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Avon Pension Fund
Annual Report 2011/12

This year’s report includes photographs celebrating a
year of participation and enthusiasm in sport.
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Chairman’s Foreward

As the Chairman of the Avon Pension Fund Committee
| am pleased to present the Fund’s Annual Report and
Financial Statements for the year ended 31 March 2012.

The Fund is undergoing a period of intense change
with the introduction of auto-enrolment during 2012/13
and a new scheme in 2014. The Hutton review in 2011
highlighted the value to employers and staff of well-
managed, locally accountable pension funds within the
Local Government Pension Scheme. Stemming from
this review, we now have a set of proposals for a new
scheme that should ensure that it remains viable and
affordable in the long term.

Against this background the investment environment
has been volatile. The value of pension liabilities is
particularly high which negatively affects the funding
level (the difference between investment assets and
liabilities). However, there is a funding plan in place to
return the Fund to full funding over 23 years and this plan
will be reviewed in 2013 as part of the triennial valuation.

Having robust strategies and policies in place are vital
if the Fund is to successfully meet the challenges it
faces. The Administration Strategy is critical in terms
of data management and ensuring resources are in
place to cope with the increasing number and variety of
employers. The well diversified Investment Strategy has
protected the Fund against extreme moves in financial
markets and has delivered relatively good returns,

above those of the average local authority fund over the
last year. Lastly good governance, demonstrated by our
high level of compliance with best practice governance
standards and the collective knowledge and experience
of the Committee, enables the Fund to continuously
develop the quality of service it provides.

Finally | would like to take this opportunity to thank the
staff for their contribution to delivering a high standard of
service throughout the year.

Paul Fox
Chairman, Avon Pension Fund Committee
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Review of the Year

LGPS 2014

This year has seen the Government,
employers and the trades unions
making strides towards the reform
of public service pension schemes,
following the Government’s accept-
ance of the recommendations given
in Lord Hutton’s independent review
of public service pensions.

Although the reforms were in-
tended to become effective from
1 April 2015, the Government had
announced in its Comprehensive
Spending Review in October 2010
that employee contribution rates
would increase for public service
schemes by 3.2% on average be-
tween April 2012 and April 2015.

The fact that the LGPS (Local Gov-
ernment Pension Scheme) is the
only public service scheme that is
funded caused concerns that such
a significant increase in contribu-
tions would lead to large humbers of
members electing to opt out of the
LGPS resulting in serious issues
with sustainability. DCLG (the De-
partment for Communities and Lo-
cal Government), employers, trade
unions and LGPS funds lobbied HM
Treasury to agree to the savings be-
ing met in other ways. At the end of
June 2011, the Government agreed
to discuss reforming the LGPS sep-
arately from the other public service
schemes.

In October 2011, DCLG issued its
Statutory Consultation Document
which set out options for Scheme
amendments to apply from April
2012 proposed by themselves, HM
Treasury and the LGA (Local Gov-
ernment Association). The Statu-
tory Consultation Document was
released without trades union agree-

ment having been achieved.

During the statutory consultation
period there was a growing consen-
sus that, instead of having separate
scheme changes coming into effect
both in 2012 and 2015, it would be
more appropriate to combine them
into one set of changes to be effec-
tive from April 2014.

In December 2011, the Government
set out their views on reform with a
preferred scheme design of a Career
Average Revalued Earnings (CARE)
Scheme with a 60ths accrual rate.
The public service pension schemes
have each been set individual ‘cost
ceilings’ in order to ensure on-going
affordability and sustainability, and
each scheme has the freedom to
change the scheme design provided
it is still within its cost ceiling, subject
to the approval of HM Treasury.

As part of agreements made with
the Government in December 2011
regarding all public service pension
schemes it was decided that, for the
LGPS, employers and trades unions
would work together to formulate a
new scheme that would incorporate
all matters to ensure affordability
and sustainability provided that the
overall financial constraints are met
(effective from April 2014).

‘The New LGPS 2014 Project’ com-
prising representatives from the
LGA and trades unions (GMB, UNI-
SON and Unite), with input from the
DCLG, has put forward proposals for
the new LGPS. This concentrates, in
particular, on member contribution
rates, accrual rates and the scheme
retirement age.

The proposals for scheme design
was submitted to the Government
in February and are currently being

considered by ministers. A formal
consultation is expected in autumn
2012, with draft regulations to be is-
sued early in 2013 and actual regu-
lations to be operative from April
2014.

Pensions Administration
Strategy

Legislation in 2008 empowered
LGPS funds to develop a Pensions
Administration Strategy (the Strat-
egy) for the purpose of improving
the administrative processes within
their Fund. Given the complexity of
a multi-employer pension fund, the
Fund introduced its Strategy from
1 April 2011, following consultation
with Scheme employers.

The purpose of the Strategy is to
develop best practice in service
delivery in order for the Fund and
scheme employers to meet future
challenges more efficiently. The fo-
cus of the Strategy is:

* to improve communications
between the Fund and
employers

« toincrease the utilisation of
technology for capturing and
processing data

* to provide more training for in-
house staff and for employers’
staff dealing with pensions

Integral to the Strategy are the
Service Level Agreements between
the Fund and individual employers.
These agreements set out agreed
performance standards for both
parties that will be monitored in or-
der that any processing, training or
communication issues can be re-
solved. Several meetings have been
held with the main employers dur-
ing the year to review performance.
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In addition, the Avon Pension Fund
Committee reviews the summary
performance reports to ensure the
Strategy is being implemented and
the administration process is work-
ing efficiently. (More detail is con-
tained in the Administration Report
on pagell)

Funding Level

The last triennial valuation reflected
the funding situation as at 31 March
2010. At that time the funding level
was 82% leaving a deficit of 18% or
£552m. Since then there has been
significant turmoil in the bond and
equity markets; as a result, the fund-
ing level (the balance between the
investment assets and pension li-
abilities)has fallen to an estimated
70% as at 31 March 2012.

Much of the deterioration is due to
the rise in the value of the liabilities.
The value of the liabilities has been
affected by the fall in gilt yields, es-
pecially since June 2011. UK gilt
yields were already at relatively
low levels before the Eurozone cri-
sis erupted in mid-2011. As Euro-
denominated government debt was
deemed ’risky‘, investors sought
relative safety in UK gilts, pushing
yields to historic lows. As the dis-
count rate used to value future pen-
sion liabilities is based on gilt yields,
the value of the pension liabilities
rose as the gilt yield fell. In addi-
tion, asset returns although positive,
were not sufficient to offset the rise
in liabilities.

The next valuation is due in March
2013. At this time it is expected that
the ‘new scheme’ changes will be
incorporated in the valuation and be
reflected in the contribution rate for
future service from 2014 onwards.

Fund Performance and
Investment Strategy

Fund assets rose 3.5% to £2.76bn

Fund assets increased by £99 mil-
lion (or 3.5%) during the year to
£2.76 billion at 31 March 2012.
Performance was driven largely by
strong returns across fixed income
assets and to a lesser extent prop-
erty, with equity markets experienc-
ing mixed returns. Over the last 10
years the Fund’s return of 5.8% per
annum is marginally below the level
of returns assumed by the Fund’s
funding strategy.

This year's performance was
achieved against a background of
volatile investment markets. The
dominant issue was that of the un-
certainty surrounding European
government debt given the prospect
of sovereign credit default and the
potential break-up of the euro. As
the year came to an end, the eco-
nomic outlook was for a long period
of low or zero growth in developed
markets with European political in-
stability still at the fore.

During the year there was no
change to the strategic asset allo-
cation of 60% equities, 20% bonds,
10% hedge funds and 10% property.
Changes to the investment structure
included implementation of an active
currency hedging programme over
the Fund’s US dollar, euro and yen
denominated equity assets with the
aim of protecting the sterling value of
the portfolio from detrimental move-
ments in exchange rates. In Decem-
ber 2011, the Fund commenced a
review of its responsible investment
policy which will conclude in 2012.

Governance

2011 was an election year across
the four unitary councils in the
Fund and, as a result, there were
a number of changes in the Avon
Pension Fund Committee member-
ship (the Committee). However, the
inclusion of non-council nominated
members provides a significant de-
gree of continuity on both the Com-
mittee and Investment Panel.

A series of induction sessions were
arranged for new Committee mem-
bers to gain a broad understanding
of the governance and assurance
framework, administration, funding
and investment strategies.

Change from RPI to CPI

A group of trade unions and pension-
ers challenged the Government’s
decision to change the method of re-
valuation of public service pensions
from the retail prices index (RPI) to
the consumer prices index (CPI).
However, the High Court ruled that
the change was lawful. The case
was taken to the Court of Appeal,
which ruled that the Government
had not acted unlawfully.

Changes to Scheme Factors
(change of Discount rate)

The Government changed the dis-
count rate which, although primarily
used by the unfunded public service
pension schemes, did have impli-
cations for LGPS. As a result, the
Government Actuary’s Department
(GAD) issued revised guidance and
factors for a number of LGPS calcu-
lations, including transfers, pension
sharing on divorce and adjustments
for early and late retirements. There
were some administrative problems
that resulted because of delays in
receiving the guidance from GAD
and implementing this via our soft-
ware system.

HMRC changes

The Government reduced the An-
nual Allowance from £255,000 to
£50,000 for the tax year 2011/12. All
affected members must be notified
by the administrators of their pen-
sions arrangement within 6 months
from the end of the tax year if they
exceed the new Annual Allowance
limit. Regulations were expected for
‘Scheme Pays’ whereby a member
can elect for any tax payment due
exceeding £2,000 to be paid by
the Scheme and subsequently de-
ducted off their pension benefits at
retirement. However the necessary
guidance and factors to operate
‘Scheme Pays’ in the LGPS are still
awaited from DCLG and GAD.

The Government has also reduced
the Lifetime Allowance from £1.8m
to £1.5m from 6 April 2012. Scheme
members affected by this were noti-
fied by Avon Pension Fund that they
could apply to HMRC for fixed pro-
tection.
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Governance &
Management Structure

as at 31 March 2012

Administering Authority:
Bath & North East Somerset Council
Governance:

Members of the Avon Pension Fund
Committee:

Councillor Paul Fox (Chair)

Bath & North East Somerset Council
Councillor Gabriel Batt

Bath & North East Somerset Council

Ann Berresford
Independent Member

Councillor Nicholas Coombes
Bath & North East Somerset Council

Councillor Mike Drew
South Gloucestershire Council

Carolan Dobson
Independent Member

Councillor Charles Gerrish
Bath & North East Somerset Council

Investment Managers:

Councillor Katie Hall
Bath & North East Somerset Council

Rowena Hayward
GMB

Bill Marshall

University of the West of England
Councillor Mark Wright

Bristol City Council

Non - Voting Members:

Clive Fricker
Parish & Town Councils

Richard Orton
Unison

Steve Paines
Unite the Union

Paul Shiner
Unite the Union

Independent Investment Advisor:

Tony Earnshaw

Council Officers:

Andrew Pate

Director of Resources & Support
Services

Tony Bartlett

Head of Business Finance & Pensions
Liz Woodyard

Investments Manager

Steve McMillan

Pensions Manager

Vernon Hitchman
Monitoring Officer

Actuary: Legal Advisors:

Investment Consultant:

| STENHAM

Global Custodian:

Bankers:

AVC Providers:
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Fund Governance

Avon Pension Fund Committee Table 1: Committee Structure

5 elected members from Bath & North East
Somerset Council

2 independent members
3 elected members nominated from the other West
of England unitary councils

1 nominated from the Higher/Further Education
bodies

Voting members

As administering authority, Bath (12):

and North East Somerset Council
(B&NES), has legal responsibility
for the pension fund as set out in the
Local Government Pension Scheme
Regulations. The Council delegates
its responsibility for administering
the Fund to the Committee, which is
the formal decision making body for
the Fund.

1 nominated from the Trades Unions
1 nominated from the Parish Councils

Non-voting members
The Committee is responsible for | (4):

3 nominated from the Trades Unions

the following:

* The determination of investment
policy objectives

»  Ensuring appropriate investment
management arrangements are
in place

» The appointment of investment
managers and the ongoing
monitoring of investment per-
formance

*  The commissioning of actuarial
valuations in accordance with
the provisions of the Local Gov-
ernment Pension Scheme Reg-
ulations

*  Approving requests from organi-
sations wishing to join the Fund
as an admitted body

* Making representations to Gov-
ernment as appropriate con-
cerning any proposed changes
to the Local Government Pen-
sion Scheme;

» All aspects of benefit administra-
tion

The Committee structure is shown
in Table 1. The Committee member-
ship as at 31 March 2012 is set out
on page 5.

The Committee meets formally each
quarter and attendance at these
meetings during the year was 87.5%
for the voting members and 50% for

the non-voting members. The at-
tendance record for each Commit-
tee member is set out in Table 2.

In addition to the quarterly meetings,
the Committee held two workshops
in 2011/12 to review:-

i. the Fund's policy towards So-
cially Responsible Investing
ii. the Interim Actuarial Valuation

Investment Panel

Given the size of the Committee and
complexity of investment issues, the
Committee is supported by an In-
vestment Panel (the Panel) which
considers investment issues in
greater depth. The Panel has no del-
egated powers, and can only make
recommendations to the Committee.

The Panel consists of up to six vot-
ing members of the Committee and
meets at least four times a year.

The Panel is responsible for the fol-
lowing:

* Recommending strategic invest-
ment objectives, policy and stra-
tegic asset allocation

* Regularly reviewing in detail

and assessing the performance
of the investment managers,
investment advisors, custodian
and actuary

«  Recommending  appointment
and termination of investment
managers and  professional
service providers as required

* Reviewing the Statement of In-
vestment Principles and submit
to Committee for approval

*  Making recommendations to the
Committee on matters relating
to investment strategy and man-
agement as the Panel considers
appropriate. This will include is-
sues of a more urgent nature,
where the view of the Panel
would be taken into considera-
tion. (The section 151 Officer
has delegated powers regarding
urgent actions, and these would
be exercised having consulted
the Chair of the Panel).

* Reviewing  any legislative
changes which have implica-
tions for investment governance
and make recommendations to
the Committee as appropriate

As there was a new Panel from June
2011, only three meetings were held
during the year. Overall attendance
was 87.5%. In addition the Panel
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Table 2: Committee Attendance Record

Committee Investment Panel

Meeting Workshop Meeting Workshop
Number of Meetings during year 4 2 3 1
Voting Members
Councillor Paul Fox (Chair) 4 2 N/A
Councillor Gabriel Batt 4 2 2 0
Ann Berresford 4 2 3 0
Councillor Mary Blatchford 3 1 1
Councillor Nicholas Coombes 4 2 2 1
Carolan Dobson 2 0 N/A
Councillor Mike Drew 4 2 N/A
Councillor Charles Gerrish 3 2 3 1
Councillor Katie Hall 4 2 N/A
Rowena Hayward 3 0 N/A
Bill Marshall 4 1 3 0
Councillor Mark Wright 2 0 N/A
Non-voting members
Clive Fricker 2 2 N/A
Richard Orton 3 2 N/A
Steve Paines 1 2 N/A
Paul Shiner 1 2 N/A

held one workshop as part of a pro-
gramme to review each of the in-
vestment managers over the twelve
month period. The rest of these re-
views were accommodated within
the quarterly meetings.

Training

The administering authority recog-
nises the importance of training,
both for Committee members and
pension fund staff responsible for
financial management and deci-
sion making within the Fund. The
Fund provides training for Commit-
tee members and staff to ensure
they possess an appropriate level of
knowledge, skill and understanding
to discharge their duties. The Head
of Pensions is responsible for en-
suring that those responsible for the
pension fund have the required level
of knowledge to discharge their du-
ties effectively.

The Fund’s approach to training is
based on the Myners principles for
best practice in decision making
which highlights the need for admin-
istering authorities to ensure:

» that decisions are taken by per-
sons or organisations with the

skills, knowledge advice and
resources necessary to make
them effectively and monitor im-
plementation; and

* those persons or organisations
have sufficient expertise to be
able to evaluate and challenge
the advice they receive, and
manage conflicts of interest.

The Fund has in place a formal train-
ing framework which is based on the
Chartered Institute of Public Finance
and Accounting (CIPFA) Knowledge
and Skills Framework for LGPS
funds, which identifies six areas of
knowledge as follows:

* Legal and governance context

* Pensions Auditing and Account-
ing Standards

* Procurement and Relationship
Management

* Investment Performance and
Risk Management

* Financial Markets and Product
Knowledge

* Actuarial Methods,
and Practices

Standards

Committee training is delivered in
a variety of formats, reflecting the
strategic importance of the subject
matter to the Committee’s agenda

and the differing level of knowledge
and understanding across the Com-
mittee. Many of the areas identi-
fied by the framework are covered
through detailed Committee reports
and workshops where the topic is
explored greater in detail. The train-
ing provided in 2011/12 is shown in
Table 3.

In addition, Committee members
and staff are encouraged to attend
seminars and conferences which
broadens their understanding of in-
vestments and topics of relevance to
the LGPS.

As there were a number of new
Committee members appointed af-
ter the local elections in May 2011,
two Induction Sessions were held for
new members tailored to the Fund’s
agenda. The topics covered includ-
ed governance, administration strat-
egy, investments, fund solvency and
risk management. During the year
new Committee members attended
the Fundamentals Training Courses
offered by the Local Government
Pension Committee.

Officers’ annual performance review
identifies any training needs as well
as monitoring individual perform-
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ance against objectives. The admin-
istering authority’s approach is to
ensure that the officers responsible
for the management of the Fund
possess, in aggregate, the skills and
knowledge required for them to fulfil
their role.

Governance Compliance
Statement

demonstrates the extent to which
the Fund complies with best prac-
tices in pension fund governance.
The Fund's latest statement was
approved by the Committee in De-
cember 2009 and remains current
as there have been no changes to
the governance arrangements. The
statement shows a high level of
compliance with best practice and is

Compliance Statement can be ob-
tained either from the Fund's web-
site www.avonpensionfund.org.uk or
by email from avonpensionfund@
bathnes.gov.uk

summarised in Table 4.

The Fund is required under the
regulations to publish a Govern-
ance Compliance Statement which

Table 3: Training provided in 2011/12

Copies of the latest Governance

Topic

Delivered by:

Governance

» Governance & assurance framework
*  Administration Strategy
* Investment Regulations

* Legal responsibility of Committee & Officers

Committee reports
External conferences/training course
In-house training for new members

Employer and Funding risks
* Admission bodies

*  Employer risks

*  Funding level/solvency

Committee reports cover funding position and employers risks
Interim Actuarial Report & workshop
In-house training for new members

Investment Strategy

»  Asset Allocation

*  Performance monitoring

* Investment manager monitoring
»  Stewardship activities

* Responsible investing policy

Quarterly Committee reports review investment strategy and
performance

Workshop to review Responsible Investing Policy

External conferences

In-house training for new members

Table 4: Governance Compliance

Principle Compliance status Comment

Governance structure | Compliant The decision-making structure is clearly defined

Representation Partial Compliance | There is broad representation of employers and scheme members
on the Committee. However admission bodies are not represented
as it is difficult to have meaningful representation from such a
diverse group of employers.

Selection / role of lay Compliant The role and responsibilities of all members are set out in a Job

members Description and circulated prior to appointments.

Voting Compliant There is a clear policy on voting rights which have been extended
to employer and member representatives.

Training / Facility time  Compliant There is a clear policy on training. The Fund pays all approved

| Expenses training courses for all members. The training plan reflects the
needs of the Committee agenda.

Meetings Compliant Formal meetings are held quarterly and lay members are included
in the formal arrangements.

Access Compliant All members have equal access to meeting papers and advice.

Scope Compliant The terms of reference include all aspects of benefits administration
and admissions to the Fund. The Committee reviews the risk
register, the internal control reports of key 3rd party suppliers and
all statutory policy statements.

Publicity Compliant All statutory documents are made available to the public.
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Risk Management

Bath & North East Somerset Coun-
cil is responsible for the administra-
tion of the Avon Pension Fund. The
Council has delegated this responsi-
bility to the Committee which is re-
sponsible for the risk management
process and compliance with regu-
lations.

In establishing this governance
structure, the Council is satisfied
that there are adequate risk man-
agement processes in place to ad-
dress the risks faced by the Fund.
The creation of the Investment Panel
has strengthened the risk manage-
ment process with regard to invest-
ment issues.

The Fund’s approach to risk man-
agement is to manage risk rather
than eliminate it entirely. The invest-
ment decision-making process, sup-
ported by expert advice, is designed
to identify investment risks and act in
a timely manner to ensure that these
risks are kept to the minimum nec-
essary to achieve the Fund’'s long
term investment objectives. Internal
controls and processes are in place
to manage administration, financial
and other operational risks.

The Committee reviews the Fund’s
risk register which is drawn up in
accordance with Bath & North East
Somerset Council’s risk manage-
ment policy. The register identi-
fies the key risks that the Fund is
exposed to and, having evaluated
the impact of the risk on the Fund’s
objectives, states the actions taken
to mitigate and effectively manage
the risk. The Council’s Internal Au-
dit annually assesses the processes
in place within the Pension Fund in
order to provide independent assur-
ance that adequate controls are in
place.

The Committee is subject to the
Council's Standing Orders and fi-
nancial regulations as well as the
Code of Conduct.

Investment Risks

Investments by their very nature ex-
pose the Fund to varying degrees of
risk. These include market, interest
rate, foreign currency, credit and li-
quidity risks. The main tool for con-
trolling these investment risks is the
Strategic Investment Policy. Invest-
ment risk is managed through the di-
versification of assets, approaches
to investment (for example passive
investing or active investing) and
managers. The statement of invest-
ment principles sets out the strategy
for managing investment risk.

The provision of expert advice is cru-
cial to the decision-making and risk
management processes. The Fund
has appointed investment consult-
ants to provide ongoing investment
advice. This will include advising on
managers’ performance as well as
strategic advice. The Fund’s actuary
provides strategic and operational
actuarial advice. Other expert or
specialist advice (including tax and
legal advice) is commissioned as re-
quired.

In addition, the Committee’s level
of knowledge of investments must
be sufficient for advice to be chal-
lenged and understood. To facilitate
this, Committee members are re-
quired to undertake training in order
to discharge their duties. In addition,
an Independent Investment Advisor
supports the Committee and Invest-
ment Panel members. Their role is
to ensure that all the relevant advice
has been presented to the members
and that all the issues have been
fully considered and debated by the

Committee and/or Panel.

Much of the investment manage-
ment process is outsourced to in-
vestment managers and the global
custodian. This arrangement pro-
vides a clear segregation of duties
within the Fund, with the in-house
Investments Team closely monitor-
ing compliance with regulations and
mandates. The risks of the 3rd party
suppliers are monitored by the Fund
and the Internal Control Reports
of all the service providers are re-
viewed annually by the Committee.

The Committee monitors both the
performance of the Fund and the
managers on a quarterly basis.
The Investment Panel supports the
Committee by reviewing in greater
detail the investment managers’
performance on a regular basis and
raising any issues to Committee. A
robust manager selection process is
undertaken in which the risks of the
investment approach, and therefore
the risk the manager will pose to the
Fund, are determined at the outset.

Actuarial Risks

The Funding Strategy Statement
sets out the funding strategy for the
Fund. It is reviewed at least every
three years as it forms the basis for
the actuarial valuation. A key risk for
employers is that the employer con-
tribution rate is incorrectly calculated
due to the membership information
held by Fund not being accurate.
The Fund regularly reconciles the
membership data to identify and re-
solve data queries with employers.

The potential insolvency of scheme
employers, leaving outstanding li-
abilities in the Fund, is a significant
risk to the Fund and other employ-
ers. The Fund requires all bodies
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that wish to be admitted to the Fund
to be guaranteed by a scheme
employer(s) or to provide a bond to
protect the Fund in the event of in-
solvency. The Fund monitors the fi-
nancial sustainability of the scheme
employers and takes this into ac-
count in the valuation exercise.

Some actuarial risks can be mitigat-
ed by the investment strategy. The
funding and investment strategies
focus on the expected real returns
from the assets, thus mitigating the
affect of inflation which affects the
value of the pension liabilities. In ad-
dition the allocation to index-linked
bonds mitigates some of the risk of
inflation being higher than expected.

Financial Risks

The Fund operates within the Coun-
cil’s financial framework. The Fund’s
budget, which is set annually as
part of the three-year forward look-
ing service plan, is monitored by the
Committee. The financial account-
ing system is integrated with the
Council’'s and the segregation of du-
ties and control structure is agreed
with, and annually reviewed by, In-
ternal Audit.

A key financial risk is the non-pay-
ment of contributions by employers.

Table 5: Key Risks
Risk

The Fund fails to achieve investment returns sufficient

to meet its liabilities.

Offices and /or systems not accessible. Implications
are that failure would cause disruption to benefits
processing and delay benefit payments and create

backlog of tasks.

Non-compliance with the Data Protection Act.
Implications are that fines could be imposed, risk of

The Regulations provide a sanction
for late payments. Processes are in
place to ensure that contributions
are reconciled regularly.

The Pension Fund operates a sepa-
rate bank account from the Coun-
cil's to ensure transparency and ac-
countability of the Fund’'s banking
arrangements. Management of the
Fund’'s cash balance is delegated
to the Council’'s Treasury Manage-
ment Team who manages the cash
separately from the Council’s cash,
in line with the Fund’s own Treasury
Management Policy.

Benefits Administration Risks

The administration risks relate main-
ly to the inability of the Administrator
to meet its obligations to administer
the Fund and pay benefits accurately
and on time as agreed with employ-
ers or under statute. The main areas
of risks are non-payment or late pay-
ment of members’ benefits, incorrect
calculation of benefits, breach of
Data Protection legislation or failure
to comply with Freedom of Informa-
tion Act requests and Disclosure of
Information requirements. All of the
above could lead to adverse public-
ity, loss of reputation and ultimately
statutory fines. These are addressed
in the Business Continuity Plan and

mitigated in the Risk Register.
Business Continuity Plan

The Business Continuity Plan is in
place primarily to deal with “disaster
recovery” and includes contingency
measures. The Plan identifies critical
activities whose failure would lead
to an unacceptable loss of service,
documents and sets out measures
to minimise the risk of disruption to
service and specifies what “triggers”
the contingency measures coming
into effect.

Risk Register
A summary of the key risks identified

in the pension fund’'s Risk Register
are shown in Table 5 below.

Management action

Set a Fund-specific benchmark which determines

the appropriate risk adjusted return strategy to meet
the liabilities. Fund performance and funding level
monitored each quarter by Committee

Business Continuity and disaster recovery policy
and plans are in place. These consider the different
scenarios of building, hardware and systems not being

available and specify the circumstances in which
disaster recovery measures are triggered.

Authority.

criminal/civil prosecutions, adverse publicity and data

processing could be suspended.

Insolvency of Participating Employers in the Fund
without sufficient monetary guarantees or bonds to

The Fund is DP registered through the Administering

Confidentiality Agreements are in place with third
parties on restrictions on use of confidential member

data.

bodies.

make good their outstanding liability. Such liabilities

Ongoing monitoring of financial standing of all admitted

will be absorbed by the Fund and spread across other
employers.

Lack of continuity within Committee which
arises because most members face re-election
simultaneously.

Explore options for obtaining stronger guarantee from
the employer or sponsoring authority if the employer is
in the Fund.

Appointed two independent members to the Committee
(independent from the administering authority, scheme
employers and unions)
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Pension

Administration

New Pensions Administration
Strategy implemented

Following consultation with the em-
ployers participating in the Fund dur-
ing autumn 2010, and approval by
the Committee in December 2010,
the Pension Administration Strategy
(“the Strategy”) came into effect from
1 April 2011. The Strategy sets out
the Fund’s policy for administering
the Fund, the standard of service to
be delivered and the Fund’s require-
ments of the employers. This cov-
ers benefits administration, staff and
employer training, the IT strategy
and the Communications Strategy.
Part of the Strategy aims to identify
where improvements are required
and establish milestones for delivery
of notification of member changes in
a timely fashion. Significant changes
to the LGPS benefit structure are ex-
pected over the next 3-5 years and
this Strategy will be key to preparing
the Fund for these changes.

The primary objective of the Strat-
egy is for the Fund and employers
to work together more effectively in
order to meet future challenges and
to continue to deliver an high qual-
ity level of service to members. Key
elements are the improvement of
communications between employ-
ers and the Fund, comprehensive
process training for both the Fund’s
staff and pension staff at the em-
ployers, and the more effective uti-
lisation of technology to capture and
process data.

The Strategy incorporates perform-
ance targets for both the Fund and
employers which are set out in Serv-
ice Level Agreements (SLAS). Larg-
er/medium sized employers already
have SLAs in place. However, these
will be updated to include agreed
‘stretch’ targets against which the

performance of both parties will be
monitored. Results will be published
in Individual Stewardship Reports for
the larger employers showing both
APF's and employer performance
against set targets are produced
each quarter and considered at re-
view meetings with those employ-
ers. In addition, the Avon Pension
Fund Committee has a monitoring
role to play and is therefore given a
summary performance report which
is reviewed at each quarterly meet-

ing.
Technological Advances

The Fund seeks to maximise tech-
nological enhancements wherever
possible. The Fund's website has
been significantly improved in re-
cent years. A separate employer’s
website is being developed and is
expected to go live in the autumn of
2012.

The main initiatives are:

1. Self-service modules for mem-
bers and employers have been in-
troduced:

e  Member Self Service (“MSS”):
The web-based Member Self
Service facility allowing mem-
bers’ access to their pensions
information with the facility to
perform “what if’ calculations
has generated significant in-
terest and there are now over
2,500 registered members. The
number of enquiries has reduced
probably as a consequence of
this and the more comprehen-
sive information easily available
on the Fund’s website

*  Employer Self Service
(“ESS”): Following the success
of MSS, a similar access facility
for employers was launched in

2.
ele

October 2011 and most employ-
ers have signed up. This facility
allows employers themselves to
carry out calculations for retire-
ment cases and, in the case of
redundancy or efficiency, to cal-
culate the Strain on the Fund
cost which is an important ele-
ment for employers when con-
sidering such cases. This has
reduced the number of estimate
requests APF received from
employers. The new facility has
been well received by employ-
ers as it puts them in control and
speeds up the process. ESS
is provided to employers at no
direct cost as costs have been
met by APF.

Proposed Changes to
ctronic delivery to members

Costs of production and postal
delivery of hard-copy docu-
ments sent to members have
been rising steeply in recent
years and it is recognised that
application of modern technol-
ogy can reduce these costs
significantly. The Fund’s main
com-munication costs  arise
from production and despatch
of the active and pensioner
member newsletters (normally
twice a year) and Annual Benefit
Statements in hard-copy which,
in total, requires the sending of
150,000 printed documents at a
significant annual cost.

A move to reduce these costs,
as a first step the Fund is com-
bining with Club Together (a
subsidiary of Xaffinity Paymas-
ter) from early 2014 and will be
sending its magazine to pen-
sioner members in place of the
current “atease” newsletter. A
specific newsletter for pension-
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ers will still be produced by the
Fund to send with the Club To-
gether magazine but Fund's
content will be limited to non-
generic articles. It is expected
this will save significant printing
and postage costs each year.

In a further move, the Fund
proposes to move to electronic
delivery of all communications
with members by 2014. This will
be achieved through the rollout
of Member Self Service to as
many Fund members as pos-
sible.

3. Electronic delivery by
employers

Employers are encouraged to
send notification of all changes
which affect members’ ben-
efits to the Fund electronically
thorough a secure portal which
ensures protection of the data
sent. Several employers in-
cluding the largest, Bristol City
Council with over 40% of the
Fund’s members, are success-
fully using this facility and this
has improved efficiency for both
the employer and the Fund. The
Fund produces a 3-year Service
Plan and Budget on a rolling ba-
sis each year which is approved
by Committee. It sets out targets
to be achieved by the Fund.
Electronic delivery provides an
interface with the Fund's own
administration software result-
ing in automatic updating and
reducing the number of manual
errors and file rejects. A key
target in the 2011 Service Plan
was to extend electronic deliv-
ery to the other large to medium
employers.

Table 6: Performance Indicators 2011-12

The Administration Strategy in-
cludes targets for electronic de-
livery by employers of changes
to members’ pensions data.
Some progress has been made
and employers have been giv-
en an extended target date of
March 2013 for setting up elec-
tronic delivery. Smaller employ-
ers are being encouraged to use
ESS from March 2013 when the
facility for individual on-line up-
dating of changes to member
data will be available. Non-com-
pliance will result in additional
charges to employers for APF
having to process paper-based
changes.

Performance Indicators

The Fund takes part in the annual
Chartered Institute of Public Finance
and Accountancy (CIPFA) Pensions
Administration Benchmarking Club
(“the Club”). The published results
are used to target areas for improve-
ment in the Service Plan to under-
stand the specific service pressures
that the Fund faces and to operate
as efficiently and effectively as pos-
sible.

Table 6 (below) uses data from the
2012 CIPFA Benchmarking Report
which compares the data and per-
formance of local authority pension
funds in the Club (62 out of the 99
LGPS funds). It shows performance
of LGPS Funds which have chosen
to be benchmarked against industry
standard targets.

The Fund’s own targets are set out
in the Service Level Agreements
(SLASs) it has in place with its em-
ployers covering over 90% of the ac-
tive members. In many cases these

targets are more challenging than
the industry standard. Quarterly SLA
review meetings are held with larger
employers.

The Fund also publishes a Custom-
er Charter which is on the Avon Pen-
sion Fund website. This includes its
targets (in working days) for comple-
tion of processing of member ben-
efits.

Communications

The Fund publishes its Communica-
tion Policy on its website which now
forms an integral part of the Admin-
istration Strategy.

The Fund believes that clear and
meaningful communication  with
members and employers is vital and
it uses various media to achieve
effective communication includ-
ing newsletters for members (Avon
Pension News), a separate newslet-
ter for pensioners (atease), and an
employers’ newsletter.

One of the Fund’s objectives is to
communicate electronically, where
appropriate, in order to reduce print-
ing and postage costs.

Website

The Fund has had its own dedicated
pension website for over 10 years
and this is now a major source of
information for members and em-
ployers. The site was redesigned in
2008 to provide separate sections
for each category of membership
and one for employers. This enables
the Fund to target its information ap-
propriately for each audience.

The website received an increased

Performance Indicator LGPC Fund CIPFA
Standard achieved club
Target against average
target %
Letter detailing transfer in quote 10 days 79 83
Letter detailing transfer out quote 10 days 87 87
Process refund and issue payment voucher 5 days 77 73
Letter notifying retirement benefit amount — estimates 10 days 94 92
Letter notifying actual retirement benefits 5 days 81 88
Letter acknowledging death of member 5 days 87 95
Letter notifying amount of dependant’s benefits 5 days 87 85
Calculate and notify deferred benefits 10 days 58 75
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number of ’hits’ this year demon-
strating Members’ and media in-
terest in pensions, particularly fol-
lowing the Hutton Review of Public
Sector Pensions. The new Member
and Employer Self-Service modules
are web-based which increases the
usefulness and importance of this
medium.

Member Satisfaction

The Fund places considerable im-
portance on the feedback it receives
from members on the service pro-
vided. The information gathered
feeds the service development pro-
gramme and is published to mem-
bers in the Fund’'s newsletters.

Pension Clinics

The Fund offers to hold pension clin-
ics for members at employers’ sites.
At these clinics individual members’
queries are addressed with them
on a one-to-one basis. During the
calendar year 2011, 19 clinics were
held and over 250 members were
seen. These members were asked
to complete satisfaction question-
naires rating the adequacy of staff’'s
response and their helpfulness, the
suitability of the venue location and
the privacy afforded them. Ratings
ranged from 88% to 100% with an
average rating of 96%.

Table 7: Key Staffing Indicators 2011-12

Retirements

Shortly after retirement, question-
naires are sent to members for feed-
back on the quality and timeliness of
the service they received from the
Fund in dealing with their retirement.
An overall rating of 98% as good or
excellent was received on the qual-
ity of service received.

Complaints

The Fund received no complaints
about its service during the year.

Disagreements Procedure

The Fund operates a Disagree-
ments Procedure (“the Procedure”),
the terms of which are defined by
statute. This Procedure is used in
cases where a member disagrees
with the pension benefits he/she has
been awarded or is in disagreement
with a decision made by his/her em-
ployer that affects the pension ben-
efits he/she is awarded. The Proce-
dure is shown in detail on the Fund’s
website.

During the year there was one case
in progress under Stagel (appeals
against initial decision of the admin-
istering authority). There were two
cases completed and two cases in
progress under Stage 2 (further ap-
peal where the initial decision and
Stage 1 was completed by the em-

ployer).
Key Staffing Indicators

The Fund is administered by Bath
& North East Somerset Council and
the administration of the Fund is un-
dertaken ’in house’ by the Council.
The Pensions Service is split into 3
sections, namely, Investment and
Finance, Benefits Administration,
Systems Support and Pensions
Payments. A detailed Organisation
Chart is available on the Avon Pen-
sion Fund website: www.avonpen-
sionfund.org.uk

The total number of staff in the Pen-
sions Service administering the
Scheme was 38.5 in 2011/12 and of
these 19.1 are involved in benefits
administration.

Table 7 is an analysis of staff based
data from the CIPFA Benchmark-
ing Club 2012 Report. This shows
the average number of members
dealt with by each of the Benefits
Team staff and the average number
of cases processed per member of
staff.

Key Staffing Indicators 2012 (CIPFA 2011 (CIPFA
club club
average) average)
Number of staff administering the LGPS scheme 19.1 18.7
Fund Member / Staff ratio 4,617 (3637) 4,568 (3,484)
Average number of cases dealt with by benefits staff 242 244
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Investment Report

1. Investment Regulations
(a) Investment Limits

The Avon Pension Fund is a fund-
ed scheme which means that the
contributions and Fund monies not
currently needed to meet pension
and benefit payments are invested
and the Fund receives income from
these investments. The Fund’s ob-
jective is to meet the future pension
payments of both past and current
members.

The LGPS regulations provide a
framework for the investment strat-
egy. Awide range of investments are
permitted but certain limits are set to
ensure diversification and reduce
risk.

The limits relevant to the Fund are:

* no more than 25% may be in-
vested in unit trusts managed by
any one body;

* no more than 10% of the Fund
may be invested in unlisted se-
curities;

* no more than 10% of the Fund
may be invested in a single in-
vestment holding;

* no more than 10% of the Fund
may be deposited with any one
bank;

* loans from the Fund may not
exceed 10% of the value of the
Fund;

* no more than 35% may be in-
vested in any one insurance
contract;

* no more than 5% may be invest-
ed in any single partnership;

* investments in partnerships may
not exceed 5% of the value of
the Fund.

(b) Statement of Investment
Principles

The Statement of Investment Prin-
ciples (SIP) sets out the investment
principles of the Fund and how the
investments are managed in line
with the principles.

The SIP was revised during the year
to reflect the following changes:

1. Implementation of the active cur-
rency hedging mandate

2. Implementation of changes to
the hedge fund portfolio follow-
ing review in March 2011

3. Amendment of the statement
regarding realisation of invest-
ments (paragraph 22), specifi-
cally, that the investment strat-
egy will be reviewed to manage
the use of income/divestments
to meet pension payments.

In July 2010 the FRC published the
Stewardship Code, a set of best
practice principles that are intended
to frame both shareholder engage-
ment with companies, and the dis-
closure of such activity. The Fund
published a statement describing
how the principles of the Code have
been applied and an explanation
where elements of the Code have
not been complied with.

In addition, the Fund is a mem-
ber of the Local Authority Pension
Fund Forum (LAPFF), a collabora-
tive body that exists to serve the in-
vestment interests of local authority
pension funds. In particular, LAPFF
seeks to maximise the influence the
funds have as shareholders through
co-ordinating shareholder activism
amongst the pension funds.

The latest SIP was approved by the
Committee at its meeting in March

2012. A copy of the statement can
be obtained either from the website
www.avonpensionfund.org.uk or
by email from avonpensionfund@
bathnes.gov.uk

Compliance with the Myners
Principles

The six Myners Principles