal and external) and this 
statement will merely formalise already effective procedures 

Objectives of the communications strategy: 

1. To ensure that the current working populous of the council have access to good information about 
their pension scheme, are provided with a benefit statement showing the current value of their 
pension benefits every year and are kept up to date with any changes or improvements to the 
scheme. 

2. To ensure that pensioner members of the scheme have access to good information about their 
pensions scheme and are provided with the required information for Her Majesty’s Revenue and 
Customs (HMRC) on an annual basis  

3. To ensure that deferred members of the scheme have access to good information about their 
pension scheme and are provided with a benefit statement every year setting out the current value of 
their pension benefits     

4. To ensure that the various scheme employers (schools admitted bodies etc) have access to good 
information about the pension scheme, are kept informed of any changes to the scheme and have 
access to any literature they may require to provide a service to their staff. 

Proposed communications methods: 

The strategy is designed to take key messages out to the widest range of audiences to locations and 
through channels that are familiar and have maximum impact – such as the internet, the source, written 
correspondence posters and leaflets 
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This will ensure that the presence and general awareness of Pensions Services achieves the required 
outcomes of an increase in awareness about pensions issues.  Using a menu of options means the final 
plan can be tailored according to budget and resource constraints. 

Communications Tools 

The overarching approach of the strategy to maintain a very high profile, almost to saturation point, so 
that the Pensions Service message is being constantly reinforced. This will be achieved through: 

• Website General information about the pensions scheme is available on the website together 
with options (using Axis Online) for active, deferred and pensioner members to view specific 
information about their pension change addresses etc on line and (in some cases) carry out 
projected benefit estimations. 

• Written Communication   Every active and deferred pensioner member to receive a benefit 
statement (annually) included with this statement will be any pertinent information about their 
pension benefits and scheme changes plus it will invite them to look at the website to stay 
current. Every pensioner member will receive a statement (annually) setting out the value of their 
pension benefits as a reflection of the lifetime allowance (as specified by HMRC) also included 
with this statement will be any pertinent information about their pension benefits and scheme 
changes plus it will invite them to look at the website to stay current 

• Survey Surveys will be carried out when required that will be used to test active, deferred and 
pensioner members satisfaction with the way information is cascaded to them from pensions 
services. They will also be cross-pollination of ideas with all members being given the opportunity 
to have an input into the way pensions services communications with them 

72 


	STATEMENT OF THE ACTUARY
	For the year ended 31 March 2009
	Introduction
	Actuarial Position

	Membership and Voting Rights of the Panel
	Decision Making Protocol
	Note
	Dealings with members, employers and others directly involved in the scheme


	Other income
	Deficit settlement (on closure of admitted body)
	   AVC returns and other contributions
	Total income
	Returns on investment
	Net returns on investments
	Net decrease in the Fund for the year

	Opening net assets of the scheme
	Closing net assets of the scheme
	Investment assets
	Net current assets and liabilities

	Total net current assets and liabilities
	Closing net assets of the scheme
	2008/09
	2007/08
	Total
	Total
	2008/09
	2007/08
	Total
	Total
	Independent auditor’s report to the Members of London Borough of Southwark Pension Fund
	Basis of audit opinion 
	Opinion 

	Decision Making Protocol
	The Local Government Pension Scheme
	Purpose of Statement
	Background 
	Communications Tools



