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n We have pleasure in introducing this year’s 
annual report for the Gloucestershire Pension 
Fund for the financial year to 31st March 2007. 
This Fund is managed and administered by the 
County Council on behalf of Gloucestershire 
local authorities, other bodies providing public 
services and certain admitted bodies as part of 
the national Local Government Pension Scheme 
Regulations. Management of the Fund is one 
of the County Council’s responsibilities. As at 
31st March 2007 the Fund’s investments were 
valued at £949.9million (£876.9m at 31st March 
2006), an increase of £73m in the year. 

Membership of the Pension Fund rose in 2006/07
by 5.4 per cent br inging total  membership 
including contributors, beneficiaries and deferred 
pensioners to 37,000, a rise of nearly 2,000 
over the year. A breakdown of the composition 
of membership can be found on page 5 with 
further analysis on pages 41 to 42.

The Report aims to provide information about the 
management, arrangements and performance 
of the Fund over the last 12 months. The latest 
version of the Fund’s Statement of Investment 
Principles, detai ls of Fund membership and 
a brief summary of scheme benefits are also 
included. The formal accounts of the Fund for 
the year ended 31st March 2007 may be found 
on pages 17 to 26.

During the period under review equity markets 
continued their upward trend but their volatility 
in recent months reflected investors’ fluctuating 
appetite for risk. The UK equity market was 
up 11.2 per cent and international equit ies 
by 2.0 per cent for the year to March 2007. 
Using representative market indices, the best 
performance for the year to 31st March 2007 
was achieved by UK property, which returned 
17.6 per cent and overseas bonds the poorest, 
returning a negative 5.1 per cent. 

For the financial year 2006/07 the Fund achieved 
a return of 6.4 per cent, 0.2 per cent below its 
targeted benchmark return. Comparatively, over 
the most recent rolling period of three years, 
the fund’s annualised return was 0.4 per cent 
below its benchmark return and 0.3 per cent 
below benchmark over the last 10 years. The 

Fund’s investment strategies are as detailed in 
the Statement of Investment Principles; during 
the year the Fund completed a small shift within 
equities from UK to overseas, a small reduction 
in bonds and an increase in UK property. The 
detailed Fund investment review can be found 
on pages 9 to 12. The average annual return 
achieved by the Fund over the 10 years to 31st 
March 2007 was 7.2 per cent compared to the 
comparative average of the WM Universe for 
local authority funds of 7.7 per cent.

Over the past year details of the new scheme 
to be introduced from 1st April 2008 have been 
announced and scheme members wi l l  take 
comfort from knowing that the new scheme 
remains based around their f inal salary. On  
average, pensioners are living longer and so 
receive their pension for longer than they have 
in past years. Although this is good news for 
pensioners it does mean that the cost of the 
LGPS has risen. In making changes to the current 
scheme Government has sought to make sure
the scheme can remain affordable whi lst
continuing to provide a good level of pension 
benefits for current and future employees.

As part of the arrangements to control the cost 
of the scheme some members will, in future, 
receive slightly less pension if they retire early. 
Alternatively, members who retire at age 65, or 
later, will receive full benefits and potentially more 
than the standard level of benefits. The changes 
also offer employees extra flexibility and choice 
by providing for flexible retirement and moving 
away from the current retirement “cliff-edge” (in 
work one day, retired the next).

The new-scheme regulat ions set out the 
Government’s policy to retain a f inal-salary, 
defined benefits scheme, with improved accrual 
rates, better death-in-service and revised ill-
health provisions. The changes to contribution 
rates ensure that the employees make a fairer 
contribution towards the Scheme’s viabi l i ty 
and affordabi l i ty. The package is now seen 
by Government as providing a more fair and 
equitable scheme for al l  part ies involved - 
members, employers and taxpayers. 



3

Gloucestershire Local Government Pension Fund - Annual Report 2006 - 2007

In
tr

o
d

u
c

ti
o

nTo ensure the Fund holds sufficient investments 
to meet obligations to pay pension benefits 
to existing and future pensioners, a valuation 
of the Fund by its Actuary takes place every 
three years. The results of the last valuation 
(as at 31st March 2004), summarised in the 
following paragraph, were published in March 
2005. The next valuation (to be undertaken
as at 31st March 2007) is underway but 
results wi l l  not be known unt i l  later in the 
year. In the 2004 valuation the Actuary set the 
contribution rates for each of the next three 
years (effective from 1st April 2005). The rates 
were fixed at a level to maintain the long-term 
solvency of the Fund so ensur ing funding
wi l l  be suff ic ient to meet al l  payments to 
existing and future pensioners. To avoid too 
big an increase in employer contribution rates 
increases were allowed to be phased in over
the inter-valuation period.

The 2004 valuation showed that the Fund’s 
overall funding level fel l from 90 per cent at 
the 2001 valuat ion to 70 per cent at 2004. 
However, overal l  investment markets and
returns have improved since 2004 and we
hope that these improvements in market returns 
will benefit the Fund’s solvency, albeit increasing 
longevity is expected to have a negative impact 
to some extent. Certainly over the past years 
investment returns ant ic ipated at the last 

valuation have been largely met and exceeded 
in some areas.

During the year changes in terms of reference 
took place to the Investment Committee, 
which has now taken on the role of Pension 
Committee and has been re-named. To a large 
extent these changes are intended to enhance 
transparency and accountability for aspects of 
pensions administration previously handled by 
officers. In addition, Mrs. K. Boyle replaced Mr. 
D. Stockford, who resigned in November 2005, 
as the employee representative.

We would like to express our thanks to all those 
involved with the investment, accounting and 
pension activities of the Fund. In this we would 
l ike to acknowledge the continuing work of 
the members of the Pension Committee in 
overseeing the Fund’s investment management 
and administration arrangements. 

We leave you to explore the report and trust 
you find it informative. If it falls short in any way, 
please feel free to let us know. We are always 
seeking to make improvements and would 
welcome any constructive comments. Further 
information is always available from the contact 
points shown on page 5. 

Raymond Theodoulou Stephen Wood CPFA
Chairman of the  Group Director of
Investment Committee Business Management



County Council Offi cers: Mr. S. Wood, Group Director: Business Management
Mr. R. Potter, Director: Finance and Corporate Operations

Independent Advisor: Mr. P. Meredith

Fund Actuary: Mr. B. Chalmers, Hymans Robertson

Investment Managers:   Acadian Asset Management
as at 31st March 2007 Barclays Global Investors

Hermes Investment Management
Standard Life Investments
UBS Global Asset Management
Western Asset Management Company
Hermes Focus Asset Management
Yorkshire Fund Managers

Auditor: Audit Commission

Performance Measurement: Mellon Analytical Services/WM Company

Administering Authority: Gloucestershire County Council
Investment Committee at 31st March 2007
Representing Gloucestershire County Council

Management Structure
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Cllr. R. Theodoulou 
(Chairman)

Cllr. W. Evans Cllr. J. Girling Cllr. D. Nash Cllr. S. Parsons

Cllr. S. Glanfi eld

Representing Gloucestershire 
District Councils

Mrs. K. Boyle

Representing
Employees
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Mrs. K. Boyle replaced Mr. D. Stockford, who 
resigned in November 2005, as the employee 
representative 

Enquiries
For information about the Funds’ investments 
and accounting activities please contact the 
Pensions Accountant at Shire Hall, Gloucester, 
phone (01452) 425083.

For details of Local Government Pension Scheme
benefits and administration, please contact the 
Pensions Administration Manager at Shire Hall, 
Gloucester, phone (01452) 425936.

Website:
www.gloucestershire.gov.uk/pensions

Pension Schemes Offi ce 
Registration Number: 
PSO 49/174

Governance of the
Gloucestershire Fund 
The regulat ions on governance pol icy
statements require an administering authority, 
after consultation with such persons as they 
consider appropriate, to prepare, maintain 
and publish a written statement. The policy 
statement should include information about all 
of the administering authority’s pension fund 
governance arrangements. The Fund’s current 

Governance Policy statement is available for 
download on the Council’s website.

Communications Policy
The regulat ions on communication pol icy 
statements require an administering authority
to prepare, maintain and publ ish a written 
statement setting out our policy concerning 
communications. Various means are employed 
to communicate with i ts customers and 
stakeholders, these are described in respect 
of each interested group. The Fund’s current 
Communications Policy Statement is available 
for download on the Council’s website.

Funding Strategy
The Administering Authority has an active risk 
management programme in place and the 
measures that the Administer ing Authority
have to control key risks are summarised in 
the Fund’s current Funding Strategy Statement
along with the Fund’s approach to funding 
liabilities. 

The Statement is available for download on
the Council’s website. The FSS is reviewed
in detai l at least every three years ahead of 
triennial valuations being carried out, with the 
next full review due to be completed by 31 March 
2008. More frequently, Annex A is updated to 
reflect any changes to employers. 



6

Gloucestershire Local Government Pension Fund - Annual Report 2006 - 2007

F
in

a
n

c
ia

l 
&

 M
e

m
b

e
r
s
h

ip
 S

u
m

m
a

r
y Financial & Membership Summary

Financial Summary

Membership Summary

  2006/07 2005/06 2004/05 2003/04 2002/03
  £m £m £m £m £m

 Contributions and investment income 92.1 83.4 70.9 65.9 61.3
 Realised profit/(loss) 28.4 20.9 19.4 5.6 (30.0)
 Less benefits and other expenses (51.6) (48.8) (45.5) (44.5) (44.7)

 Annual surplus/(shortfall) 68.9 55.5 44.8 27.0 (13.4)
 Increase/(decrease) in market value of investments 4.1 121.0 18.4 103.4 (126.7)

 Increase/(decrease) in Fund during year 73.0 176.5 63.2 130.4 (140.1)

 Market Value of net assets at 31st March 949.9 876.9 700.4 637.2 506.8

  2006/07 2005/06 2004/05 2003/04 2002/03

 Contributors 18,527 17,901 17,682 17,152 17,093

 Pensioners 9,029 8,622 8,308 8,012 7,809

 Deferred pensioners 9,444 8,593 7,546 6,765 6,257

Deferred pensioners are former employees who have not transferred their pension rights and to 
whom benefi ts will be paid, from their eligible retirement date.
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Position Statement on pages 27 to 28.

The LGPS exceeds the minimum pension 
requirements of the State Earnings Related 
Pension Scheme (SERPS) brought in by the 
1975 Social Security Act, and is therefore 
contracted out of the State Scheme. Details 
of benefits payable under the LGPS and how
they are calculated are contained in a scheme 
booklet that is issued to new employees. A 
general guide to the benefits payable is contained 
on pages 39 to 40 of this report. In accordance 
with the Pensions (Increase) Act 1971 pensions 
payable are increased in relation to the movement 
in the Retail Price Index.

Investment Powers and Duties
Powers and duties concerning the investment 
of Fund monies were set out in the Local 
Government Pension Scheme Regulat ions 
(Management and Investment Regulat ions 
1998), updated by the Local Government 
Pension Scheme (Management and Investment 
of Funds) (Amendment) Regulations 2005. These 
Regulations require the County Counci l, as 
administering authority for the Gloucestershire 
LGPS Fund, to invest any monies that are
not immediately required to pay pensions and 
other benefits. 

The Regulat ions al low a wide range of 
investments, but set certain limits. The main 
asset categories in which investments may be 
made are: -
●  Any security on any recognised stock exchange (no 

single investment to exceed 10 per cent of the value 
of all investments)

●  Unlisted securities (subject to a maximum of 15 per 
cent of the total value of investments)

●  Bank deposits etc. (subject to a maximum of 10 per 
cent of the value of all investments in any single 
bank)

●  Loans to approved institutions (subject to a maximum 
of 10 per cent of the total value of all investments)

●  Managed funds with an insurance company or similar 
body (subject to a limit of 35 per cent of the total value 
of all investments in a single contract), unit trusts 
(subject to a limit of 35 per cent of the value of the 
fund which may be invested in unit trusts managed 

The Pension Scheme
The Local Government Pension Scheme (LGPS) is 
governed by Statutory Regulations, primarily the 
Local Government Pension Scheme Regulations 
1997 (as amended) which came into effect from 
1st April 1998. The statutory responsibility of the 
LGPS is with Communities and Local Government 
(CLG), formerly known as the Office of the Deputy 
Prime Minister (ODPM).

The scheme applies to employees of local 
authorities and certain other bodies providing a 
public service. Teachers, police officers and fire 
officers have their own pension schemes and 
are excluded from this Fund. Under the LGPS 
Regulations, Gloucestershire County Council 
administers the Pension Fund in the county 
on behalf of its own employees and those of 
a number of other public bodies, in particular 
District Councils. A list of employer bodies within 
the Fund is shown on pages 29 and 30.

The Fund is f inanced by contr ibutions from 
employees and employers, together with 
proceeds from investments. The contribution 
from employees is prescribed by statute. Under 
the 1997 Regulations, al l  employees pay at
the rate of 6 per cent of pensionable pay (except 
for manual workers employed prior to 1st
April 1998 who are protected at 5 per cent). The 
employers’ contribution is assessed every three
years by the Fund’s Actuary and has to be 
sufficient to maintain the long-term solvency of 
the Fund. The next valuation (as at 31st March 
2007) is underway but results will not be known 
until later in the year.

The results of the last actuarial valuation of the 
Fund, as at 31st March 2004, were announced in 
March 2005 and set the employers’ contribution 
rates to be paid in each of the three years 
commencing 1st April 2005.

 Employer Contributions  2004 2001
 as a % of pay

 (a) Future Service Funding Rate 10.9% 9.9%

 (b) Past Service Adjustment 8.2% 3.9%

 Total Common Contribution Rate 19.1% 13.8%

Management Report



8

Gloucestershire Local Government Pension Fund - Annual Report 2006 - 2007

M
a

n
a

g
e

m
e

n
t 

R
e

p
o

r
t by a single body) or stocklending (subject to a limit 

of 35 per cent of the value of the fund)
●  Investments in partnerships (subject to a maximum 

of 15 per cent of the total value of investments)

The Regulations require the County Council to 
have a suitably diversified portfolio of investments 
and must obtain the advice of properly qualified 
persons on investment matters. In carrying out 
these duties, the County Council owes a fiduciary 
duty to the contributors and beneficiaries of the 
Fund, as well as to the council taxpayers who 
ultimately ‘guarantee’ the financing of future 
liabilities.

Investment Strategy
Since the early part of 2005/06 the Pension 
Committee is directly responsible for investment 
policy. The Committee comprises of five county 
councillors, one district representative and a 
staff representative nominated by Unison.

The Committee determines the overall investment 
strategy for the Fund after receiving advice 
from its independent advisor and its investment 
managers. The investment strategy developed 
by the Pension Committee is detailed in the 
Statement of Investment Principles on pages 
31 to 38 of this report. This includes details of 
the Fund’s agreed strategic asset allocations to 
the various investment markets. 

Investment Management
Following asset/liability studies and subsequent 
reviews of investment management arrangements, 
strategic asset allocations and performance 
benchmarks, the Committee appointed six 
specialist investment managers. Each of the six 
specialists manages a specific asset category of 
the Funds investments in contrast to the previous 
balanced arrangements where each manager 
held assets in all categories. The Fund continues 
with smaller investments in Hermes Focus and 
Yorkshire Fund Managers.

The specialist managers (and mandates) are 
Standard Life Investments (UK equities), UBS 
Global Asset Management (UK equities), Barclays 
Global Investors (overseas equities excluding 
emerging markets), Acadian Asset Management 
(emerging market equit ies), Western Asset 
Management Company (fixed interest securities) 

and Hermes Investment Management (property 
unit trusts). Each manager is required to have 
regard for the Fund’s Statement of Investment 
Principles and the legislative environment in
which the Fund operates. 

At 31st March 2007 the market value of the 
investments held by each of these managers 
was: Western Asset Management Company 
£227.7m; Barclays Global Investors £266.3m; 
UBS Global Asset Management £156.3m; 
Standard Life Investments £161.1m; Hermes 
Investment Management £76.1m and Acadian 
Asset Managers £31.7m. 

The Hermes UK Focus Fund investment is in 
a specialist UK equity fund, whose ethos is to 
maximise investment returns by constructively 
and proactively working as a shareholder with 
companies and/or their advisors. At 31st March 
2007 the market value of this investment was 
£19.9m.

Yorkshire Fund Managers are specialist private 
equity/venture capital managers. The Fund 
has two investments; one with the South West 
of England Regional Venture Capital Fund, 
which is backed by the Department of Trade 
and Industry and supports fast growing SME’s 
across the South West region, the other is 
a new investment with the Chandos Fund, 
which invests in small, fast growing businesses 
targeting, buy-outs, buy-ins, development 
capital, f inancing pre Init ial Public Offerings
and equity release/partial sales. During 2006/07 
the Pension Fund made its initial advance of 
£200,000 to the Chandos Fund. The Pension 
Fund’s maximum commitment to the Funds are: 
SWVF £2.5m and Chandos, £2m.

ABN Amro Mellon is the Fund’s appointed global 
custodian. The appointment became effective 
from January 2005.

Investment Administration
The Finance Division of the Business Management 
Directorate is responsible for the day-to-day 
administration of the Fund. In addition it provides 
support to the Investment Committee by the 
production of management information and 
reports.
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Value of Fund
The Fund’s investments were valued at £949.9m at 31st March 2007, an increase of £73m from 
the beginning of the year. The chart below illustrates the movement in the market value of the 
Fund over the last ten years by setting the purchase cost (book value) against the market value 
of investments.

Book Cost

Market 
Value
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 31st March 2006 Geographical Analysis 31st March 2007
 £000   £000 %

 568,320 United Kingdom 621,321 65.4
 104,604 North America 114,727 12.1
 95,492 Europe 96,049 10.1
 54,648 Japan 54,094 5.7
 20,681 Pacific Basin 30,000 3.2
 33,127 Emerging Markets 33,698 3.5

 876,872  949,889 100.0

 31st March 2006  Sector Analysis 31st March 2007
 £000   £000 %

 326,779 Equities UK 301,203 31.7
 257,215  Overseas 311,600 32.8
 120,199 Fixed Interest UK 143,226 15.1
 27,891  Overseas 5,761 0.6
 37,870 Index-Linked UK 52,095 5.5
 1,675  Overseas 1,626 0.2
 56,489 Property Unit Trusts UK 75,958 8.0
 48,754 Cash   58,420 6.1

 876,872   949.889 100.0

 31st March 2006 UK Equity Analysis 31st March 2007
 £000   £000 % %

  Basic Materials
 5,809 Chemicals 2,355  0.8
 12,448 Basic Resources 12,050 14,405 4.0 4.8

  Industrials    
 5,508 Construction & Materials 6,876  2.2 
 21,489 Industrial Goods & Services 21,667 28,543 7.1 9.3

  Consumer Goods    
 0 Automobiles & Parts 1,748  0.6 
 12,924 Food & Beverage 13,787  4.6 
 7,528 Personal & Household Goods 11,320 26,855 3.8 9.0

  Consumer Services    
 13,523 Retail 11,515  3.9 
 11,443 Media 8,146  2.8
 7,496 Travel & Leisure 8,344 28,005 2.8 9.5

  Financials    
 57,032 Banks 52,480  17.4 
 17,043 Insurance 13,501  4.5
 5,443 Financial Services 3,903 69,884 1.3 23.2

 46,433 Oil & Gas  38,505  12.8

 25,280 Health Care  24,602  8.1

 26,271 Telecommunications  23,891  8.0

 15,692 Utilities  9,268  3.0

 6,161 Technology  3,510  1.1

 29,256 Pooled Funds  32,613  10.9

 0 Non-cyclical Services  1,121  0.3

 326,779   301,202  100.0
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Asset Allocations
Snapshot of the reported percentage of the Fund’s investments in the worlds’ markets as at 31st March 2007 
and 31st March 2006:

Fund Performance
Primari ly, Mel lon Analyt ical Solut ions and 
addit ional ly, the WM Company, measure
the Fund’s investment performance. These 
companies provide independent performance 
measuring services for the Fund. 

During 2006/07 the Fund achieved a return of 
6.4 per cent. The fol lowing is a summary of 
results for returns to 31st March 2007:

●  The Fund’s return was 0.2 per cent below its fund 
specific benchmark return.

●  The Fund’s annualised return was 0.4 per cent below 
its fund specific benchmark return over the most 
recent rolling period of three years.

●  Over the last ten years, the Fund’s return was 0.3 per 
cent below its fund specific benchmark return. 

The following includes representative category 
index returns, best and poorest over the 12 
months to 31st March 2007:

●  UK Property provided the best performance of the major 
asset categories, returning 17.6 per cent.

●  Overseas bonds returned the poorest performance of 
minus 5.1 per cent of the major sectors.

●  Pacific Basin (ex Japan) achieved the best performance 
of the overseas equity regions, returning 19.9 per 
cent.

● By contrast, Japanese equities produced the lowest 
overseas return of minus 10.0 per cent.

●  The Retail Prices Index increased by 4.8 per cent and 
Average Earnings by 4.8 per cent.

Local Authority Universe
For 2006/07, 88 local authority funds were 
included directly in the WM Company Universe. 
The aggregate market value of these funds was 
over £124 billion, up £8 billion for the year since 
31st March 2006. The average investment return 
achieved by Local Authority Pension Funds 
within the Universe during 2006/07 was 7.0 per 
cent, 0.6 per cent above the Gloucestershire 
Fund’s return, placing Gloucestershire in the 71st 
percentile in the table of local authority funds.

 Total Fund Gloucestershire Fund
    31/3/07 31/3/06
    %  %

 UK Equities  35.6  37.3

 North American Equities  10.0  8.6

 European Equities  9.2  8.4

 Far East Equities  8.9  8.6

 Emerging Markets  3.3  3.7

 Fixed Interest  24.0  21.5

 Property  8.0  6.4

 Cash/Other  1.0  5.5

   100.0  100.0
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Investment Performance
2006/2007 Investment returns over the 12 months as derived from the various asset categories in the Fund 
compared to the fund specific performance benchmark.:

* Each mandate awarded over the asset categories has a targeted outperformance of this benchmark over
  a rolling 3 year period.

The annualised total fund returns for 3 and 10 year performance for the Fund as compared to the average 
local authority funds return for the same periods are:

 Annualised returns over: Gloucestershire Fund Average Local Authority Fund
  % %

 3 years 13.3 14.3

 10 years 7.2 7.7

   Gloucestershire Fund Specific
  Fund Benchmark* 
  % % 

 UK Equities 11.1 11.1

 Overseas Equities 3.7 3.2

             North America (2.1) (1.0)

             Europe  15.1 12.0

             Japan (10.7) (10.0)

             Pacific (ex Japan) 21.0 19.9

             Emerging Markets 5.9 6.7

 UK Bonds 0.3 0.4

 Overseas Bonds (3.9) 0

 UK Index-Linked 3.2 2.7

 Cash 11.7 0

 UK Property 18.3 17.3

 Other Investments 0  0

 Total Fund Return 6.4 6.6

The annualised total Fund return of the Gloucestershire Fund compared to other local authority 
returns placed the Gloucestershire Fund in the 74th percentile and 64th percentile over these three 
and ten year periods respectively.
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Hermes Property Unit Trust
BP 
Hermes Third UK Focus Fund
GlaxoSmithKline
Vodafone Group
HSBC Holdings
Royal Bank of Scotland
Treasury IL 4.125% 2030
Treasury IL 2.5% 2020
Royal Dutch Shell “B” Shares
Treasury 4% Gilt 2016
Treasury 4.750% 2038
Treasury 4.75% 2015
Treasury 5% 2025
Barclays
HBOS
UBS Life Small Company UK A Units
Treasury IL 2% 2035
Unilever
Treasury 4.25% 2036
BT Group
Prudential
Treasury 4.75% 2020
Astrazeneca
Treasury IL 1.250% 2055
Aviva
Anglo American
Treasury 4.25% 2055
Standard Life Smaller Companies Fund
British American Tobacco
Treasury IL 2.5% 2016
Invensys
Diageo
Hanson
Treasury 4.25% 2032
Tesco
Rio Tinto
National Grid

Overseas
Barclays Global Ascent Life US Equity Fund
Barclays Global Ascent Life European Equity Fund
Barclays Global Ascent Life Japanese Equity Fund
RIC-OMIGSA Emerging Markets Equity Fund
Barclays Global Aquila Life Pacific Rim Equity Index Fund
Barclays Global Aquila Life Canadian Equity fund
US Treasury Bond Strip 0% 2030
France Strip 0% 2032
General Mtrs 8% 2031

United Kingdom
Xstrata com
Centrica
Royal Bank of Scotland Open Maturity
UK Treasury IL 2.5% 2013
Gallaher Group
Logicacmg
Scottish & Southern Energy
HSBC Cap funding 2049
BG Group
BAC Capital Trust VII 5.25% 2005
Cumbernauld 4.55% 2013
Rolls Royce Group
Marks & Spencer
Abbey National
GKN
BAE Systems
Swedbank bond 2049
BNP Paribas bond 2049
Swiss Reinsurance bond 2049
Kesa Electricals
Generali Finance 2049
Thames Water Utilities Finance
Balfour Beatty
ING Groep 2049
Wachovia 4.875% 2035
Imperial Chemical Industries
HMV Group
Compass Group
Standard Chartered
ITV
Derby Healthcare
Credit Agricole 2049
Michael Page
Regus Group
Canary Wharf Finance
Legal & General Group
Goldman Sachs
Reed Elsevier

Overseas
France OAT 0% 2029
Sweden 3.5% 2028
US Treasury Bond Strip 0% 2027
Mexican UTD 6.750% 2024
US Treasury Bond Strip 0% 2036
US Treasury Bond Strip 2021
TXU Corp 6.550% 2034
Canada  (Govt of) 4.250% 2026
Poland    (Govt of)  5.0% 2013

76.0
23.0
19.9
19.4
17.1
16.1
14.9
13.6
13.6
12.7
12.3
10.8
9.7
9.2
9.1
8.7
8.2
7.5
7.5
6.8
6.4
6.4
5.8
5.2
5.1
5.0
4.6
4.2
4.0
3.9
3.9
3.6
3.5
3.5
2.9
2.7
2.7
2.7

106.4
85.9
49.4
31.6
30.0
5.5
3.3
2.4
2.1

8.0
2.4
2.1
2.0
1.8
1.7
1.6
1.4
1.4
1.3
1.3
1.1
1.0
1.0
1.0
0.9
0.9
0.8
0.8
0.7
0.7
0.7
0.6
0.5
0.5
0.5
0.5
0.4
0.4
0.4
0.4
0.4
0.4
0.4
0.3
0.3
0.3
0.3

11.2
9.0
5.2
3.3
3.2
0.6
0.3
0.3
0.2

2.6
2.4
2.4
2.4
2.3
2.3
2.3
2.3
2.0
2.0
2.0
1.9
1.9
1.8
1.7
1.7
1.7
1.7
1.7
1.7
1.7
1.7
1.7
1.6
1.6
1.6
1.6
1.6
1.6
1.5
1.5
1.4
1.4
1.4
1.4
1.4
1.4
1.4

2.1
1.6
1.0
1.0
0.9
0.7
0.6
0.5
0.5

0.3
0.3
0.3
0.3
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.2
0.1
0.1
0.1
0.1
0.1
0.1

0.2
0.2
0.1
0.1
0.1
0.1
0.1
0.1
0.1

Market 
Value £m

%age of 
fund

Market 
Value £m

%age of 
fund
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The global economy enjoyed a further year of 
good growth thanks to the continuing benign 
combination of rapid industrialisation in the East 
and modest inflation and therefore low interest 
rates in the West. China and Southern Asia have 
supplied developed consumer markets with 
more and more goods at prices that simply can’t 
be matched at developed world labour costs 
and India is increasingly providing business 
services to the English speaking world. This 
globalisation has been a powerful restraint on 
the price of durable goods, services and labour, 
and permitted lower interest rates in the West 
than would otherwise have been the case. Though 
US interest rates have gradual ly r isen from 
extreme low levels, most industrial companies 
worldwide have enjoyed very favourable 
conditions.

The financial sector has profited from the success 
of its customers with banks experiencing a 
prolonged period of low bad debts, particularly 
in their core corporate market. Credit has become 
cheap and plentiful with extra liquidity provided 
by rapid development of a number of new 
derivative instruments, with incentives to the 
originators that may wel l  have helped to 
exaggerate this credit cycle. Easy credit has 
also been a stimulus to the consumer and to 
house prices. It has also facilitated increased 
corporate acquisition and leveraged buy-out 
activity. London has been at the heart of much 
of this and has graduall become established as 
the financial centre of Europe and of much global 
business and finance. 

UK companies involved in wholesale financial 
services and international business have 
experienced boom times. But for what remains 
of traditional mass manufacturing and agriculture 
and those that service them, this bonanza and 
the associated strength of sterling must seem 
like the last straw. For those serving the domestic 
economy, conditions have been between these 
extremes with consumer confidence reasonable, 
plent i ful  cheap labour from an extended 
European Community and some growth in public 
spending. 

A high level of merger and acquisition activity 
and unprecedented levels of pr ivate equity 
involvement across Europe drove valuations of 
all but the very largest companies. Towards year 
end the r ise in interest rates and signs of 
weakness in US housing and mortgages provided 
some restraint. The UK equity market returned 
11 per cent, well short of all the preceding three 
years of sharp recovery from the trough in early 
2003 but still above the average over 5 years 
of 9 per cent per annum, as this includes the 
significant down year in 2002/3. Returns from 
European equities were marginally higher at 12 
per cent [10 per cent per annum over 5 years] 
and emerging markets returned 7 per cent [17 
per cent]. The weakness of the dollar and yen 
restr icted the returns in North America and 
Pacific Basin, respectively –1 per cent [0 per 
cent] and –2 per cent [9 per cent]. UK property 
produced another excellent return at 18 per 
cent [15 per cent] with London offices to the 
fore. Fixed interest and index-linked gilts were 
muted, returning respectively 1 per cent [5 per 
cent] and 3 per cent [7 per cent].

Performance
The value of the Fund rose over the year from 
£876m to £948. The return over this second 
year of the revised management arrangements 
was 6.4 per cent, slightly below the benchmark 
return of 6.6 per cent. 

Outlook 
Equity markets are said to “climb a wall of worry” 
but several of the main markets have doubled 
in value since early 2003 and volat i l i ty has 
become unusually low. With strong growth in 
earnings and dividends, valuations on most 
traditional measures are not high, albeit high 
enough to be vulnerable to any slowdown in 
economic growth and/or pressure on current 
exceptionally high profit margins.

Oil is one potential r isk. It wil l  remain a key 
component of economic activity for several 
decades. In a buoyant economy demand seems 
to have become less sensit ive to price and 
seems set to gradually outstrip supply, which 
is often constrained by nationalistic policies that 



do not always employ the latest extract ion 
technology. Moreover the isolat ion of Iran, 
potential instability in the Arabian peninsular 
and the debacle in Iraq provide a threat even 
to exist ing suppl ies. Record oi l  pr ices wi l l 
gradually lead to greater investment in nuclear 
and alternatives though in the shorter term they 
simply increase cost inf lat ion and interest 
rates.

China st i l l  shows no sign of any easing in
its breakneck growth with output doubl ing 
approximately every six or seven years. The  
resulting rapid increase in living standards is a 
powerful stimulus for cooperation but the mass 
exodus from the countryside to city is causing 
enormous social strains. Central state control 
has managed to muddle through without resorting 
to excessive force partly because the Chinese 
leadership has shown remarkable collegiality 
and pragmatism, to date. With widespread 
official corruption, weak property rights and with 
the majority of the population economical ly 
disenfranchised it is unlikely that this momentous 
transition to a developed modern state will be 
entirely serene. With China now a major 
component in the global economy any disruption 
would have significant ramifications.

Markets are also vulnerable to exchange
rate instability particularly in the world’s main 
reserve currency, the dollar. The US trade deficit 
has stabilised but at a level which still requires 
growing Asian manufacturing and Middle Eastern 
oi l surpluses to be recycled substantial ly in 
dollars: this may cease to appeal if its recent 
slide were to continue. Personal oil wealth from 
the Middle East and Russia has also sought a 
home [and homes] in the UK and with a spate 
of takeovers of UK companies by foreign buyers 
sterling has been strong. This sale of domestic 
assets, whether of Treasury bonds, companies, 
property or infrastructure could in theory continue 
for many years but i f  i t  begins to feel l ike
the “rake’s progress” then investors may take 
fright and US and UK trade imbalances may 
again loom large. Also in the UK the recent 
reversal from a sustained period of mainly
inward to some outward  movement in corporate 
acquisitions may reduce one prop for sterling.

The pattern of world trade is evolving with Russia 
flexing its growing oil and gas based muscle 
and China showing steely determination to 
procure and safeguard its own oil and mineral 
needs in Africa. Western democratic leaders 
can’t ignore the growing inequality of domestic 
wealth. Pressure comes through the ballot box 
with job losses in traditional mass production 
industries hitting the headlines and the regional 
if not national psyche, particularly in the US, 
whereas the steady accumulation of high tech 
and service jobs is mainly piecemeal and goes 
largely unreported. Calls for protection of “key” 
industries and their workers become hard to 
resist. It is no surprise that progress is tortuously 
slow on international co-ordination on free trade 
and related ecological issues.

Finally the recent slowdown in US housing sales 
and distress in the associated “sub-prime” 
mortgage market may be suggesting that
credit is tightening. Certainly the associated 
diff iculty in pricing complex derivatives has 
shocked supposedly sophisticated investors. 
US consumer spending which has been the 
mainstay of economic growth may flag. In the 
UK a buoyant housing market and rapid growth 
in money supply may yet result in further
interest rate increases and test our consumers 
as well as investors’ resolve in property and 
other alternative markets. Indeed UK commercial 
property prices seem to be reflecting a “squeeze” 
on supply, particularly in London, with the cost 
of finance now well above rental income. Even 
if economic conditions stay reasonably robust, 
tighter credit could yet impact more widely on 
the financial sector and reduce takeover activity. 
Almost certainly the overall returns available in 
the core asset equity asset class will be less 
than over the last four years.

Strategic Asset Allocation
Nevertheless the bulk of the Fund, 65 per cent, 
continues to be held in equities to produce 
the higher long-term returns that should help 
to minimise employer contributions. A balance 
is struck with bonds, property and other 
alternatives providing diversification and hence 
moderat ing potential  short-term upward 
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markets again suffer a major downturn as in 
2000-3.

Historically the Fund’s equity exposure has been 
predominantly in the UK stockmarket. However, 
this was becoming increasingly concentrated 
on a few multinational corpor-ations and therefore 
less representative of the UK economy, so this 
proportion has been moving towards parity over 
the year. Also the overseas equity benchmark 
distr ibut ion has moved some way from the 
former equal weights for North America, Europe 
[ex UK] and Pacif ic Basin towards market 
capitalisation, which weights the US more highly. 
There has histor-ically been some risk benefit 
from hedging part of the associated overseas 

currency exposure back into sterling. However 
for the present the Pensions Committee has 
decided to retain full exposure.

Fund management
All the fund managers are kept under regular 
review to help ensure that active management 
has the best possible prospect of adding value 
over a full market cycle. The overall structure  
and in particular the use of other alternative 
investments is kept under active review but 
most alternatives including private equity
seem to be vulnerable to a tightening in credit 
conditions.

Paul Meredith, Independent Advisor

25th July 2007 



Statement of Accounts 2006/07
Foreword to Accounts
The Accounts summarise the transactions and 
net assets of the Fund. They do not take account 
of liabilities to pay pensions and other benefits 
in the future. The actuarial position of the Fund, 
which does take account of such liabilities, is 
dealt with in the notes to the Accounts on pages 
20 to 26 and in the Actuarial Position Statement 
on pages 27 and 28.

.

Stephen Wood, CPFA
Group Director: Business Management
29th June 2007  

Auditor’s Report to 
Gloucestershire County Council
The Pension Fund Accounts are currently being 
audited. In accordance with guidance from the 
Audit Commission, the audit of the Pension Fund 
Accounts will be covered by the opinion issued 
on the County Council’s accounts and therefore 
there is no longer a requirement to provide a 
separate opinion in the Annual Report.
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7 Fund Account for the year ended 31st March 2007

£000

34,846
4,177

13,507

369
8,279

(33,492)
(5,475)

(475)

(107)
(5,731)

(39)

(1,080)

22,196)
1)

20,903)
121,022)

(2,457)

£000

14,779

161,665

176,444

700,428

876,872

Contributions and Benefits
Contributions receivable

Employers  - normal
  - special
Employees - normal
  - additional
      contributions
Transfer values received

Benefits Payable

Pensions
Retirement grants
Death grants

Payments to and on account of leavers

Refunds of contributions
Transfer values paid
State scheme premiums

Administrative expenses

Net additions from dealings with members

Returns on investments

Investment income
Taxation
Change in market value of investments
   - realised
   - unrealised
Investment management expenses

Net returns on investment

Net increase/(decrease) in the
Fund during the year

Opening net assets of the scheme

Closing net assets of the scheme

£000

18,195

54,822

73,017

876,872

949,889

£000

39,704)
5,482)

14,143)

409)
7,329)

(35,288)
(5,877)

(827)

(24)
(5,592)

(3)

(1,261)

24,998)
4)

28,422)
4,134)

(2,736)

Note

1(d)

1(g)

12

1(f)

2006/072005/06
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7Net Asset Statement as at 31st March 2007

*Changes to comparative figures (see page 26 for full analysis).

Fixed Interest Securities
UK  -  Public Sector
  -  Other
Overseas  -  Public Sector
  -  US Treasury Bond
      Futures Contracts
  -  European Govenment 
      Bond Futures
  -  Other
  -  Other - unquoted

Equities
UK

Index-Linked Securities
UK
Overseas

Pooled Funds
UK -  Equities
Overseas -  Managed from within the UK
  -  Equities
Overseas -  Managed from outside the UK
  -  Equities
  -  Fixed Interest

Unit Trusts
UK Property Unit Trusts

Other Investments
Venture Capital/Private Equity
Cash instruments held on behalf of the
investment managers   - UK
   - Overseas
Other Investment Balances
Currency Options
Cash backing Open Futures

Current Assets
Cash
Debtors

Less Current Liabilities
Creditors

Net Assets

 
 £000

 42,797)
77,402)
38,959)

(8,719)

*(11,036)
3,141)

62)

)

37,870)
1,675)

29,002)

221,955)

35,260)
5,483)

254)

10,050)
757)

4,689)
21)

20,498)

12,288)
2,146)

£000

142,606)

297,523)

39,545)

291,700)

56,489)

36,269)

14,434)

(1,694)

876,872

£000

64,354)
78,873)
13,169)

(13,143)

(6,552)
5,622)

207)

)

52,095)
1,626)

32,158)

277,286)

34,314)
6,458)

454)

6,237)
146)

21,296)
257)

20,369)

7,849)
3,673)

£000

142,530)

268.590)

53,721)

350,216)

75,958)

48,759)

11,522)

(1,407)

949,889)

Note

16

13

7

3
4

5

8

2005/06 2006/07
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7 1. Accounting Policies

(a) Accounting Standards
The accounts have been prepared to meet the 
requirements of the Local Government Pension 
Scheme Regulations 1997 and subsequent 
amendments. They also meet the requirements 
of the Statement of Recommended Practice 
(Revised November 2002) “Financial Reports 
of Pension Schemes” issued by the Pensions 
Research Accountants Group (PRAG). The 
Accounting Standards Board (ASB) has 
approved PRAG for the purpose of issuing 
recognised SORP’s for pension schemes. The 
accounts do not take account of liabilities to
pay pensions and other benefits in the future. 

(b) Basis of Preparation
The accounts have been prepared on the accruals 
basis – that is, income and expenditure is 
recognised as it is earned or incurred, not as it 
is received or paid, so far as amounts due have 
been determined in time for inclusion in the 
accounts. Benefits payable and refunds of 
contributions have been brought into the accounts 
on the basis of all valid claims approved during 
the year. Transfer values are accounted for when 
they are paid or received.

(c) Investments
Investments are shown in the accounts at market 
value which has been determined as follows:-

(i) Any investments priced within the Stock Exchange 
Electronic Trading Service (SETS) are valued at the 
last traded price. Any investment not priced within 
the SETS system but quoted on a recognised 
investment exchange is normally taken at the 
middle market price at the close of business on 
31st March 2007. Where securities do not actively 
trade through established exchange mechanisms 
a price is obtained from the manager of the investment 
vehicle.

(ii) Unit Trust investments are valued at the middle 
market price at the accounting date.

(iii) Investments held in foreign currencies are shown 
at market value translated into sterling at the 
exchange rates prevailing on 31st March 2007.

(iv) Acquisition costs of investment (e.g. stamp duty) 
are treated as part of the investment cost.

(v)  The accounts for the year ended 31st March 2007 
use the valuations for the Fund’s assets provided 
by our custodian, ABN AMRO Mellon. This reflects 
the position of the custodian who is ultimately 
responsible for the Fund’s cash. Fund Managers 
must make sure that their records agree with those 
kept by the custodian. It also means the various 
portfolios are consistent so that the same stocks, 
in different portfolios, are valued on the same 
basis.

(vi) Where Futures are employed they are valued at an 
amount equal to the value of securities that, if held 
as an alternative to the Futures contract, would 
provide a similar return to that obtained on the 
Futures contract. In addition to showing the position 
of the Future in the underlying asset class, the 
associated cash position that would have arisen 
i f  the physical  secur i t ies had been actual ly 
purchased or sold is shown within Other Investment 
Balances.

(d) Contributions
Contributions represent those amounts receivable 
from various employing authorities in respect 
of their own contributions and those of their 
pensionable employees. Employers’ contributions 
are determined by the Actuary from triennial 
valuations of the Fund’s assets and liabilities. 

Employees’ contributions have been included
at the rates prescribed by the Local Government 
Pension Scheme Regulations 1997. 

Special contributions are those contributions 
paid by an employer to compensate the Pension 
Fund for early retirement costs, excess ill-health 
retirement costs or to improve their funding levels. 
These payments follow the principles outlined in 
the Funding Strategy Statement and are either 
paid in one lump sum or (historically) over several 
years, dependent on the status of the employer. 
When a payment is spread there is an extra cost 
to reflect the delay in total payment. At 31st 
March 2007 £736,805 (£1.735m 2005/06) was 
due to the Pension Fund and not included as 
an accrual in the accounts.



(e) Benefi ts, Refunds of Contributions 
and Transfer Values
Benefits payable and refunds of contributions 
have been brought into the accounts on the 
basis of all valid claims approved during the 
year. Transfer values are those sums paid to, 
or received from, other pension schemes and 
relate to periods of previous pensionable 
employment.

(f) Investment Management
The managers’ fees have been accounted for 
on the basis contained within their management 
agreement.

(g) Administration
The Regulations permit the County Council to 
charge the cost of administering the scheme to 
the Fund. A proport ion of relevant off icers’ 
salaries, on-costs and general overheads have 
been charged to the Fund on the basis of time 
spent on fund administration, as follows:

 Administration 2006/07 2005/06
   £000 £000

 On-going costs 1,095 993

 One-off payments 128 36

 Actuarial fees 38 51

  1,261 1,080

2. Taxation

(a) UK Income Tax
The Fund is exempt from UK capital gains tax 
on the proceeds of investments sold. Since July 
1997 the Fund has been unable to reclaim tax 
credits on UK dividend income but can reclaim 
the tax deducted from UK property unit 
trusts.

(b) Overseas Withholding Tax
Withholding tax is payable on income from 
overseas investments. This tax is recovered 
wherever local tax laws permit.
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73. Cash

At 31st March 2007 cash of £7.8m (£12.3m 
2005/06) was invested through the County 
Council’s short-term investment procedures.

4. Debtors
Debtor balances that are as a result of investment 
management are now included in Other 
Investment Balances, a breakdown of which is 
given in note 7. 

  2006/07 2005/06
  £000 £000

 Pension Contributions 3,222 2,018

 Miscellaneous debtors 451 128

  3,673 2,146

Of the £3.2m (£2m in 2005/06) due in pension 
contributions, £0.5m (£0.4m) was due from 
employees and £2.7m (£1.6m) was due from 
employers. All contributions unpaid at year-end 
have now been paid. 

5. Creditors
Creditor balances that are as a result of 
investment management are now included in 
Other Investment Balances, a breakdown of which 
is given in note 7. 

  2006/07 2005/06
  £000 £000

 Pension benefits payable 2 452

 Fees due to
 investment managers 866 717

 Tax due to Inland Revenue on
 pension payments 385 369

 Miscellaneous creditors 154 156

  1,407 1,694
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The change in market value of investments 
during the year comprises all increases and 
decreases in the market value of investments 
held at any time during the year, including the 

profits and losses realised on sales of investments 
during the year. The purchases and sales figures 
do not include cash instruments.

 Asset Class Market  Purchases Sales Change in Market
  Value at  at cost  proceeds  Market Value, Value at
   31.3.06    new money 31.3.07
     and accruals
   £000  £000  £000  £000 £000 

 Fixed Interest 142,606 89,721 79,595 (10,202) 142,530

 UK Equities 297,523 88,568 131,551 14,050 268,590

 Index-Linked 39,545 16,105 4,626 2,697 53,721

 Pooled Investments 291,700 66,049 25,065 17,532 350,216

 Property Unit Trusts 56,489 10,858 - 8,611 75,958

 Other Investments 36,269 787 143 11,846 48,759

 In-house Cash and Accruals 12,740 - - (2,625) 10,115

  876,872 272,088 240,980 41,909 949,889 

6. Investment Activity
£272.1m (£243.8m in 2005/06) of investments was purchased during the year and £241.0m
(£202.1m) of sales were realised. A breakdown of the investment activity over various asset
categories is given below.

  2006/07 2005/06
  £000 £000

 Debtors
 Outstanding settlement of share sales  34,934 -

 Accrued dividend income and tax reclaims due on dividend income 5,484 4,766

  40,418 4,766

 Creditors  
 Outstanding settlement of share purchases  (19,122) (77)

  21,296     4,689

7. Other Investment Balances
Debtors and creditors arising as a result of investment management are now included within 
Other Investment Balances.



  2006/07 2005/06
  £000 % £000 %

 Western Asset Management Company 227,657 23.97 220,787 25.18

 Barclays Global Investors 266,269 28.03 221,996 25.32

 UBS Global Asset Management 156,322 16.46 155,084 17.68

 Standard Life Investments 161,143 16.96 163,096 18.60

 Hermes Investment Management  76,135 8.02 56,711 6.47

 Acadian 31,649 3.33 29,964 3.42

 Hermes Focus Asset Management  19,946 2.10 16,058 1.83

 Yorkshire Fund Managers 454 0.05 254 0.04

 Total – External Managers 939,575 98.92 863,950 98.54

 In-house cash and accruals 10,115 1.06 12,740 1.45

 Cash instruments with Custodian 199 0.02 182 0.01

 Total  949,889 100.00 876,872 100.00
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78. Management of Fund Assets

The market value of investments managed by each external manager at the end of the fi nancial 
year was:-

9. Analysis of Benefi ts Payable and Contributions Receivable

During 2006/07, benefi ts payable and contributions receivable were analysed between the administering 
authority, scheduled bodies and admitted bodies. This information is given below:-

  Contributions Received Benefits Paid
  06/07 05/06 06/07 05/06
  £000 £000 £000 £000

 Gloucestershire County Council (including schools) 31,853 26,831 22,462 21,223

 Scheduled Bodies 25,320 23,724 17,735 17,036

 Admitted Bodies 2,565 2,344 1,795 1,183

  59,738 52,899 41,992 39,442

10. Related Party Transactions
In the course of fulfilling its role as administering 
authority to the Fund, Gloucestershire County 
Council provided services at a cost of £1,261,000 
(£1,080,000, in 2005/06). These costs are mainly 
employee related for those staff employed in 
ensuring the pension service is delivered. There 

are no disclosures required relating to Members 
of the Pension Committee. Transactions between 
employers and the Fund are disclosed in
note 9. Surplus cash balances are invested 
through the Council’s short-term investment 
procedures.
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12. Dividend Income
Investment income of £25.0m (£22.2m 2005/06) shown in the accounts arises from the following 
investment categories:

2005/06

2006/07

11. Contingent Liabilities and 
Contractual Commitments
During 2002/03 the Pension Fund invested an 
initial £250,000 in the South West Venture Capital 
Fund managed by Yorkshire Fund Managers. 
This Fund provides start-up capital for new 
businesses in the South West region. The Pension 
Fund is committed to invest a maximum of 
£2,500,000 in the South West Venture Capital 
Fund, which is backed by the Department of 
Trade and Industry.

The Venture Capital Fund is expected to have 
a life of ten years.

During 2006/07 the Pension Fund invested an 
initial £200,000, of a current commitment of £2m, 
into the Chandos Fund, another Yorkshire Fund 
Manager product. This Fund mainly provides 
expansion capital for high growth businesses.



 2005/06     2006/07
 £000    £000

   Managed Funds 

   Overseas  - Managed from outside the UK  
  29,891    - Equities - unquoted  31,650 

   29,891     31,650

   Unit Trusts 

  9,031    UK  - Equities - unquoted  8,207

  9,031    8,207

   Limited Liability Partnerships 

  16,020  UK  - Equities  *19,946 
       Overseas  - Managed from outside the UK,
 5,369      Equities - unquoted  2,664 
      Overseas  - Managed from outside the UK,
 5,483      Fixed Interest - unquoted  6,458 

  26,872    29,068 

   Unitised Insurance Policies 

  3,951     UK  - Equities - unquoted 4,005  
 221,955      Overseas  - Equities - unquoted  277,286 

  225,906      281,291 

  291,700      350,216
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A short description of each type of pooled fund in which the Pension Fund invests is given below:

Unitised Insurance Policy:
Investors are issued with a life policy representing 
title. Investors' 'holdings of units' represent a 
means of calculating the value of their policy. 
The l i fe fund / company holds the pool of 
investments and is the owner of all the assets. 
The activities of life companies are regulated by 
the FSA.

Unit Trust:
Unit trusts are col lective funds which al low 
private investors to pool their money in a single 
fund, thus spreading risk, getting the benefit of 

professional fund management and reducing 
dealing costs. Unit trust trading is based on 
market forces and their net asset value - that 
is the value of their underlying assets divided 
by the number of units in issue. The activities 
of unit trusts are regulated by the FSA.

Managed fund:
A fund managed for a number of investors by 
an investment company. The fund is invested 
in a wide range of securities so as to keep risk 
to a minimum and enabling a broader spread 
of investments for the investor.

*UK equities include the Hermes III Focus Fund which during the year incorporated the limited 
use of unlisted securities into its investment strategy.
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7 Unquoted Securities:

These are included in the Accounts at a value 
estimated by the investment manager concerned.

14. Stock Lending
The Pension Funds’ custodian is authorised to 
release stock to a third party under a stock 
lending arrangement. At 31st March 2007 the 
value of stock out on loan was £99.4m (£57.9m 
2005/06) comprising of £27.9m (£42.5m) in UK 
equities and £71.5m (£15.4m) in UK Government 
stock. Collateral to the value of 103 per cent of 
the amount of stock out on loan was held in the 
form of government stock and UK equities. The 
average balance of stock out on loan during the 
year was £18.2m (£10.8m).

15. Investments exceeding 5 per cent
of Total Net Assets
At 31st March 2007 the Pension Fund held the 
following investments that each exceeded 5 per 
cent of the total value of the net assets of the 
scheme. These are detailed as follows:-

                                    2006/07            2005/06
  £000 % £000 %

 Hermes Property
 Unit Trust 75,958 8.0 56,489 6.4

 Barclays Global Investors
 Ascent Life European
 Equity Fund 85,863 9.0 73,475 8.4

 Barclays Global Investors
 Ascent Life Japanese
 Equity Fund 49,438 5.2 54,648 6.2

 Barclays Global Investors
 Ascent Life US
 Equity Fund 106,442 11.2 69,838 8.0

  317,701 33.4 254,450 29.0

16. Futures
At 31st March 2007 futures contracts with a 
value of £19.69m (£19.75m 2005/06) had been 
entered into. The futures contracts are included 
within the underlying asset class. Therefore 
£19.69m (£19.75m) has been included within 
the Overseas Publ ic Sector Fixed Interest 
category. A corresponding entry of £19.69m 
(£19.75m) has been included within Other 
Investment Balances, which reflects the cash 
position that would have arisen if the futures 
contracts were closed.

17. Separately invested additional 
voluntary contributions
The in-house additional voluntary contribution
scheme is run by Prudential and the AVC’s are 
invested separately in funds managed by them. 
These amounts are not included in the Pension 
Fund Accounts in accordance with regulation 
5(2) (c) of the Pension Scheme (Management 
and Investment of Funds) Regulations 1998 (SI 
1998 No. 1831).

Separate ly  invested add i t iona l  vo luntary 
contr ibut ions paid by members dur ing the 
year totalled £575,224 (£655,652 2005/06). 
As at 31st March 2007 the value of separately 
invested addit ional voluntary contr ibut ions 
was £7.2m (£6.9m).

18. Changes to comparative fi gures
Last year £11,036 was classif ied as Other 
Fixed Interest Futures Contracts. This has now 
been identif ied as an European Government 
Bond Future Contract and the comparative 
figures for 2005/06 has been restated to reflect
that fact.
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tAs required by Regulat ion 77 of the Local 
Government Pension Scheme Regulations 1997 
(“the Regulations”), an actuarial valuation of the 
Fund’s assets and liabilities was carried out as 
at 31st March 2004.

There have been no significant changes in the 
Fund since last years’ Actuarial  Posit ion 
Statement.

Security of Prospective Rights
In our opinion, the resources of the Fund are 
likely in the normal course of events to meet 
the l iabil it ies of the Fund as required by the 
Regulat ions. In giving this opinion we have 
assumed that the following amounts will be paid 
to the Fund:

● Contributions by the members in accordance with 
the Local Government Pension Scheme Regulations 
1997.

● Contributions, for the three years commencing 1st 
April 2005, by the employers as specified in our 
certificate dated March 2005 contained in our 
report on the valuation of the Fund as at 31st March 
2004.

●  Further planned contribution increases from 1st 
April 2008 agreed as part of the phasing in of 
contribution increases in the 2004 valuation plus 
any additional contributions required by employers 
as a result of the reinstatement of the Rule of 85 
for service after 1st April 2005, in line with our 
advice.

The Local Government Pension Scheme is a 
statutory scheme, i.e. members’ benefits are 
as set out in the Regulations. This statement 
should be read in that context.

Summary of Methods and 
Assumptions Used
Full details of the method and assumptions are 
described in our valuation report dated March 
2005. Copies of this report are avai lable to 
members on request from the Finance Department 
of Gloucestershire County Counci l  Pension 
Fund.

Our opinion on the security of the prospective
rights is based on the projected unit valuation 
method (for the majority of employers and at a 

whole Fund level). This assesses the cost of 
benefits accruing to existing members during 
the year following the valuation, allowing for 
future salary increases. The resulting contribution 
rate is adjusted to allow for any difference in 
the value of accrued liabilities (allowing for future 
salary increases) and the assessed value of 
assets. For employers which are no longer 
admitting new entrants to the Fund, we adopted 
the attained age valuation method which assesses 
the cost of benefits accruing to existing members 
over their expected future working lifetime.

A “market related” valuat ion method has 
been used for the valuation. The value of the 
Fund’s assets has been taken into account 
at its market value. We have then taken our 
lead from the market in setting the f inancial 
assumptions: these have been derived by 
considering economic indicators and the 
implied expected future levels of price inflation 
based on government bond yields at the
valuation date.

The key financial assumptions adopted for this 
valuation are as follows:

 Financial Assumptions  Nominal Real
 March 2004 % p.a  % p.a.

 Investment Return 6.3% 3.4%

 Pay Increases 4.4% 1.5%

 Price Inflation 2.9% -

The 2004 valuation revealed that the Fund’s 
assets, which at 31st March 2004 were valued 
at £637 mil l ion, were suff ic ient to meet 
approximately 70 per cent of liabilities accrued 
up to that date.

Individual employers’ contributions have been 
set in accordance with the Fund’s Funding 
Strategy Statement. The def icits for each 
individual employer are being recovered over a 
period agreed with the administering authority 
and contribution increases are being phased in 
over a period of up to six years.

The next valuation of the Fund will be carried 
out as at 31st March 2007. Current expectations 
are that employer contributions are likely to rise 
following this valuation despite the continued 
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The reasons for this are as follows:

● employer contribution increases were phased in 
over a period of up to six years and hence for some 
employers the rates are planned to rise in 2008/09, 
2009/10, and 2010/11;

● the liabilities have increased due to falling bond 
yields since the valuation date; and

● we expect to make al lowance for longer l i fe 
expectancy at the 2007 valuation which will increase 
the value placed on the liabilities.

Accordingly, the level of employers’ contributions 
fol lowing the 31st March 2007 valuation is 
expected to be higher than their current levels. 
As indicated above, our opinion on the security 
of prospective rights is dependent upon any 
increased contribution requirements being met 
by the employers. This statement should also 
be read in the context of the statutory nature of 
the scheme.

Bryan T Chalmers
Fellow of the Faculty of Actuaries
31st August 2005

For and on behalf of Hymans Robertson LLP
20 Waterloo Street
Glasgow
G2 6DB
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Scheduled Bodies
Gloucestershire County Council

Gloucestershire County Council - Schools

Cheltenham Borough Council

Cotswold District Council

Forest of Dean District Council

Gloucester City Council

Stroud District Council

Tewkesbury Borough Council

Gloucestershire Police Authority

Gloucestershire Probation Board

Ashchurch Parish Council*

Bishops Cleeve Parish Council*

Brockworth Parish Council

Cainscross Parish Council

Cam Parish Council

Chalford Parish Council

Charlton Kings Parish Council*

Cinderford Town Council

Cirencester Town Council

Coleford Town Council

Dursley Town Council

Fairford Town Council*

Hardwicke Parish Council

Lechlade Town Council

Lower Slaughter Parish Council*

Lydney Town Council

Nailsworth Town Council

Newent Town Council

Northleach with Eastington Town Council

Painswick Parish Council

Prestbury Parish Council

Rodborough Parish Council

Shurdington Parish Council

Stroud Town Council

Tetbury Town Council

Tewkesbury Town Council

Whiteshill & Ruscombe Parish Council*

Wotton-Under-Edge Town Council 

282

282

375

240

287

317

265

268

240

362

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

263

16.9

16.9

22.5

14.4

17.2

19.0

15.9

16.1

14.4

21.7

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

15.8

2006/07 CONTRIBUTION RATES
Expressed as a percentage of 

members contributions

2006/07 CONTRIBUTION RATES
Expressed as a percentage of 

pensionable pay

Contribution rates for each authority for the 
period 1st April 2006 to 31st March 2007
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Scheduled Bodies Continued
Cirencester College

GLOSCAT

Hartpury College

Royal Forest of Dean College

Stroud College of Further Education

University of Gloucestershire

Cheltenham Borough Homes

Cotswold Conservation Board**

Gloucestershire and Severnside Valuation Tribunal

Gloucester City Homes**

Admitted Bodies
Accord**

Atkins/Gloucestershire Highways**

Brandon Trust**

Cotswold Archaeological Trust

Cotswold Water Park Society

Two Rivers Housing (formerly Forest of Dean Housing)

Fosseway Housing Association

Gloucester Airport

Gloucestershire Deaf Association

Gloucestershire Group Homes

Lower Severn Drainage Board

Morrison Facility Services**

Order of St John**

Severnvale Housing Association

Southern Electric Contracting**

Stroud Court Community Trust

Gloucestershire Primary Care Trust** (formerly West Glos. PCT)

*   These employers do not have any current employees
** Joined the fund after the 2004 actuarial valuation

215

235

193

303

255

238

208

167

520

222

268

252

263

225

757

240

280

310

363

225

350

293           

317

360

258

292

258

12.9

14.1

11.6

18.2

15.3

14.3

12.5

10.0

31.2

13.3

16.1

15.1

15.8

13.5

45.4

14.4

16.8

18.6

21.8

13.5

21.0

17.6   

19.0

21.6

15.5

17.5

15.5

2006/07 CONTRIBUTION RATES
Expressed as a percentage of 

members contributions

2006/07 CONTRIBUTION RATES
Expressed as a percentage of 

pensionable pay

The Rates & Adjustment Certifi cate produced by the Actuary for the period 1st April 2005 to 31st 
March 2008 may be downloaded from the website www.gloucestershire.gov.uk/pensions
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The Local Government Pension Scheme (LGPS) 
was established in accordance with statute to 
provide death and retirement benefits for all 
eligible employees.

The County Council is the designated statutory 
body (Administer ing Authority) responsible
for administering the Gloucestershire LGPS 
Fund on behalf of its scheduled and admitted 
bodies. The Council is responsible for setting 
investment policy, appointing suitable persons 
to implement that pol icy and carrying out
reviews and monitoring of investments and 
performance.

The Counci l  have delegated the duties of
the Administer ing Authority to the Pension 
Committee, formerly known as the Investment 
Committee, whose role i t  is to advise the
ful l  Counci l  on any matter relat ing to the
proper management and maintenance of the 
Gloucestershire Pension Fund.

The Committee can appoint investment advisors 
and consultants to assist them in this role.

The Committee has delegated the day-to-day 
management of the Fund’s investments to 
professional investment managers, whose 
activities are governed by detailed Investment 
Management Agreements.

LGPS Regulat ions 1999 (Management and 
Investment of Funds – Amendment) required 
administering authorities to prepare, maintain 
and publish a written statement recording the 
investment policy of the pension fund. LGPS 
Regulations 2002 (Management and Investment 
of Funds) (Amendment) further requires this 
statement to be reviewed annually and incorporate 
a record of compliance with the ten principles 
of investment practice set out in “CIPFA Pension 
Panel Principles for Investment Decision Making 
in Local Government Pension Scheme in the 
United Kingdom”.

The principles outlined in this statement are 
effective from 30th September 2002 and were 
last updated in August 2006.

2. Investment Responsibilities
The Pension Committee’s duties 
in relation to investments are:
●  To set the investment policies of the Fund, including 

the establishment and maintenance of a strategic 
benchmark for asset allocation, drawing upon 
appropriate professional advice

●   To appoint and review the performance of all Fund 
Managers and associated professional service 
providers

●   To consider any other matter relevant to the proper 
operation and management of the Fund

●   To approve and keep under review the Funding 
Strategy Statement

●   To approve and keep under review the Statement of 
Investment Principles

●   To report annually to County Council

The Investment Managers 
are responsible for:
●   The investment of the Fund’s assets in compliance 

with the prevailing legislation, their investment 
management agreement and this statement

●  Tactical asset al location around the strategic 
benchmarks set out in this statement

●   Stock selection within asset classes

●   The Fund’s assets under their management 

●   Constructive shareholder engagement and shareholder 
voting in matters of socially responsible investment 
and the promotion of good corporate governance

●   Providing monthly valuations of the Fund’s assets 
under  their  management  with deta i ls  of  a l l 
transactions during that month

●   Preparation of compliance statements with respect 
to this statement insofar as it relates to the investment 
managers’ services to the Fund

The Custodian is responsible for:
●   The custody of the Fund’s assets 

●   Settlement of all investment transactions, collection 
of all income and making tax reclaims
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records with the investment fund managers

The Pension Committee appointed ABN Amro 
Mellon as the Fund’s global custodian in July 
2004. The contract was effective from the last 
quarter of 2004. 

The Investment Advisor 
is responsible for:
●   Assisting the Pension Committee in the selection and 

appointment of investment fund managers and 
custodian

●   Assisting the Pension Committee in their regular 
monitor ing of  the investment manager ’s 
performance

●   Advising on strategic asset allocation and 
benchmarks

●   Advising the Pension Committee on investment and 
market developments, corporate governance and 
socially responsible investment issues

The Pension Committee appointed an independent 
investment advisor in October 2003.

3. Investment Policy 

The long-term investment objectives for
the Fund are to:
●   maximise investment returns over the long-term 

within an acceptable level of risk judged by the 
Pension Committee to be appropriate

●   ensure that sufficient assets are readily available 
to meet liabilities as they fall due

●   aim for long-term stability in the employers’ 
contribution rates.

●   achieve and maintain funding levels at, or close to, 
100 per cent of the Fund’s liabilities.

The investment style is to appoint expert 
investment managers with clear performance 
benchmarks set against specific investment 
indices, and place maximum accountability for 
performance against those benchmarks on the 
investment managers.

The Pension Committee approved an investment 
manager review in April 2004. This review resulted 
in the appointment of six specialist investment 
mandates in replacement of the previous three 

balanced mandate managers. The new mandates 
cover UK Equity, Global Equity (ex UK), Emerging 
Markets, Global Fixed Interest and Property. 
Manager appointments were made at the end 
of 2004 and the new mandates were effective 
from March 2005. 

In most cases the managers selected have 
conventional fee arrangements based on an
ad valorem fee related to the value of the
funds managed. However Hermes Investment 
Management also have a performance fee related 
to its out-performance against benchmark over 
a three year rolling period. The Fund considers 
that the managers’ investment mandates provide 
an appropriate performance incentive.

There are also investments with 

●    Hermes Focus Asset Management a specialist 
UK equity manager whose principal objective is 
to maximise investment returns by constructively 
and proactively working as shareholders 

●   Yorkshire Fund Managers a specialist private equity/
venture capital manager. The Fund has invested 
with the South West of England Regional Venture 
Capital Fund, which is backed by the Department 
of Trade and Industry and supports fast growing 
SME’s across the South West region, and with the 
Chandos Fund, which invests in small, fast growing 

 Mandate Manager Benchmark

 UK Equities  Standard Life FTSE All Share
  Pension Funds
  (SLPF)

 UK Equities  UBS Global Asset FTSE All Share
  Management (UBS)

 Global Equities Barclays Global FTSE AW
 ex-UK Investors (BGI)  Dev 1/3rds

 Global Fixed Western Asset Composite UK/
 Interest Management Overseas
  Company (WAMCO) 

 Property Hermes Investment HSBC/APUT
  Management  Balanced WA

 Emerging Acadian Asset MSCI Emerging 
 Markets Management (AAM) Markets Free
   Index
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capital, pre IPO (Initial Public Offerings)  rounds and 
equity release/partial sales. The Pension Fund’s 
maximum commitment to these Funds is: SWVF, 
£2.5m and Chandos £2m. 

The investment managers may, subject to the 
l imitations of legislat ion, their management 
contract and this statement, invest in those 
assets to which their special ist mandates
relate. This enables the Fund: 

●   to receive specialist advice from the managers 
on the strategies each is following

●   to monitor the performance of the asset allocations 
agreed by the Committee as being appropriate 
to the Gloucestershire Fund 

●   to develop performance benchmarks appropriate 
to the Fund’s objectives

●   to monitor the performance of the managers 
against specific performance measures 

In Apri l 2006 the Fund decided its strategic 
asset al locations should change to ref lect
the outcome of an asset/liability study undertaken 
in November 2005. The phased implementation 
reflected a small shift between asset categories; 
the mandates awarded to the managers are 
unaffected and remain intended to achieve the 
long-term objectives for the Fund. The table 
below outlines the final position of the asset 
allocations:

The Fund’s strategic asset al locations as a 
percentage of the Fund are:

“Rebalancing” between asset classes is 
considered every quarter. Rebalancing will usually 
be achieved through the adjustment of the cash 
f low to each manager, but where absolute 
differences of 3 per cent or more arise then 

rebalancing will be achieved by moving cash 
between asset classes.

The Fund continues to hold a greater proportion 
of its assets in equities, which are currently 
considered to provide the most appropriate 
match with the Fund’s l iabi l i t ies and should 
provide a better long-term return than fixed 
interest investments.

Estimated long-term real returns for the major 
asset classes (assuming price inflation at 3.2 
per cent) as at March 2007, include:

 Equities 7.8 per cent per annum

 Bonds 4.9 per cent per annum

 Property 5.8 per cent per annum

The Fund controls r isk through its strategic 
asset al location policy that achieves a wide 
diversification of investments and by monitoring 
the risk inherent in managers’ performance. 
Investment managers are also required to 
implement appropriate risk management measures 
and to operate in such a way that the possibility 
of undershooting the performance target is kept 
within acceptable l imits. This wil l include an 
appropriately diversified portfolio of holdings.

Investment managers make quarterly reports to
the Pension Committee on investment performance, 
book and market values of investments and 
transaction details.

Investment manager performance against 
benchmark is reviewed quarter ly. Mel lon 
Analyt ical Solutions and WM Company, the 
Fund’s performance measurement companies, 
also undertake an annual review of performance 
against benchmark and other similar funds.

The Fund has a positive cash flow and therefore 
has no present requirement to realise assets 
in order to meet its liabilities. Investments are 
sold as part of normal investment manage-ment 
activities.

4. Socially Responsible 
Investments (SRI)
With regard to socially responsible investment 
the Committee has to take account of the 
following legal principles that apply to all pension 
schemes:

 Effective from: 31st March 2005 1st April 2007

 UK equities 38.00 32.50

 Overseas equities 24.00 29.25

 Bonds 28.00 25.00

 Property 7.00 10.00

 Emerging Mkt equities 3.00 3.25

 Cash 0.00 0.00
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of socially responsible investment, providing that 
they treat the financial interests of all classes of 
scheme members as paramount and their investment 
policies are consistent with the standards of care and 
prudence required by law.

●   Administering authorities are not entitled to 
subordinate the interests of members to ethical 
or social demands. The financial performance of 
the Fund, proper diversification and prudence
are paramount.

●   Administering authorities may avoid certain kinds 
of prudent investment which they consider scheme 
members would regard as objectionable so long as 
they make equally financially advantageous and 
prudent investments elsewhere. They may also 
make “ethical” investments provided these are 
otherwise justifiable on investment grounds.

As a responsible investor, the Pension Committee 
supports corporate social responsibility, good 
practice and improved company performance 
amongst all companies in which we invest. In 
furtherance of these policies the Committee 
would wish the investment managers to
be active in their constructive shareholder 
engagement with these companies regarding 
socially responsible investment issues. 

Issues that should be addressed include:

●   environmental issues

●   employment standards

●   human rights

●   community involvement

Investment managers should report such 
d iscuss ions/ invo lvement  as par t  o f  the i r 
quarterly reports to the Pension Committee.

5. Corporate Governance
Corporate governance is def ined as “the
system by which companies are controlled 
and directed”. Effective corporate governance 
ensures checks and balances in company 
management without restricting necessary 
incentives. Pension funds, as major share-
holders, should promote good corporate 
governance as a means of ensuring good 

performance. The UK Steering Committee on 
Local Government Pensions (UKSC), Chartered 
Institute of Public Finance and Accountancy 
(CIPFA), Pension and Investment Research 
Consultants (PIRC) and the National Association 
of Pension Funds (NAPF), all advise pension 
funds to ensure voting r ights are used to 
promote good corporate governance.

PIRC have established the following principles 
for corporate governance policy:

●   shareholders should assume the responsibility 
of ownership

●   shareholders’ voting rights are an asset, which 
need managing

●   shareholders’ voting rights should be exercised 
in an informed and independent manner

●   shareholders’ voting policies should reflect three 
main concerns:

▼   to protect their rights as shareholders

▼   to ensure that corporate governance standards 
are consistent with protecting assets

▼   to promote corporate governance standards 
in order to enhance long term value

The Pension Committee supports the principles 
of best practice in corporate governance and 
delegates authority to the investment managers 
to exercise these voting rights in line with NAPF 
and/or PIRC or GCC’s approved Corporate 
Governance on Socially Responsible Investment 
policies for voting guidelines.

Investment managers should report their voting 
actions as part of their quarterly reports to the 
Pension Committee.

6. Compliance
The Pension Committee will review on
 an annual basis:
●   the Fund’s strategic asset al locations (and 

associated risks) 
●   the Statement of Investment Principles - the

updated version will be posted on our website at 
www.gloucestershire.gov.uk/pensions 
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quarterly basis:
●   the investment performance of the Fund, both in 

total and by individual investment fund manager
●   the qualitative performance of the investment fund 

managers - this will include changes in ownership 
of the organisation, changes in personnel managing 
the Fund and the quality and timeliness of information 
from the manager

●   the need to re-balance between asset classes to 
maintain the strategic asset allocation at its
agreed level 

35



1. Myner’s Effective Decision Making – Compliant

2. Clear Objectives – Compliant

3. Focus on Asset Allocation – Compliant
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10 Principles of Investment as at 1st April 2007

Myner's Report

a. Decisions should be taken only by persons 
or organisations with skills, information 
and resource necessary to take them 
effectively

b. Appropriate in-house support staff should 
be available

c. Trustees should be paid

d. There is an Investment Sub-Committee

e. Trustees should have the appropriate 
skills

f. Forward looking business plan

a. Clear investment objectives should be 
set that take into account investment risk 
and fund’s liabilities

a. Strategic asset allocation should receive 
high level of attention

b. Full range of investment opportunities 
considered including private equity

c. Asset allocation should refl ect a fund’s 
own characteristics, not the average 
allocation of other funds

Current position against the 10 Pension 
principles set out by The Myner’s Report

The Committee has access to in-house support 
and a range of external advice from technical 
experts and consultants

In-house staffi ng provides appropriate support

Members Allowance Scheme in place

The Pension Committee fulfi ls this role

Trustees assess their own capabilities and 
training opportunities are offered when 
required

The Pension Committee considers an annual 
business plan

Asset Liability Study completed in November 
2005; strategic asset allocation effective April 
2006, completed by 1st April 2007; specialist 
mandates and performance benchmarks 
effective from 1st quarter of 2005; Funding 
Strategy Statement in place (last reviewed 
May 2007)

Strategic asset allocations reviewed April 2006 
and completed by 1st April 2007

The full range of opportunities has been 
considered as part of the 2006 strategic 
review

The Fund has its own performance benchmarks 
refl ecting its own liability profi le



5. Explicit Manager Mandates – Compliant

6. Activism – Compliant
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a. An appropriate range of expert advice 
should be secured

a. Explicit written mandates should operate 
for all managers that cover objectives, 
benchmarks and risk, manager’s approach 
linked to Fund’s aggregate objectives 
and risk tolerances

b. Mandates should not be terminated 
without due cause

c. The mandates should not exclude any 
set of fi nancial instruments without clear 
justifi cation

d. Management fees should be inclusive 
of external research, information and 
transaction services

a. Funds should adopt the principle of US 
Department of Labour Interpretive Bulletin 
on activism

b. Managers should have an explicit strategy 
for company interaction

Hymans Robertson – actuarial contract

ABN Amro Mellon – Global Custodian

Independent Advisor appointed October 2003

Performance Measurement Service: Mellon 
Analytical Solutions and WM Company

Investment mandates are aligned to the
Fund’s strategic objectives and tolerance
to risk

Investment reports are reviewed quarterly. More 
frequent review would be introduced where 
performance falls below agreed benchmarks 
over a period

The use of instruments is permitted subject 
to the investment management contract and 
the limits of regulations

Investment management agreements have 
clearly defi ned fee scales. The Committee 
policy on soft commissions is kept under 
review

The Committee has not adopted this principle, 
but does follow guidance issued by NAPF 
and PIRC

Managers are required to produce regular 
reports on activism in accordance with the 
Committee’s policy. This policy is kept under 
review

   



8. Performance Measurement - Compliant

9. Transparency - Compliant

7. Appropriate Benchmarks – Compliant
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a. Trustees should explicitly consider 
benchmarks selected and their suitability, 
any unusual movements of an index, 
the nature of the index relative to the 
investment requirements and ability to 
achieve performance targets relative to 
the index

a. Trustees should arrange for the performance 
of its strategy, benchmark, manager policy 
and advisors to be measured

a. The Statement of Investment Principles 
(SIP) should set out:

●  Who is taking which decisions

●  Why structure was selected

●  The Fund’s planned asset 
allocation strategy including 
projected investment returns 
to each asset plan

●  How strategy has been arrived

●  Mandates given to advisors 
and managers

●  Nature of fee structures 
and why selected

a. Trustees should publish their SIP and 
results of monitoring of advisors and 
managers

b. Statement should explain why a Fund 
has decided to depart from any of these 
principles

Specialist index performance benchmarks in 
place 1st April 2005, following strategic review 
of investment management arrangements 
and asset allocations undertaken during 
2004. Benchmarks reviewed and changes 
implemented as part of Strategic Asset 
Allocation

Annual review conducted by Mellon Analytical 
Solutions and WM Company. Manager’s 
performance against benchmark monitored 
quarterly at Committee meetings

The Fund considers it is fully compliant

A summary of Fund performance is included 
in the Annual Report and included on the 
Council’s website. A summary Annual Report is 
sent to all members

Any areas of non-compliance are reported 
within the Statement of Investment Principles

10. Regular Reporting – Compliant

August 2007



Summary of Fund Benefi ts
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Introduction
The Gloucestershire Pension Fund is administered 
under the Local Government Pension Scheme 
(LGPS) Regulations and is open to all eligible 
employees regardless of the hours worked. The 
scheme provides a comprehensive set of benefits 
for its members. 

This summary is provided as an illustrative guide 
only and is not intended to give details of all the 
benefits provided by the scheme or of all of the 
specific conditions that must be met before 
these benefits can be obtained. The information 
suppl ied relates to the current scheme as 
operative from 1st April 1998 under the Local 
Government Pension Scheme Regulations 1997 
(as amended). Enquir ies and more detai led 
information on the LGPS can be obtained by 
visiting the  Gloucestershire County Council 
Pensions website at www.gloucestershire.gov.
uk/pensions or from the Pensions Section at 
Shire Hall, Gloucester, phone (01452) 425935.

Standard Contribution Rate (Gross)
6 per cent of pay for all members (certain ‘manual 
workers’ retain the right to continue to pay a 5 
per cent contribution rate).

Normal Retirement Date
65 for both men and women.

Earlier Retirement Date (also see future
changes below) 
Members may retire earlier if:
(a) they have attained age 60 and elected to retire and 

receive pension benefits;

(b) they are between 50 and 60 and the employer has 
given his consent to their election to retire and 
receive pension benefits – Rule of 85; 

 (generally in, both (a) and (b), benefits will  be 
actuarially reduced if the members age and total 
membership, when added together, are less than 
85). (See Note Below)

(c) they are age 50, with an entitlement to a pension, 
and are retired from employment by reason of 
‘redundancy’ or in the ‘interests of the efficiency of 
the service’.

 In (c), accrued benefits may be increased/augmented 
at the discretion of the employer.

Future Changes
As you may be aware, the Government has 
consulted widely on the need for change to the 
LGPS. The outcome of these discussions is that 
a New LGPS is to be introduced with effect from 
1st April 2008. 

Changes of particular significance are:
●   a new benefit accrual rate of 1/60th (with the option 

to “give up” part of the pension to receive a lump 
sum)

●   the introduction of variable contribution employee 
rates (based on salary level)

●   the removal of the “Rule of 85” test for all benefits 
accrued from 1st April 2008 (subject to Transitional 
Protection for certain older scheme members)

●  the introduction of unmarried partners benefits

Please note that this is a very brief outline only. 
As mentioned earlier, for more detailed information 
please visit our website www.gloucestershire.
gov.uk/pensions

III Health Retirement
If an approved independent registered medical 
practit ioner has cert i f ied that a member is 
permanently incapable of discharging efficiently 
the duties of his/her employment or any other 
comparable employment with the employing 
authority. 

 Total Membership Benefits Payable

 Less than 3 months and  Refund of
 no “transfer-in” received contributions

 3 months (or “transfer-in” Accrued benefits
 received) but less than 5 years

 5 years or more Accrued benefits
  plus enhancements

(The il l-health enhancement cannot increase 
the actual total membership beyond that which 
would have accrued, had the member continued 
in employment until age 65).

Benefi ts
Annual Pension – 1/80th times pay in respect 
of each year of membership. Lump sum retiring 
allowance – 3/80th times pay in respect of each 
year of membership (currently tax free).
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Maximum number of years membership
Changes issued by Her Majesties Revenue & 
Customs (HMRC) (previously Inland Revenue), 
that became effective from the 6th April 2006, 
have effectively removed restrictions on the 
maximum amount of service allowable.

Instead, a Li fet ime Al lowance has been 
introduced, whereby the capitalised value of all 
of a members benefit are not to exceed £1.6 
million (2007/2008).

Death Grant
In the event of death in service, a lump sum 
death grant of two times pay is payable to either 
a nominated beneficiary or the estate irrespective 
of the length of Local Government Pension 
Scheme membership.

Spouses Pension
Widow’s pension – equal to 50 per cent of 
husband’s pension.

Widower’s pension, in most cases, 50 per cent 
of wife’s pension.

Index Linking
Pensions are increased in line with increases in 
the Retail Price Index (RPI) and in accordance 
with annual review orders made under the Pension 
(Increase) Act 1971.

Additional Pension Benefi ts
Members may increase their potential benefits 
by:-

(a) purchasing additional membership in the Local 
Government Pension Scheme – paying additional 
contributions for a prescribed period;

(b) making additional voluntary contributions (In-
house AVC arrangement) - contributions are 
invested separately in the Prudential’s In-house 
AVC arrangement to provide an additional pension 
benefit at retirement;

(c) making additional voluntary contributions (Free 
Standing AVC arrangement) – members must 
make their own arrangements directly with the 
company of their choice to provide additional 
pension benefits at retirement;

(d) making contributions to a concurrent personal pension 
or stakeholder pension of your choosing.

Deferred Retirement Benefi ts
Members who leave the scheme with a benefit 
entitlement, which is not payable immediately, 
will have their benefits frozen until such time as 
the benefits are payable. Alternatively the benefits 
can be transferred to another pension scheme. 
Where the member has no benefit entitlement 
a refund of contributions will be paid unless the 
member is transferr ing to another authority 
within a period of one month and one day.

Examples of how a pension is calculated

Example 1
An employee retires at age 65 after 35 years of 
membership and with pay of £16,000 during 
the last year of membership.

The benefits payable are as follows:-

Pension = 35 x 1/80 x £16,000 = £7,000 each year

Plus 

Lump Sum =  35 x 3/80 x £16,000 = £21,000

Example 2
An employee leaves after 10 years of membership 
and with pay of £10,000 during the last year of 
membership. Benefits would become payable 
at his/her normal retirement date.

The benefi ts payable are as follows:-

Pension =10 x 1/80 x £10,000 = £1,250 each year

Plus 

Lump Sum = 10 x 3/80 x £10,000 = £3,750

Both the pension and the lump sum amounts 
are increased in line with inflation between the 
date of leaving and the date when they actually 
come to be paid.
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sThe following chart illustrates the composition of the Fund’s contributors at 31st March 2007. 
The total number of Fund contributors at 31st March 2007 was 18,527.
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Benefi ciaries
The following chart illustrates the composition of the Fund’s benefi ciaries (including widow(ers) and 
dependants) at 31st March 2007. The total of the Fund’s benefi ciaries at 31st March 2007 was 
9,029.  In addition the Fund has 9,444 deferred pensioners who are entitled to benefi ts in the 
future.

Membership summary by type of employer
  Pensioners Widows(ers)/  Deferred Contributors
   Dependants

 County Council (including schools) 4,503 737 5,766 12,587

 District Councils 1,928 523 1,898 2,498

 Colleges 467 31 853 1,345

 Other Scheduled Bodies 329 43 525 1,486

 Admitted Bodies 405 63 402 611

 Total 7,632 1,397 9,444 18,527



Actuary
An independent consultant who advises on the 
investment of the Fund. Every three years the 
Actuary reviews the assets and the liabilities of 
the Fund and reports to the Group Director: 
Business Management on the financial position. 
This is known as the actuarial valuation.

Additional Voluntary Contributions/
Free Standing Additional 
Voluntary Contributions
An option to secure additional pension benefits 
by making regular payments in addition to the 
6 per cent or 5 per cent of basic earnings 
payable.

Admitted Body
An organisation that takes part in the pension 
scheme with our agreement under an 'admission 
agreement' (that is, an agreement and terms 
under which they are al lowed to join our 
scheme).

Benchmark
A yardstick against which the investment
policy or performance of a fund manager can 
be compared, usually an index or a composite 
relating to the particular assets held.

CIPFA
Chartered Inst itute of Publ ic Finance and 
Accountancy

Corporate Governance
The system by which companies are controlled
and directed, and the way they respond to their 
shareholders, employees and society.

Deferred Retirement Benefi t
A benefit that a member has accrued but is not 
yet entitled to receive payment. 

Eligible Child
The deceased’s legitimate or adopted child, or 
a child who was wholly or mainly dependent on 
the deceased at the time of death. A person 
only counts as a child if they are under age 17, 
or since becoming 17 have been engaged 
continuously in full-time education, or in training 
for a trade, profession or vocation, or alternatively, 
are physically or mentally incapacitated.

Emerging Markets
Developing economies in Latin America, Africa, 
Asia and the Middle East as well as areas of 
Europe and the Far East. Investment returns 
within these markets tend to be more volatile 
than those in more established markets.

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

Fixed Interest Securities
Investments in government or company stocks, 
which guarantee a fixed rate of interest. The 
securities represent loans which are repayable 
at a future date but which can be traded on a 
recognised stock exchange before the repayment 
date.

Funding Strategy Statement
Required by the Local Government Pension 
Scheme (Amendment) Regulations 2004. This 
sets out the long-term view on funding
liabilities of the Pension Fund. The statement goes 
through a process of consultation before it is 
adopted.

Futures
An obligation to buy or sell shares or comm-
odities at a specific point in the future, at a price 
agreed when the contract is taken out.

Global Custodian
A company that provides safe custody services 
around the world.

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

Membership
All local authority employment during which time 
pension contributions were made or deemed 
to have been made, in addition to transferred-
in service from another pension scheme. 
Transferred-in service may not necessarily equate 
to the same length.
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The pay received during the final year ending 
with the last day of membership or any one of 
the preceding two years.

PIRC
Pensions Investment Research Consultants.

Realised Gains/(Losses)
Profit/(losses) on investments when they are 
sold at more/(less) than the purchase price.

Resolution Body
An organisation which must make a statutory 
resolution covering some or all of its employees, 
stating they may become members of the Pension 
Scheme; typically a parish council or similar 
body.

Scheduled Body
Local government organisations which have the 
automatic r ight to take part in the pension 
scheme.

Spouse’s Pension
A pension payable to a widow or widower in 
the event of death either as a current member, 
deferred member or pensioner.

Stock lending or securities lending
Shares owned are lent on the stock market to 
generate income. The owner keeps al l  the 
benefits, except for the voting rights.

Transfer Values
Sums paid to, or received from, other pension 
schemes and relate to new and former members’ 
periods of pensionable employment with 
employers participating in the scheme.

Transition Manager
A company that organises the complex movements 
of assets that happen when a scheme changes 
its investment structure or its asset managers.

85 - Year Rule
The 85-year ru le a l lows members to ret i re 
before 65 without reduced benefits if their age 
and their service together add up to or is more 
than 85.






