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Accessing Cheshire Pension Fund information and services

Pension Fund information is also available in audio, braille, large print
and other formats. If you would like a copy in a different format or
another language please contact us:

Email: pensions@cheshirewestandchester.gov.uk
Tel: 01244 976000

Fax: 01244 972087

Website: www.cheshirepensionfund.org



Welcome to the 2012/13 Annual Report for the Cheshire Pension Fund. During the year
the Fund has continued to embrace the change that is currently surrounding the Local
Government Pension Scheme (LGPS) and at the same time improve the service and support
to both employers and members in order that they can make informed decisions with

regard to pension provision.

At the time of writing this introduction, the Fund
continues to work towards the implementation of
the new LGPS that will come into being in April
2014. In addition to influencing this scheme
through responding to consultations and advising
on key elements of its design, the Fund is also
directing a significant level of resource to
communicating the changes to both employers and
members of the Fund. This will be a key feature of
our work in 2013/14 as we aim to meet the
challenge that is presented.

Looking back at 2012/13, similar to previous years,
it is satisfying to identify a number of key
achievements that the Fund, working with
employers and members, has achieved. The Funds
business plan for the year identified 44 key activities
that would need to take place in order to meet its
stated objectives. Reviewing the year, it is pleasing
to report that 36 of these have been completed,
while the remaining tasks, including preparation for
LGPS 2014 and large scale procurement projects,
will carry forward into 2013/14.

Performance across the Funds key areas of activity
are detailed in this report, | would however like to
highlight the following notable achievements:

- On the investment side, Fund assets have
increased from £2.888bn to £3.232bn as a direct
result of the investment strategy delivering the
returns it was designed to achieve;

Within the administration section of the
business, in 2012/13 the Fund achieved a
delivery rate of 96% of the casework within
5 — 10 working days, compared to its stated
objective of 95%; and

The Fund has recognised the importance of
providing regular accurate management
information to employers in order for them to
manage their pension responsibilities effectively.
To this end an employer monitoring tool has been
developed that will help employers understand
the key issues that are relevant to them and
which can be used to inform decision making.

Whilst looking back at 2012/13 is reassuring, the
work ahead for both the fund and employers is
challenging as not only will we need to work
together throughout the year to introduce the new
scheme, but other significant pieces of work
including the triennial valuation and the completion
of an investment strategy review will also be
undertaken.

It is acknowledged that the scale of these tasks is
not to be underestimated; however, | am confident
that by further developing the working relationship
between the Fund and its employers and members
that we can ensure that all parties can make
effective and informed decisions with regard to
pension provision.

Mark Wynn Head of Finance
Cheshire West and Chester Council

Cheshire Pension Fund
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Investment Managers

Adams Street Partners - Private Equity
Adams Street Partners UK LLP

4th Floor, 75 Davies Street London W1K 5)N
Phone: 020 7659 7700 Fax: 020 7659 7701
www.adamsstreetpartners.com
info@adamsstreetpartners.com

Arrowgrass - Absolute Return
Arrowgrass Capital Partners LLP

Level 34, Tower 42, 25 Old Broad Street,
London EC2N 1HQ

Phone: 020 3100 1000
WWW.arrowgrass.com
investor.relations@arrowgrass.com

Baillie Gifford - Global Equities &

Fixed Income

Baillie Gifford & Co

Calton Square, 1 Greenside Row,

Edinburgh EH1 3AN

Phone: 0131 275 2000 Fax: 0131 275 3999
www.bailliegifford.com
trustenquiries@bailliegifford.com

Jubilee Advisors (formally Fauchier)

- Absolute Return

Jubilee Advisers

12 St James's Square, London SW1Y 4LB
Phone: 020 7009 9100 Fax: 020 7009 9120
www.fauchierpartners.com
Jubilee@permal.com

GMO - Global Equities

GMO UK Ltd

One Angel Court, Throgmorton Street
London, EC2R 7H]

Phone: 020 7814 7600
www.gmo.com

Goldman Sachs Asset Management
- Fixed Income

Goldman Sachs International
Peterborough Court, 133 Fleet Street,
London EC4A 2BB

Phone: 020 7774 1000
www.goldmansachs.com
gs-investor-relations@gs.com

ADAMS STREET

P A RTNEWIR S

%Arrowgrass

" FAMLIE EI.F.FI!JH'F
k-

BN MELLOM

iclencal
rmedical

FavcHiew PakwrnElis
— o

o Grant Thornton

Henderson

GLDBsL FVESTORE

HyMANS 3 ROBERTSON

Legal&:

General

INVESTMENT MANAGEMENT

e
Lexington Partners

THYEST BN

™ MERCER

OCH-ZIFF

CAPITAL
MANAGEMENT
GROUP

PANTHEON

) LF] )
=i : ROCKSPRING

i
-:
Fait

Standard Life

05



Henderson Global Investors - Fixed Income
Henderson Global Investors

201 Bishopsgate, London EC2M 3AE

Phone: 020 7818 1818 Fax: 020 7818 1819
www.henderson.com

Legal & General - Passive Equities

Legal & General Investment Management
One Coleman Street, London EC2R 5AA
Phone: 020 3124 3124
www.legalandgeneral.com
investments@landg.com

Lexington Capital Partners - Private Equity
Lexington Advisors UK Limited

42 Berkeley Square, London, W1] 5AW
Phone: 020 7318 0888 Fax: 020 7318 0889
www.lexingtonpartners.com
info@lexpartners.com

MA&G - Secured Loans

M&G Group

Laurence Pountney Hill, London EC4R OHH
Phone: 020 7626 4588
www.mandg.co.uk
info-uk@mandg.co.uk

Och Ziff - Absolute Return

Och-Ziff Management Europe Limited
40 Argyll Street, London W1F 7EB
Phone:020 7758 4400
WWWw.0zcap.com
investorrelations@ozcap.com

Pantheon Ventures - Private Equity
Pantheon Ventures (UK) LLP, London
Norfolk House, 31 St James's Square,
London SW1Y 4JR

Phone: 020 7484 6200 Fax: 020 7484 6201
www.pantheonventures.com

Rockspring - Property

Rockspring PIM (LLP)

166 Sloane Street, London SW1X 9QF
Phone: 020 7761 3300 Fax: 020 7761 3400
www.rocksrpingpim.com
info@rocksrpingpim.com

Winton - Absolute Return

Winton Capital Management

1-5 St Mary Abbot’s Place, London, W8 6LS
Phone: 020 7610 5350 Fax: 020 7610 5301
www.wintoncapital.com
enquiries@wintoncapital.com
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Investment Consultants

Joanne Holden - Mercer Consulting

Belvedere, 12 Booth Street, Manchester M2 4AW
Phone: 020 7626 6000 Fax: 020 7929 7445
www.mercer.com

contactus@mercer.com

Actuary

Gemma Sefton - Hymans Robertson LLP
20 Waterloo Street, Glasgow G2 6DB
Phone: 0141 566 7777 Fax: 0141 566 7788
www.hymans.co.uk

Auditors

Judith Tench - Grant Thornton
Audit and Assurance, Public Sector
Royal Liver Building Liverpool L3 1PS
www.grant-thornton.co.uk
Judith.m.tench@uk.gt.com

Custodian

BNY Mellon Asset Servicing

London Branch

One Canada Square, Canary Wharf London E14 5AL
www.bnymellon.com/assetservicing/

AVC Providers

Clerical Medical

PO Box 28121, 15 Dalkeith Road,
Edinburgh EH16 9AS

Phone: 0117 929 0290
www.clericalmedical.co.uk
hbosfspolicyholder@hbosplc.com

Equitable Life Assurance Society

PO Box 484, Walton Street, Aylesbury,
Bucks HP21 7WW

Phone: 01296 386 242 Fax: 01296 386243
www.equitable.co.uk
info@equitable.co.uk

Standard Life

1 Baileyfield Cresent, Edinburgh EH15 1ET
Phone: 0800 634 7479
www.standardlife.co.uk
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Governance of the Cheshire Pension Fund

Cheshire West and Chester Council is the statutory Administering Authority for the
Cheshire Pension Fund. The Fund administers the Local Government Pension Scheme
(LGPS) for 148 employers within Cheshire, with over 30,000 contributing members, 23,000
pensioners and beneficiaries and a further 23,000 deferred pensioners. The Fund has assets
of £3.232bn and in terms of size and value is within the top 100 UK Pension Funds.

Fund's Governance Objectives

To ensure that the Governance arrangements of
the Fund are conducted in accordance with the
law and proper standards, and that public money
is safeguarded, properly accounted for and used
economically, efficiently and effectively;

To ensure that the Fund is governed and
administered by Pension Committee Members
and Officers who have appropriate knowledge
and skills in order to discharge their
responsibilities;

To understand, manage and monitor the risks to
the Fund;

To ensure that the Fund procures the most
appropriate services and goods at the most
competitive price; and

To be accountable to the Fund's members,
employers and stakeholders for all decisions
made.

Governance Structure

Overall responsibility for managing the Fund lies
with the full Council of Cheshire West and Chester
Council who have delegated the governance of the
Fund to the Director of Resources for Cheshire West
and Chester Council advised by the Pension Fund
Committee. Monitoring of investment performance
and manager monitoring is undertaken by the
Investment Sub Committee but ultimate
responsibility for this function lies with the full
Pension Fund Committee.

08 Cheshire Pension Fund Annual Report 2012 - 13

The Pension Fund Committee

The Committee has overall responsibility for the
management of the Fund; however, it will receive
recommendations from the Investment Sub
Committee and the Pensions Consultative Forum
(PCF) to enable it to discharge its responsibility
effectively. The Pension Fund Committee’s key
responsibilities are to:

To exercise the administering authority’s
responsibility for the management of the
Cheshire Pension Fund, including the
management of the administration of the benefits
and strategic management of Fund assets;

To meet quarterly, or otherwise as necessary, to
effectively monitor investment activities during
the year;

To have overall responsibility for investment
policy and monitor overall performance;

To oversee the appointment and termination of
investment managers;

To establish performance benchmarks and
targets for investment managers;

To review governance arrangements and the
effective use of its advisors to ensure good
decision making;

To oversee the Pensions Consultative Forum
(PCF) arrangement and compliance with best
practice;

To receive regular reports from the (PCF) on
Scheme administration to ensure that best
practice standards are satisfied and met and to
satisfy itself and justify to stakeholders that the
Fund is being run on an effective basis; and

To approve and maintain a Statement of
Investment Principles, Funding Strategy
Statement, Communication Policy, Governance
Compliance Statement and publish a Pension
Fund Annual Report.



The Investment Sub Committee

The Committee review the investment performance
of the Fund and Managers against set objectives,
benchmarks and targets and consider if, and to what
extent, any recommendation to the Pension Fund
Committee may be necessary to ensure the efficient
and effective investment performance of the Fund.

The Investment Sub Committee’s key
responsibilities are to:

Receive reports from the Fund's investment
managers and other service providers on issues
that may impact on the Fund’s investment
strategy and objectives. Consider these reports
and to what extent any recommendations to the
Pension Fund Committee may be necessary to
ensure the efficient and effective investment
performance of the Fund;

Receive and consider any investment manager
and service provider issues escalated to the
Committee by key Officers; and

Receive appropriate advice from investment
advisors in order to formulate and continually
review the structure to ensure effective
consideration, implementation and monitoring of
investment opportunities for the Fund..

The Pension Consultative Forum

The Fund is keen for all stakeholders to participate
in the governance of the Fund and achieves this
through the Pension Consultative Forum which
consists of employer representatives from Local
Authorities, Police, Fire and Rescue (non uniform)
Authorities, Housing Associations, Admitted Bodies,
Colleges and the Trades Unions. The Forum allows
the Fund’s stakeholders to bring their own
perspective to the management of the Fund.

The Forum’s key responsibilities are to:

Agree the terms and manage, on an ongoing
basis, the Service Level Agreements in relation to
the provision of administration services;

Discuss the minutes and updates from the
Pension Fund Committee and ensure the flow of
information between the Committees and the
Forum; and

Ensure that the Forum's functions are discharged
and approve the Annual Administration Reports.

Delegation

The Administering Authority has delegated the
following functions:

The Director of Resources sets the appropriate
funding target for the Fund.

The day to day management of the Fund is
delegated to the Head of Finance who is supported
by the Senior Manager — Corporate Finance who
heads the Pension Team.

The Head of Finance and Officers within Corporate
Finance have delegated powers which include the
following key responsibilities:

Monitoring the activity and performance of the
Fund's investment managers including
compliance with policy and performance
objectives;

Ensuring that appropriate research is undertaken
into new investment initiatives to ensure that the
Fund is best placed to deliver the long term
financial objectives;

Monitoring and reconciliation of investment
managers and custodians reports;

Monitor funding levels;

Maintaining regular dialogue with the Fund's
advisors, investment managers and custodians;

Preparation and maintenance of the Funding
Strategy Statement, the Governance Policy
Statement and the Communications Policy
Statement;

Calculation and authorisation of all benefit
payments; and

Provision of accurate and reliable membership
data for actuarial valuation purposes.

Cheshire Pension Fund Annual Report 2012- 13 OQ



Representation

Representation on the Funds’ Committees is outlined below:

Pension Fund Committee
The Committee has the following membership:

Cheshire West and Chester Council Elected Members 4

voting rights)

(
Cheshire East Council Elected Members 4 (voting rights)
(

voting rights)

Warrington Borough Council Elected Members 1
Halton Borough Council Elected Members 1 (voting rights)
Employee representative 1 (non-voting rights)

Decisions are made by a clear majority and the Chairman of the Committee has a casting vote
should there be equality in the voting.

Investment Sub Committee

Membership of the Investment Sub Committee is open to voting members of the Pension Fund
Committee through nomination, with final approval resting with the Full Committee.

Pension Consultative Forum

The Forum has the following membership:

A Chairperson (who is also Chairperson of the full Pension Fund Committee)
An Employee Representative

Up to two representatives from Cheshire West and Chester Council

Up to two representatives from Cheshire East Council

One representative each from Warrington and Halton Borough Councils

One employer representative from Cheshire Police, Cheshire Fire & Rescue, Colleges, Admitted
Bodies, and the Housing Trusts

1O  Cheshire Pension Fund Annual Report 2012 - 13



Governance Compliance Statement

The LGPS regulations require that the Administering Authority, after consultation with such persons as they
consider appropriate, prepare, maintain, publish and keep under review a published compliance statement.
The Fund's Compliance Statement sets out voting rights, stakeholder representation, frequency of meetings,
access to papers, training and any reasons for non compliance with the Government's best practice
principles. A link to the Fund’s Compliance Statement is provided on the publications page of the report.

Key Risks and Controls

The Committee, as part of their governance role for the fund, also receive a quarterly report on the Fund's
delivery of its business plan and progress against its key objectives. This provides a strong foundation for
effective business planning and ensures delivery of priorities and management of risk.

At every meeting the Pension Fund Committee receives a report on the key risks which might prevent the
Fund from delivering its key objectives. Each risk is initially assigned a score designed to reflect the
likelihood of it occurring and also the reputational, financial and resource impacts faced by the Fund if it
were to occur. Risks are then considered against a series of mitigations designed to reduce their likelihood
and/or impact.

The risks are regularly reviewed in light of new information, with new risks added and old risks removed
according to circumstance. The full risk management framework is presented at each Pension Fund
Committee meeting with particular attention drawn to the highest risks and those that have changed score
since the last report.

An example of the kind of risks facing the Fund and the steps taken to mitigate them is given below:

Summary of control mechanisms

Inappropriate Investment and
Funding Strategy set that
increases risk of future
contribution rate increases

Fund commissions probabilistic modelling from the fund's actuary
to test the likelihood of success of achieving 100% solvency across
1000's of different economic scenarios

Formal de-risking strategy is being developed which allows Fund to
de-risk within defined parameters and when certain triggers have been
achieved. Employer classification and separate investment strategies
for groups of employer allows that the benefits of de-risking are felt
at employer level

Investment Strategy is static,
inflexible and does not meet
employers and the Fund's
objectives

- Active engagement in the development of LGPS 2014 through
Insufficient time to respond consultations, sharing of knowledge with other Funds, LGA and

and implement 2014 Scheme - professional advisors. Training and preparation of staff to ensure
e.g. regulation changes are readiness

enacted retrospectively
Early communication with employers and Scheme members

Cheshire Pension Fund Annual Report 2012 -13 11



Member Training Report

The Cheshire Pension Fund is keen to maintain and
develop the knowledge and skills of its trustees on a
continual basis. In order to achieve this, the Fund
continues to seek the most appropriate structure to
deliver a comprehensive training package that
supports the delivery of a first class service to
employers and members alike.

During the first quarter of 2012, the Funds trustees

key activities that will be of interest to the Funds
employers and members. The programme was
approved by the Pension Fund Committee on 15
June 2012 and will continue to see the delivery of a
session every quarter. This training and education
programme has been developed in accordance with
the Funds Policy statement on the subject and both
of these documents can be found on the Funds
website and as stated have been formally approved

and officers completed the CIPFA knowledge and
skills framework questionnaire, which aimed to
identify the knowledge base of those involved. It
was pleasing that all parties had a strong base of
knowledge for all aspects of the LGPS. Following
completion of this exercise, the Fund has developed
a 2 year training and skills programme that will see
each area of the knowledge and skills framework be
the subject of a dedicated training session.

by the Pension Fund Committee.

In addition to this formal plan the Fund will
supplement these defined sessions with additional
training and education to reflect current issues e.g.
specific asset classes in advance of a procurement
process, and seminars and conferences held by
industry recognised professionals and the Funds
existing advisors and fund managers.

On the rise of the approval of the 2 year training
plan, during 2012/13 the following sessions were
held for all members of the committee:

The programme is delivered by industry experts and
stakeholders of the Fund and is directly linked not
only to knowledge and skills framework but also the

Topic Covered Delivered By

Funds Actuary-Hymans

LGPS- Valuation 4 September 2012 Robertson

Product Knowledge- Absolute Return 7 December 2012 I IR
Arrowgrass

Equity Strategies 14 March 2013 Baillie Gifford / GMO

The Pension Fund Committee has designated the Director of Resources, Julie Gill to be responsible for
ensuring that the policy in respect of training and education is implemented.

As the officer nominated by the pensions committee responsible for ensuring that the authority’s training
policies and strategies are implemented, the Director of Resources can confirm that the officers and
members charged with the financial management and decision-making of the pension scheme collectively
possessed the requisite knowledge and skills necessary to discharge those duties and make the decisions
required during the reporting period.

Julie Gill Director of Resources

12 Cheshire Pension Fund Annual Report 2012 - 13



| throughout the year, and
d several key documents within
group to share expertise and costs.
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Measuring our Administration Costs

The Cheshire Pension Fund participates in the
Chartered Institute of Public Finance and
Accountancy Pensions Administration
Benchmarking Club (CIPFA). The club compares a
wide range of statistics with other Administering
Authorities in England and Wales to assess
performance, with a drive to raising the standard of
administration and keeping the service cost
effective.

Cheshire Pension Fund Annual Report 2012 - 13 13



Cost per member

As part of the CIPFA benchmarking process we are required to calculate the cost per member of
administering the fund. The costs are measured by taking into account cost member/measurement, which is
then broken down by staff costs, payroll costs, overheads and income. The cost per member is the
combined cost of administering active, deferred and pensioner members.

In the latest CIPFA statistics (2011/12) the average cost per member within the club was £20.87 per
member. Whereas the Cheshire Pension Fund cost for the same period is below the average at £20.23.

Comparison with similar sized Funds

The Fund also took the opportunity to compare our costs against 10 Local Government Administering
Authorities with a similar sized membership for the 2011/12 financial year.

The average cost per member for 2011/12 was £20.36 per member, and once again the Fund's costs were
slightly below that average at £20.23 per member.

Comparison of unit cost per member 2011/12

£35.00
£30.00
£25.00
£20.00
£15.00
£10.00

£5.00

£0.00
Highest Average Cheshire Pension Fund Lowest

The highest cost per member within the group was £31.49, and the lowest was £15.32.

At the time of going to print we are waiting for CIPFA to produce the statistics for 2012/13 for other
Administering Authorities, however for this period the Cheshire Pension Fund has completed the statistical
analysis and the costs have reduced further to £19.09 per member.

14 Cheshire Pension Fund Annual Report 2012 - 13



Number of scheme members per Full Time Equivalent employee

This measure is used to gauge the number of scheme members that can be supported by each Full Time
Equivalent (FTE) member of administration staff employed by the Fund.

The CIPFA data to compare against other funds is not available for 2012/13, so a comparison of the data
based on the 2011/12 financial year is shown in the table below:

Scheme members per FTE employees 2011/2012

5000
4500
4000
3500
3000
2500
2000
1500
1000
500
0

Highest Average

Service Standards

One of the key administration objectives is to
provide an efficient and effective service to our
members and deliver against our published service
levels. Key to this is the receipt of accurate and
timely information from our employers and over the
years we have worked closely with our employers to
ensure efficient processes are in place to exchange
information.

Our service standards are measured against the
industry recognised CIPFA standards. The target is
measured from the point at which the last piece of
information needed is received.

Cheshire Pension Fund Lowest

The following tables demonstrate that as with the
2011/2012 financial year, 96 % of the Fund's
benchmarked work for the year 2012/13 was
completed within CIPFA recommended timescales.
This high standard has now been maintained for 2
consecutive years.

This year processing retirement estimates became
the biggest single area of work within the Fund, and
just fewer than 100% of these cases were
processed within the target timescales. In 2012/13
we processed just under 2,600 estimates and over
1,400 actual retirements and again we achieved
outstanding success rate of 99% completed against
the national benchmarks.
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Target for Number of
completion cases
(days) (processed)

% processed

within target

Letter Detailing Transfer In Details 10 430 91.70
Letter Detailing Transfer Out Quote 10 586 97.00
Processing a Refund 10 128 93.60
Retirement Estimates 5 2599 99.70
Actual Retirement Letter 5 1411 98.40
Death Acknowledgment 5 739 98.80
Dependant Benefits Letter 10 219 94.00
Deferred Benefits Notification 10 2415 96.50

Average number of benchmarked cases per staff member

To calculate the average it has been necessary to identify the number of staff that specifically deals with
casework within the department. As at 31st March 2013 there were 14.5 full time equivalent members of
staff that processed casework, and in total there were 8,527 benchmarked cases during the year.

It should be noted that although the 14.5 full time equivalent members of staff deal predominantly with the
benchmarked processes, this is not their sole area of work and they continue to carry out many other
functions as well.

On average each full time equivalent member of staff processed 588 cases.
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Case types

Comparison of performance between 2011/12 and 2012/13

Deferred Benefits Notification e 95%

Dependant Benefits Letter

Death Acknowledgement

100%

: i -
Retirement Estimates . 100%

I 96%
O 9%

Letter Detailing Transfer Out . 98%
e 9t

I 89%

Actual Retirement Letter 5 %
Processing a Refund

Letter Detailing Transfer in I 92%
m 201112 |
W 201213 80 85 90 95 100

Internal Dispute Resolution Procedure 2012/13

There are times when Scheme members, employers and the administering authority may find themselves in
disagreement about a pension issue. The first approach in such situations is for those involved to talk to
each other to reach resolution. However, should this not prove possible, LGPS regulations provide for an
Internal Disputes Resolution Procedure (IDRP).

A stage 1 appeal is raised with a scheme member's employer or administering authority within 6 months of
the date the disagreement came to light. If no resolution can be found at stage 1, the case is referred to a
nominated person representing the administering authority, who has had no previous involvement with the
case, within 6 months of the first decision (stage 2).

Fortunately such instances are few and far between and the table below shows the total number of resolved
cases during 2012/13.

Outstanding

& 1{- Outstanding >
. cases as % of
Submitted cases resolved benchmarked
during 12/13 in 12/13*
workload

st 2 4 0.05 4 0
2nd 0 3 0.04 3 0
Total 2 7 0.09 7 0

*Includes cases submitted from previous financial years

The total number of cases resolved during the year amounted to less than 0.1% of the total benchmarked
workload.
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Fund's membership profile over a 5 year period

For the first time in 5 years the total number of active membership increased from the previous year to
30,683, while membership numbers overall have increased at a consistent rate with previous years.

However the fund has also seen an increase in members drawing benefits from the Fund, and a rise in the
number of members with deferred benefits as shown in the table below.

Membership Category

March 2013 March 2012 March 2011 March 2010 March 2009

Activities 30, 683 30,464 31,297 31,687 32,499
Pensioners 23,474 22,648 21,563 20,642 19,009
Deferreds 23,413 21,684 20,148 18,566 16,329
Total 77,570 74,796 73,008 70,895 67,837

Analysis of membership profile

The tables below show how the membership for each year from 2009 to 2013 is broken down in 8 different
age groups.

Active Members

1st April 2013 | 1st April 2012 | 1st April2011 | 1st April 2010 | 1st April 2009

Under 25 1,396 1,300 1,419 1,596 1,742
25-29 1,976 2,071 2,216 2,302 2,349
30-34 2,704 2,607 2,663 2,649 2,745
35-39 3,447 3,625 3,877 4,055 4,276
40-44 5,106 5,155 5418 5,489 5,552
45-49 5,818 5,882 5,899 5,855 5,792
50-54 5,093 4,872 4,811 4,734 4,862
55 and over 5,143 4,952 4,994 5,007 5,181
Total 30,683 30,464 31,297 31,687 32,499
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Pensioners

Age Group 1st April 2013 | 1st April 2012 | 1st April2011 | 1st April2010 | 1st April 2009

Under 25

25-29

30-34

35-39

40-44

45 -49

50-54

55 and over

Total

14

31

147

487

22,572

23,474

Deferred Members

1st April 2013 | 1st April 2012 | 1st April2011 | 1st April 2010 | 1st April 2009

Under 25

25-29

30-34

35-39

40-44

45-49

50-54

55 and over

Total

1,746

2,183

2,727

3,951

4,693

4,088

3,140

23413

15

49

145

588

21,635

22,648

1,600

1,964

2,716

3,701

4,357

3,617

2,787

21,684

16

60

151

704

20,428

21,563

1,493

1,806

2,635

3,571

3,928

3,239

2,544

20,148
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19,411

20,642

1,428

1,622

2,586

3,374

3,459

2,902

2,349

18,566

20

75

176

522

18,017

19,009

1,209

1,450

2,351

3,032

2,935

2,562

2,000
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Communication Strategy

The Fund recognises that it has a responsibility to communicate effectively through the Trustees, employers,
members and stakeholders of the Fund. In our Communication Strategy we set out the functions and
activities that will be delivered during the Scheme Year. The Strategy is updated each year to identify our
key functions and activities.

A full copy of the Funds Communication Strategy can be located in the publication section of the Annual
Report.

The New Local Government Pension Scheme (LGPS) 2014

With the introduction of the News LGPS in April 2014 every aspect of the scheme will be changing. It is
therefore essential that we use the most effective communication vehicles to get the right information to
the right groups of people at the right time.

Key to the success of the communication exercise will be working with our employers to cascade the
information to members and engage with non members about the benefits of membership of the LGPS.

Outlined below are the key features of the new scheme and communicating these changes to employers
and members will be our main objective in 2013/14.

LGPS 2014 - Key Features

_ LGPs 2014 Existing Scheme

Career Average Revalued

Basis of Pension
Accrual Rate

Revaluation Rate

Contribution Flexibility

Normal Pension Age

Lump Sum Trade Off

Death in Service Lump Sum

Death in Service Survivor
Benefits

Ill health Provisions

Indexation of Pension in
Payment

Qualifying period for benefits

Earnings (CARE)

1/49th

By order of HMT

Yes, members can pay 50%

contributions for 50% of the
pension benefit

Equal to the individual
member’s State Pension Age
(minimum 65)

Trade £1 of pension for £12
lump sum

3 * pensionable pay
1/160th accrual basis
Three tiers

Pensions Increase Orders
(currently CPI)

2 Years
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Final Salary (FS)
1/60th

Based on Final Salary

No

65

Trade £1 of pension for £12
lump sum

3 * pensionable pay
1/160th accrual basis

Three tiers

Pensions Increase Orders

3 months






New Employers

All new employers are invited to attend employer training sessions to make
them aware of the roles and responsibilities of being an employer in the LGPS.
These bi-monthly meetings were augmented in 2012-13 by dedicated training
for Academies to reflect the continued growth in schools converting

Ongoing Support
and Communication

The Administering Authority use a range of different mediums to communicate
key strategic issues to employers, for example through bi-annual Employer
Meetings, Publication of Annual Employer newsletters, whilst also maintaining a
dedicated employers website which acts as a repository for factsheets, guidance
notes and updates on the scheme regulations and other pensions related topics.

In communicating to employers in 2012-13, the Administering Authority focused
on four key strategic themes, the 2013 triennial valuation, Auto Enrolment, the
launch of the new 2014 scheme and developing a tool to support employers in
understanding and monitoring their pension liabilities.

2013 Triennial Valuation

In advance of the 2013 valuation, at the Employer Meeting in November 2012,
the Fund's actuary presented a set of interim valuation results to aid employers
in understanding the key drivers and the likely direction of travel of the results.
Employers were also issued with their own individual interim results and 38
employers took up the offer of the opportunity of individual meetings with the
Administering Authority to discuss the potential impact of the results.

The issues discussed at these meetings can have a significant impact on
employers, but it is heartening to receive the positive feedback from employers
for providing them with the opportunity to consider and discuss an early warning
of how the results may pan out.

Auto-enrolment

A key strategic issue which came into force for large employers in 2012 and will
follow for smaller employers over the coming months and years is the changes
to work place pensions where employers must automatically enrol certain
members of their workforce into a pension scheme and as an employer also
make a contribution towards it.

Although auto enrolment is ultimately the responsibility of each employer, the
Administering Authority has sought to support employers and raise their
awareness of their responsibilities under the initiative, through training sessions
with the major employers, publication of a guide to auto enrolment and issuing a
questionnaire to gauge their readiness for the new arrangements. Auto
enrolment has also been a regular item on the Employers newsletter.

LGPS 2014

The LGPS is facing arguably the biggest change in its history from 1st April 2014
as it moves from being a final salary scheme to a Career Average Revalued
Earnings Scheme. The Administering Authority has recognised the need to
provide support to employers in the build up to the introduction of the new
scheme. This support has been focused on helping employers deliver two
separate, but key roles.
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Ongoing Support LGPS 2014 continued
and Communication

. Firstly, ensuring that employers recognise and understand their revised
continued y g POy g

responsibilities under the new scheme, and secondly recognising the key role
that employers will play in cascading information about the new scheme to
members and engage with non members about the benefits of membership of
the LGPS.

Communicating the LGPS 2014 to employers formed a significant component of
the Fund's communication strategy in 2012-13, and was a major agenda item at
the last two Employer Meetings. This face to face communication was also
reinforced by a dedicated section on the website and regular updates to
employers via Newsletters and circulars.

The importance of this communication will continue in 2013-14 and forms a key
element of the Communication Strategy in the lead up to 1st April 2014 and
implementation of LGPS 2014.

Monitoring an Employers Pension Liabilities

As commented earlier, the increase in the number of employers in the Fund and
their diversity in terms of size, membership profile, financial covenant and time
horizon in the LGPS has set both the Administering Authority and the employers'
challenges in managing pension liabilities.

Monitoring individual employers’ pension liabilities has become more important
as each may face different economic, financial and political pressures which
impact on their membership of the LGPS.

The Administering Authority has recognised these challenges and developed and
implemented a system and process to monitor employers funding levels,
cashflows, membership profile and other key inputs that could impact on
employers' pension liabilities and the associated risk to the Fund.

These monitoring tools have been further developed into an ‘employer
monitoring pack’ which Officers share with employers on a regular basis to a)
raise the employers awareness of their current pension obligations b) ensure that
the employer is regularly made aware of any material changes to their pension
obligations and ¢) allow time for Officers, employers and other parties to work in
partnership to address any issues.

Exiting the Scheme As well as the increase in the number of employers joining the scheme, there has
been an increase in the number of employers either leaving the scheme or their
time frame of continued membership of the LGPS is quickly diminishing. This
could be due to a finite time of LGPS membership through for example a fixed
term contract coming to an end, or as membership matures if an employer has
closed access to the scheme to new members.

The Administering Authority has developed strategies to help employers exit the
scheme in a planned and affordable manner and where appropriate, these
strategies will form an integral part of the 2013 valuation contribution setting
strategy. During 2012-13 the Administering Authority supported 2 employers to
exit the scheme by setting affordable exit plans and another 3 employers have
existing exit payment plans in place.
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Acadamies

All Hallows Catholic College

- Foundation Enterprises
NW Ltd

Beamont Collegiate Academy

Designated Bodies

Alsager Town Council

Handforth Parish Council

Catholic High School, Chester

Holmes Chapel Parish Council

HQ Theatres Limited

County High School Leftwich

Lymm Parish Council

Livewire

Eaton Bank Academy

Local Solutions

Great Sankey High School

May Gurney

Kelsall Primary School

Free Schools

Sandymoor School

Northgate Managed
Services

King's Leadership Academy

Plus Dane Housing
Association

Knutsford Academy

Lymm High School

Scheme Employers

Police and Crime
Commissioner

Ringway Infrastructure
Services Limited

Neston High School

Taylor Shaw

Tarporley High School & Sixth
Form College

Tommy Thumbs

University Academy Warrington

Warrington Cultural Trust

Wade Deacon High School
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Investment report

Investment Strategy and Governance

As noted earlier in the Governance section of this report, responsibility for the Fund's investment strategy
lies with the Director of Resources advised by the Pension Fund Committee (the Committee) after having
taken expert advice.

The Fund's primary investment objective as set out in the published Statement of Investment Principles is to
achieve a return from the Fund's investments sufficient to ensure that it can meet its pension liabilities,
whilst also managing investment risk.

The Fund targets a return of at least 6.1% per annum in order to eliminate the funding deficit assessed at
the 2010 Valuation and to deliver a return from investments sufficient to keep pace with the cost of future
pension provision.

To assist delivery of these objectives the Committee also advises on the Fund’s strategic asset allocation.
This sets out the amounts to be invested in a diversified portfolio of assets.

The Fund invests in a wide range of asset classes and regions across the world in the belief that a diversified
portfolio will yield higher returns and pose a lower risk than any individual investment.

Diversification also strives to smooth out risk in a portfolio so that the positive performance of some
investments will neutralise the negative performance of others.

Investment Strategy Review

The 2012-13 financial year represented the third year following the Investment Strategy Review of 2010.
The Fund's overall investment strategy is reviewed on a triennial basis in line with the LGPS liability
valuation cycle.

As would be expected in the final year of a three year cycle, few changes were made to the overall structure
of the portfolio. As stated in the previous years' annual report, the significant restructuring identified as part
of the 2010 review was completed during 2011-12. This included;

+ The allocation of 15% of fund assets to an Absolute Return mandate comprising 4 investment managers;
+ Redemption of one of the funds secured loans portfolio; and

+Restructuring of the Fund’s fixed income mandates including a reduced allocation to the Baillie Gifford
Bond Fund and a transfer from Henderson's High Alpha Fund to the Total Return Bond Fund.

The only change made during 2012-13 was a £30m commitment to the M&G Debt Opportunities Fund
made in June 2012. This commitment represents 1% of total Fund assets and at 31st March 2013 the
manager had drawn down £6.2m of funds.

The focus of the M&G Debt Opportunities Fund is to generate a return by purchasing debt in
underperforming, stressed or distressed UK and European issuers. The risk averse and disciplined investment
approach of the manager made this an attractive opportunity to add further diversification to the portfolio.

26 Cheshire Pension Fund Annual Report 2012 - 13



Asset Allocation

The table below shows both the Fund's strategic asset allocation benchmark as at 31st March 2013 and over
the previous 3 years.

2010
%
25.0

UK equities 235 11.5 10.5
Global Equities 37.0 40.5 40.5 40.5
Total Equities 62.0 64.0 52.0 51.0
Fixed Income 14.0 14.0 14.0 14.0
Property 9.0 9.0 9.0 9.0
Secured Loans 5.0 5.0 5.0 5.0
Private Equity 5.0 5.0 5.0 5.0
Global Tactic§l

;(D«Gs;;; A)\llocatlon 30 30 i i
Cash 2.0 - - ]
Absolute Return - - 15.0 15.0
Debt 10

Opportunities

(Total values may not equal 100% due to rounding)
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Appointed Investment Managers

The Fund has appointed 14 external investment managers to undertake the day to day management of the Fund's
assets across 18 mandates. Each manager has a specific performance target against which their performance is
regularly monitored. The value of direct assets under management (excluding any investment liabilities) by each
manager and their respective benchmarks are shown in the table below:

Assets Date Investment Performance
Manager ) || Crhien Mandate Style Benchmark
SIS Tailored
Legal & General 684 1993 Global Equities  Index Track Index
Benchmark
Tracker
Baillie Gifford Global . . MSCI All o
Alpha 361 2011 Clobal Equities  Active World Index +3%
Baillie Gifford Long . . FTSE All World o
& mlGIabalADhS 269 2005 Global Equities  Active Index +3%
45% FT Actuaries
All Stock Index,
Baillie Gifford 51 2008 Fixed Income Active 55% Bank of +1.5%
America Non
Gilts Index
. . MSCIAll o
GMO 400 2005 Global Equities  Active World Index +3%
: . BNY Property Outperform
Rockspring 201 1988 Property Active Median Index
Bank of America
Goldman Sachs 205 2008 Fixed Income Active Sterling Broad +2%
Index
(o)
Henderson 194 2012 Fixed Income Active Libor S50 EEIE
Return Target
MRG 147 2006 Secured Loans Active Libor +1.75%
M&G 32 2009 U.K Company Active Libor 10% per annum
Financing Fund
MRG 6 2012 Distressed Debt  Active Libor 15% per annum
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Assets Date Mandate Investment Benchmark Performance
(Em) Appointed Style Taget

Adam Street Partners 109 Private Equity Active
Private Equity
Private Equity Active
115 Absolute Return

Manager

12%-15% IRR
(net of fees)

8%-10% per

Partheon Ventures
annum

Lexington 10% per annum

CPI +5% per
annum

(o)

182 2011 | Absolute Return | Active CPI +5% per
annum
(o)

Och Ziff 2011 | Absolute Return CPI+5% per
annum
(o)

87 2011 | Absolute Return | Active CPI+5% per
annum

Outperform

Various Active LIBOR

Money Market Funds

— ~
o o
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The £3.232bn of direct assets under management as at 31st March were split across the various asset
classes as shown in the chart below:

14.3% Absolute Return
5.6% Secured Loans

Private Equity 6.4%

H 0,
Fixed Income 13.9% 14.5% UK Equities

Cash 0.5%

Property 6.2%

38.5% Global Equities

(Total may not equal 100% due to rounding)

There have been no significant changes to actual asset allocations during the year as shown in the table

below:

I T N
UK Equities 13.8% 14.5% 0.7%
Global Equities 36.6% 38.5% 1.9%
Property 6.4% 6.2% -0.2%
Cash 2.0% 0.5% -1.5%
Fixed Income 14.1% 13.9% -0.2%
Private Equity 6.9% 6.4% -0.5%
Absolute Return 14.8% 14.3% -0.5%
Secured Loans 5.1% 5.6% 0.5%

The increase in the Fund's allocation to Equities is reflective of the performance of this asset class, relative to
other investments during the year.
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The Global equity component of the portfolio is spread across the following regions:

North America 51.7% 5.3% Emerging Markets

10.6% Asia/ Pacific

8.2% Japan

24.2% Europe

(Total may not equal 100% due to rounding)

Top 10 holdings

The Fund has £1,030m invested directly in equities around the world with a further £684m invested
indirectly through pooled or collective investment vehicles. The top 10 combined equity holdings
held directly by the Fund (not through pooled vehicles) are shown below:

£14.9m Intuitive Surgical

Inditex £17.2m £14.7m Tecent Holdings

PPR Group £17.3m

£34.3m Amazon.com
Baidu £17.4m

Atlas Copco £17.4m
£25.7m Google

Apple £18.2m

£22.2m Ebay

Cheshire Pension Fund Annual Report 2012 - 13 31



Property Holdings

The Fund holds direct UK property assets totalling £188m in a diversified portfolio of UK retail, industrial
and office properties with a further £13m invested in UK and European property unit trusts. The largest
direct holdings by market value are shown in the table below:

Maybrook Retail Park,
Canterbury

Burgan House, Staines

Haymarket & Humbertsone

Gate, Leicester Relll
11-29 Victoria Street, Grimsby Retail
Riverside House, Aberdeen Offices

Haddenham Business Park,
Haddenham

Market Commentary

In light of the seemingly concerted effort from the
US, UK, Japanese and European Central Banks to use
quantitative easing to avoid an illiquidity crisis,
concerns over a systematic failure of financial
markets appear to have receded. Investors adopted
a more upbeat mood towards risky assets over the
year to 31st March 2013. Despite the absence of
any meaningful and consistent improvement in
economic fundamentals, equity markets have been
front-running the investment cycle posting double
digit returns.

The global economic background remained largely
unchanged, with data suggesting a sluggish growth
and, at best, a slow grinding recovery. Consensus
economic forecasts marginally fell, with 2.6 % real
global GDP growth expected in 2013 (Source:
Consensus Economics April 2013).

Significant divergence in economic growth was seen
in different regions. With the conclusion of the US
Presidential Election in November 2012 and the deal
on the fiscal cliff being reached by the US congress
at the start of 2013, the forecast for US economic
growth had been somewhat more positive than the
other developed markets albeit slow and cautious.
The recovery in the UK continued to falter with
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Retail Warehouses

Office Development

Industrial Warehouses

16.850

15.800

15.500

13.815

13.200

11.530

Moody's downgrade of the UK Credit rating to Aal
in February 2013. The significant depreciation of
Sterling against the US dollar and the Euro over the
first quarter of 2013 highlighted the continued
concerns over the weakness of the UK economy and
its future growth prospects. As the Euro area
officially fell back in recession in the second half of
2012, Germany managed to avoid recession and
continued to post relatively strong growth
compared to Italy and Spain. More recently, the
uncertainty of the Italian election and the botched
European Central Bank rescue of Cyprus once again
weighed on the concerns over the Euro.

Emerging markets continued to be a major engine of
global economic growth. However, stock markets
remained concerned over the slower than expected
growth in China as export demand from Europe
declined, although this may be seen in hindsight as a
helpful cooling-off process.



Investment Markets (all returns below are sourced
from Thomson Reuters Datastream)

UK Equity Market

In the UK, equity markets performed strongly over the
12 month period to 31 March 2013. The FTSE All-
Share Index rose 16.8% over the year with large, mid
and small cap stocks returning 15.4%, 24.3% and
24.5% respectively.

Overseas Equity Markets

The major overseas equity markets also recorded
strong growth over the year ended 31 March 2013,
achieving the following returns:

The FTSE World North America Index returned 19.3%
in Sterling terms, and 13.5% in local currency terms.

The FTSE World Europe (ex UK) Index returned 18.0%
to the Sterling investor and 15.9% in local currency
terms.

The FTSE World Japan Index returned 14.3% and
24.1% to Sterling and local investors respectively.

The Asia Pacific (ex Japan) region, as measured by the
FTSE World Asia Pacific (ex Japan) Index, returned
18.1% to Sterling investors and 11.5% to local
investors.

Emerging Markets, as represented by the FTSE All
World Emerging Markets Index, returned 7.4% and
6.5% to Sterling and local investors respectively.

Bonds

UK Government Bonds as measured by the FTSE Gilts
All Stocks Index returned 5.3% over the one year
period to 31 March 2013. Long dated issues as
measured by the corresponding Over 15 Year Index
returned 8.1%. The yield for the FTSE Gilts All Stocks
index fell over the year from 2.75% to 2.47%.

Off the back of the announcement that there would
be no change to the Retail Price Inflation (RPI)
measure in early January 2013, index-linked gilts

rallied strongly as RPI inflation expectations increased.

The FTSE All Stocks Index Linked Gilts index returned
10.2% with the corresponding 15 year index also
exhibiting a positive return of 12.1%. This resulted in
the real yield on all index-linked gilts falling to
negative levels.

Corporate debt as measured by the BofA Merrill Lynch
Sterling Non-Gilts index continued to give a strong
positive return. Over the year to 31st March 2013
corporate debt returned 12.0%.

Property

Over the 12 month period to 31st March 2013, the
IPD UK All Property Index returned 2.5% in Sterling
terms. The three main sectors of the UK Property
market each recorded positive returns over the period
(retail 0.7 %, office 4.3% and industrial 4.0%).

Hedge Funds

The HFRI Fund of Funds Composite Index returned
10.4% over the year. The major underlying indices all
exhibited positive performance; the Macro index
returned 5.9%, while Relative Value index returned
16.0%. Equity Hedge and Event Driven indices
returned 11.3% and 13.4% respectively.

Currencies

Over the year, Sterling rose 8.6 % against the Yen
from ¥131.49 to ¥142.76 but depreciated against the
US Dollar by 5.0% from $1.598 to $1.518 and by
1.4% against the Euro from €1.20 to €1.18.

Investment Performance

The Fund has adopted a tailored benchmark in line
with its specific asset allocation rather than a peer
group benchmark. The Committee regularly reviews
the performance of both the investment strategy and
the contribution of the Fund's investment managers.
Managers are required to submit reports on
performance and investment activity to the
Committee on a quarterly basis. The Fund also
engages an independent performance measurer —
BNY Mellon Asset Servicing to independently assess
the rates of return achieved.

The majority of the Fund’s assets are managed
actively by external investment managers in the belief
that active management will add value (net of
management fees) over index or benchmark returns.
Notwithstanding this expectation of outperformance
from active management, the Fund’s performance will
inevitably be linked to the performance of the global
financial markets and the underlying assets that the
Fund is actually invested in. Most notably overseas
equities, UK equities, bond markets and the UK
property market which the Fund has strategic
allocations to of 40.5%, 10.5%, 14% and 9% (74 %
in total) of the Fund’s assets respectively.
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The Fund's overall performance in the year and over the longer term is set out in the following charts

and tables:

1 Year

3 Years

5 Years

10 Years

M Portfolio M Benchmark [ CPI

12.8%

10.0%
33%
0.6%
8.1%
6.2%
41%
1.5%
6.3%
5.5%
3.2%
1.6%
9.4%
8.9%
33%
2.8%

B National Average Earnings

The Fund returned +12.8% in the year ending 31st March 2013, +2.8% above its benchmark return of
+10.0%. This followed a return of +2.9% in the previous financial year. The net assets of the Fund are now
£362m higher than as at 31st March 2012 at £3.231bn.

All of the asset classes that the Fund invests in achieved positive returns during 2012-13.

10.0%
12.8%

Total Fund

.- 17.1%
bl Equities e 159%

. 16.8%

UK Eqities e 15.9%
Fixed Income

-1.0% I
Property
Private Equity 15.7%

Secured Loans

Absolute Return

B Benchmark [ Portfolio
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Investment Manager performance is highlighted in the graph below which shows the performance by each
of the Fund's investment managers and their respective benchmark.

Total Fund

Rockspring

Winton

Och ziff

Jubilee

Arrowgrass

Private Equity

M&G

Goldman Sachs

Baillie Gifford
Bond Fund

Henderson

Legal & General UK
Legal & General
Global

GMO

Baillie Gifford
LTGG

Baillie Gifford
Global Alpha

10.0%
12.8%

-1.0% 3,89,
8%

— 5%
2.8%

2.8%

12.9%

= 0.4%
15.7%
= 0.6%
73%
7.5%
e 11.5%
14.8%
0.4%
8.8%
16.8%
16.9%
16.7%
16.7%
17.7%
15.9%
17.1%
9.7%
17.0%

19.6%

B Benchmark [ Portfolio
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Corporate Governance and Shareholder Activism

Corporate governance is about making sure that companies’ operational processes and policies are robust
and responsible. Good governance ensures that a company has clear direction, plans, structure and
resources, all of which are necessary for financial success. The onus is on the companies to adopt an
accountable, transparent approach, demonstrating principles of integrity in their business practice.

The UK Stewardship Code sets out the expectations and responsibilities of institutional shareholders and
aims to enhance the quality of engagement between institutional investors and companies. The overriding
aim of the code is to help to improve long-term returns to shareholders and ensure that governance

responsibilities are exercised in an efficient manner.

The UK Stewardship Code comprises of seven core principles. The Financial Reporting Council (FRC)
encourages all pension funds to regularly assess and report on how they comply with the code.
The outcome of the Fund'’s most recent assessment against the requirements of the code is summarised

in the table below:

UK Stewardship Code Principle

Institutional investors should
publicly disclose their policy
on how they will discharge
their stewardship
responsibilities.

Principle 1

Institutional investors should
have a robust policy on
managing conflicts of interest
in relation to stewardship and
this policy should be publicly
disclosed.

Principle 2

Institutional investors should
monitor their investor
companies.

Principle 3

Institutional investors should
establish clear guidelines as to
when and how they will
escalate their activities as a
method of protecting and
enhancing shareholder value.

Principle 4
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Compliance

The Fund's approach is to apply the Code both
through its arrangements with its asset managers
and through membership of the Local Authority
Pension Fund Forum.

The Fund encourages the asset managers it
employs to have effective policies addressing
potential conflicts of interest within the Fund.

Day-to-day responsibility for managing our
investments is delegated to our appointed asset
managers, and with the exception of GMO, the
fund expects them to monitor companies,
intervene where necessary, and report back
regularly on activity undertaken. Reports from our
fund managers on voting and engagement activity
are received and distributed to the committee
quarterly. In addition the fund receives ‘alerts’ from
Local Authority Pension Fund Forum. These
highlight corporate governance issues of concern.

With the exception of GMO, responsibility for day-
to-day interaction with companies is delegated to
the fund's asset managers, including the escalation
of engagement when necessary. Their guidelines
for such activities are expected to be disclosed in
their own statement of adherence to the
Stewardship Code.




Institutional investors
should be willing to act
collectively with other
investors where
appropriate.

Principle 5

Institutional investors
should have a clear policy
on voting and disclosure of
voting activity.

Principle 6

Institutional investors
should report periodically
on their stewardship and
voting policies.

Principle 7

As stated the Fund's membership of the Local
Authority Pension Fund Forum (LAPFF) enables it to
work collectively with other organisations. The Fund
also subscribes to the National Association of
Pension Funds (NAPF).

The Council's corporate governance arrangements
as published in the latest Statement of Investment
Principles incorporate these principles.

The Fund's overall policy is to obtain the best
possible returns subject to an acceptable level of risk
using the full range of investments authorised under
the Local Government Pension Scheme regulations.

The Fund recognises that social, environmental and
external considerations can affect financial return.
The Fund's managers have been requested to give
due consideration to these factors, particularly in
the areas of business sustainability and reputational
risk when selecting, retaining and realising individual
investments.

The Fund seeks to work collaboratively with
other institutional shareholders in order to
maximize the influence that it can have on
individual companies. The Fund seeks to
achieve this through membership of the LAPFF,
which engages with companies over
environmental, social and governance issues on
behalf of its members.

The Fund ensures that the votes attached to its
holdings in all UK and overseas quoted
companies are exercised whenever practical.
The Fund has instructed its asset managers to
vote in accordance with their own policies and
practices and to take account of the Combined
Code on Corporate Governance.

The fund reports annually on stewardship
activity through a specific section in its annual
report.

Managers of the portfolios containing listed UK and
Overseas Equities are required to vote at all
meetings where the Fund has a voting interest.
Wherever practicable, votes must be cast in
accordance with industry best practice as set out in
the Combined Code of Corporate Governance. The
managers are required to specifically notify any
voting exceptions. All abstentions must be
specifically reported and justified. The Fund's non-
equity Managers are required to take account of the
Fund's views as far as possible.

In order to ensure that the governance practices
employed by the Fund’s investment managers are
aligned to that of the fund, investment manager's
quarterly performance reports are required to
include a specific briefing on corporate governance,
detailing all votes cast on the Fund's behalf. This is
reported to the Pension Fund Committee on a
quarterly basis and any exceptions or examples non-
compliance are addressed directly with the Fund's
managers.

Cheshire Pension Fund Annual Report 2012-13 3/



The table below summarises the voting activity for the fund over the 12 months to 31st March 2013:

Total %

Number of occasions where the Fund's
investment managers have voted in favour 4,377 93.94
of a resolution

Number of occasions where the Fund's
investment managers have voted against 282
a resolution or abstained
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Statement of Accounts

Cheshire Pension Fund - Fund Account for the year ended 31 March 2013

Notes 2012-13 2011-12
£000 £000

Contributions and Benefits

Contributions Receivable

From Employers 7.1 113,962 114,532
From Employees 33,050 34,009
Total Contributions Receivable 7.2 147,012 148,541
Transfers in from Other Schemes 8 11,268 12,051
Benefits Payable

Pensions -118,983 -110,946
Lump Sums -19,843 -29,192
Death Benefits -3,142 -2,617
Total Benefits Payable 9 -141,968 -142,755

Payments to and on account of Leavers

Refund of Contributions -14 -4
Transfers to Other Schemes -8,510 -8,723
10 8,524 -8,727
Administration Expenses 11 -2,169 -2,072
Net Additions from dealing with members 5,619 7,038
Returns on Investments
Investment Income 12 42,486 44,268
Taxes on Income 13 -7192 -837

Profits and losses on disposal of
investments and changes in the market 15f 308,928 48,202
value of investments

Investment Management Expenses 14 -17,355 -9,053
Net Returns On Investments 333,267 82,580
L\Ihit\l(r;;rrease/ (Decrease) in the Fund during 338,886 89 618
Opening Net Assets of the Scheme 2,920,443 2,830,825
Closing Net Assets of the Scheme 3,259,329 2,920,443
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Cheshire Pension Fund - Net Assets Statement as at 31 March 2013

Investment Assets

Pooled Investment Vehicles

15/f, 20/21

2012-13

£000
1,306,341

2011-12

£000
1,135,003

Equities

15/f, 20/21

994,003

862,737

Hedge Funds

15b/f, 20/21

460,638

425911

Private Equity

15¢/f 20/21

204,748

199,580

Investment Properties

18

188,249

169,034

Loans

15d/f, 20/21

38,618

27,722

Derivative Contracts

16, 20/21

1,296

3,560

Secured Loans

15f, 20/21

0

0

3,193,893

2,823,547

Cash

15e/f, 20/21

34,030

59,880

3,227,923

2,883,427

Other Investment Balances

4,723

5,037

15f, 20/21

3,232,646

2,888,464

Investment Liabilities

Derivative Contracts

16, 20/21

Total Net Investments

3,231,838

2,888,159

Long Term Assets

16,019

16,263

Current Assets

Cash at Bank

Debtors

Current Liabilities

Creditors

-5,245

-4,566

Receipts In Advance

-2,723

-2,802

Net Current Assets

Total Net Assets

27,491
3,259,329

32,284
2,920,443



NOTE 1 -DESCRIPTION OF THE FUND

The Cheshire Pension Fund (the Fund) is part of the
Local Government Pension Scheme (LGPS) and is
administered by Cheshire West & Chester Council
(The Council). The Council is the reporting entity for
this pension fund.

The following description is a summary only. For
more detail, reference should be made to the
Cheshire Pension Fund Annual Report 2012-13 and
the underlying statutory powers underpinning the
scheme, namely the Superannuation Act 1972 and
the LGPS Regulations.

The Fund is governed by the Superannuation Act
1972 and is administered in accordance with the
following secondary legislation:

+  The LGPS (Benefits, Membership and
Contributions) Regulations 2007 (as amended)

+  The LGPS (Administration) Regulations 2008

+  The LGPS (Management and Investment of
Funds) Regulations 2009

It is a contributory defined benefit pension scheme
administered by the Council to provide pensions and
other benefits for pensionable employees of
Cheshire West and Chester, Cheshire East, Halton
and Warrington Borough Councils and a range of
other scheduled and admitted bodies within the
County area. The Fund excludes provision for
teachers, fire fighters and police officers as they
come within other national pension schemes. A full
list of the employers who have contributed to the
fund during 2012-13 can be found within the
Administration Report.

Responsibility for managing the Fund lies with the
full Council of Cheshire West & Chester Council with
lead officer responsibility delegated to the Director
of Resources. Day to day management of the Fund's
affairs has been delegated to the Head of Finance
advised, with regard to investment matters, by the
Pension Fund Committee and external advice from
Mercer. The fund also received actuarial advice
from Hymans Robertson. The Pension Fund
Committee reports directly to the Cheshire West and
Chester Audit and Governance Committee.

In relation to investments the Council sets the
overall investment strategy for the Fund which takes
into account the Fund's pension liabilities and the
prospects for future investment returns.

The overall investment strategy is reviewed every 3
years to coincide with the Fund’s triennial valuation.
A review of the investment strategy during 2010-11
resulted in the Fund's asset allocation being
amended to take account of the revised liability
profile and this led to some investment manager
changes being implemented in 2011-12. In addition
a couple of other changes did not take effect until
2012-13:

The completion of the transfer of funds from
Henderson's High Alpha Credit Fund to the
Horizon Total Return Bond Fund. The value of
this investment at 31st March 2013 is £194m.

The Fund took the opportunity to commit £30m
to the M&G Debt Opportunities Fund, which aims
to take advantage of discrete market
opportunities that arise over time. At 31st March
2013 £6.2m had been drawn down for this fund.

To manage the Fund's assets in accordance with the
agreed investment strategy, the Council has 14
appointed external investment managers (14 in
2011-12 restated from 15) who each have specific
responsibility for part of the Fund's investment
portfolio.

The Council uses the services of BNY Mellon Asset
Servicing to independently monitor the performance
of the investment strategy and the contributions of
individual managers. Performance is monitored
against the Fund’s tailored asset allocation
benchmark rather than to a peer group benchmark.

BNY Mellon Asset Servicing report for the year
ended 31 March 2013 shows that the Fund achieved
areturn from its investments of +12.8% (+2.9% in
2011-12) compared with the Fund’s tailored
benchmark return of +10.0% (+1.8% in 2011-12).
For the three years ended 31 March 2013 the Fund
achieved an annualised return of +8.1% per annum
against the Fund’s benchmark return of +6.2% per
annum.
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Membership

Membership of the LGPS is voluntary and employees are free to choose whether to join the scheme, remain
in the scheme or to make their own personal arrangements outside of the scheme.

Organisations participating in the fund include:

Scheduled bodies (scheme employers), which are local authorities and similar bodies whose staff are
automatically entitled to be members of the fund; and

Admitted bodies, which are other organisations that participate in the fund under an admission
agreement between the fund and the relevant organisation. Admitted bodies include voluntary,
charitable and similar bodies or private contractors undertaking public sector authority functions
following outsourcing to the private sector.

There are 148 employer organisations with active members who were contributing into the fund as at 31
March 2013, including the Council itself, as detailed below:

The 2011

Cheshire Pension Fund 31 March 2013 31 March 2012
Restated

Number of employers with active
members

Number of employees in the scheme

Cheshire West and Chester Council 7,812
22,871

30,683

Other employers

Total

Number of pensioners
Cheshire West and Chester Council 1,173
Other employers 22,301
23,474

Number of Deferred pensioners
Cheshire West and Chester Council 2,187
Other employers 21,226
Total

TOTAL MEMBERSHIP 77,570

12 figures have been restated as Councillors membership had been omitted.

y contributions and investment earnings. Contributions are made by active members
e with the LGPS (Benefits, Membership and Contributions) Regulations 2007 and
ensionable pay for the financial year ending 31 March 2013. Employee

's contributions which are set based on triennial actuarial valuations.
10. The next valuation will be based on information as at 31




Benefits

Pension benefits under the LGPS are based on final pensionable pay and length of pensionable service, summarised below:

_ Service pre 1 April 2008 Service post 31 March 2008

Each year worked is worth 1/80 final Each year worked is worth 1/60 x final

AN pensionable salary. pensionable salary.

Automatic lump sum of 3 x salary.

In addition, part of the annual pension can
Lump sum be exchanged for a one-off tax free cash

payment. A lump sum of £12 is paid for

each £1 of pension given up.

No automatic lump sum.

Part of the annual pension can be exchanged
for a one-off tax free cash payment. A lump sum
of £12 is paid for each £1 of pension given up.

There are a range of other benefits provided under the scheme including early retirement, disability pensions and death
benefits. For more details, please refer to the fund scheme handbook which is available from the Fund.

Benefits are index-linked in order to keep pace with inflation. In June 2010, the Government announced that the method
of indexation would change from the Retail Price Index (RPI) to the Consumer Price Index (CPI). This change took effect
from 1 April 2011.

LGPS 2014

Following the Government's commitment to overhaul all public service pension schemes, it is anticipated that the LGPS will
undergo significant change from 1 April 2014. At time of writing there is no legislation on the statute books and a number
of areas of the new look Scheme are still subject to a formal consultation process. A summary of the likely key changes,
as understood at this time, are provided below.

_ Proposed Scheme Existing Scheme

Basis of Pension Career Average Revalued Earnings (CARE) Final Salary (FS)
Accrual Rate 1/49th 1/60th
Revaluation Rate By order of Her Majesty’s Treasury Based on Final Salary

Members can pay 50% contributions for

Contribution Flexibility 509% of the pension benefit No
Normal Pension Age Equa‘l to the |nd.|v.|dual member’s State 65
Pension Age (minimum 65)
?Uenith SRS 3 x assumed pensionable pay 3 x pensionable pay
Dea’gh n Serwc;e 1/160 accrual basis 1/160 accrual basis
survivor benefits
Ill-health provision Three Tiers Three Tiers
!ndexatlon o B Pensions Increase Orders (presently CPI) Pensions Increase Orders (presently CPI)
In payment
Qualifying period for 2 years 3 months

benefits
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NOTE 2 - BASIS OF PREPARATION

The Statement of Accounts summarises the Fund's
transactions for the 2012-13 financial year and its
position at year end as at 31 March 2013. The
accounts have been prepared in accordance with
the Code of Practice on Local Authority Accounting
in the United Kingdom 2012-13 which is based upon
International Financial Reporting Standards (IFRS), as
amended for the UK public sector.

The accounts summarise the transactions of the
Fund and report on the net assets available to pay
pension benefits. The accounts do not take account
of obligations to pay pensions and benefits which
fall due after the end of the financial year. The
actuarial present value of promised retirement
benefits, valued on an International Accounting
Standard (IAS) 19 basis, is disclosed at Note 23 of
these accounts.

The accounts include restated 2011 - 12 figures for
membership, performance related investment
manager fees and creditors to include some
amendments which have now been correctly

ified into relevant categories and some figures
itted from last year's accounts.

OF SIGNIFICANT

embers and
ron an accruals
e recommended by the
\‘roll period to which they

contributions and

s are accounted for in
ility arises. Any amount
lassed as a current

b) Transfers to and from other schemes

Transfer values represent the amounts received and
paid during the year for members who have either
joined or left the fund during the financial year and
are calculated in accordance with the Local
Government Pension Scheme regulations (see notes
8 and 10).

Individual transfers in/out are accounted for when
they are received/paid, which is normally when the
member liability is accepted or discharged.

Transfers in from members wishing to use the
proceeds of their additional voluntary contributions
(see below) to purchase scheme benefits are
accounted for on a receipts basis and are included in
Transfers In (see Note 8).

Bulk (group) transfers are accounted for on an
accruals basis in accordance with the terms of the
transfer agreement.

c) Investment income

* Interest income is recognised in the fund account
as it accrues, using the effective interest rate of
the financial instrument as at the date of
acquisition or origination.

5 income is recognised on the date the
quoted ex-dividend. Any amount not
by the end of the reporting period is
disclosed in the net assets statement as a current
financial asset.

- Distributions from pooled funds are recognised
at the date of issue. Any amount not received by
the end of the reporting period is disclosed in the
net assets statement as a current financial asset.

*  Property related income consists primarily of
rental income.

+Changes in the net market value of investments
(including investment properties) are recognised
as income and comprise all realised and
unrealised profits/losses during the year.

been translated into sterling



Fund account — expense items
d) Benefits payable

Pensions and lump-sum benefits payable include
all amounts known to be due as at the end of the
financial year. Any amounts due but unpaid are
disclosed in the net assets statement as current
liabilities.

e) Taxation

The fund is a registered public service scheme under

section 1 (1) of Schedule 36 of the Finance Act 2004

and as such is exempt from UK income tax on
interest received and from capital gains tax on the
proceeds of investments sold. Income from
overseas investments suffers withholding tax in the
country of origin, unless exemption is permitted.
Irrecoverable tax is accounted for as a fund expense
as it arises.

f) Administration Expenses

All administrative expenses are accounted for on an
accruals basis. All staff costs of the pension’s
administration team are charged direct to the Fund.
Management, accommodation and other overheads
are apportioned to the Fund in accordance with
Council policy.

g) Investment Management Expenses

All investment management expenses are
accounted for on an accruals basis.

Fees of the external investment managers and
custodian are agreed in the respective mandates
governing their appointments. Broadly, these are
based on the market value of the investments under
their management and therefore increase or reduce
as the value of these investments change.

In addition the fund has negotiated with the
following managers that an element of their fee
be performance related:

Baillie Gifford & Co

Goldman Sachs Asset Management

M&G Investments

Arrowgrass Capital Partners
Fauchier Partners

Winton Capital

Och Ziff Capital Management

Performance related fees amounted to £5.7m i

n 2012-13 (The 2011-12 performance fees have
been restated to £1.4m from £1.1m as they were
categorised as management fees in error) for
managers who outperformed the benchmark.

Where an investment manager's fee invoice has

not been received by the balance sheet date,

an estimate based upon the market value of their
mandate as at the end of the year is used for
inclusion in the fund account. The total of fees
based on estimates in 2012-13 was £729k relating
to fees due for the month of March 2013 (£2011-12
£114k).

The cost of obtaining investment advice from
external consultants is included in investment
expenses (Note 14).

The cost of the Council's in-house fund management
team are charged direct to the Fund and a
proportion of the Council's costs representing
management time spent by officers are also charged
to the fund.
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Net Assets Statement
h) Financial assets

Financial assets are included in the net assets
statement on a fair value basis as at the reporting
date. Afinancial asset is recognised in the net assets
statement on the date the fund becomes party to
the contractual acquisition of the asset. From this
date any gains or losses arising from changes in the
fair value of asset are recognised by the fund.

The values of investments as shown in the net assets
statement have been determined as follows:

i) Market-quoted investments

The value of an investment for which there is a
readily available market price is determined by the
bid market price ruling on the final day of the
accounting period.

i) Unquoted investments

The fair value of investments for which market
quotations are not readily available is determined as
. follows:

+ Valuations of delisted securities are based on the
rice prior to delisting, or where subject
the amount the Council expects to
up, less estimated realisation

include investments in
in unlisted

r unquoted

investments in

funds. The

rtaken by the investment
onsible entity and advised as a
ice. The valuation standards
uations adhere to industry
rds set by the constituent
r the management

ty funds are
ice

+ Investments in private equity funds and
unquoted listed partnerships are valued based on
the funds share of the net assets in the private
equity fund or limited partnerships using the
latest financial statements published by the
respective fund managers in accordance with the
guidelines set out by the British Venture Capital
Association. Where these valuations are not at
the Fund's balance sheet date, the valuations
have been adjusted having due regard to latest
dealings, asset values and other appropriate
financial information at the time of preparing
these statements, in order to reflect our balance
sheet date.

iii) Pooled investment vehicles

Pooled investment vehicles are valued at closing bid
price if both bid and offer prices are published; or if
single priced, at the closing single price. In the case
of pooled investment vehicles that are accumulation
funds, change in market value also includes income
which is reinvested in the fund, net of applicable
withholding tax.

iv) Freehold and leasehold properties

The investment properties were valued at open
mar as 31 March 2013 by Colliers CRE,
Cha rveyors in accordance with the Royal
Institute of Chartered Surveyors' Valuation

Standards. Acquisition costs of investments are
included in the Total Purchase Cost.

i) Foreign currency transactions

Dividends, interest, purchases and sales of
investments in foreign currencies have been
accounted for at the spot market rates at the date of
the transaction. End of year spot market exchange
rates are used to value cash balances held in foreign
currency bank accounts, market values of overseas
investments and purchases and sales outstanding at
the end of the reporting period.

J) Leverage

me of the Fund's investments, including hedge




k) Derivatives

The Fund uses derivative financial instruments to
manage its exposure to specific risks arising from its
investment activities. The Fund does not directly
hold derivatives for speculative purposes.

Derivative contract assets are fair valued at bid
prices and liabilities are fair valued at offer prices.
Changes in the fair value of derivative contracts are
included in the change in market value.

The values of futures contracts are determined using
the exchange price for closing out the option at the
reporting date. The value of over-the-counter
contract options is based on quotations from an
independent broker. Where this is not available, the
value is provided by the investment manager.

The future value of forward currency contracts is
based on market forward exchange rates at the
year-end date and determined as the gain or loss
that would arise if the outstanding contract were
matched at the year-end with an equal and opposite
contract.

l) Cash and cash equivalent

Cash comprises cash in hand and on demand
deposits.

Cash equivalents are short-term, highly liquid
investments that are readily convertible to known
amounts of cash and that are subject to minimal risk
of changes in value.

m) Financial liabilities

The Fund recognises financial liabilities at fair value
as at the reporting date. A financial liability is
recognised in the net assets statement on the date
the Fund becomes party to the liability. From this
date any gains or losses arising from changes in the
fair value of the liability are recognised by the Fund.

n) Actuarial present value of promised
retirement benefits

The actuarial present value of promised retirement
benefits is produced by the scheme actuary in
accordance with the requirements of IAS19
Employee Benefits and relevant actuarial standards.

As permitted under 1AS26 Accounting and Reporting
by Retirement Benefit Plans, the fund has opted not
to disclose the actuarial present value of promised
retirements in the net assets statement, instead
providing the information by reference to an
accompanying actuarial report. A copy of the full
actuarial calculation is appended to the Statement
of Accounts.

o) Additional voluntary contributions

The Fund provides an Additional Voluntary
Contributions (AVC) scheme for its members, the
assets of which are invested separately from those
of the pension fund. The fund has appointed
Clerical Medical, Standard Life and Equitable Life as
its AVC providers. Individual members AVC
contributions are paid directly to the AVC provider
by their respective employers and are specifically for
providing additional benefits for individual
contributors. Each AVC contributor receives an
annual statement showing the amount held in their
account and the movements in the year.
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NOTE 4 - CRITICAL JUDGEMENTS IN APPLYING ACCOUNTING POLICIES

Unquoted private equity investments

It is important to recognise the subjective nature of determining the fair value of private equity investments.
They are inherently based on forward looking estimates and judgements involving many factors. Unquoted
private equities are valued by the investment managers using guidelines set out by the British Venture
Capital Association. The value of unquoted private equities at 31 March 2013 was £204.7m (£199.6m as

31 March 2012).

Pension fund liability

The pension fund liability is calculated every three years by the Funds actuary, Hymans Robertson, with
annual updates in the intervening years. The methodology used is in line with accepted guidelines and in
accordance with financial standards. Assumptions underpinning the valuations are agreed with the actuary
and are disclosed in the actuarial calculation which is included within the Annual Report. This estimate is
subject to significant variances based on changes to the underlying assumptions.

NOTE 5 - ASSUMPTIONS MADE ABOUT THE FUTURE AND OTHER MAJOR SOURCES OF ESTIMATION

UNCERTAINTY

The Statement of Accounts contains some estimated figures that are based on assumptions made by the
Council about the future or that are otherwise uncertain. Estimates are made taking into account historical
experience, current trends and other relevant factors, however, because balances cannot be determined
with certainty, actual results could be materially different from the assumptions and estimates.

The items in the net assets statement at 31 March 2013 for which there is a significant risk of material
adjustment in the forthcoming financial year are as follows

Item

Private equity

Hedge funds

Investment
Properties

Uncertainties

Private equity investments are valued at fair
value in accordance with British Venture
Capital Association guidelines. These
investments are not publicly listed and as such
there is a degree of estimation involved in the
valuation.

Hedge funds are valued at the sum of the fair
values provided by the administrators of the
underlying funds plus adjustments that the
funds directors or independent administrators
judge necessary. These investments are not
publicly listed and as such there is a degree
of estimation involved in the valuation.

Investment properties have been valued on
the basis of market value (the estimated
amounts for which a property should
exchange between a willing buyer and seller)
and market rent (the expected benefits from
holding the asset) in accordance with the
Royal Institute of Chartered Surveyors'
Valuation Standards. The values are estimates
and may not reflect the actual values.

Effect if actual results differ
from assumptions

The total private equity
investments in the financial
statements are £204.7m. There is
a risk that this investment may be
under or overstated in the
accounts.

The total value of hedge funds in
the financial statements is
£461m. There is a risk that this
investment may be under or
overstated in the accounts.

The total value of investment
properties in the financial
statements is £188.2m. There

is a risk that this investment may
be under or overstated in the
accounts.




NOTE 6 — EVENTS AFTER THE BALANCE SHEET DATE
There have been no events since 31 March 2013 that require any adjustments to these accounts.

NOTE 7 - CONTRIBUTIONS RECEIVABLE

Normal Contributions 76,509 75,236
*Deficit Funding 31,839 31,309
Cost of Early Retirements (pension strain) 5,402 6,991
Augmentation Contributions 212 996
Total 113,962 114,532

* Employer Normal Contributions may include an element towards reducing any deficit in the scheme’s
funding position. At the triennial valuation (31 March 2010) the Actuary calculated a common employer
contribution rate of 22.8%, of which 6.7% targeted recovering the funding deficit with 16.1% towards
future service costs. It is estimated that employers contributed a notional £31.8m in 2012-13 (£31.3min
2011-12) towards deficit funding.

The cost of early retirements represents the contributions relating to Employers meeting the capitalised
costs of discretionary early retirements. The Fund recharges the Employers for such costs and the income
received is made up of both one-off lump sum payments and instalments. The accounts recognise the full
cost due from early retirement contributions from scheme employers who have the option of paying over
more than one year.

Augmentation Contributions include those payable by Employers to provide new benefits or to augment
benefits awarded to specific members under LGPS regulations.

7.2. Analysis of Contributions Receivable

Employers Employees Employers Employees

Scheme Employers 73,352 22,116 75,628 22,936
Cheshire West & Chester Council 28,740 7,931 29,389 8,537
Community Admission Body 9,906 2,697 8,971 2,384
Transferee Admission Body 1,964 306 544 152
Total 113,962 33,050 114,532 34,009
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NOTE 8 - TRANSFERS IN FROM OTHER PENSION FUNDS

Transfers from other Local Authorities
Transfers from other pension funds
Bulk Transfers

Total

There were no bulk transfers in during 2012-13.

NOTE 9 — BENEFITS PAYABLE

Scheme Employers

Cheshire West & Chester Council
Community Admission Body
Transferee Admission Body

Total

2012-13 2011-12

7,038 9,517
4,230 1,920
0 614
11,268 12,051

88,973 92,171
41,402 39,216
8,024 8,474
3,569 2,894
141,968 142,755

NOTE 10 - PAYMENT TO AND ON ACCOUNT OF LEAVERS

Individual Transfers
Refunds to Members leaving service

Total

2012-13 2011-12

8,510 8,723
14 4
8,524 8,727

The refunds to members leaving the service relates to members who opted out of the scheme within three
months of joining. The individual transfer figure represents the cash payments from the Fund in relation to
individual scheme members’ who have left the scheme and transferred their benefits to another pension

provider.
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NOTE 11 - ADMINISTRATIVE EXPENSES

The costs incurred by the Council in administering the Fund, as declared annually to Communities and Local
Government, totalled £2.169m for the year ended 31 March 2013. This represents an increase of £97k from
£2.072min 2011-12. A breakdown of the significant items is shown below.

Direct Staffing

Other Supplies and Services
Actuarial Fees

IT

Legal Fees

Printing & Postage

External Audit Fees

Income

Total

NOTE 12 - INVESTMENT INCOME

Dividends from Equities
Net Rents from Properties

Income from Fixed Interest Securities

Income from Pooled Investment Vehicles:

- Property

- Other

Other

Stock Lending

Interest from Cash Deposits

Total

2012-13 2011-12

1,410 1,310
344 307
202 203
102 109

58 89
32 38
25 21
-4 -5
2,169 2,072

20,554 19,311
13,288 11,655
6,501 10,764
1,130 1,367
365 402
348 297
138 304
162 168
42,486 44,268
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NOTE 13 - TAXES ON INCOME

The Fund is exempt from UK income tax on interest and from capital gains tax on the profits resulting from
the sale of investments. The Fund is exempt from United States withholding tax on dividends and can
recover all or part of the withholding tax deducted in some other countries. The amount of withholding tax
deducted from overseas dividends which the Fund is unable to reclaim in 2012-13 amounts to £792k and is
shown as a tax charge, compared to £837k in 2011-12.

As Cheshire West & Chester Council is the administering authority for the Fund, VAT input tax is recoverable
on all Fund activities including expenditure on investment and property expenses.

NOTE 14 - INVESTMENT EXPENSES

2012-13 2011-12

£000 £000

Management Fees 16,573 8,219

agement expenses include both those paid directly to the investment manager by the
ority, and where the manager deducts their fee directly from funds under management
from the Gross Asset Value. All investgnit management fees are accounted for on




NOTE 15 - INVESTMENTS

Investment Assets

Equities

Overseas Quoted 916,162 786,932
UK Quoted 77,840 75,805
Pooled Investments

Fixed Income — Multi Strategy 449,592 406,108
UK Equity Listed 383,515 328,156
Overseas Equity Listed 312,710 263,704
Secured Loans 147,486 120,905
Overseas Unit Trusts — Property 11,930 13,204
UK Unit Trusts — Property 1,077 2,895
UK Equity Unlisted 32 31
Hedge Funds 460,638 425,911
Private Equity 204,748 199,580
Investment Properties 188,249 169,034
Cash Deposits 34,030 59,880
Loans 38,618 27,722

Derivative Contracts:

Futures 334 249
Forward currency contracts 962 3,311
Other investment balances:

Outstanding dividends entitlements and

withholding tax claims 4723 >037
3,232,646 2,888,464

Investment Liabilities

Derivative Contracts:

- Futures -20 -130

- Forward currency contracts -788 -175

Net Investments 3,231,838 2,888,159

A review of the investment strategy during 2010-11 resulted in the Fund's asset allocation being amended to
take account of the revised liability profile and this led to some investment manager changes being
implemented in 2011-12. In addition a couple of other changes did not take effect until 2012-13. Namely,
the completion of the transfer of funds from Henderson's High Alpha Credit Fund (secured loans) to the
Horizon Total Return Bond Fund (UK quoted equities) and the investment in the M&G Debt Opportunities
Fund (loans).

These changes have impacted upon the year on year comparison figures for UK quoted equities, secured
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NOTE 15A - FIXED INCOME MULTI STRATEGY

The Fund has invested in three pooled fixed income investment vehicles managed separately by Goldman
Sachs Asset Management, Henderson and Baillie Gifford & Co. The underlying assets of these pooled vehicles
are invested by the managers in diversified portfolios of a wide range of fixed income assets including
Government Bonds (UK and Overseas), Corporate Bonds, High Yield Bonds, Emerging Market Bonds, Asset
and Mortgage Backed Securities, Secured Loans and currency. Within these mandates managers may use
derivative instruments to manage risk and to express their investment convictions.

NOTE 15B - HEDGE FUNDS

Fauchier Partners 182,420 170,901
Arrowgrass Capital Partners 115,251 106,615
Winton Capital 86,548 84,157
Och Ziff Capital Management 76,419 64,238
Total 460,638 425,911

NOTE 15C - PRIVATE EQUITY

Number | aoieis | o

CorFungs | | e

Adam Street Partners 16 108,126 104,653
Pantheon Ventures 7 89,681 87,125
Lexington 1 6,941 7,802
Total 204,748 199,580

NOTE 15D - LOANS

The Fund has committed £50m to the M&G UK Financing Fund which is a limited partnership whose
investment objective is to take advantage of difficulties in the UK banking sector and lend monies to UK
FTSE350 companies through senior debt and equity linked instruments. As at the 31st March 2013 £32.4m of
this commitment had been drawn down.

The Fund has also committed £30m to the M&G Debt Opportunities Fund which aims to take advantage of
discrete market opportunities that arise over time. As at the 31st March 2013 £6.2m of this commitment had
been drawn down.
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NOTE 15E - CASH

2012-13
£000

2011-12
£000

Cash Deposits
Cash Instruments

Total
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NOTE 15F — RECONCILIATION OF MOVEMENTS IN INVESTMENTS AND DERIVATIVES

Purchases at

Sales proceeds

Fair Value at cost and and derivative Change in Fair Fair Value at
31 March 2012 derivative y value | 31 March 2013
receipts
payments

Pooled Investment Vehicles 1,135,003 181,041 -152,189 142,486 1,306,341
Equities 862,737 257,092 -238,702 112,876 994,003
Hedge Funds 425,911 207,827 -206,564 33,464 460,638
Private Equity 199,580 24,040 -32,341 13,469 204,748
Investment Properties 169,034 22,419 -7,550 4,346 188,249
Loans 27,722 10,471 -1,441 1,866 38,618
2,819,987 702,890 -638,787 308,507 3,192,597

Derivative Contracts:

- Futures 249 85 334
- Forward currency contracts 3,311 5,826 -7,171 -1,004 962
2,823,547 708,716 -645,958 307,588 3,193,893
Cash 59,880 -27,190 1,340 34,030
2,883,427 708,716 -673,148 308,928 3,727,923

Outstanding dividend
entitlements, accrued

interest and recoverable 5037 4723
withholding tax

2,888,464 3,232,646
Investment liabilities
Derivative Contracts:
- Futures -130 -20
- Forward currency contracts -175 -788
Net Investments 2,888,159 3,231,838
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Pooled Investment Vehicles
Equities

Hedge Funds

Private Equity

Investment Properties
Loans

Secured Loans

Derivative Contracts:
- Futures

- Forward currency contracts

Cash

Outstanding dividend
entitlements, accrued
interest and recoverable
withholding tax

Derivative Contracts:
- Futures
- Forward currency contracts

Net Investments

Fair Value at
31 March 2011

Purchases at
cost and
derivative

payments

Sales proceeds
and derivative
receipts

Change in Fair Fair Value at
value | 31 March 2012

1,440,034 247,129 -581,323 29,163 1,135,003
856,227 257,103 -242,369 -8,224 862,737

0 457,268 -34,474 3,117 425911
176,850 21,749 -20,547 21,528 199,580
161,892 17,379 -3,523 -6,714 169,034
13,378 14,591 -901 654 27,722
85,428 58,557 -143,248 =137 0
2,733,809 1,073,776 -1,026,385 38,787 2,819,987
419 -170 249
1,696 8,772 -7,597 440 3,311
2,735,924 1,082,548 -1,033,982 39,057 2,823,547
63,123 -12,388 9,145 59,880
2,799,047 1,082,548 -1,046,370 48,202 2,883,427
4,929 5,037
2,803,976 2,888,464
-476 -130
-8,028 -175
2,795,472 2,888,159
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The change in fair value of investments during the year comprises all increases and decreases in the fair
value of investments held at any time during the year, including realised and unrealised profits and losses on
purchase and sales of investments during the year.

Transaction costs are included in the cost of purchases and sale proceeds. Transaction costs include costs
charged directly to the scheme such as fees, commissions, stamp duty and other costs and amounted to
£1.3min 2012-13 (£1.7m for 2011-12). In addition to the transaction costs disclosed above, indirect costs
are incurred through the bid-offer spread on investments within pooled investment vehicles. The amount of
indirect costs is not separately provided to the scheme. It is not practical to obtain or estimate the
transaction costs incurred in 2012-13.

NOTE 16 — ANALYSIS OF DERIVATIVES

Asset Liability Asset Liability
2012-13 2012-13 2011-12 2011-12
£000 £000 £000 £000

Forward Foreign Exchange Contracts 3,311




Equity Futures and Foreign Exchange Contracts:

Economic Market Economic Market
Exposure Value Exposure Value
Value Value
2012-13 2012-13 2011-12 2011-12
0]0]0) £000 £000 £000
Assets
Less than
Japan TOPIX 5,092 224 6,062 227
1 Year
Australia SPI 200 Lty Ly 2,728 54 0 0
1 Year
: MSCI Less than
Singapore Singapore 1 Year 1,939 23 0 0
Less than
Germany DAX -660 13 -290 1
1 Year
USA N L 1184 15 0 0
Emini 1 Year
Canada eS| L e 756 5 3,177 15
1 Year
Sweden OMxs3o  Lessthan 0 0 141 3
1 Year
Suiimerang | Swisshua | LESirEn 0 0 1,951 3
1 Year
Total Assets 4,071 334 503 249
Liabilities
Italy Frsemp  Lessthan 381 -20 3,150 -85
1 Year
UK TEqEp | LESUE 0 0 286 8
1 Year
Sweden OMxs3o  Lessthan 253 N 0 0
1 Year
Australia SPI 200 L L 0 0 11,902 35
1 Year
: MSCI Less than
Singapore Singapore 1 Year 0 0 1,511 -2
Total
Liabilities 128 -20 3,045 -130
Net futures 4,199 314 3,548 119
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2012-13 Forward Foreign Exchange Contracts

Contract Sthttt;ement Curreréco% gought Curr:r(;c(:)y(/) Sold lect;(ljl(l)ty
Forward OTC 1 month 507 HKD 43 GBP -0
Forward OTC 1 month 1,206 SEK 122 GBP -1
Forward OTC 1 month 1,706 HKD 145 GBP -0
Forward OTC 1 month 1,953 SEK 198 GBP -0
Forward OTC 2 months 386 usb 356 CHF 6

Forward OTC 2 months 411 usD 380 CHF 7

Forward OTC 2 months 407 CAD 401 usD -1
Forward OTC 2 months 3,427 SEK 541 usb -9
Forward OTC 2 months 376 GBP 584 usb -7
Forward OTC 2 months 406 GBP 628 usbD -7
Forward OTC 2 months 882 usD 814 CHF 15

Forward OTC 2 months 1,375 SGD 1,110 usD -1
Forward OTC 2 months 1,400 SGD 1,131 usb -1
Forward OTC 2 months 1,524 usb 1,142 EUR 38

Forward OTC 2 months 1,839 usD 1,378 EUR 46

Forward OTC 2 months 895 GBP 1,384 usb -16
Forward OTC 2 months 1,529 usD 1,485 AUD -11
Forward OTC 2 months 2,127 usD 1,591 EUR 55

Forward OTC 2 months 15,830 HKD 2,042 usD -2
Forward OTC 2 months 2,827 usD 2,114 EUR 73

Forward OTC 2 months 19,173 HKD 2,473 usbD -2
Forward OTC 2 months 3,087 SGD 2,493 usD -3
Forward OTC 2 months 21,006 HKD 2,170 usD 2
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Settlement Currency Bought Currency Sold RELHAY;
Date £000 £000 £000

Contract

Forward OTC 2 months 19,126 SEK 3,021

Forward OTC 2 months 3,755 SGD 3,032 usD -3

Forward OTC 2 months 4,187 SGD 3,379 usD -3

Forward OTC 2 months 4,187 SGD 3,380 usD -3

Forward OTC 2 months 4,187 SGD 3,381 usD -4

Forward OTC 2 months 4,731 SGD 3,820 usD -4

Forward OTC 2 months 31,519 HKD 4,066 usD -3

Forward OTC 2 months 5,656 SGD 4567 usD -5

Forward OTC 2 months 6,103 usD 4574 EUR 151

Forward OTC 2 months 37,336 HKD 4816 usD -4

Forward OTC 2 months 8,620 usD 6,455 EUR 217

Forward OTC 2 months 9,144 usD 6,850 EUR 228

Forward OTC 2 months 1,248 usD 6,940 NOK 39

Forward OTC 2 months 781 usD 72,970 JPY 3

Forward OTC 2 months 780 usD 72,970 JPY 3

Forward OTC 2 months 1,465 usb 137,161 JPY 4

Forward OTC 2 months 1,917 usb 179,227 JPY 7

Forward OTC 2 months 3,426 usb 320,112 JPY 14

Forward OTC 2 months 4,460 USD 416,868 JPY 17

Forward OTC 2 months 1,830 usb 173,157 JPY -8

Forward OTC 1 month 82 usbD 78 AUD 0

Forward OTC 3 months 77127 GBP 117,000 usD 39

Forward OTC 3 months 126,357 GBP 150,000 EUR -634
962 -788

thrai\l/atives 1296 -808
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Settlement Currency Bought Currency Sold Liability

contract Date £000 £000 £000
Forward OTC 1 month 909 NOK 100 GBP 0
Forward OTC 1 month 870 GBP 2,467 TRY 4

Forward OTC 3 months 1,031 NOK 113 SEK 0
Forward OTC 3 months 6,515 usD 4,933 EUR -34
Forward OTC 3 months 1,195 usb 6,940 NOK -13
Forward OTC 3 months 1,785 Usb 137,161 JPY 74

Forward OTC 2 months 376 usD 344 CHF -3
Forward OTC 2 months 407 CAD 408 usb -1
Forward OTC 2 months 3,427 SEK 514 usD 1

Forward OTC 2 months 1,067 usb 975 CHF -7
Forward OTC 2 months 706 GBP 1,115 usD 8

Forward OTC 2 months 206 usb 1,155 DKK -1
Forward OTC 2 months 1,326 usbD 1,209 CHF -7
Forward OTC 2 months 806 GBP 1,272 usb 10

Forward OTC 2 months 11,268 HKD 1,453 usb -1
Forward OTC 2 months 1,576 usD 1,485 AUD 26

Forward OTC 2 months 2,020 usD 1,522 EUR -5
Forward OTC 2 months 1,751 usbD 1,595 CHF -9
Forward OTC 2 months 16,444 HKD 2,120 usD -1
Forward OTC 2 months 3,087 SGD 2,459 usbD -2
Forward OTC 2 months 19,126 SEK 2,871 usD 6

Forward OTC 2 months 4,187 SGD 3,331 usb -1
Forward OTC 2 months 4187 SGD 3,332 usD -1
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Settlement Currency Bought Currency Sold Liability

contract Date £000 £000 £000
Forward OTC 2 months 4,187 SGD 3,333 usD -2
Forward OTC 2 months 4,731 SGD 3,767 usD -3
Forward OTC 2 months 2,513 GBP 3,970 usbD 28
Forward OTC 2 months 31,519 HKD 4,065 usD -1
Forward OTC 2 months 8,366 usD 6,328 EUR -38
Forward OTC 2 months 50,968 HKD 6,573 usD -5
Forward OTC 2 months 9,061 usD 6,850 EUR -40
Forward OTC 2 months 5,235 USD 416,868 JPY 105
Forward OTC 2 months 10,596 HKD 1,365 usD 0
Forward OTC 2 months 2,217 HKD 179,227 uUsD 24
Forward OTC 3 months 63,809 GBP 100,000 usD 1,209
Forward OTC 3 months 114,375 GBP 135,000 EUR 1,816

3,311 -175
-I;:trail\l/atives 3,560 -305
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2011-12 Forward Foreign Exchange Contracts:

The Fund and its investment managers use exchange traded index futures contracts for managing risk

by implementing shifts in investment exposure. Forward currency contracts are used to hedge the risks
associated with the foreign currencies represented by the securities held, or to adjust the foreign currency
exposure of the Fund.

The Fund hedges its European equity exposures by investing in a hedged European equity mandate with
Legal and General. The Fund also hedges its direct European and US Dollar equity exposure through
forward currency contracts. As at the year end the balance was -£1m (2011-12 £3m).

NOTE 17 - STOCK LENDING

In accordance with the LGPS (Management & Investment of Funds) Regulations 2009 the Fund allows its'
stock to be lent provided that the total value of the securities loaned out does not exceed 25% of the total
Fund value. The Fund has entered into a stock lending programme managed by its custodian the Bank of
New York Mellon and only accepts government and quasi government bonds as collateral against loaned
stock to safeguard the Fund's assets. During the year ended 31 March 2013 the Fund earned £138k (£304k
2011-12) of income from its stock lending activities. At the balance sheet date the value of aggregate stock
on loan was £2.1m (£12.8m 2011-12) and the value of collateral held was £2.3m (£13.6m 2011-12).

NOTE 18 — INVESTMENT PROPERTIES

Freehold 163,124 144,254
Heritable 19,420 17,750
Leasehold 5,705 7,030
Total 188,249 169,034

Note 18a - Property Income

Rental Income 13,691 13,555
Surrender Premiums 1,603 0
Dilapidations 300 693
Interest / Misc income 66 273
Direct Operating Expenses -1,932 -1,980
Rent Adjustment Required on Purchase / Sale -675 177
Net Rental Income 13,053 12,718

Cheshire Pension Fund Annual Report 2012 - 13 67



Note 18b - Fair Value of Investment Properties

2012-13

£000
Balance at the start of the year 169,034 161,892
Additions 22,419 17,379
Disposals -7,550 -3,585
Net gain/loss on fair value 4,346 -6,652
188,249 169,034

Balance at the end of the year

At the year end there were no amounts of restrictions on the realisability of investment property or the
remittance of income on proceeds of disposals.

Contractual obligations for development, repairs and maintenance amounted to £4.761m. There were no
obligations to purchase new properties.

NOTE 19 - INVESTMENT BY FUND MANAGER

2012-13 2012-13 2011-12 2011-12
£000 % £000 %

Baillie Gifford & Co 681,843 21.1 592,231 20.6
Legal & General 683,515 21.1 585,634 20.3
GMO 399,748 124 344,817 12.0
Goldman Sachs Asset Management 204,682 6.3 183,552 6.4
E/lc;cnk;g;'rzg AT S Il 202,738 63 186,301 65
Henderson 193,550 6.0 177,822 6.2
M&G Investments 187,039 5.8 167,009 5.8
Fauchier Partners 182,419 5.6 170,900 59
Arrowgrass Capital Partners 115,251 3.6 106,615 3.7
Adams Street Partners 108,126 33 104,653 3.5
Pantheon Ventures 89,681 2.8 87,125 2.9
Winton Capital 86,548 2.7 84,157 2.9
Och Ziff Capital Management 76,419 2.4 64,238 2.2
Lexington Capital Partners 6,941 0.2 7,802 0.3
Deutsche Bank (Money Market) 6,646 0.2 14,355 0.5
Fidelity (Money Market) 5,299 0.2 3,584 0.1

I Eewse(ri\?e-)Operative Bank (Public Sector 1.940 0.1 1007 0.0
HG Capital ' 32 0.0 31 0.0
Internal 9 0.0 27 0.0
Bank of New York Mellon ' -588 0.0 6,299 0.2
Total 3,231,838 100 2,888,159




A review of the investment strategy during 2010-11 resulted in the Fund's asset allocation being amended
to take account of the revised liability profile and this led to some investment manager changes being
implemented in 2011-12. In addition a couple of other changes did not take effect until 2012-13. Namely,
the completion of the transfer of funds from Henderson's High Alpha Credit Fund (secured loans) to the
Horizon Total Return Bond Fund (UK quoted equities) and the investment in the M&G Debt Opportunities
Fund (loans).

The credit balance of -£588k for the Bank of New York relates to liabilities at the year end related to foreign
currency exchange contracts for currency hedging purposes.

Note 19a - The following investments represent more than 5% of the net assets of the scheme

Market Market
Value | . Value | .

Security Description 31 March % of tfﬁ:]adl 31 March % of ;ﬁ:‘adl

2013 2012

£000 £000
Legal and General pooled UK equities 366,038 11.33 313,201 10.88
Goldman Sachs Sterling Broad Fund 204,682 6.33 183,552 6.38
Henderson horizon total return bond 193,550 5.99 177,822 6.18
Fauchier - Jubilee absolute return fund 182,419 5.64 170,900 5.94
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NOTE 20 - FINANCIAL INSTRUMENTS
Note 20a - Classification of financial instruments

Accounting policies describe how different asset classes of financial instruments are measured, and how income and
expenses, including fair value gains and losses, are recognised. The following table analyses the market value of
financial assets and liabilities (excluding cash) by category and net assets statement heading. No financial assets
were reclassified during the accounting period.

Financial Assets

Pooled
[nvestments

Equities
Hedge Funds
Private Equity
Secured Loans

Loans

Derivative
Contracts

Cash

Other Investment
Balances

Debtors

Financial
Liabilities
Derivative
Contracts

Other Investment
Balances

Creditors

Total

Available

for sale
assets
£000

1,306,344

994,003
460,638

204,748

38,618

3,004,351

3,004,351

Designated
at fair
value

through
profit

and loss
£000

1,296

1,296

-808

-808

488

Loans and
receivables
£000

33,642

4,664

35,262

73,568

73,568
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Financial
Liabilities
at
amortised
cost
£000

Available
for sale
assets
£000

1,135,003

862,737
425911

199,580

27,722

- 2,650,953

-7,968
-7,968 -

-7,968 2,650,953

Designated
at fair
value

through
profit

and loss
£000

3,560

3,560

-305

-305

3,255

Financial
Liabilities
at
amortised
cost
£000

Loans and
receivables
£000

59,055
4,991

39,389

103,435

-7,368
- -7,368

103,435 -7,368



Note 20b — Net gains and losses on financial instruments

Financial Assets

Available for sale assets 304,161 53,727
Loans and receivables 1,340 8,683
Designated at fair value through profit

270
and loss
Financial liabilities at amortised cost -1,026 -8,541

Financial Liabilities
Available for sale assets - -
Loans and receivables - -

Designated at fair value through profit
and loss

Financial liabilities at amortised cost - -

Total 304,475 54,139

Note 20c - Fair value of financial instruments and liabilities

The following table summarises the carrying values of the financial assets and financial liabilities by class of
instrument compared with their fair values. The carrying value is the book cost and the fair value is market value.

Carrying Carrying
Value Value
£000 £000

Financial Assets

Available for sale assets 2,323,700 3,004,351 2,286,932 2,650,952
Loans and receivables 51,252 73,568 77,033 103,435
Ereosfiﬁr;antdeclloasts fair value through 1296 3560
Total Financial assets 2,374,952 3,079,215 2,363,965 2,757,947
Financial Liabilities
Available for sale assets

Loans and receivables

IE)re;fiﬁnaantj?oastsfair value through 808 -808 1305 305
Total Financial Liabilities -808 -808 -305 -305

The authority has not entered into any financial guarantees that are required to be accounted for as

financial instruments. , .
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Note 20d - Valuation of financial instruments carried
at fair value

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

Level 1
Financia ents at level 1 are those where the fair
values ar d from unadjusted quoted prices in

active markets for identical assets or liabilities. Fair
value measurement defines an active market as a
market in which transactions for the financial instrument
occur with sufficient frequency and volume to provide
pricing information on an ongoing basis, as well as the
reporting date. Products classified as level 1 comprise
listed equities, exchange traded futures, options and an
element of hedge funds.

Level 2

Financial instruments at level 2 are those whose values
are based on quoted market prices that are not as active
as level 1 markets or based on models whose inputs that
are observable either directly or indirectly for

substantially the full term of the asset or liability.

ied as level 2 comprise bonds and loans,
tricted equity securities, hedge funds
er derivatives.

Level 3

Financial instruments at level 3 are those where at least
one input that could have a significant effect on the
instrument's valuation is not based on observable market
data.

Such instruments would primarily include private equity
investments and also some elements of the hedge fund
investments, which are valued using various valuation
techniques that require significant judgement in
determining appropriate assumptions.

The values of the investment in private equity are based
on valuations provided by the general partners to the
private equity funds in which the Fund has invested.

These valuations are prepared in accordance with the
International Private Equity and Venture Capital Valuation
Guidelines, which follow the valuation principles of IFRS
and US GAAP. Valuations are usually undertaken annually
at the end of December. Cash flow adjustments are used
to roll forward the valuations to 31 March as appropriate.

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

The following table provides an analysis of the financial
assets and liabilities of the Fund grouped into levels 1 to
3, based on the level at which the fair value is observable.



Using .. .W'th
Quoted observable significant

Market Price . observable
inputs .
inputs

Available for sale assets 2,040,527 740,326 223,498 3,004,351

Financial assets

Loans and receivables 38,306 39 38,345

Designated at fair value through

profit and loss 1,256 1,256
Total Financial Assets 2,080,089 740,365 223,498 3,043,952
Available for sale assets

Loans and receivables

Eresgﬁr;a;gdloizfair value through 174 634 -808
Total Financial Liabilities -174 -634 - -808
Net Financial Assets 2,079,915 739,731 223,498 3,043,144

Financial assets

Available for sale assets 1,589,837 843,444 217,670 2,650,951

Loans and receivables 64,046 3,027 67,073
Ereosfiﬁnaar;tg?oasts fair value through 534 534
Total Financial Assets

Financial Liabilities 1,654,417 846,471 217,670 2,718,558
Available for sale assets

Loans and receivables

Ef;;ﬁnaa;cej?oasts fair value through 305 305

Total Financial Liabilities -305 - - -305

Net Financial Assets 1,654,112 846,471 217,670 2,718,253
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NOTE 21 — NATURE AND EXTENT OF RISKS
ARISING FROM FINANCIAL INSTRUMENTS

Risk and risk management

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

Risk management policies are established to identify
and analyse the risks faced by the Council's pension
operations. Policies are reviewed regularly to reflect
changes in activity and in market changes.

a) Market risk

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

The objective of the Fund's risk management
strategy is to identify, manage and control market
risk exposure within acceptable parameters, whilst
optimising the return on risk.
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In general, excessive volatility in market risk is
managed through the diversification of the portfolio
in terms of geographical and industry sectors and
individual securities. To mitigate market risk, the
Council and its investment advisers undertake
appropriate monitoring of market conditions and
benchmark analysis.

Equity futures contracts and exchange traded option
contracts on individual securities may also be used
to manage market risk on equity investments. Itis
possible for over-the-counter equity derivative
contracts to be used in exceptional circumstances to
manage specific aspects of market risk.

Other price risk

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

The Fund is exposed to share and derivative price
risk. This arises from investments held by the fund
for which the future price is uncertain. All securities
investments present a risk of loss of capital. Except
for shares sold short, the maximum risk resulting
from financial instruments is determined by the fair
value of the financial instruments. Possible losses
from shares sold short are unlimited.

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



Other price risk - sensitivity analysis

In consultation with the fund's investment advisers and, following analysis of historical data and expected
investment return movement during the financial year, the Council has determined that the following
movements in market price risk are reasonably possible for the 2013-14 reporting period:

Potential market movements

Asset Type % (+/-)
Private Equity 37.1
Global Equities - Emerging 28.6
Global Equities - Developed 17.1
UK Equities 17.0
High Yield 11.6
Hedge Funds 10.9
Property Unit Trusts 10.8
Corporate Bonds 6.7
UK Fixed Gilts 6.8
Cash 1.8
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The potential price changes disclosed above are broadly consistent with a one-standard deviation movement in the value
of the assets. The sensitivities are consistent with the assumptions contained in the investment adviser's most recent
review. This analysis assumes that all other variables, in particular foreign currency exchange rates and interest rates,
remain the same.

Had the market price of the Fund’s investments increased/decreased in line with the above, the change in the net assets
available to pay benefits in the market price would have been as follows (the prior year comparator is shown below):

Asset Tvpe Value as at 31 Percentage Value on Value on
yp March 2013 Change increase decrease

Global equities — Developed 1,063,271 17.1 181,819 -181,819
Hedge Funds 478,115 10.9 52,115 -52,115
UK equities 442,385 17.0 75,205 -75,205
Corporate bonds 338,631 6.7 22,688 -22,688
Private equity 204,780 37.1 75,973 -75,973
High Yield 198,814 11.6 23,062 -23,062
Global equities — Emerging 138,622 28.6 39,646 -39,646
UK Fixed Gilts 110,961 6.8 7,545 -7,545
Cash 49,405 1.8 889 -889
Property Unit Trusts 13,007 10.8 1,405 -1,405
Investment income due 4,664 0.0 - -
Net derivative assets 489 0.0 - -
Total assets available to pay benefits 3,043,144 480,347 -480,347
March 2013 Change increase decrease

Restated Restated Restated Restated

m—mm

Global equities — Developed 892,556 17.1 152,627 -152,627
Hedge Funds 425911 10.9 46,424 -46,424
UK equities 385,495 17.0 65,534 -65,534
Corporate bonds 303,843 6.7 20,357 -20,357
Private equity 199,611 37.1 74,056 -74,056
High Yield 169,807 11.6 19,698 -19,698
Global equities — Emerging 138,110 28.6 39,500 -39,500
UK Fixed Gilts 102,266 6.8 6,954 -6,954
Cash 76,630 1.8 1,379 -1,379
Property Unit Trusts 16,099 10.8 1,739 -1,739
Investment income due 4,670 0.0 = =
Net derivative assets 3,256 0.0 - -
Total assets available to pay benefits 2,718,254 428,268 -428,268

The figures for year ending 31 March 2012 have been restated to take account of updated potential market movements.
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Interest rate risk

The Fund invests in @ number of interest bearing instruments such as Government bonds, corporate bonds
and secured loans for the primary purpose of obtaining a return on those investments. These investments
are subject to interest rate risks, which represent the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market interest rates.

The Fund's interest rate risk is routinely monitored by the Council and its investment advisers in accordance
with the funds risk management strategy, including monitoring the exposure to interest rates and
assessment of actual interest rates against the relevant benchmarks.

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

Fixed interest securities 449,592 406,109
Cash and cash equivalents 20,151 40,941
Cash balances 13,879 18,938
Total 483,622 465,988

Interest rate risk sensitivity analysis

The Council recognises that interest rates can vary and can affect both income to the Fund and the value of
the net assets available to pay benefits.

The £449.592m fair value of the bond mandates managed by Henderson, Goldman Sachs and Baillie Gifford
are more sensitive to movements in interest rates as measured by their duration (the level of sensitivity to
interest rates) of 1.9, 8.87 and 9.12 years respectively.

A 1% increase in the prevailing level of interest would decrease the aggregate fair value of these mandates
by £26.5m. Likewise a 1% decrease in the level of interest would be expected to increase the fair value of
these mandates by a similar amount.

The secured loans invested in by M&G and Henderson, and the UK Financing Fund loans and Debt
Opportunities Fund managed by M&G, are typically structured with a floating rate payment structure,
whereby a fixed basis point spread is paid over the prevailing reference rate, typically 3 month LIBOR or
EURIBOR. As a result, there is negligible interest rate risk involved in these investments. However, the total
interest earned on investments will vary from time to time with changes in the underlying reference rate.
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Currency risk

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

The Fund’s liabilities are denominated in sterling but as part of its investment strategy the Fund invests in
assets denominated in foreign currencies, which exposes the Fund to the risk of movement in exchange
rates. The Fund's investment managers may at their own discretion hedge part or all of the foreign
exchange risk inherent in their portfolio. The Fund has also hedged its European and equity exposure by
investing in a hedged European equity mandate with Legal and General and also hedges it's direct European
and US Dollar equity exposure through forward currency contracts.

The Fund's currency rate risk is routinely monitored by the Council and its investment advisers in
accordance with the Fund's risk management strategy, including monitoring the range of exposure to
currency fluctuations.

The following tables summarise the Fund's net currency exposure, after hedging, as at 31 March 2013
and 31 March 2012:

Currency exposure — asset type Expg;'zz El;l(:gf:.ur:g Net Exposure
2012-13 £000 £000 £000

Overseas listed equities 1,279,088 -200,232 1,078,856
Hedge funds overseas fixed interest 76,419 -77,052

Overseas unit trusts 12,966 - 12,966
1,573,221 -277,284 1,295,937

Currency exposure — asset type Expg.:::: E';'(;gf::g Net Exposure
2011-12 £000 £000 £000

Overseas listed equities 1,070,400 -175,586 894,814

Overseas unquoted securities 199,580 - 199,580

Hedge funds overseas fixed interest 64,238 -62,588 -1,650
Overseas unit trusts 13,501 - 13,501
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Currency risk - sensitivity analysis

Following analysis of historical data in consultation with the fund investment advisers, the Council
considers the likely volatility associated with foreign exchange rate movements to be 13% (as measured by
one standard deviation).

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

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

Change to net assets available
to pay benefits

Currency exposure — asset type Asset Values

2012-13 +13% -13%

£000 £000 £000

Overseas listed equities 1,078,856 140,251 -140,251
Overseas unquoted securities 204,748 26,617 -26,617
Hedge funds overseas -633 -82 82
Overseas unit trusts 12,966 1,686 -1,686
Total 1,295,937 168,472 -168,472

Net Currency exposure — asset type

Asset Values

Change to net assets available
to pay benefits

2011-12 +13% -13%

£000 £000 £000

Overseas listed equities 894,814 116,326 -116,326
Overseas unquoted securities 199,580 25,945 -25,945
Hedge funds overseas 1,650 214 -214
Overseas unit trusts 13,501 1,755 -1,755
Total 1,109,545 144,240 -144,240
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b) Credit risk

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

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

The primary credit risk to the Fund is through its fixed interest instruments managed by Henderson,
Goldman Sachs and Baillie Gifford and secured loans managed by M&G. However the majority of the Funds
fixed income assets are investment grade quality (above BBB rated) sovereign or corporate bonds rated.

The Fund’s aggregate exposure to credit risk through these three mandates as measured by the credit
rating of external agencies is summarised in the table below:

. . Fair Value 2012-13 % of Fair Value of Fixed
S&P Quality Rating £000 | Income Assets 2012-13

AAA 192,079 42.73
AA 51,088 11.36
A 71,846 15.98
BBB 59,767 13.29
Below BBB 42,428 9.44
Cash 18,150 4.04
Derivatives 3,276 0.73
Loans 9,097 2.02
NR 1,842 0.41
Total 449,573 100

. . Fair Value 2011-12 % of Fair Value of Fixed
S&P Quality Rating £000 | Income Assets 2011-12

AAA 140,601 34.62
AA 14,446 3.56
A 31,232 7.69
BBB 31,598 7.78
Below BBB 14,059 3.46
Cash 166,930 41.11
Derivatives 967 0.24
Loans 5,086 1.25
NR 1,190 0.29

Total 406,109 100




The Fund also invests in secured loans through dedicated mandates managed by M&G, whilst the
Henderson Fixed Income mandate also has discretion to invest a proportion of their fund tactically in the
same asset class. Secured loans are below investment grade, which as a result carry greater credit risk than
investment grade sovereign or corporate bonds or loans. The increased credit risk associated with this asset
class is mitigated by the managers through detailed credit research analysis and through constructing a
diversified portfolio of secured loans across individual counterparties, ratings, industry sector and
geography. Credit risk is further reduced by the senior position in the capital structure that is inherent in this
asset class which is secured against the counterparty’s assets.

The Fund's aggregate exposure to credit risk through these secured loan mandates as measured by the
credit rating is summarised in the table below:

. Fair Value % of Fair Value of

BBB- 1,187 0.80
BB+ 1,484 1.00
BB 13,061 8.80
BB- 24,935 16.80
B+ 48,979 33.00
B 47,940 32.30
B- 8,312 5.60
CCC+ 1,484 1.00
CCC and below 1,039 0.70
Total 148,421 100

. Fair Value % of Fair Value of

BBB- 1,114 0.80
BB+ 1,671 1.20
BB 15,043 10.80
BB- 26,743 19.20
B+ 32,732 23.50
B 45,547 32.70
B- 12,397 8.90
CCC+ 2,368 1.70
CCC and below 1,671 1.20
Total 139,286 100

31



Deposits are not made with banks and financial institutions unless they are rated independently and meet
the Council's credit criteria. The Council has also set limits as to the maximum percentage of the deposits
placed with any one class of financial institution. In addition, the council invests an agreed percentage of
its funds in the money markets to provide diversification. Money market funds chosen all have AAA ratings
from a leading ratings agency.

The Council believes it has managed its exposure to credit risk, and has had no experience of default or
uncollectable deposits in the Fund’s history. The Fund's cash holding under its treasury management
arrangements as at 31 March 2013 was £13.9m (31 March 2012 £18.9m) and was held in the Deutsche
Bank and Fidelity money market accounts and the Co-Operative public sector reserve. The remainder of
the cash was held by the fund's custodian, Bank of New York Mellon with a small amount of cash in transit
which was held by the fund’s property investment manager Rockspring.

2012-13 Moody's £000 % of cash
Counterparty Rating balances

Deutsche Bank Advisors (Money Market)

The Co-Operative Bank (Public Sector Reserve) - 1,940 -

Cash in transit

2011-12 Moody's £000 % of cash
Counterparty Rating balances

[ | ] ol s
Deutsche Bank Advisors (Money Market)
Bank of New York Mellon (Money Market)
Fidelity Worldwide Investment (Money Market)
The Co-Operative Bank (Public Sector Reserve)




¢) Liquidity risk

Liquidity risk represents the risk that the Fund will not be able to meet its financial obligations as they fall
due. The Council therefore takes steps to ensure that the Fund has adequate cash resources to meet its
commitments.

The Council has immediate access to its Pension Fund cash holdings.

The Fund defines liquid assets as assets that can be converted to cash within three months, subject to normal
market conditions. Illiquid assets can include assets where 3) there are no highly liquid active markets, such
as investment properties and private equity or b) individual fund structures, where the Fund's investment is
locked in for a specific period or where the investment manager may have the ability to ‘gate" or limit
investors withdrawal from the fund. As at 31 March 2013 the value of illiquid assets was £294m, which
represented 9.1% of the total fund assets (31 March 2012 £277m which represented 9.6 % of the total fund
assets, restated from £555m and 19%).

In terms of liquidity risk, the Fund had £34m of cash balances as at 31 March 2013 and current net assets of
£27m. The Fund received positive net cashflows, before taking account of investment, of £6m. There is thus
no significant risk that it will be unable to meet its current commitments.

All current liabilities are due to be paid in less than one year.

Financial mismatch - 1. The risk that Fund assets fail It assesses risk relative to that benchmark by

to grow in line with the developing cost of meeting ~ monitoring the Fund's asset allocation and

Fund liabilities. 2. The risk that unexpected inflation  investment returns relative to the benchmark. It also
increases the pension and benefit payments and the  assesses risk relative to liabilities by monitoring the
Fund assets do not grow fast enough to meet the delivery of benchmark returns relative to liabilities.

increased cost.
The Fund prepares periodic cash flow forecasts to

Changing demographics - The risk that longevity understand and manage the timing of cash flows.
improves and other demographic factors change The appropriate strategic level of cash balances to
increasing the cost of Fund benefits. be held is a central consideration in preparing the

Fund's annual investment strategy.
Systemic risk - The possibility of an interlinked and

simultaneous failure of several asset classes and/or The Council keeps under review mortality and other

investment managers, possibly compounded by demographic assumptions which could influence the
financial ‘contagion’, resulting in an increase in the cost of the benefits. These assumptions are

cost of meeting Fund liabilities. considered formally at the triennial valuation.

The Council measures and manages financial The Council seeks to mitigate systemic risk through a

mismatch in two ways. As indicated above, it has set  diversified portfolio but it is not possible to make
a strategic asset allocation benchmark for the Fund.  specific provision for all possible eventualities that
may arise under this heading.
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Stock Lending

The Fund has entered into a stock lending programme managed by its custodian the Bank of New York
Mellon and only accepts government and quasi government bonds as collateral against loaned stock to
safeguard the Fund's assets. The credit rating of the collateral accepted is summarised below.

Fair Value of % of Fair value Fair Value of % of Fair value
Moody'’s Rating Collateral of collateral Collateral of collateral
31 March 2013 31 March 2013 31 March 2012 31 March 2012

Aaa

Aal

Grand Total

NOTE 22 - FUNDING ARRANGEMENTS

In line with the LGPS (Administration) Regulations 2008, the Fund's actuary undertakes a funding valuation
every three years for the purpose of setting employer contribution rates for the forthcoming triennial
period. The last such valuation took place as at 31 March 2010. The next valuation will take place as at
March 2013.

The key elements of the funding policy are:

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

To ensure that employer contribution rates are as stable as possible;

To minimise the long-term cost of the scheme by recognising the link between assets and liabilities and
adopting an investment strategy that balances risk and return;

To reflect the different characteristics of employing bodies in determining contribution rates where the
administering authority considers it reasonable to do so;

To use reasonable measures to reduce the risk to other employers and ultimately to the council tax
payer, from an employer defaulting on its pension obligations.

The aim is to achieve 100% solvency over a period of 20 years and to provide stability in employer
contribution rates by spreading any increases in rates over a period of time. Normally this is three years but
in some cases a maximum period of 12 years can be granted. Solvency is achieved when the funds held,
plus future expected investment returns and future contributions are sufficient to meet expected future
pension benefits payable.

At the 2010 valuation, the fund was assessed as 81.1% funded (85% at the March 2007 valuation). This
corresponded to a deficit of £600m (2007 valuation: £419m) at that time.
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Contribution increases will be phased in over the three-year period ending 31 March 2014 for both
scheme employers and admitted bodies. The common contribution rate (i.e. the rate which all
employers in the fund pay is:

Common Contribution Rate %

Future 16.1
Deficit 6.7
Total 22.8

Individual employer's rates will vary from the common contribution rate depending on the demographic
and actuarial factors particular to each employer. Full details of the contribution rates payable can be
found in the 2010 actuarial valuation report and the funding strategy statement on the Fund's website.

The valuation of the Fund has been undertaken using the projected unit method under which the salary
increase for each member is assumed to increase until they leave active service by death, retirement or
withdrawal from service. The principal assumptions were:

Financial assumptions

Market expectation of long term
future inflation as measured by
the difference between yields on

. . o )
Price Inflation (CPI) fixed and index-linked 33%

Government bonds at the

valuation date, less 0.5% p.a.
Pay increases* CPI plus 2.0% p.a. 53% 2.0%

Yield on fixed interest (nominal)
‘Gilt-based’ discount rate and index-linked (real) 45% 1.2%
Government bonds

‘Gilt-based’ discount rate plus
Funding basis discount rate an Asset Outperformance 6.1% 2.8%
Assumption 1.55% p.a.

*1% p.a. for 2010/11, 2011/12 and 2012/13, reverting to 5.3% p.a. thereafter. Plus an allowance for
promotional pay increases.
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Mortality assumptions

Assumed life expectancy at age 65 Actives and Deferreds

2007 Valuation Longevity 20.7 23.6 19.6 22.5
2010 Valuation - Baseline 19.8 22.5 19.8 22.5
2010 Valuation - Improvements 24.9 27.7 22.9 25.7

Commutation assumption

It is assumed that future retirees will elect to exchange their pension for additional tax free cash up to 50%
of HMRC limits for service to 31 March 2008 and 75% of HMRC limits for service from 1 April 2008.

NOTE 23 — ACTUARIAL VALUE OF PROMISED RETIREMENT BENEFITS

CIPFA's Code of Practice on Local Authority Accounting 2012-13 requires administering authorities of LGPS
funds that prepare pension fund accounts to disclose what IAS26 Accounting and Reporting by Retirement
Benefit Plans refers to as the actuarial present value of promised retirement benefits. There are three
options for disclosure.

The Fund has opted not to disclose the actuarial present value of promised retirements in the net assets
statement, instead providing the information by reference to an accompanying actuarial report. A copy of
the full actuarial calculation is appended to the Statement of Accounts.

NOTE 24 — LONG TERM ASSETS

Long Term Debtors 2012-13 2011-12

- Contributions Due - Employers 14,499 14,424
- Sundry Debtors 1,520 1,839
Total 16,019 16,263

Analysis of Long Term debtors 2012-13 2011-12

Due from Cheshire West & Chester Council 10,485 6,540
Due from Other Local Authorities 3,799 7,658
Due from Bodies External to General 1735 2065
Government

Total 16,019 16,263

The Fund has long term debtors for early retirement contributions from scheme employers who have the
option of paying over five years and the settlement from Magistrates Courts of £2.351m which is being
paid in equal instalments over 10 years (the first payment of £277k was received in 2010-11), discounted
at 3.76%. Both have been included at present value.
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NOTE 25 — CURRENT ASSETS

Current Debtors 2012-13 2011-12

- Contributions Due - Employers

- Contributions Due - Employeers

- Sundry Debtors
Cash Balances

Total

Analysis of current debtors

16,321 19,177
2,676 2,754
246 1,265
197 193
19,440 23,389

Analysis of Current debtors 2012-13 2011-12

Due from Other Local Authorities 11,803 11,380
Due from Cheshire West & Chester Council 4,388 8,695
[G)gs ;;gnnjweBnimes External to General 2943 3080
Other Debtors 115 39
Central Government Bodies 29 14
Less Provision for Doubtful Debt -35 -12
Total 19,243 23,196

The current debtors figures includes contributions which were due in March but not received until after the
year end and, outstanding dividend entitlements and recoverable withholding tax claims relating to

investments.

NOTE 26 — CURRENT LIABILITIES

Sundry Creditors
Receipts in Advance
Benefits Payable

Total

4,969 4,459
2,723 2,802

276 107
7,968 7,368
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Analysis of creditors 2012-13 2011-12
I

Due from Bodies External to General

Government i 1.472
Other Creditors 1,546 1,169
Due to Local Authorities 142 100
Due to Cheshire West and Chester 116 1,800
Due to Central Government Bodies 80 25
Total 5,245 4,566

A number of creditors have been identified as being classed as Central Government Bodies. The 2011-
12 creditors have been restated to take account of this change.

NOTE 27 — ADDITIONAL VOLUNTARY CONTRIBUTIONS (AVCs)

The AVC providers to the members of the Fund are Clerical Medical, Standard Life and Equitable Life. The
AVCs are invested separately from the Fund's main assets and used to acquire additional pension benefits
and therefore are not included in the Fund's accounts in accordance with regulation 4 (2) (3) of the LGPS
(Management and Investment of Funds) Regulations 2009. Members participating in these AVC
arrangements each receive an annual statement confirming the amounts held in their account and the
movements during the year.

A summary of the information provided by Clerical Medical, Standard Life and Equitable Life for the year to
31 March 2013 is shown below, along with a prior year comparator.

Clerical Standard Equitable

Medical Life Life

£000 £000 £000
Contributions received in year 2013 272 224 4 500
Contributions received in year 2012 258 180 4 442
Fair value at 31 Mar 2013 2,337 2,206 751 5,294
Fair value at 31 Mar 2012 1,949 1,984 816 4,749
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NOTE 28 — RELATED PARTY TRANSACTIONS

The Fund is administered by Cheshire West and Chester Council. Consequently there is a strong
relationship between the Council and the Fund. The majority of the Fund's cash is invested with the Fund's
investment managers or directly with external financial institutions. The Fund has its own specific bank
account however some of the Fund's transactions (Accounts Payable and Income) are processed through
corporate systems and are paid in the first instance through the Council's corporate bank accounts. The
Fund repays cash due to the Council for such transactions plus any interest charges on a monthly basis. In
2012-13 the Fund paid the Council £2.4k (2011-12 £7k) for interest accrued on these balances.

The Council is one of the largest employers and
contributed £28.9m into the Fund in 2012-13
(2011-12 £29.3m). At the year end, a balance of
£14.872m (2011-12 £15.234m) was due to the
Fund from the Council, primarily relating to early
retirement costs which will be repaid over more
than one year and also contributions which were
paid in April but became due in March. A balance of
£0.1m (2011-12 £1.8m) was owing to the Council
for Fund transactions processed through the
Administering Authority’s accounts payable and
receivable systems. The Administering Authority
incurred costs of £2.169m to administer the Fund in
(2011-12 £2.072m) and this was

Pension Fund. Note 11 provides an
ts. These are related party

ire West and Chester is also a
ion Fund.

Governance

Responsibility for managing the Fund lies with the
full Council of Cheshire West & Chester Council
with lead officer responsibility delegated to the
Director of Resources. Day to day management of
the Fund’s affairs has been delegated to the Head of
Finance advised, with regard to investment matters,
by the Pension Fund Committee and external advice
from Mercer. The Fund also receives actuarial
advice from Hymans Robertson. The Pension Fund
Committee reports directly to the Cheshire West
and Chester Audit and Governance Committee.

Since January 2004 elected members who are
offered membership of the Scheme under their
respective Council's scheme of allowances have
been eligible to join the Scheme. As at 31 March
ers of the Pension Fund

en this option and were
eme.

embers of the Committee who are
pension benefits from the Fund
(Chairman Councillor P. Mason and Councillor D.
Newton). In addition, Committee members
Councillors FKeegan, D. Newton, R. Raynes, D.
Beckett, H. McNae, M. Henesy, M. Hogg, and M.
Wharton are active members of the Fund.

Each member of the Committee is required to
declare their interests at each meeting and sign an
aration form which is published on the



Key Management Personnel

The posts of Director of Resources and Head of Finance are deemed to be key management personnel with
regards to the pension fund. The financial value of their relationship with the fund (in accordance with
IAS24 Related Party Disclosures) are set out below:

31 March 2013 31 March 2013

Short term benefits 58 58
Long term/post retirement benefits 1,323 1,026
Total 1,381 1,084

The long term/post retirement benefits for 2011-12 have been restated as they have been recalculated on
an IAS19 basis from a cash equivalent transfer value basis.

NOTE 29 — CONTINGENT LIABILITIES AND CONTRACTUAL COMMITMENTS

The Fund has contractual commitments to the value of £299m (2011-12 £286m) in private equity funds. As
at 31 March 2013 the Fund had actually invested £270m (2011-12 £209m) and therefore had an
outstanding commitment of £29m (2011-12 £77m). As these funds are denominated in US Dollars and
Euros the commitment in Sterling is subject to changes due to currency fluctuations.

The Fund has contractual commitments to the value of £50m to the UK Companies Financing Fund
managed by M&G. As at 31 March 2013 £32.4m (2011-12 £27.7m) has been drawn down.

The Fund also has contractual commitments to the value of £30m to the Debt Opportunities Fund managed
by M&G. As at 31 March 2013 £6.2m has been drawn down (there is no prior year comparator as the fund
invested in this asset during 2012-13).

NOTE 30 - CONTINGENT ASSETS

There are 19 admitted bodies in the Cheshire Pension Fund who hold insurance bonds to guard against the
possibility of being unable to meet their pension obligations. These bonds are drawn in favour of the
pension fund and payment will only be triggered in the event of employer default.

NOTE 31 - IMPAIRMENT FOR BAD AND DOUBTFUL DEBTS

During 2012-13 the fund has recognised doubtful debts of £35k relating to outstanding rental income on
its investment properties of £32K and non recovery of pensioner death overpayments totalling £3k.

NOTE 32 — STATEMENT OF INVESTMENT PRINCIPLES

The Fund's Statement of Investment Principles (SIP) sets out the Fund's investment objectives and
investment management arrangements. A full copy of the SIP can be obtained from the Pensions Section,
Cheshire West & Chester Council, HQ, Nicholas Street, Chester, CH1 2NP or from the Fund's website at:
www.cheshirepensionfund.org
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NOTE 33 - FUNDING STRATEGY STATEMENT

Under the LGPS (Administration) Regulations 2008 administering authorities are required to prepare a
Funding Strategy Statement (FSS).The key requirements relating to the FSS in the regulations are that;

«  After consultation with all relevant interested parties involved with the Fund, the administering
authority will prepare and publish their funding strategy.

* In preparing the FSS, the administering authority must have regard to:
- FSS guidance produced by CIPFA,

- lts Statement of Investment Principles published under Regulation 12 of the LGPS (Management
and Investment of Funds) Regulations 2009

+ The FSS must be revised and published whenever there is a material change in either the policy on the
matters set out in the FSS or the Statement of Investment Principles.

+ The Fund's actuary must have regard to the FSS as part of the fund valuation process.

Fund members' accrued benefits are guaranteed by statute. Members' contributions are fixed in the
Regulations at a level which covers only part of the cost of accruing benefits. Employers pay the balance of
the cost of delivering the benefits to members (net of returns from the Fund's investments). The FSS focuses
on the pace at which these liabilities are funded and, insofar as is practical, the measures to ensure that
employers pay for their own liabilities.

The Funding Strategy Statement for the Cheshire Pension Fund can be obtained from the Pensions Section,
ire Westand Chester Council, HQ, Nicholas Street, Chester CH1 2NP or from the Fund's website at:
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International Accounting Standard 26 (IAS26)

Actuarial Present Value of Promised Retirement Benefits
PENSION FUND ACCOUNTS REPORTING REQUIREMENT
Introduction

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

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

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

+ 3sa note to the accounts; or
+ by reference to this information in an accompanying actuarial report.

If an actuarial valuation has not been prepared at the date of the financial statements, I1AS26 requires the
most recent valuation to be used as a base and the date of the valuation disclosed. The valuation should be
carried out using assumptions in line with IAS19 and not the Pension Fund’s funding assumptions.

| have been instructed by the Administering Authority to provide the necessary information for the Cheshire
Pension Fund, which is in the remainder of this note.

Year Ended 31 March 2013 31 March 2012

Preseqt value of Promised Retirement 4,607 3 884
Benefits

Liabilities have been projected using a roll forward approximation from the latest formal funding valuation
as at 31 March 2010. | estimate this liability at 31 March 2013 comprises £2,452m in respect of employee
members, £576m in respect of deferred pensioners and £1,579m in respect of pensioners. The
approximation involved in the roll forward model means that the split of scheme liabilities between the
three classes of member may not be reliable. However, | am satisfied the aggregate liability is a reasonable
estimate of the actuarial present value of benefit promises. | have not made any allowance for unfunded
benefits.

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

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

The assumptions used are those adopted for the Administering Authority’s IAS19 report as required by the
Code of Practice. These are given below. | estimate that the impact of the change of assumptions to 31
March 2013 is to increase the actuarial present value by £491m.

Financial Assumptions

My recommended financial assumptions are summarized below:

Year Ended 31 Mar 2013 31 Mar 2012

Inflation / Pensions Increase Rate 2.8% 2.5%
Salary Increase Rate* 51% 4.8%
Discount Rate 45% 4.8%

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

As discussed in the accompanying report, the life expectancy assumption is based on standard “SAPS”
tables (published by the Continuous Mortality Investigation Bureau “CMIB") with future improvements in
line with the Medium Cohort and a 1% p.a. underpin from 2007. Based on these assumptions, the average
future life expectancies at age 65 are summarised below:

Current Pensioners 22.9 years 25.7 years

Future Pensioners 24.9 years 27.7 years

Future pensioners are assumed to be currently aged 45
This assumption is the same as that used at 31 March 2012.
Commutation assumption

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

Professional notes

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

ﬁ )
Prepared by:

Gemma Sefton FFA
7 May 2013 For and on behalf of Hymans Robertson LLP
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Acturial Statement

Cheshire Pension Fund (“the Fund"”)
Actuarial Statement for 2012/13

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

Description of Funding Policy

The funding policy is set out in the Administering
Authority’s Funding Strategy Statement (FSS), dated
January 2011. In summary, the key funding
principles are as follows:

*+  toensure the long-term solvency of the Fund
and of the share of the Fund attributable to
individual employers;

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

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

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

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

Q/ Cheshire Pension Fund Annual Report 2012 - 13

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

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

The FSS sets out how the Administering Authority
seeks to balance the conflicting aims of securing the
solvency of the Fund and keeping employer
contributions stable. For employers whose covenant
was considered by the Administering Authority to
be sufficiently strong, contributions have been
stabilised below the theoretical rate required to
return their portion of the Fund to full funding over
their deficit recovery period if the valuation
assumptions are borne out. Asset-liability modelling
has been carried out which demonstrate that if
these contribution rates are paid and future
contribution changes are constrained as set out in
the FSS, there is still a sufficiently high chance that
the Fund will return to full funding over 21 years.

Method

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



Assumptions

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

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

Financial Assumptions 31 March 2010
% p.a. Nominal % p.a. Real

Discount rate 6.1% 2.7%
Pay increases * 53% 0.8%
Price inflation / Pension increases 3.3% -

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

The key demographic assumption was the allowance made for longevity. The baseline longevity
assumptions adopted at this valuation were in line with standard SAPS mortality tables, and included
improvements based on medium cohort projections and a 1% p.a. underpin effective from 2007.

Based on these assumptions, the average future life expectancies at age 65 are as follows:

Current Pensioners 22.9 years 25.7 years

Future Pensioners 24.9 years 27.7 years

*figures assume members aged 45 as at the last valuation date.

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

Experience over the period since April 2010

The Administering Authority monitors the funding position on a regular basis as part of its risk management
programme. The most recent funding update was produced as at 31 December 2012. It showed that the
funding level (excluding the effect of any membership movements) had worsened since the 2010 valuation
due primarily to falling real bond yields placing a higher value on the Fund's liabilities.

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

Gemma Sefton FFA

Fellow of the Institute and Faculty of Actuaries.
8 May 2013 For and on behalf of Hymans Robertson LLP, 20 Waterloo Street, Glasgow G26DB
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As part of our Governance arrangements, we
continually strive to deliver the highest quality
of service to all members, stakeholders and
business partners. \We achieve this through the
development of pension strategies, policies, and
initiatives that are aimed at providing high quality
information to all. The attached link to our website
will allow access to our communications strategy,
annual administration report and more, that
encourages all employers and members to take an
active interest in the Fund.

The attached link to our website will allow
access to our communications strategy, annual
administration report and more, that encourages
all employers and members to take an active
interest in the Fund.

The Cheshire Pension Fund produces a number of
publications, hard copies of which are available
upon request.

Please contact the Cheshire Pension Fund on
01244 976 000.

Or email pensions@cheshirewestandchester.gov.uk
if you require a copy.

The following publications are also available on our
website. Visit: www.cheshirepensionfund.org and
click Contacts and Further Information, then select
Policy Documents.

This document sets out the Fund's commitment
to meeting its liabilities while at the same time
maintaining stable employer contribution rates.

This document summarises the Fund's investment
objectives and outlines how investments are
allocated between equities, bonds and alternatives.
The document also contains the Fund's compliance
statements with the revised six Myners principles.

96 Cheshire Pension Fund

The regulations require an administering authority
to prepare, maintain, publish and keep under review
a written statement setting out delegation including
duties and responsibilities, terms of reference and
representatives.

Defines the extent the Fund complies with the best
practice governance arrangements aid down by
CLG including voting rights, stakeholder
representation, frequency of meeting, access to
papers and any reasons for non compliance.

The first Business Plan published by the Fund details
a series of objectives grouped under the seven core
areas of the Fund's business including governance,
legislation and compliance, administration,
communication, investments, employer liaison and
funding and accounting. These objectives represent
the Fund's long term values and principles and will
inform how we carry out our business.

This sets out the communication objectives for
2013/14 and defines how the Fund will engage and
communicate with stakeholders and customers. This
is updated on an annual basis in line with business
needs.

This is produced by the Fund's actuary every three
years following the valuation of the fund. It outlines
the assets and liabilities of the fund as well as
stating the employer contribution rate for the next
three years.



Contacts and Further Information

For more information about the Cheshire
Pension Fund, please contact our helpdesk
as follows:

Tel: 01244 976 000
Email: pensions@cheshirewestandchester.gov.uk

Alternatively, you can contact a member of
the Pensions Management Team as follows:

Head of Finance
Mark Wynn Tel: 01244 972 537

Senior Manager, Corporate Finance
Stephan Van Arendsen Tel: 01244 973 727

Benefits Administration Manager
lan Colvin Tel: 01244 977 144

Cheshire

www.cheshirepensionfund.org

lon Fund

Pensions Development Manager
Mark Futter Tel: 01244 972 963

Employer Liaison Manager
Nick Jones Tel: 01244 972 652

Finance Manager, Investments
Steve Tranter Tel: 01244 972 533

Fund Accountant
Heidi Catherall Tel: 01244 972 665

Our website contains all up to date information
relating to the LGPS.

The address is www.cheshirepensionfund.org

To promote accessibility for all, this document can
be made available in other formats upon request.

nsion Fund Annual Report 2012-13 §Q/
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Cheshire @n\sion Fund

Cheshire West and Chester Council

HQ, Nicholas Street, Chester, Cheshire CHT 2NP
telephone: 01244 976 000 email: pensions@cheshirewestandchester.gov.uk
visit: www.cheshirepensionfund.org



	Blank Page

