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Purpose and summary
This report sets out Mike Taylor’s view of the past year and briefly touches on his plans for moving forward. 
Key Issues:

· This last year has seen the good with the less so, improvement coupled with disappointment, we have said goodbye to some familiar faces and welcomed new people, ideas and approaches. All of which has been set against the background of a sustained and severe economic downturn.
· This report will be used to form the basis of the Popular Report, the summary annual report which is sent to active and pensioner fund members. A draft has been attached at Annex 1 for information.
Recommendation
[1]
Members are asked to note the content of the report.

Report date: 17th June 2009  
Lead Officer: Mike Taylor
Compliance checks

	Governance issues:
Corporate planning issues are now more cohesive and we are working towards open and transparent conduct in all management considerations.  

	Equalities impact: 

Referred to in this report.



	Financial implications:
None specific to this report but future plans and projects are subject to a business case test and value for money exercise.
	Social, environmental, health and ethical issues: 

None foreseen.



	Legal implications:
None anticipated.


	Communication issues: 

This report will be published to all staff and will be used to form the basis of the Popular Report.


	Risk implications:

None identified as specifically relevant to this report. 
	Other relevant / supporting documentation:

Annex 1 – LPFA’s Popular Report


Freedom of Information Act 2000 ~ LPFA Publication Scheme

This document appears in the Publication Scheme under:

	PUBLIC

	


1.
Key issues in 2008-09
· A new chairman alongside some new members has refocused the drive and purpose of the board and its committees 
· Our relationship with the Mayor is so far proving to be a positive one 
· A comprehensive review of governance arrangements and documentation was completed 

· Asset values have reduced significantly and lower gilt yields have pushed liabilities higher in the continuing economic downturn. Prospects for recovery remain gloomy in the short term 

· LPFA continues to lead the way on ESG initiatives including a specialist appointment in that area 

· The revised investment strategy and new delegated arrangements are bedding in well

· Solutions to the longevity funding issues in the Pensioner Sub Fund are still to be formally resolved

· The loss of Hackney and Hounslow contracts in a very difficult market contrasted with the welcome retention of Westminster
· The very successful implementation of the 2008 LGPS regulations was a credit to all involved 
· The implementation of the revised pay scales was not without difficulty but will bring long term benefits 
· Service delivery has been maintained at a high level despite some issues over the timing of the 2008 regulations 

· Following a full procurement exercise a new actuary will partner us through the 2010 valuation
· The success of the finance recovery plan will be proven by a clean bill of health for this year’s accounts  
· Management expenditure has been maintained within budget for 2008-9 and a 6% reduction has been built into 2009-10 

· New Audit and regulatory requirements will present a challenge in the production of the annual report and accounts 

2.
Key issues for 2009-10
· With the support of the Mayor we have set ourselves the task of becoming a campaigning, proactive organisation especially in relation to sustainability and shared services 

· The Altair programme and OPEN system developments aim to revolutionise the cost and delivery of pensions administration
3.
Introduction
This has been a year of contrast with the shadow of a few significant disappointments being cast over many examples of high performance, hard work and commitment.  
Those disappointments have however thrown into relief the resilient qualities of the staff and have resulted in a greater determination to improve our performance in all areas. For example the challenges presented by the market have been met with realistic and innovative ideas to revolutionise the service offering and introduce greater value for money to clients.
Although the overall economic situation will continue to hinder the prospect of asset recovery it may well provide a greater impetus to shared service initiatives for administration and possibly investment over the coming year. Therefore, under the guidance of a new and invigorated board, I am confident of good things to come in 2009-10.  

4.
Board Governance
We welcomed Anthony Mayer as our new chairman in 2008-9 alongside new board members Angela Prober and Sarah Smart. The energy and experience they bring has refocused the drive and purpose of the board and its committees. The year also saw Michael Deakin take over as chair of the investment committee and the role of deputy chair of the board. Bill Roots continued in his role of chair of Audit Committee whilst Anthony Mayer took on the chair of Performance and Administration committee.
We said goodbye to Neil Newton. Michael Ward and Jenny Rosser and I would like to take this opportunity to record my thanks for the hard work, expertise and commitment they brought to the board and the support they extended to myself and the staff.

After a quiet start our relationship with the Mayor is so far proving to be a positive one. He has displayed an encouraging level of interest in pensions and provided strong support in the areas of sustainability and shared services. 
We completed a comprehensive review of governance arrangements and documentation during the year to ensure that board administration and levels of accountability were of an appropriately high standard.

5.
Investment
Asset values have reduced significantly and lower gilt yields have pushed liabilities higher in the continuing economic downturn. Prospects for recovery remain gloomy in the short term. We have reaffirmed our intent to be a long term responsible investor and believe that our strategy is sufficiently robust to enable us to ride out the current market turbulence. However in view of the huge changes in the macro economic background, a further review of investment strategy will take place in the autumn.
Our portfolio of diversified assets has performed well in dampening the impact of falls in global stock markets. We have continued to add to this portfolio using the new delegated arrangements, which are bedding in well. 

Following the collapse of Lehman Brothers in September, we suspended our stock lending operations in order that we could review the risks associated. During a six month suspension of the programme, the process and possible market effects of stock lending were subject to a comprehensive review. At the conclusion in March, we resumed stock lending activities through our custodian, JP Morgan.

As a result of this review, and in light of the general financial situation, certain aspects of the LPFA’s collateral protection have been enhanced. In addition, the Fund will strive to implement best practice in relation to stock lending as proposed by organisations such as the International Corporate Governance Network (ICGN) e.g. recalling shares to vote where deemed appropriate. 

The LPFA’s Investment Committee agreed during the review that the key attribute of stock lending remains the provision of short term liquidity in the settlement process hence facilitating efficient markets. This decision was in line with comments by Chris Hitchens, the NAPF Chair, encouraging pension funds to return to lending.

LPFA continues to lead the way on ESG initiatives including a specialist appointment in that area who commenced a full review of our activities in March.
Solutions to the longevity funding issues in the Pensioner Sub Fund are still to be formally resolved

6. 
Business Development 

The third party administration market in London saw two significant changes during 2008-9 which have and will continue to require an effective response from LPFA. These changes resulted in the disappointment of losing the Hounslow and Hackney contracts to Capita and Xafinity Paymaster respectively. 

Firstly the processes and procedures around procurement have become very formulistic and heavily dependant on scoring mechanisms. This has and will require us to adapt our submissions for tenders in order to recognise the new reality. To this effect we took advice from external procurement experts which we incorporated successfully into our bid for Westminster.  

Secondly the market has moved away from demanding a range of products with differing service levels and price structures to a requirement for a basic service at a lower price. This shift is reflected in the significant reduction in the cost per head of successful bids from £22 in 2006 to £17 in 2007 and £15 in 2008.

The OPEN initiative described later in this paper coupled with ongoing efficiencies form our response to the changes in market circumstances.

2008-9 also saw us opening serious discussions with SERCO in respect of becoming a provider of pension services for their current arrangements at Hertfordshire and East Sussex and for future strategic partnerships.

7.
Administration
Despite a number of issues over the timing and content of the Regulations for the 2008 LGPS we achieved a very successful implementation with staff able to continue working smoothly, and effective customer communication. New systems to cope with the changes were brought in on time, training of all staff was completed on target and a comprehensive programme of updates to published guides and websites was delivered. 

Volumes of work received and processed in the year increased significantly and service levels, through both the new Scheme implementation and the increase in work volume, were still maintained at an impressive level and I fully expect a return to previous levels in 2009-10. 

A new actuary (Barnett Waddingham) was appointed following a full tender exercise replacing the long term incumbent Hymans Robertson. It will be a new experience for many at LPFA to be working with a different actuary on our Fund and we look forward to the insights these new arrangements will bring to a complex and vital aspect of our work.

8.
Staffing
The year saw a major exercise to review LPFA’s pay arrangements in the light of market comparisons and equal pay requirements. 

We used the Hay Group to assist with this task which included a complete review of Job Descriptions (JDs), the evaluation of those JDs and their mapping onto new pay scales. The new pay scales have been set in relation to appropriate comparator groups and LPFA’s aspirations.

The exercise has been a long one and has been difficult at times, there have been both winners and losers in the review but I am confident that it was worthwhile and places LPFA in a more secure and competitive position. 

9.
Finance
The recruitment of new staff together with the review of systems and processes has contributed toward the implementation of the finance recovery plan. The success of this plan will be proven once a clean bill of health has been given by external and internal audit for this year’s accounts.

The efficiency plan has now got underway and whilst management expenditure has been maintained within budget for 2008-9, a 6% reduction has been built into 2009-10. Further efficiencies will be identified in the year ahead. 

New Audit and regulatory requirements will present a challenge in the production of the annual accounts. In this respect we have taken a lead by involvement in working groups and offering assistance to London Boroughs.
10.
The Year Ahead
The away day in March saw the new board commit to two major tasks for the coming year.

Firstly and with the support of the Mayor we have set ourselves the task of becoming a campaigning, proactive organisation in relation to LGPS sustainability. In the context of increasing longevity, continued attacks on public sector pensions, the real possibility of a change of government and the slow progress towards cost sharing it was agreed that the LGPS faces a real danger to its continued existence.

LPFA will therefore campaign on the basis that something must be done to secure the long term survival of the LGPS whilst not being seen to promote any one solution. This to be achieved via a campaign plan to be drawn up by officers which would include the involvement of board members as appropriate.
Secondly the board committed to a revised plan for growth which would:
· Encourage the opening up of the market in London though shared service and other initiatives through the influencing of decision makers in central and local government.

· Develop a product offering capable of competing in a price driven market whilst still being able to offer enhanced service levels on request. This to be achieved via a combination of a move to online data provision (the OPEN initiative), enhancements to systems (Altair) and a shift in culture away from the ‘in house pensions team’ model.

· Develop for partnerships with providers of broad ranges of services to Local Government with LPFA positioned as a specialist pensions supplier.    

11.
Conclusions
To sum up we are continuing to deliver good quality pensions services with much more emphasis on costs and value for money. We are well positioned grow our services.

We remain a key player in the LGPS and are well positioned through our involvement with working groups and networks to influence the future of the LGPS positively.

As a long term responsible investor, we believe that our investment strategy is sufficiently robust to enable us to ride out the current market turbulence.
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