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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

CHAIR’S STATEMENT
COUNCILLOR JOHN MCNICHOLAS CHAIR OF INTEGRATED TRANSPORT AUTHORITY

During 2011/2012, as part of its risk management and reduction strategy, and following a comprehensive
review process, the fund approved a bulk annuity insurance buy-in which took effect in April 2012. The policy,
with Prudential Retirement Income Limited, insures approximately half of the fund’s pension payment liabilities,
protecting the fund against the ongoing volatility of investment markets and increases in life expectancy.
Engagement with the fund’s stakeholders, in particular the employing bodies, played a vital role in
implementing the above policy and is key to the fund’s overall approach to risk management. In what are
changing and challenging times, the fund aims to further concentrate its efforts on engagement with
stakeholders to ensure that it delivers a standard of service that meets the needs of all parties.
The fund continued to grow during the year, and over three and five years, investment returns exceeded the
market-related targets set. In the forthcoming year, the post buy-in investment strategy will be reviewed and
changes implemented where necessary. There will also be considerable analysis and preparation for the new
LGPS 2014 arising from the comprehensive review of public sector pension arrangements, in order to
ensure that the future scheme is sustainable and affordable.
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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

EXPLANATORY FOREWORD

The following statements comprise the Financial Report for the West Midlands Integrated Transport Authority (ITA) Pension Fund
(the fund). The accounts cover the financial year from 1 April 2011 to 31 March 2012.
This report has been prepared in accordance with the revised Code of Practice on Local Authority Accounting in Great Britain published by
the Chartered Institute of Public Finance and Accountancy.
The report is set out in the following order:
– The Treasurer’s Report which gives general information on the
background of the fund, management and advisors and officers
of the fund, and actuarial position.
– Statement of Responsibilities for the Fund Accounts which
sets out the respective responsibilities of the Authority and the
Treasurer for the fund accounts.
– The Investment Report which gives investment managers and
investment principles plus a review of investment performance
at the year end and custodial arrangements.

– Net Assets Statement which discloses the size and disposition
of the net assets of the scheme at the end of the year.
– Notes to the Fund Accounts which gives supporting details and
analysis concerning the contents of the financial statements.
– The Compliance Statement which gives the tax status of the
scheme and pension increases during the year.
– Statement by the Consulting Actuary – required under
Regulation 34(1)(d) of the Local Government Pension Scheme
(Administration) Regulations 2008.

– Fund Account which discloses the size and character of financial
additions to, withdrawals from and changes to the value of the
fund during the accounting period, analysed between
contributions and benefits, and returns on investments.
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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

THE TREASURER’S REPORT

1 DESCRIPTION OF THE FUND
The West Midlands Passenger Transport Authority Pension Fund
(the fund) was established on 29 November 1991 under the Local
Government Superannuation (Miscellaneous Provisions) Regulations
1991. The Local Transport Act 2008 changed the names of all English
Passenger Transport Authorities to Integrated Transport Authorities.
This was effective from the 9th February 2009 under Statutory
Instrument 2009 No. 107 (C.08).

2 MANAGEMENT OF THE FUND
The strategic management of the assets is fundamentally the
responsibility of the Pension Fund Committee established by the ITA
(the administering authority) which has representation from the
major admitted bodies. The Committee determines the strategic
management of the assets based upon the professional advice it
receives and the investment objectives set out. During 2011/12, the
members of the Committee were as follows:

The West Midlands Integrated Transport Authority (the ITA) is
responsible for the administration of the fund, but has appointed
Wolverhampton City Council as agents to administer the fund on its
behalf. The fund is administered under the rules of the Local
Government Pension Scheme as set out in the Local Government
Pension Scheme Regulations 1997 (as amended).

Councillor Les Pawlowski (Chairman) retired 26 June 2011

Following the transfer of ownership of West Midlands Travel Limited
from local authority to employees' ownership, the West Midlands
Passenger Transport Authority entered into an admission agreement
with West Midlands Travel Limited whereby 5,556 existing employees
of West Midlands Travel Limited transferred on 4 December 1991
from the West Midlands Metropolitan Authorities Pension Fund to
the new fund. The West Midlands Passenger Transport Authority also
entered into an admission agreement with Preston Bus Limited,
following their change from local authority to employee ownership.
On 31 March 1993, 162 employees of the company were transferred
from the Lancashire County Council Pension Fund to the West
Midlands Passenger Transport Authority Fund. Preston Bus Limited
decided during 2005/06 that it wished to terminate its active
membership of the fund and the Passenger Transport Authority
agreed to this request.

Councillor Tom Ansell

Retired 26 June 2011

Councillor David Welsh

Retired 26 June 2011

Agreement was reached between Preston Bus Limited and 52 of their
56 existing members to terminate their active membership during
2005/2006 in return for a cash lump sum payment. The four active
members remaining at 31 March 2006 subsequently agreed to the
same offer. There is no provision in the admission agreement for new
employees of West Midlands Travel Limited to be admitted to the
fund.

Councillor David Pears

(Vice-Chairman to 26 June 2011
Chairman from 27 June 2011)

Councillor David Stanley (Vice Chairman) appointed
27 June 2011

Councillor Roger Horton
Councillor Bryan Cotterill
Councillor Gary Clarke

Appointed 27 June 2011

Councillor Peter Kane

Appointed 27 June 2011

3 ADVISORS AND OFFICERS
Investments and pensions administration are complex areas and the
fund recognises the need for its Committee to receive appropriate
and timely advice. The day-to-day oversight of the fund is delegated
to senior pension officers from the West Midlands Pension Fund at
Wolverhampton City Council. Against this background, its principal
advisors are as follows:
Mercer Human Resource Consulting
Actuarial matters
Mercer Investment Consulting
Policy and investment matters relative to liabilities
Wolverhampton City Council Officers
Investment implementation and administration, oversight of
cash flows and pensions administration.
Audit Commission
Scheme auditors
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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

THE TREASURER’S REPORT

4 MEMBERSHIP
Membership of the fund at the year-end was as follows:

Active members
Pensioners
Deferred pensioners
Total members

31 March 2012
Number

31 March 2011
Number

796
3,538
945
5,279

861
3,445
976
5,282

5 FUNDING
Benefits are funded by contributions and investment earnings.
Contributions are made by active members of the fund in accordance
with the LGPS (Benefits, Membership and Contributions) Regulations
2007 and range from 5.5% to 7.5% of pensionable pay for the
financial year ending 31 March 2012 depending on the level of pay.
In addition, employers’ contributions are paid into the fund based on
triennial actuarial funding valuations. The last such valuation was at
31 March 2010 which set rates for the period from 1 April 2011 to
31 March 2014. The detail of employer’s contributions and the
actuarial valuation are set out in note 21 to the accounts.
6 BENEFITS
The benefits payable under the fund are set out in the LGPS (Benefits,
Membership and Contributions) Regulations 2007. With effect from
1 April 2008 new rules were introduced replacing the 1997 scheme.
The principal changes were the replacement of 1/80th of pensionable
pay for each year of pensionable service plus an automatic lump-sum
of three times this amount, by one based on 1/60th of pensionable
pay for each year of pensionable service with no automatic lumpsum. Part of the annual pension can be commuted for a one-off
tax-fee lump-sum at a rate of £12 cash for each £1 per annum of
pension given up.
There are a range of other benefits provided under the scheme
including early retirement, disability pensions and death benefits.
Benefits are index-linked in order to keep pace with inflation. In June
2010, the Government announced that the method of indexation
would change from the retail prices index to the consumer prices
index. This change took effect from 1 April 2011.

7 BULK ANNUITY INSURANCE ARRANGEMENT
The membership of the fund will mature over time as the fund is
closed to new entrants. The option of an insurance company buying
out the future obligations of the current pensioners as a means of
reducing risk to the scheme was raised by the fund’s actuaries as
part of the 2010 triennial actuarial valuation process.
During 2011 the ITA undertook a detailed and rigorous procurement
exercise to ascertain the benefits of such an insurance buy-in. As a
result of this tender process, Prudential Retirement Income Limited
submitted the most attractive proposal and a contract was put in
place on 18 April 2012. The insurance cover provides that the insurer
underwrites the risk for meeting the liabilities relating to West
Midlands Travel Limited pensioners on the pension payroll at
11 August 2011. The insurance provider will pay the cost of the
monthly pension payments for current pensioners whilst they or
their dependants are entitled to a pension. The initial arrangements
will not cover the Preston Bus Company liabilities or future West
Midlands Travel Limited pension payments arising from new
pensioners or inflation uplifts or pre-October 1986 service.
The next triennial actuarial valuation of the fund is due as at
31 March 2013. Based on the results of this valuation, which will
take into account the impact of the pensioner buy-in exercise, the
contribution rates payable by the individual employers will be
revised with effect from 1 April 2014.
This is further explained in note 5 to the accounts.
8 INVESTMENT STRATEGY
Following the bulk annuity arrangement detailed above, an
Investment Strategy Panel has been convened by the ITA Fund in
order to consider the revised investment strategy, with regard to
the residual assets and the employing bodies. A revised investment
strategy and Statement of Investment Principles will be reported
to the ITA Pension Fund Committee for approval prior to
implementation.
James Aspinall
Treasurer to the Integrated Transport Authority
Date: 13 September 2012
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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

STATEMENT OF RESPONSIBILITIES FOR THE PENSION FUND ACCOUNTS

THE INTEGRATED TRANSPORT AUTHORITY’S RESPONSIBILITIES
The Authority is required:
i) To make arrangements for the proper administration of the
financial affairs of the Pension Fund and to secure that one of its
officers has the responsibility for the administration of those
affairs. In this authority, that officer is the Treasurer.
ii) To manage the affairs of the Pension Fund to secure economic,
efficient and effective use of resources and safeguard its assets.
THE TREASURER’S RESPONSIBILITIES
The Treasurer to the Authority is responsible for the preparation of
the Pension Fund Statement of Accounts which are required to
present fairly the financial position of the Pension Fund at the
accounting date and its income and expenditure for the year
ended 31 March 2012.
In preparing this statement of accounts, the treasurer has confirmed
that:
– suitable accounting policies have been adopted and then applied
consistently;
– judgements and estimates have been made which were
reasonable and prudent;
– they comply with the Code of Practice;
– proper accounting records have been kept and are up to date;
– reasonable steps were taken for the prevention and detection
of fraud and other irregularities.
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CERTIFICATION OF THE ACCOUNTS
I certify that the Statement of Accounts presents fairly the
position of the West Midlands Integrated Transport Pension Fund
at 31 March 2012 and the financial transactions for the year
ended 31 March 2012.
James Aspinall
Treasurer to the Authority
Date: 13 September 2012
APPROVAL OF THE ACCOUNTS
I certify that the Statement of Accounts has been approved by a
resolution of the West Midlands Integrated Transport Authority on
3 September 2012.
Councillor John McNicholas
Chairman to the Authority
Date: 13 September 2012

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

INVESTMENT REPORT

1 INVESTMENT MANAGERS
The fund has appointed two managers – Legal and General
Investment Management and Blackrock. Legal and General manage
equities, gilts and non-government bonds while Blackrock only
manage UK gilts and non-government bonds.
As at the year-end, the values of the funds under management
were as follows:
Total market value
31 March 2011
£m
%

314.0

80

77.1
391.1

20
100

Total market value
31 March 2012
£m
%

Legal and General
Investment Management
Blackrock

316.0

79

83.5
399.5

21
100

2 INVESTMENT PRINCIPLES
As required by Section 35 of the Pensions Act 1995 a Statement of
Investment Principles has been produced and is available on request
or from the fund’s website. This statement is reviewed at least every
three years.
3 REVIEW OF INVESTMENT PERFORMANCE
Legal and General manage their investments in a passive manner
with expectations of making market returns, while Blackrock actively
manage their investments with expectations of producing above
average market returns using manager’s skills to outperform the
market.
Over the last five years, the funds returns, relative to the bespoke
benchmark*, are as follows:
Year ending 31 March

Fund
Benchmark
Relative

2008

2009

2010

2011

2012

+1.7%
+0.7%
+1.0%

-11.1%
-11.2%
+0.1%

+27.7%
+26.8%
+0.9%

+7.0%
+7.2%
-0.2%

+6.5%
+6.8%
-0.3%

The annualised performance of the fund over one, three, five and ten
years is detailed below:
Fund
Benchmark
Relative

One year

Three years

Five years

Ten years

+6.5%
+6.8%
-0.3%

+13.3%
+13.2%
+0.1%

+5.7%
+5.3%
+0.4%

+6.1%
+6.2%
-0.1%

The one-year underperformance shown above is due to asset
allocation, where the fund’s overall performance was impacted by
either an underweight position in stronger performing assets or an
overweight position in underperforming assets relative to benchmark.
The asset allocation benchmark was suspended in the first quarter of
2012, in order to retain assets specifically earmarked to be utilised in
the bulk annuity insurance buy-in process. The resulting actual asset
allocation varied slightly from that of the benchmark and, therefore,
resulted in the underperformance against benchmark.
The performance of the fund is reviewed by an independent
measurer, HSBC Securities Services. Investment returns are based
on mid-point valuations.
4 CUSTODIAL ARRANGEMENTS
Custodian HSBC Bank plc
HSBC Securities Services, 8 Canada Square,
London, E14 5HQ
Assets are held in the name of: HSBC Global Custody Nominee
(UK) Ltd
The Custodian is authorised and regulated by the Financial Services
Authority and the Custodian shall take all reasonable steps to
ensure the protection of the client’s assets in accordance with the
FSA rules.

* The bespoke benchmark is a pro-rated combination of the different
indices used by the above two managers.
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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

FUND ACCOUNT

2010/11
£000

(9,060)
(9,060)
24,604
47
5
373
25,029
15,969
(8)
(26,209)
376
(25,841)
(9,872)
382,160
392,032

Notes

Dealings with members, employers and others directly involved in the fund
Contributions
Transfers in from other pension funds
Exceptional income - contributions due from West Midlands Pension Fund

Benefits
Payments to and on account of leavers
Other payments
Administration expenses

6
7
8

(11,163)
(3)
(24,776)
(35,942)

9
10
11
12

25,884
418
6
337
26,645
(9,297)

Net (additions)/withdrawals from dealing with members
Returns on investments
Investment income
Profits and losses on disposal of investments and changes in the
market value of investments
Investment management expenses
Net return on investments
Net (increase)/decrease in the net assets available for benefits
during the year
Net assets of the fund at 1 April
Net assets of the fund at 31 March

2011/12
£000

13
15

(6)
(26,380)

14

823
(25,563)
(34,860)
392,032
426,892

NET ASSETS STATEMENT
31 March
2011
£000

391,075
1,716
(759)
392,032

Notes

Investment assets
Current assets
Curent liabilities
Net assets of the fund available to fund benefits at the period end

15
16
17

These financial statements replace the unaudited financial statements certified by the Treasurer to the Authority on 26 June 2012.
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31 March
2012
£000

399,438
28,792
(1,338)
426,892

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

NOTES TO THE ACCOUNTS

1 BASIS OF PREPARATION
The Statement of Accounts summarises the fund’s transactions for
the 2011/12 financial year and its position at the year end as at
31 March 2012. The accounts have been prepared in accordance
with the Code of Practice on Local Authority accounting in the
United Kingdom 2011/12 which is based upon International Financial
Reporting standards (IFRS), as amended for the UK public sector.
The accounts summarise the transactions of the fund and report on
the net assets available to pay pension benefits. The accounts do not
take account of obligations to pay pensions and benefits which fall
after the end of the financial year. The actuarial present value of
promised retirement benefits, valued on an International Accounting
Standard (IAS) 19 basis is disclosed in note 22 of these accounts.
2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

FUND ACCOUNT – EXPENSE ITEMS
d) Benefits payable
Pensions and lump-sum benefits payable include all amounts known
to be due as at the end of the financial year. Any amounts due but
unpaid are disclosed in the net assets statement as current liabilities.
e) Taxation
i) Value added tax
The fund pays VAT collected on income in excess of VAT payable on
expenditure to HMRC. The accounts are shown exclusive of VAT.
ii) Income tax
The fund is a registered public service scheme under section 1(1) of
Schedule 36 of the Finance Act 2004 and as such is exempt from UK
income tax on interest received and from capital gains tax on the
proceeds of investments sold.

FUND ACCOUNT – REVENUE RECOGNITION
a) Contribution income
Normal contributions, both from the members and from the
employer, are accounted for on an accruals basis at the percentage
rate recommended by the fund actuary in the payroll period to which
they relate. Employers’ augmentation contributions and pensions
strain contributions are accounted for in the period in which the
liability arises. Any amount due in year but unpaid will be classed as
a current financial asset. Amounts not due until future years are
classed as long-term financial assets.
b) Transfers to and from other schemes
Transfer values represent the amounts received and paid during the
year for members who have either joined or left the fund during the
financial year and are calculated in accordance with the Local
Government Pension Scheme Regulations (see note 10).
Individual transfers in/out are accounted for when received/paid,
which is a change in accounting policy as transfers were previously
accounted for on an accruals basis.
However, there is no change to comparative results for 2010/11
arising from this change in accounting policy or effect on the current
year. This change in accounting policy has been made to better reflect
the requirements of the Code of Practice as the member liability is
normally accepted or discharged when transfers are received or
paid.
c) Investment income
i) Interest income
Interest income is recognised in the fund as it accrues using the
effective rate of the financial instrument as at the date of acquisition
or origination.
ii) Distributions from pooled funds
Distributions from pooled funds are recognised at the date of issue.
Any amount not received by the end of the reporting period is
disclosed in the net assets statement as a current financial asset.
iii) Movement in the net market value of investments
Changes in the net market value of investments are recognised as
income and comprise all realised and unrealised profits/losses during
the year including reinvested income.

Income from overseas investments suffers withholding tax in the
country of origin, unless exemption is permitted.
f) Administration expenses
All administration expenses are accounted for on an accruals basis.
The pension administration recharge from Wolverhampton City
Council is calculated on a historical cost basis based on the
proportion of time spent by the council’s in-house pensions
administration team on the fund’s activities, and uplifted each year
on the basis of salaries inflation. For 2011/2012 the inflationary
increase was 0.0%.
g) Investment management expenses
All investment management expenses are accounted for on an
accruals basis. Fees of the external investment managers are agreed
in the respective mandates governing their appointments. Each
investment manager receives a fee for their service based on the
market value of the assets they manage on the funds behalf.
All managers have a specific target return against a benchmark.
The costs of the in-house fund management team are recharged to
the fund by Wolverhampton City Council on the same basis as the
administration expenses recharge.
NET ASSETS STATEMENT
h) Financial assets
The fund’s financial assets include debtors (mainly contributions due
from members and employers), cash and cash equivalents and
investment assets. Such financial assets are recognised initially at
cost.
Cash and cash equivalents comprise cash balances and call
deposits with original maturities of three months or less. Subsequent
to initial recognition they are measured at amortised cost using the
effective interest method, less any impairment losses.
Debtors are recognised and carried at invoice or contract value less
an allowance for any amounts which may not be collectable. Should
such an amount become uncollectable it is written off to the fund
account in the period in which it is recognised.
Investment assets are recognised in the net assets statement on the
date the fund becomes party to the contractual acquisition of the
asset. Subsequent to initial recognition they are measured at fair
value with any gains or losses arising from changes in the fair value
of the asset recognised by the fund.
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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

NOTES TO THE ACCOUNTS

The values of investments as shown in the net assets statement have
been determined as follows:
Pooled investment vehicles are valued at closing bid price if both
bid and offer prices are published. In the case of pooled investment
vehicles that are accumulation funds, change in market value also
includes income which is reinvested in the fund, net of applicable
withholding tax.
i) Financial liabilities
Financial liabilities include amounts due for benefits and
administration/investment expenses. These creditors are
recognised and carried at invoice or contract value.
Should an amount become non-payable, it is written back to the
fund account in the period in which it is recognised.
j) Foreign currency transactions
The fund has no financial assets denominated in foreign currencies.
k) Actuarial present value of promised retirement benefits
The actuarial present value of promised retirement benefits is
assessed on a triennial basis by the scheme actuary in accordance
with the requirements of IAS 19 and relevant actuarial standards.
As permitted under IAS 26, the fund has opted to disclose the
actuarial present value of promised retirement benefits by way of a
note to the net assets statement (note 22).
l) Additional voluntary contributions
The fund provides an additional voluntary contributions (AVC)
scheme for its members, the assets of which are invested separately
from those of the pension fund. The fund has appointed Prudential
Assurance Company and Equitable Life as its AVC providers. AVCs
collected are paid to the AVC providers by employers and are
specifically for providing additional benefits for individual
contributors. Each AVC contributor receives an annual statement
showing the amount held in their account and the movements in the
year.
AVCs are not included in the accounts in accordance with section
4(2)(b) of the Local Government Pension Scheme (Management
and Investment of Funds) Regulations 2009 (SI 2009/3093) but are
disclosed as a note only (note 18).
3 CRITICAL JUDGEMENTS IN APPLYING ACCOUNTING POLICIES
Pension fund liability
The pension fund liability is calculated every three years by the
appointed actuary, with annual updates in the intervening years.
The methodology used is in line with accepted guidelines and in
accordance with IAS 19. Assumptions underpinning the valuations
are agreed with the actuary and are summarised in note 21. This
estimate is subject to significant variances based on changes to the
underlying assumptions.
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4 ASSUMPTIONS MADE ABOUT THE FUTURE AND OTHER
MAJOR SOURCES OF ESTIMATION AND UNCERTAINTY
The financial statements contain estimated figures that are based on
assumptions made about the future or that are otherwise uncertain.
Estimates are made taking into account historical experience, current
trends and other relevant factors. However, because balances cannot
be determined with certainty, actual results could be materially
different from the assumptions and estimates.
The items in the financial statements for which there is a significant
risk of material adjustment in the forthcoming financial year are as
follows:
Pension fund liability
Estimation of the net liability to pay pensions depends on a number
of complex judgements relating to the discount rate used, the rate at
which salaries are projected to increase, changes in retirement ages,
mortality rates and expected returns on pension fund assets. When
actual experience is not in line with the assumptions adopted, a
surplus or shortfall will emerge at the next actuarial valuation and
will require a subsequent contribution adjustment to bring the
funding back into line with target.
The effects on the net pension liability and funding level of changes
in individual assumptions have been measured by the fund’s
actuaries in their 2010 valuation report.
WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY
PENSION FUND
Effect if actual results differ from assumptions
The effect on the pension liability of changes in individual
assumptions can be illustrated as follows:
Change in assumptions year ended 31 March
2012

Approximate
% increase
in liabilities

0.5% pa decrease in discount rate
1 year increase in member life expectancy
0.5% pa increase in salary increase rate
0.5% pa increase in pensions increase rate*

Approximate
monetary
value £m

8%
2%
1%
6%

34
9
5
29

*including allowance for change to deferred pension increases
5 POST-BALANCE SHEET EVENT
As an integral part of its risk management and reduction strategy the
ITA, in 2011, approved a bulk annuity insurance buy-in and, following
a comprehensive procurement process, the policy was put in place
on 18th April 2012 with Prudential Retirement Income Limited.
The insurance cover provides that the insurer underwrites the risk for
meeting the liabilities relating to West Midlands Travel Limited
pensioners on the pension payroll at 11th August 2011, in return for
the payment of a premium of £272.2m.

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

NOTES TO THE ACCOUNTS

The initial arrangements will not cover the Preston Bus Company
liabilities or future West Midlands Travel Limited pension payments
arising from new pensioners or inflation uplifts or pre-October 1986
service.
The buy-in price was funded from the sale of assets, resulting in
residual investment assets of the fund of £128m at 30th April 2012.
As a result of the change in asset allocation and risk profile, the ITA
set up an investment strategy panel in order to consider a revised
investment strategy. The panel includes representatives from the
two employers (West Midland Travel Limited and Preston Bus
Limited). This panel will report its findings including a revised strategy
and Statement of Investment Principles to the ITA Pension Fund
Committee for approval prior to implementation and disclosed
accordingly in the 2012/2013 statement of accounts.
6 CONTRIBUTIONS RECEIVABLE
2010/11
£000

3,846
3,597
15
273
7,731
1,313
16
1,329
9,060
9,060
9,060

2011/12
£000

Employers
Normal contributions
Deficit funding
Augmented membership
Early retirement costs
Members
Normal contributions
Additional contributions
Total by category
Analysed by member body:
Admitted bodies
Total by authority

3,498
5,900
513
9,911
1,240
12
1,252
11,163
11,163
11,163

Following the 31 March 2010 valuation, employers' contributions for
the period from 1 April 2011 to 31 March 2014 have been set at
18.4% (normal contributions) plus £5,500,000 deficit funding for
West Midlands Travel Limited and £400,000 deficit funding for
Preston Bus Limited (see note 21 for details).
7 TRANSFER IN FROM OTHER PENSION FUNDS
2010/11
£000

-

2011/12
£000

Transfers in
Individual transfers
Total

3
3

8 EXCEPTIONAL INCOME
When the fund was created in November 1991, it was agreed that
any pre-October 1986 pension increase liabilities would remain the
responsibility of the West Midlands Passenger Transport Executive as
an employer within the West Midlands Pension Fund and not West
Midlands Travel Limited. The Executive has made its contribution via
annual payments into the West Midlands Pension Fund. As individuals
retired, the West Midlands Pension Fund should then transfer the
appropriate pension value across to the fund to cover actual
payments made.
As a result of the work undertaken for the bulk annuity insurance
buy-in, it became apparent that no transfer has been made since
October 1995. Including compound interest, this has been valued as
at 31 March 2012 at £24.776m. This amount has been recorded as
an exceptional contribution to the fund account in the current year,
with a corresponding 31 March debtor (note 16).
9 BENEFITS PAYABLE
2010/11
£000

18,935
1,138
22
10
20,105
4,376
137
(14)
24,604
24,604
24,604

2011/12
£000

Pensions
Retirement pensions
Widows' pensions
Children's pensions
Widowers' pensions

19,915
1,254
16
10
21,195
Commutation and lump-sum retirement benefits 4,405
Lump-sum death benefits
298
Benefits recharged - compensatory added years
(14)
Total by category
25,884
Analysed by member body:
Admitted bodies
25,884
Total by authority
25,884

The following write-offs of pension payments were reported in this
financial year, in line with the fund's policy: (2011: £nil)
Write-off analysis
Individual value
Less than £50
£50 - £100
£100 - £500
Over £500
Total

Number
0
2
2
0
4

Total (£)
185
362
547

The transfer relates to two members who elected to receive their
AVC in the form of an annuity.
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WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND
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10 PAYMENTS TO AND ON ACCOUNT OF LEAVERS
2010/11
£000

47
47

13 INVESTMENT INCOME
2011/12
£000

2010/11
£000

418

8
8

Transfers out
Individual transfers out to other schemes and
personal pensions
Total

418

5
5

2011/12
£000

Interest on late payments
Total

6
6

12 ADMINISTRATIVE EXPENSES
2010/11
£000

237
12
10
85
29
373

2011/12
£000

Administration - Wolverhampton City Council
Administration - ITA
Subscriptions
Actuarial fees
Audit fees
Total
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Interest on cash deposits
Total

237
12
8
52
28
337

6
6

14 INVESTMENT EXPENSES
2010/11
£000

11 OTHER PAYMENTS
2010/11
£000

2011/12
£000

327
30
5
10
4
376

2011/12
£000

Management fees - external
Management fees - in house
Performance monitoring service
Legal fees
Professional advisors fees
Bank charges and interest
Total

338
30
5
153
292
5
823

During 2011/2012 legal and professional fees of £445k were incurred
during the evaluation and implementation of the bulk annuity
insurance arrangement.

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

NOTES TO THE ACCOUNTS

15 INVESTMENTS
Reconciliation of movements in investments:
MOVEMENTS DURING 2011/12

Change in
market value
during the year
£000

Market value
1 April 2011
£000

Purchases
during the year
£000

Sales during
the year
£000

Market value
31 March 2012
£000

Pooled investment vehicles (unquoted)
UK - unit trust
38,695
UK- unitised insurance policies
253,429
Overseas - unitised insurance policies
98,951
Total investments
391,075

8,625
14,075
22,700

(1,338)
(26,355)
(13,024)
(40,717)

Market value
1 April 2010
£000

Purchases
during the year
£000

Sales during
the year
£000

Change in
market value
during the year
£000

Market value
31 March 2011
£000

Pooled investment vehicles (unquoted)
UK - unit trust
40,423
UK - unitised insurance policies
250,572
Overseas - unitised insurance policies
89,812
Total investments
380,807

3,700
3,700

(4,012)
(13,704)
(1,925)
(19,641)

2,284
16,561
7,364
26,209

38,695
253,429
98,951
391,075

4,009
24,732
(2,361)
26,380

41,366
260,431
97,641
399,438

Prior-year comparatives:
MOVEMENTS DURING 2010/11

Purchases include transfers in of investments, corporate actions,
increases in cash deposits and increases in net settlements due.
Sales proceeds include all receipts from sales of investments,
transfers out of investments, corporate actions, reductions in cash
deposits and reductions in net settlements due. The change in
market value of investments during the year comprises all increases
and decreases in the market value of investments held including
profits and losses realised on sales of investments during the year
and reinvested income.

Investments analysed by fund manager:
Total market value
31 March 2011
£m
%

313,999
77,076
391,075

Total market value
31 March 2012
£m
%

80 Legal and General
Investment Management
20 Blackrock
100

315,984

79

83,454
399,438

21
100

Investments analysed by security:
31 March 2011
Market value
% of
£000
total fund

85,063
85,063

22%
22%

42,774
28,370
10,111
10,038
7,658
98,951

11%
7%
3%
2%
2%
25%

56,864
38,695
36,524
36,597
38,381
207,061
391,075

15%
10%
9%
9%
10%
53%
100%

31 March 2012
Market value
% of
£000
total fund

UK equities
UK Equity Index
Overseas equities
Europe (ex UK) Equity Index
North America Equity Index
Japan Equity Index
World Emerging Markets Equity Index
Asia Pacific (ex Japan) Dev Equity Index
Gilts and bonds
All Stocks Index-Linked Gilts
BlackRock Ascent UK All Stocks Corporate Bond
Invt Grade Corporate Bond All Stocks Index
All Stocks Gilts Index
BlackRock Ascent Life Gilt Fund
Total market value

84,339
84,339

21%
21%

39,740
30,364
10,971
9,292
7,274
97,641

10%
8%
3%
2%
2%
25%

56,240
41,366
38,862
38,902
42,088
217,458
399,438

14%
10%
10%
10%
10%
54%
100%

As part of its risk management arrangements, the fund uses pooled investment vehicles and has no direct shareholding in companies.
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16 CURRENT ASSETS

17 CURRENT LIABILITIES

2010/11
£000

16
56
74
146
1,570
1,716
44
102
146

2011/12
£000

Debtors
Contributions due - members
Contributions due - employers
Contributions due - WMPF (note 8)
Sundry debtors
Cash balances
Total
Analysis of debtors:
Other local authorities and pension funds
Other entities and individuals
Total

44
124
24 ,776
149
25,093
3,699
28,792

2010/11
£000

167
592
759
172
420
167
759

2011/12
£000

Benefits payable
Sundry creditors
Total
Analysis of creditors:
Central government bodies
Other local authorities and pension funds
Other entities and individuals
Total

243
1,095
1,338
182
913
243
1,338

24,915
178
25,093

18 ADDITIONAL VOLUNTARY CONTRIBUTIONS
As well as joining the fund, scheme members can pay into an additional voluntary contribution (AVC) scheme run by two AVC providers.
Contributions are paid directly from scheme members to the AVC providers.
The contributions are not included within the fund accounts, in line with regulation 4 (2) (c) of the Pension Scheme (Management and
Investment of Funds) Regulations 2009. The table below shows the activity for each AVC provider in the year.
2010/11
Equitable Life Prudential
£000
£000

164
1
(11)
7
161

741
90
(58)
76
849

2011/12
Equitable Life Prudential
£000
£000

Opening value of the fund
Income
Expenditure
Change in market value
Closing value of the fund

161
1
(5)
6
163

849
89
(105)
66
899

19 FINANCIAL INSTRUMENTS
The following table analyses the carrying amounts of financial assets and liabilities by category and net assets statement heading, together
with a comparison to their fair value. No financial assets were reclassified during the accounting period.
31 March 2011
Carrying amount Fair value
£000
£000

391,075
391,075

391,075
391,075

146
1,570
1,716
392,791

146
1,570
1,716
392,791

(759)
(759)

(759)
(759)

31 March 2012
Carrying amount Fair value
£000
£000

Financial assets
Designated at fair value through profit and loss
Investment assets
Loans and receivables:
Debtors
Cash balances
Total financial assets
Financial liabilities
Creditors
Total financial liabilities

399,438
399,438

399,438
399,438

25,093
3,699
28,792
428,230

25,093
3,699
28,792
428,230

(1,338)
(1,338)

(1,338)
(1,338)

The following methods and assumptions were used to estimate fair values:
Debtors, cash balances and creditors approximate to their carrying amounts due to the short-term nature of these instruments. Investment
assets are carried in the net assets statement at fair value. These all consist of pooled investment vehicles valued by the respective fund
managers based on the bid market quotation of the relevant stock exchange of the individual investments making up the fund portfolio.
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Net gains and losses, income and expenditure on financial instruments
31 March 2012
Gains and losses Interest income
£000
£000

31 March 2011
Gains and losses Interest income
£000
£000

26,209
26,209

-

26,209

8
8

-

-

Financial assets
Designated at fair value through profit and loss
Investment assets
Loans and receivables
Debtors
Cash balances
Total financial assets
Financial liabilities
Creditors
Total financial liabilities

26,380
26,380

-

26,380

6
6

-

-

20 PENSION FUND RISK MANAGEMENT
The fund’s primary long-term risk is that the fund’s assets will fall short of its liabilities (ie, promised benefits payable to members).
Therefore, the aim of investment risk management is to minimise the risk of an overall reduction in the value of the fund and to maximise
the opportunity for gains across the whole fund portfolio. The fund achieves this through asset diversification to reduce exposure to market
risk (price risk, currency risk and interest rate risk) and credit risk to an acceptable level. In addition, the fund manages its liquidity risk to ensure
there is sufficient liquidity to meet the fund’s forecast cash flows. The fund manages these investment risks as part of its overall pension fund
risk management programme which focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on
the resources available to fund services.
Responsibility for the fund’s risk management strategy rests with the Pension Fund Committee. Risk management policies are established to
identify and analyse the risks faced by the funds activities. Policies are reviewed regularly to reflect changes in activity and in market
conditions. Policies covering specific areas relating to the pension fund are as follows:
Investment risk
In order to achieve its statutory obligations to pay pensions, the fund invests its assets, including employer and employee contributions, in a
way that allows it to meet its liabilities as they fall due for payment. It does this by matching assets to liabilities through the triennial actuarial
valuation and an appropriate asset allocation.
During the year, the fund targeted a 45% exposure to equities as ‘growth’ assets and 55% to ‘matching’ assets, such as UK bonds or gilts
which provide the best match for liabilities, i.e. payments of benefits to members in future years. Risks in growth assets include market risk
(the greatest risk), issuer risk and volatility, which are mitigated by diversification across asset classes, markets and sectors. Mitigating interest
rate risk and inflation risk points to significant investment in bonds, but doing so at the expense of ‘growth’ assets may increase the costs of
funding. ‘Matching assets’ backed by the UK Government are considered low risk, with corporate bonds carrying some additional issuer risk.
Counterparty risk
In deciding to effect any transaction for the fund, considerable steps are taken to ensure that the counterparty is suitable and reliable; that the
transaction is in line with the fund’s strategy and that the terms and circumstances of the transaction are the best available in the relevant
market at the time. Comprehensive due diligence processes are in place to ensure that any potential counterparty is authorised and regulated,
competent to deal in investments of the type and size contemplated and has appropriate administration arrangements with regard to
independent auditors, robust administration and accounting, relevant legal structure and experienced staff.
Legal agreements are implemented and continuous monitoring of counterparties is undertaken by fund officers in relation to suitability and
performance, in addition to compliance with regulatory and fund specific requirements.
Credit risk
The fund had no deposits with financial institutions as at 1 April 2011 or the 31 March 2012 in respect of temporary loans or other treasury
management instruments. The fund’s surplus cash may be placed with an approved financial institution on a short-term basis and in
accordance with the cash management policy and restrictions set out in the Compliance Manual. The policy specifies the cash deposit limit
with each approved counterparty, as determined by a comprehensive scoring exercise undertaken by fund officers using specialist rating and
market research data, which is reviewed on a regular basis.
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Liquidity risk
The fund has a comprehensive daily cash flow management procedure which seeks to ensure that cash is available as needed. When additional
deposits are required to meet future pension payrolls, cash is provided by one of the investment managers (in accordance with the asset
allocation) who will liquidate a small proportion of assets under management as instructed by the fund. Due to the cash flow management
procedures and the liquidity of the assets held, there is no significant risk that the fund will be unable to raise cash in order to meet its
liabilities.
Currency risk
Currency risk represents the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in foreign
exchange rates. Even though the fund has no financial assets denominated in foreign currencies, it is exposed to currency risk on its overseas
equity portfolio as the movement in value takes account of changes in exchange rates of the underlying investments. The aim of investment
risk management is to minimise the risk of an overall reduction in the value of the fund and to maximise the opportunity for gains across
the whole fund portfolio. The fund achieves this through asset diversification to reduce exposure to market risk (price risk, currency risk and
interest rate risk) and credit risk to an acceptable level.
Price risk sensitivity analysis
Price risk represents the risk that the value of a financial instrument will fluctuate as a result of changes in market prices (other than those
arising from interest rate risk or foreign exchange risk), whether those changes are caused by factors specific to the individual instrument or its
issuer or factors affecting all such instruments in the market.
Potential price changes are determined based on the observed historical volatility of asset class returns. ‘Riskier’ assets, such as equities, will
display greater potential volatility than bonds as an example, so the overall outcome will depend largely on funds’ asset allocations.
In consultation with the fund's performance advisors, the fund has determined that the following movements in market price risk are
reasonably possible for the 2012/13 reporting period:

Asset type
UK equities
Overseas equities
Total bonds
Index linked
Cash
Total assets

Value
£000

%
Change

84,339
97,641
161,218
56,240
3,699
403,137

15.0%
15.9%
4.4%
6.7%
0.1%

Value on
increase
£000

Value on
decrease
£000

96,956
113,156
168,376
60,008
3,702
442,198

71,722
82,126
154,060
52,472
3,696
364,076

Value on
increase
£000

Value on
decrease
£000

97,788
114,674
156,866
60,674
1,571
431,573

72,338
83,228
143,528
53,054
1,569
353,717

The potential price changes on the 2010/2011 closing values are shown below for comparison purposes:

Asset type
UK equities
Overseas equities
Total bonds
Index linked
Cash
Total assets
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Value
£000

%
Change

85,063
98,951
150,197
56,864
1,570
392,645

15.0%
15.9%
4.4%
6.7%
0.1%
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Interest rate risk and sensitivity analysis
The fund’s investments are subject to interest rate risks, which represent the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market interest rates.
The fund's direct exposure to interest rate movements as at 31 March 2012 and 31 March 2011 is set out below. These disclosures present
interest rate risk based on the underlying financial assets at fair value:

Asset type
Cash and cash equivalents
Fixed interest securities
Total

Carrying amount
as at 31 March 2012
£000

As at
31 March 2012
£000

As at
31 March 2011
£000

3,699
217,458
221,157

1,570
207,061
208,631

Change in year in the net assets
available to pay benefits
£000
£000

Asset type
Cash and cash equivalents
Fixed interest securities
Total change in assets available

3,699
217,458
221,157
Carrying amount
as at 31 March 2011
£000

+180BPS*
67
3,914
3,981

-180BPS*
(67)
(3,914)
(3,981)

Change in year in the net assets
available to pay benefits
£000
£000

Asset type
Cash and cash equivalents
Fixed interest securities
Total change in assets available

1,570
207,061
208,631

+180BPS*
28
3,727
3,755

-180BPS*
(28)
(3,727)
(3,755)

*BPS - basis points
Regulatory risk
These include any changes to pension regulations, eg, more favorable benefits packages and/or HMRC rules. In order to manage this risk,
changes to regulations are continuously monitored.
Bulk annuity arrangement
At the 2010 actuarial valuation discussion was undertaken with West Midland Travel Limited about the options to consider an insurance
buy-in of the liabilities for risk management purposes in relation to their liability and contribution level, the object being to reduce the risk of
meeting pension liabilities and specifically the risks associated with future mortality rates. This was subsequently agreed and the procurement
process undertaken during 2011/2012.
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21 FUNDING ARRANGEMENTS
In line with the Local Government Pension Scheme (Administration) Regulations 2008, the fund’s actuary (Mercer Human Resource
Consulting) undertakes a funding valuation every three years for the purpose of setting employer contribution rates for the forthcoming
triennial period. The last such valuation took place as at 31 March 2010. The next valuation will take place as at March 2013.
The key elements of the funding policy are:
– to ensure the long-term solvency of the fund, ie, that sufficient funds are available to meet all pension liabilities as they fall due for
payment
– to ensure that employer contribution rates are as stable as possible
– to minimise the long-term cost of the scheme by recognising the link between assets and liabilities and adopting an investment strategy
that balances risk and return
– to reflect the different characteristics of employing bodies in determining contribution rates where the administering authority considers it
reasonable to do so
– to use reasonable measures to reduce the risk to other employers and ultimately to the council tax payer from an employer defaulting on
its pension obligations.
The results of the valuation as at 31 March 2007 and 31 March 2010 and the actuarial assumptions used are shown below:

Valuation results
Funding target as % of existing and prospective liabilities
Common rate of employer's contributions (calculated using the attained age method)
Market value of the fund
Actuarial value of the fund
Funding level in relation to past service liabilities
Deficit in relation to past service
2010 valuation
Funding target
Normal cost

Valuation assumptions
Investment return pre-retirement
Investment return post-retirement (non-retired members)
Investment return (retired members)
Salary increases
Pension increases in payment

7.0% pa
5.0% pa
4.5% pa
4.5% pa
3.0% pa

7.0% pa
5.0% pa
n/a
4.5% pa
3.0% pa

31 March 2010
valuation

31 March 2007
valuation

100%
18.4%
£382m
£453m
84%
(£71m)

100%
19.1%
£347m
£402m
93%
(£28m)

2007 valuation
Funding target
Normal cost

6.4% pa
5.4% pa
5.4% pa
4.6% pa
3.1% pa

6.4% pa
5.4% pa
n/a
4.6% pa
3.1% pa

Retired members' mortality - base tables

CMI self-administered pensions
schemes (SAPS) tables with
scheme and member category
specific adjustments

PA92 MC
YoB tables + 1 year

Retired members' mortality - future improvements

CMI 2009 model methodology
with 1% pa long-term trend

CMI medium cohort model

Commutation assumption
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Following the 31 March 2010 valuation, employers' contribution rates for the period from 1 April 2011 to 31 March 2014 have been set at
18.4% plus £5,500,000 per annum for West Midlands Travel Limited. This was conditional on the provision of suitable guarantee arrangements
being put in place relating to its participation in the fund. These arrangements were approved by the Pension Fund Committee in May 2011.
A rate of 0% plus £400,000 per annum was determined as the appropriate rate for Preston Bus Limited. This followed the decision by Preston
Bus Limited to opt out of the scheme in February 2006. The annual lump-sum only payment will continue to be paid in order to cover the past
service default that has accrued.
If non-ill-health retirements exceed those provided for in the valuation, it may be necessary to review the employers' contribution rate.
The funding method adopted is known as the attained age method which is consistent with the funding objective and appropriate as the fund
is closed to new members and has an ageing membership profile.
The intention to purchase the bulk annuity (see note 5) has been taken into account in the 2010 valuation and no allowance has been made for
any investment out-performance in respect of the assets backing the pensioners liabilities.
22 ACTUARIAL PRESENT VALUE OF PROMISED RETIREMENT BENEFITS
In addition to the triennial funding valuation, the fund’s actuary also undertakes a valuation of the pension fund liabilities, on an IAS 19 basis,
every year using the same base data as the funding valuation rolled forward to the current financial year, taking account of changes in
membership numbers and updating assumptions to the current year.
In order to assess the value of the benefits on this basis, the actuary has updated the actuarial assumptions (set out below) from those used for
funding purposes (see note 21). The actuary has also used valued ill-health and death benefits in line with IAS 19. Demographic assumptions are
the same as those used for funding purposes.
The actuarial present value of promised retirement benefits at 31 March 2012 was £452m (2011 £437m). The fund accounts do not take
account of liabilities to pay pensions and other benefits in the future.
The liabilities above are calculated on an IAS 19 basis and therefore differ from the results of the 2010 triennial funding valuation (see note 21)
because IAS 19 stipulates a discount rate rather than a rate which reflects market rates.

Assumptions used
Rate of return on investments (discount rate)
Rate of pay increases
Rate of increases in pensions in payment (in excess of guaranteed minimum pension)

31 March 2012

31 March 2011

4.9%
4.0%
2.5%

5.5%
4.4%
2.9%

23 RELATED PARTY TRANSACTIONS
The costs of the Treasurer to the ITA have been apportioned and are included within the £12,000 ITA administration charge to the fund (note
12). There are no other related party disclosures, as none of the members of the Pension Fund Committee or the employees of the fund’s
advisors and officers who hold key positions are members of the fund.
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1 TAX STATUS OF THE SCHEME
The scheme is a registered scheme and, to the trustee's knowledge, there is no reason why such registration should be prejudiced or withdrawn.
2 PENSION INCREASES
There was a 3.1% increase in pensions during the year in line with legislative requirements and no further discretionary increases were applied.
3 CALCULATION OF TRANSFER
Transfer values quoted and subsequently paid by the fund includes monetary amounts where relevant, to represent any discretionary benefits
awarded by an employer or otherwise.
Where awarded discretionary benefits are in the form of service which is included within the total service used to calculate a cash equivalent
transfer value which represent the monetary value of the members pension rights.
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This statement has been provided to meet the requirements under
Regulation 34(1)(d) of The Local Government Pension Scheme
(Administration) Regulations 2008.
An actuarial valuation of the West Midlands Integrated Transport
Authority Pension Fund was carried out as at 31 March 2010 to
determine the contribution rates with effect from 1 April 2011 to
31 March 2014.
On the basis of the assumptions adopted, the fund’s assets of £382
million represented 84% of the fund’s past service liabilities of £453
million (the ‘funding target’) at the valuation date.

The next triennial actuarial valuation of the fund is due as at
31 March 2013. Based on the results of this valuation, the
contribution rates payable by the individual employers will be
revised with effect from 1 April 2014.
The results of the 2013 valuation will also take into account the
impact of a pensioner buy-in exercise which was completed in
April 2012, for which a premium of £272.234m was paid to the
Prudential on 18 April 2012.
Actuarial present value of promised retirement benefits for the
purposes of IAS 26
IAS 26 requires the present value of the fund’s promised retirement
benefits to be disclosed, and for this purpose the actuarial
assumptions and methodology used should be based on IAS 19
rather than the assumptions and methodology used for funding
purposes.

Assets

£382m
Liabilities

£453m

To assess the value of the benefits on this basis, we have used the
following financial assumptions:

Deficit

£71m
The valuation also showed that a common rate of contribution of
18.4% of pensionable pay per annum was required from employers.
The common rate is calculated as being sufficient, together with
contributions paid by members, to meet all liabilities arising in
respect of service after the valuation date.
In addition, cash contributions over the deficit recovery period are
required from each employer, as specified in the Rates and
Adjustments Certificate attached to the 2010 actuarial valuation
report.
In addition to the certified contributions, payments to cover
additional liabilities arising from early retirements (both ill-health
and non-ill health retirements) will be made to the fund by the
employers.
The funding plan adopted in assessing the contributions for each
employer is in accordance with the Funding Strategy Statement
(FSS). Different approaches adopted in implementing contribution
increases and deficit recovery periods are as determined through the
FSS consultation process.
The valuation was carried out using the attained age actuarial
method and the main actuarial assumptions used for assessing the
funding target of the majority of the liabilities and the common
contribution rate were as follows:
Rate of return on investments (discount rate)
- pre-retirement
- post-retirement (non-retired members)
- post-retirement (retired members)
Rate of pay increases
Rate of increases in pensions in payment
(in excess of guaranteed minimum pension)

The assets were assessed at market value.

7.0% pa*
5.0% pa*
4.5% pa
4.5% pa**
3.0% pa

Assumptions used
Rate of return on investments
(discount rate)
Rate of pay increases
Rate of increases in pensions in
payment (in excess of
guaranteed minimum pension)

31 March 2011

31 March 2012

5.5% pa

4.9% pa

4.4 pa
2.9% pa

4.0% pa
2.5% pa

*adjustments were also made to allow for lower pay growth in the short-term

We have also used valuation methodology in connection with death
benefits which is consistent with IAS 19. Demographic assumptions
are the same as those used for funding purposes.
On this basis, the value of the fund’s promised retirement benefits as
at 31 March 2011 and 31 March 2012 were £437 million and £452
million respectively. During the year, corporate bond yields reduced
significantly, resulting in a lower discount rate being used for IAS 26
purposes at the year end than at the beginning of the year (4.9% pa
versus 5.5% pa), and in addition there was a reduction in inflation
expectations (from 2.9% pa to 2.5% pa). The net effect of these
changes is an increase in the fund’s liabilities for the purposes of
IAS26 of about £13 million.
Paul Middleman
Fellow of the Institute and Faculty of Actuaries
Mercer Limited
Date: June 2012

*6.5% pa and 4.5% pa for Preston Bus Ltd
**adjustments were also made to allow for lower pay growth in the short-term
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ADMINISTRATOR’S COMMENTARY
GEIK DREVER DIRECTOR OF PENSIONS - WEST MIDLANDS PENSION FUND

Having joined the Fund in March 2012, I would firstly like to pay
tribute to my predecessor, Brian Bailey, who retired on the 31 March
2012. Brian dedicated many valuable years to the administration of
the Fund.
During 2011/2012, as an integral part of its risk management and
reduction strategy, the Fund approved a bulk annuity insurance
buy-in and, following a comprehensive procurement and
implementation process, the policy was put in place in April 2012
with Prudential Retirement Income Limited. This transaction formed
a key part of the Fund’s risk management strategy and, in insuring
approximately 50% of the Fund’s liabilities, it has protected against
the volatility of investment markets and any unanticipated increases
in longevity. Risk management is a very important part of local
authority governance and, as such, the policy is a very welcome
outcome.

In order to support the Fund’s trustees in their specialist role, some
of whom are newly appointed following the May 2012 local
elections, a programme of structured training and development is
planned during 2012/2013, which will further enhance the trustees’
knowledge and understanding and assist with their overall
responsibility of managing the Fund. Specific focus will be on
current practices and policies along with future strategic plans for
the Fund, and also the implementation of the new LGPS 2014
arising from the comprehensive review of public sector pension
arrangements.
Moving forward in changing and challenging times, a key factor in
the Fund’s service design, delivery and outcomes will be customer
focus, and over the coming years, efforts will be concentrated on
engagement with stakeholders in order to ensure that the Fund
continues to deliver an efficient, effective and high standard of
service that meets the needs of all parties.

Following the bulk annuity arrangement detailed above, an
Investment Strategy Panel has been convened by the Fund in order
to consider the revised investment strategy, with regard to the
residual assets of the Fund and the employing bodies. The revised
strategy will be implemented during 2012 ahead of the 2013
actuarial valuation exercise.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY
Opinion on the pension fund financial statements
I have audited the pension fund financial statements for the year
ended 31 March 2012 under the Audit Commission Act 1998.
The pension fund financial statements comprise the Fund Account,
the Net Assets Statement and the related notes. The financial
reporting framework that has been applied in their preparation is
applicable law and the CIPFA/LASAAC Code of Practice on Local
Authority Accounting in the United Kingdom 2011/12.
This report is made solely to the members of West Midlands
Integrated Transport Authority in accordance with Part II of the
Audit Commission Act 1998 and for no other purpose, as set out in
paragraph 48 of the Statement of Responsibilities of Auditors and of
Audited Bodies published by the Audit Commission in March 2010.
Respective responsibilities of the Treasurer and auditor
As explained more fully in the Statement of the Treasurer’s
Responsibilities, the Treasurer is responsible for the preparation of the
pension fund’s financial statements and for being satisfied that they
give a true and fair view. My responsibility is to audit and express an
opinion on the financial statements in accordance with applicable
law and International Standards on Auditing (UK and Ireland).
Those standards require me to comply with the Auditing Practices
Board’s Ethical Standards for Auditors.
Scope of the audit of the financial statements
An audit involves obtaining evidence about the amounts and
disclosures in the financial statements sufficient to give reasonable
assurance that the financial statements are free from material
misstatement, whether caused by fraud or error.
This includes an assessment of: whether the accounting policies are
appropriate to the fund’s circumstances and have been consistently
applied and adequately disclosed; the reasonableness of significant
accounting estimates made by the Treasurer and the overall
presentation of the financial statements. In addition, I read all the
financial and non-financial information in the annual report to
identify material inconsistencies with the audited financial
statements. If I become aware of any apparent material
misstatements or inconsistencies I consider the implications for
my report.
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Opinion on financial statements
In my opinion, the pension fund’s financial statements:
– give a true and fair view of the financial transactions of the
pension fund during the year ended 31 March 2012 and the
amount and disposition of the fund’s assets and liabilities as
at 31 March 2012; and
– have been prepared properly in accordance with the
CIPFA/LASAAC Code of Practice on Local Authority Accounting
in the United Kingdom 2011/12.
Opinion on other matters
In my opinion, the information given in the annual report for the
financial year for which the financial statements are prepared is
consistent with the financial statements.
Matters on which I report by exception
I report to you if, in my opinion the governance compliance
statement does not reflect compliance with the Local Government
Pension Scheme (Administration) Regulations 2008 and related
guidance. I have nothing to report in this respect.

Tony Corcoran
District Auditor
Audit Commission
1st Floor Friarsgate
1011 Stratford Road
Solihull
West Midlands
B90 4BN
25 October 2012

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

ADMINISTRATION REPORT
NADINE PERRINS CHIEF PENSIONS SERVICES MANAGER - WEST MIDLANDS PENSION FUND

The Fund continues to provide a customer-focused and effective
service to its members.
The Fund is currently preparing for the changes brought about by the
introduction of auto-enrolment and the future LGPS 2014 CARE
scheme. However, much of the structural change required has been
pre-empted by changes implemented over the last two years, with
considerable work being undertaken to broaden staff knowledge and
encourage them to undertake the CIPP qualification. Indeed, the
Fund is recognised by the Institute as a ‘centre of excellence’.
Within the Operations and Business Development teams, detailed
work continues in streamlining all pension processes to achieve our
KPI targets and reduce waste. The implementation of LEAN systems
thinking in early 2011 resulted in the Fund winning the West
Midlands Excellence Award for LEAN.

FINANCIAL CONTROL REPORT
PHIL WILD HEAD OF FINANCIAL CONTROL WEST MIDLANDS PENSION FUND

The primary functions performed by the service are the payment of
pensions, the collection of employer and employee contributions
and the day-to day collection and accounting for other payments
and income due to the Fund.
The Fund continues to seek to minimise, and recover, where
appropriate, any overpayments made to members. The majority of
these cases arise from late notification of a member’s death.
The trend of overpayments made in the last five years is shown
on the right:

COMMUNICATIONS AND
MARKETING REPORT
MARK CRUTCHLEY HEAD OF COMMUNICATIONS
AND MARKETING - WEST MIDLANDS PENSION FUND

During the 2011/2012 year, the communication and marketing
activity continues to be focused on the education of members in
relation to the benefits of the Scheme, and providing updates with
regards to the DCLG consultation and potential changes to the
LGPS.
Several Scheme guides have been updated throughout the year,
including:

Staff across the service are involved in determining improvements to
customer service, and this will be a focus as we implement ‘customer
journey mapping’.
The Customer Services Team provide a ‘first-call resolution’ service
to both employers and Scheme members which fulfils the customer
experience at peak periods of deferred benefits statements and
annual benefits statements, and for pensioners at payday distribution.
During the next few months, the Fund will focus on the introduction
of auto-enrolment, by assisting employers with the administration
of the process, and the preparation work for the 2013 actuarial
valuation.
Alongside these events, the administration function will revise the
processes required for the new LGPS 2014 CARE scheme.

West Midlands Integrated Transport Authority

Year
2007/08
2008/09
2009/10
2010/11
2011/12

Pension overpayment
£9,622
£7,119
£3,265
£7,411
£7,663

% of gross pension
0.06%
0.04%
0.02%
0.04%
0.04%

Percentage of gross pension payable (£21.2m in 2011/12)
Basic contributions to the Fund of £11.2 million were collected in
the year, £9.9 million in respect of employers’ contributions and
£1.3 million for employees’ contributions.

The events now cover the following:
–
–
–
–
–

LGPS and the benefits it provides
Tax tips
Protecting your inheritance
Securing the best pension income for you
The 2014 LGPS

The major advance in communication over the period has been the
introduction of the web-portal. This facility gives members the ability
to view their own pension records online, as well as communicating
with the Fund in a number of key areas via online forms.

To reduce overall costs, a decision has been taken to cease full-colour
production of member Scheme literature and introduce a two-colour
approach as standard.

Initially, access to the web-portal was introduced to deferred
members; now, access is provided to all members who wish to
change their address details, or other key information held by
the Fund. This facility will also enable the Fund to rationalise the
production of payslips during 2012/13, with payslip production
potentially being limited to an annual distribution, or when a
significant change occurs in the amount paid. Pension members
will be able to view their payslips online through the web-portal
facility.

With the content remaining largely the same, the opportunity has
been taken to also provide an update to the recent 2014 LGPS
developments.

We hope to expand the web portal facility to provide members with
more information and enable them to perform calculations under a
range of ‘what-if’ scenarios.

– All About Your Scheme
– All About Your Deferred Benefits
– All About Your Retirement Benefits
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INVESTMENT POLICY AND PERFORMANCE REPORT
GEIK DREVER DIRECTOR OF PENSIONS - WEST MIDLANDS PENSION FUND

The market value of the ITA Fund as at 31 March 2012 was £400m.
The majority is passively managed by Legal & General whose
portfolios are designed to track a relevant index for each asset class
and thus deliver market returns. The balance is actively managed by
Blackrock with the expectation of producing above market returns.
During 2011/2012, as part of its risk management and reduction
strategy, the fund approved a bulk annuity insurance buy-in. In order
to facilitate this, the asset allocation benchmark was suspended in
the first quarter of 2012 to retain assets specifically earmarked to be
utilised in the bulk annuity insurance buy-in process. The insurance
policy was put in place with Prudential Retirement Income Limited
and came into effect in April 2012.
Following the bulk annuity arrangement detailed above, an
Investment Strategy Panel has been convened by the fund in order
to consider the revised investment strategy for the residual assets of
the Fund. The revised strategy will be implemented during 2012,
ahead of the 2013 actuarial valuation exercise.

Annualised returns
The annualised returns for the Fund are detailed below:
Period to
31 March 2012

1 year
3 years
5 years
10 years

WMITA
% pa

Bespoke benchmark
% pa

+6.5
+13.3
+5.7
+6.1

+6.8
+13.2
+5.3
+6.2

The figures show that the return from the Fund has closely
tracked that of its bespoke benchmark over the long-term, and
has outperformed on a medium-term basis. The one-year
underperformance is due to asset allocation, where the fund’s
overall performance was impacted by an underweight position
in stronger performing assets or an overweight position in underperforming assets relative to benchmark.
The asset allocation benchmark was suspended in the first quarter
of 2012 in order to retain assets specifically earmarked to be
utilised in the bulk annuity insurance buy-in process. The resulting
actual asset allocation varied slightly from that of the benchmark
and, therefore, resulted in the underperformance against
benchmark.

The asset distribution as at 31 March 2012 is illustrated in the
following chart:
ITA Asset Allocation

 UK equities

20.9%

 Overseas equities

24.2%

 Index-linked gilts

14.0%

 Gilts

20.1%

2011/12 gross returns

 Corporate bonds

19.9%

UK equities
+1.5
Overseas equities
North America
+6.9
Europe
-10.9
Japan
+1.0
Pacific Basin ex Japan
-5.1
Emerging markets
-8.7
UK gilts
+14.5
Index-linked
+18.1
Non-government bonds +8.9
Total
+5.6

 Cash

0.9%

Market commentary
Stock markets around the world were extremely volatile and made
little progress over the course of the year, as they reacted to credit
downgrades, political uncertainty and difficult economic conditions.
European markets continued to suffer as the sovereign debt crisis
intensified leading to sharp falls in share prices across the eurozone.
Sentiment did improve briefly as European leaders began to take
decisive action to resolve the crisis and Greece was granted a
¤130bn bailout. However, with further sovereign debt downgrades
across the region and fears of contagion, it was clear that the crisis
was far from over and share prices in the region were unable to
make any headway.
Throughout the 12 months to March 2012, fixed interest
performance was again dominated by events throughout Europe.
With several countries losing their ‘AAA’ credit rating, gilts rallied as
one of the few ‘safe havens’, at one point pushing yields to a historic
low. CPI peaked at 5.2% halfway through the period followed by
steady falls, standing at 3.5% at the end of the period. The Bank
of England maintained the base rate at 0.5% for the whole of the
period.
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The returns by manager and asset class are detailed below for
2011/2012 and for 2010/2011 as a comparator.

2010/11 gross returns

Legal & General
Actual
Index

+1.4

-

-

+6.9
-11.4
+0.9
-5.1
-8.6
+14.4
+18.1
+8.8
+5.6

+14.4
+10.8
+12.6

+14.4
+8.8
+11.6

Legal & General
Actual
Index

UK equities
+8.9
Overseas equities
North America
+9.6
Europe
+7.6
Japan
-3.8
Pacific Basin ex Japan
+14.4
Emerging markets
+11.9
UK gilts
+5.2
Index-linked
+6 .6
Non-government bonds +5.2
Total
+7.4

Blackrock
Actual
Index

Blackrock
Actual
Index

+8.7

-

-

+9.6
+7.5
-4.0
+14.2
+11.9
+5.2
+6.5
+5.2
+7.6

+5 .7
+5.6
+5.7

+5.2
+52
+5.2

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

INVESTMENT POLICY AND PERFORMANCE REPORT

INTEGRATED TRANSPORT AUTHORITY – INVESTMENT MANAGEMENT COSTS 2007/2008 – 2011/2012

Staff cost as a % of assets under management

Supplies and service as a % of assets under management

%

%

0.010

0.120

0.009
0.100

0.008
0.007

0.080

0.006
0.060

0.005
0.004

0.040

0.003
0.002

0.020

0.001
0.000

0.000

2008

2009

2010

2011

2012

2008

2009

2010

2011

2012

During 2011/2012 legal and professional fees of £445k were incurred
during the evaluation and implementation of the bulk annuity
insurance arrangement.

Management fees as a % of assets under management
%
0.200
0.180
0.160
0.140
0.120
0.100
0.080
0.060
0.040
0.020
0.000

2008

2009

2010

2011

2012
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INVESTMENT POLICY AND PERFORMANCE REPORT

ASSET ALLOCATION BENCHMARK AND ACTUAL
2011
Benchmark
%

UK Equities
Overseas Equities
Europe
North America
Japan
Pacific Basin
Emerging markets

31 March 2011
Actual
%

21.0
24.0
10.0
7.0
2.7
1.8
2.5

21.7
25.2
10.9
7.2
2.6
2.0
2.6

2012
Benchmark
%

UK Equities
Overseas Equities
Europe
North America
Japan
Pacific Basin
Emerging markets

31 March 2012
Actual
%

21.0
24.0
10.0
7.0
2.7
1.8
2.5

20.9
24.2
9.9
7.5
2.7
1.8
2.3

Total equities

45.0

46.9

Total equities

45.0

45.1

Index-linked gilts
Gilts
Non-government bonds
Cash

15.0
20.0
20.0
0.0

14.5
19.1
19.1
0.4

Index-linked gilts
Gilts
Non-government bonds
Cash

15.0
20.0
20.0
0.0

14.0
20.1
19.9
0.9

Total bonds

55.0

53.1

Total bonds

55.0

54.9

Total assets

100.0

100.0

Total assets

100.0

100.0

Largest Holdings
The Fund, as part of its risk management arrangements, now uses
pooled vehicles and has no direct shareholdings in companies (see
note 15 of the accounts).
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Shareholder voting
The Fund has regular meetings with Legal and General to review
their governance activity and voting of shares held in the unit
trusts in which the Fund has invested.

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

ADMINISTRATION AND OPERATION KEY DATA
GEIK DREVER DIRECTOR OF PENSIONS - WEST MIDLANDS PENSION FUND

The following data for 2011/12 illustrates performance information and background for the pensions
organisation.
STAFF/FUND MEMBER RATIOS MEMBERSHIP AS AT
31 MARCH 2012

AVERAGE CASES PER MEMBER OF STAFF
Total member-related processes completed in 2011/12

Pensioner

2,236

Deferred

Active

4,000
3,500
3,000

Average completed cases per member of staff in 2011/12

3,538

2,500

2,236

2,000
1,500
1,000

Total member-related processes completed in 2011/12 and
outstanding as at 31 March 2012

945

500

Total

796

5,279

0

1 Staff
5,279 Ratio (Fund members per member of staff)

2,319
Average total cases per member of staff (includes outstanding
processes as at 31 March 2012)

COMPLAINTS - NUMBER OF COMPLAINTS\
NUMBER AS PERCENTAGE OF WORKLOAD

2,319

Number of complaints
processes started in
2011/12

Total member-related
processes completed in
2011/12

MEMBER MOVEMENTS DURING THE YEAR ADMISSIONS TO THE FUND

89

7 3

 Members awarded immediate retirement benefits
 Members entitled to deferred benefits
 Benefits awarded following a member’s death in service

Total

99

2,236

0

0.00% Percentage of workload in 2011/12

RECOVERIES AND NON-RECOVERIES OF OVERPAYMENT

2007/08
Number
2008/09
Number
2009/10
Number
2010/11
Number
2011/12
Number

Nonrecoveries

Recoveries

Total
overpayments

£979.86
3
£2,345.66
1
£0
0
£0
0
£547.02
4

£8,642.78
15
£4,774.25
22
£3,265.54
15
£7,411.49
32
£7,116.11
22

£9,622.64
18
£7,119.91
23
£3,265.54
15
£7,411.49
32
£7,663.13
26

Gross
pension

Overpayment *
as %

£17,225,980.43

0.06%

£18,383,269.15

0.04%

£18,160,510.16

0.02%

£20,105,141.52

0.04%

£21,194,618.91

0.04%

*Overpayment as a percentage of gross pensions paid.
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ADMINISTRATION AND OPERATION KEY DATA
MEMBERSHIP OF THE FUND
Year

2006/07
2007/08
2009/10
2010/11
2011/12
Active Members
The Fund has a total active membership of
796. Since 31 March 2011, the number of
contributing employees in membership has
decreased by 65.

Active

Deferred

Preserved
refunds

Pensioner

Beneficiary

Totals

1,054
982
927
861
796

1,039
1,011
979
957
928

19
19
19
19
17

2,846
2,905
2,967
3,036
3,096

336
365
390
409
442

5,294
5,282
5,282
5,282
5,279

Deferred Members
These are former contributors who have left
their pension rights with the Fund until they
become payable at normal retirement date.

Pensioner Members
Pensions and other benefits amounting to
over £21.2 million each year are paid to
retired members.

ITA CASH FLOW STATEMENT
The ITA is a mature, closed Fund and as such its cash outflows are greater than inflows. A summary of the quarterly current account cash
flows and funding during the reporting period is shown below:
Q1
£000

Q2
£000

Q3
£000

Q4
£000

Opening balance

1,570

2,117

2,045

1,305

Contributions and income received

2,333

3,050

2,525

3,187

Net pension and miscellaneous payments out

(6,525)

(6,361)

(6,481)

(7,617)

Quarterly net cash outflow

(4,192)

(3,311)

(3,956)

(4,430)

4,739

4,739

1,716

6,824

-

(1,500)

1,500

-

2,117

2,045

1,305

3,699

2011/2012

Funded by:
Sale of investments
Net redemption/investment of temporary loans
Closing balance
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ADMINISTRATION AND OPERATION KEY DATA
FIVE-YEAR DETAIL
Financial Year

2008

Employer name

Active

Deferred

Preserved
refunds

Pensioner

Beneficiary

Totals

West Midlands Travel Ltd

1,054

988

19

2,763

320

5,144

Preston Borough Transport

0

0

0

2

0

2

Preston Bus Ltd

0

51

0

81

16

148

1,054

1,039

19

2,846

336

5,294

982

965

19

2,818

348

5,132

Total
West Midlands Travel Ltd
2009

2010

2011

2012

Preston Borough Transport

0

1

0

2

0

3

Preston Bus Ltd

0

45

0

85

17

147

Total

982

1,011

19

2,905

365

5,282

West Midlands Travel Ltd

927

941

19

2,875

372

5,134

0

1

0

2

0

3

Preston Borough Transport
Preston Bus Ltd

0

37

0

90

18

145

Total

927

979

19

2,967

390

5,282

West Midlands Travel Ltd

861

922

19

2,942

390

5,134

Preston Borough Transport

0

1

0

2

0

3

Preston Bus Ltd

0

34

0

92

19

145

Total

861

957

19

3,036

409

5,282

West Midlands Travel Ltd

796

897

17

3,000

423

5,133

Preston Borough Transport

0

1

0

2

0

3

Preston Bus Ltd

0

30

0

94

19

143

796

928

17

3,096

442

5,279

Total
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ADMINISTRATION AND OPERATION KEY DATA

AGE ANALYSIS - NUMBER OF MEMBERS
Status (age in years)

0-4

5-9

10-14

15-19

20-24

25-29

30-34

35-39

40-44

45-49

50-54

Active
Beneficiary
Deferred
Deferred ex-spouse
Pensioner
Preserved refund
Total

0
0
0
0
0
0
0

0
2
0
0
0
0
2

0
1
0
0
0
0
1

0
6
0
0
0
0
6

0
2
0
0
0
0
2

0
0
0
0
0
0
0

0
2
0
0
0
0
2

9
2
41
0
0
9
61

60
2
118
1
5
3
189

152
5
246
3
24
2
432

184
25
253
4
45
3
514

Status (age in years)

55-59

65-69

70-74

75-79

80-84

85-89

90-94

95-99

100+

Total

Active
Beneficiary
Deferred
Deferred ex-spouse
Pensioner
Preserved refund
Total

209
23
233
1
116
0
582

160
22
62
100
26
1
1
0
716
950
0
0
965 1,073

0
115
0
0
771
0
886

0
61
0
0
358
0
419

0
26
0
0
110
0
136

0
8
0
0
1
0
9

0
0
0
0
0
0
0

0
0
0
0
0
0
0

0
0
0
0
0
0
0

796
442
918
10
3,096
17
5,279

60-64

CONTRIBUTION ANALYSIS
Employee’s contributions
Standard contributions
Payroll
Monthly
Weekly
Total contributions

Employee's
5.50%
5.80%
5.90%
6.50%
6.80%
7.20%
7.50% adjustment
£0.00
£762.30 £10,410.87
£146,531.20 £56,289.05 £58,517.13 £7,473.63
£0.00
£0.00 £3,344.48 £38,213.28
£904,521.50 £14,026.56
£0.00
£0.00
£0.00
£0.00 £4,106.78 £48,624.15 £1,051,052.70 £70,315.61 £58,517.13 £7,473.63
£0.00
Employee’s contributions

Employer’s contributions

Additional contributions

Payroll
Monthly
Weekly
Total contributions

Additional
contributions
£2,310.39
£8,714.12
£11,024.51
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ARC

Employee's
sub-total

Employer's Employer's
contributions adjustment

£0.00
£282,294.57
£769,872.59
£0.00
£968,819.94 £2,728,336.87
£0.00 £1,251,114.51 £3,498,209.46

Employer's
sub-total

Total
payments

£0.00 £769,872.59 £1,052,167.16
£0.00 £2,728,336.87 £3,697,156.81
£0.00 £3,498,209.46 £4,749,323.97

WEST MIDLANDS INTEGRATED TRANSPORT AUTHORITY (ITA) PENSION FUND

RISK MANAGEMENT

The Fund has to manage a range of risks in the context of being
effectively closed and mature with regular cash outflows.
Investment risk is recognised as falling into distinct areas: market risk
(beta) and manager skill (alpha). The structure of the investment
strategy reflects this and is designed with the support of external
expert advice. Details are contained in the Statement of Investment
Principles and the Funding Strategy Statement. Managing risk is
reduced to a relatively low level in the approach adopted, a reflection
of the maturity of the Fund. The two employing bodies have views
on investment risk that are considered and reflected to a degree in
the investment strategy.
The investment performance against the benchmark is monitored
closely by the Pensions Committee at each quarterly meeting, and
over the medium-term, returns have matched the benchmark.
The risks associated with the operational payment of benefits and
recording of pensioner records produces a potentially complex set of
issues for a small fund. These are mitigated through the arrangement
it has with the much larger West Midland Pension Fund which can
invest in the use of an IT system that is thoroughly and regularly
tested, combined with the technical hierarchy checking of output by
experienced pension staff. The Fund continues to receive satisfactory
external audit reports for its pensions services.
The Fund arranges for a regular internal audit of a sample of the
operational transactions each year to test the system used by the
Fund.
The Fund’s accounts and arrangements are subject to annual
audit by the Audit Commission who undertake the audit with the
administering body, Wolverhampton City Council.
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GOVERNANCE COMPLIANCE STATEMENT

GOVERNANCE OF THE FUND
The Fund’s governance arrangement has four elements:
Pensions
Committee

External advisors

ITA officers;
Officers from the
West Midlands
Pension Fund

Provision of
information to
interested parties

The ITA delegation to Pensions Committee is there to exercise the
functions of the ITA, in relation to the administration of the West
Midlands Passenger Transport Authority Pension Fund, arising by
virtue of the Local Government Pension Scheme Regulations 1997
and any subsequent related legislation.
The Fund is aware that good governance means an organisation is
open in its dealings and readily provides information to interested
parties. This is achieved through the Fund’s communication
strategy.
ADVISORS AND OFFICERS
Investments and pensions administration are complex areas, and the
Fund recognises the need for its Committee to receive appropriate
and timely advice. This day-to-day support for the Fund is acquired
from senior pension officers from the West Midlands Pension Fund
(WMPF) at Wolverhampton City Council.
Against this background, its principal advisors are as follows:

PENSIONS COMMITTEE
The strategic management of the assets is fundamentally the
responsibility of the Pension Fund Committee established by the
Integrated Transport Authority (ITA) – the administering authority –
which has representation from the major admitted body.
The Committee determines the strategic management of the assets
based upon the professional advice it receives and the investment
objectives set out.
The roles of the members and the Committee are as follows:
1) To discharge the functions of the administering authority for
the application of the Local Government Pension Scheme
regulations for the ITA.
2) To put in place and monitor the administration of contributions
and payments of benefits as required by the regulations, and the
proper management and investment of monies held for the
purpose of paying benefits.
3) To determine and review the provision of resources made
available for the discharge of the function of administering
authority.
4) To monitor compliance with legislation and best practice.
5) To determine and recommend investment policy:
a) benchmark (medium-term)
b) tactical (quarterly).
6) To monitor the implementation of investment policy.
7) To appoint committee advisors.
8) To review strategic investment opportunities.
9) To monitor investment management arrangements.
10) To appoint and dismiss external investment managers.
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Senior officers of the ITA

Oversight of the arrangements

Mercer Human
Resource Consulting

Actuarial matters

As required

Selection of investment managers,
policy and investment matters
relative to liabilities

Wolverhampton City
Council (officers of the
West Midlands Pension
Fund)

General investment advice,
oversight of cashflows and pension
arrangements

Other specialist advisors are used as and when needed.
ROLE OF ITA MEMBERS
The ITA is responsible for administering and discharging the
functions as administering authority for the West Midlands
Integrated Transport Authority Pension Fund. In addition to
discharging the administration of benefits, recording of
contributions etc, the ITA is also responsible for the investment of
the Fund monies.
Investments are a special area for members to consider as it is
different to normal ITA business.
When considering the advice and determining investment policy,
members are effectively acting as trustees and as such need to
understand the special obligations placed upon trustees. These
responsibilities are additional to those carried out as an elected
member of a local authority. Members’ duties as trustees are to
manage the Fund in accordance with the regulations and to do so
prudently and impartially on behalf of all the beneficiaries. This
sometimes means that they may have to make decisions that in
other political circumstances they may choose not to make.
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The overriding consideration for them as trustees, however, has to
be for the benefit of the Fund and its contributors and beneficiaries.
The advice of the Fund’s advisors is very important in discharging
this responsibility. Trustees can delegate some of their powers but
not the responsibilities that go with them. They are not expected to
be qualified to give investment advice or to initiate investment
policy. They must be aware of what is proposed by their advisors,
and be sure that it is relevant to the needs of the Fund and within
their powers.
In practice, trustees typically discharge their duty by ensuring that
they have a systematic and clear way of agreeing their investment
policy with managers and advisors they employ. Testing adherence
to policy on a regular basis is essential. These requirements will
consist of meetings and regular written reports with professional
advisors whose skills and judgements can be relied upon. So far as
the Fund is concerned, the advice is provided mainly by officers and
the advisers listed earlier.
In addition to the setting of policy and investment parameters for
the Fund, there should be a formal meeting each year at which the
investment returns are reviewed. There might well be other formal
meetings of trustees to which managers make a brief report, or
supplement their written material.
The following are extracts from leading court judgements made
about the role of trustees. These extracts stress the independent
fiduciary duty required of a trustee and the requirement to put the
needs of the beneficiaries first at all times. These comments apply to
all trustees, including members, involved in pensions work.
THE DUTY OF TRUSTEES
The duty of the trustees is to exercise their powers in the best
interests of the present and future beneficiaries of the trust. Holding
the scales impartially between different classes of beneficiaries is
paramount. They must, of course, obey the law but subject to that
they must put the interests of their beneficiaries first.
When the purpose of the trust is to provide financial benefits for
the beneficiaries, the best interests of the beneficiaries are normally
their best financial interests. In the case of a power of investment,
the power must be exercised so as to yield the best return for the
beneficiaries, judged in relation to the risks of the investment in
question and the prospect of the yield of income and capital
appreciation, both have to be considered in judging the return from
the investment.

STANDARD REQUIRED OF A TRUSTEE
The standard required of a trustee in exercising his powers of
investment is that he must take such care as an ordinary prudent
man would take if he were minded to make an investment for the
benefit of other people for whom he felt morally bound to provide.
That duty includes the duty to seek advice on matters which the
trustees do not understand, such as the making of investments, and
on receiving that advice to act with the same degree of prudence.
This requirement is not discharged merely by showing that the
trustee has acted in good faith and with sincerity. Honesty and
sincerity are not the same as prudence and reasonableness.
Accordingly, although a trustee who takes advice on investments is
not bound to accept and act upon the advice, unless in addition to
being sincere he/she is acting as an ordinary prudent person would
act.
VIEW OF THE SECRETARY OF STATE
The Secretary of State for the Environment has previously indicated
that administering authorities should pay due regard to the principle
contained in Roberts v Hopwood in exercising their duties and
powers under the regulations governing the investment and
management of funds. In that case, Lord Atkinson said:
“A body charged with the administration for definite purposes
of funds contributed in whole or in part by persons other than
members of that body owes, in my view, a duty to those latter
persons to conduct that administration in a fairly businesslike
manner with reasonable care, skill and caution, and with a due
and alert regard to the interest of those contributors who are
not members of the body. Towards these latter persons, the
body stands somewhat in the position of trustees or managers
of others.”
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MEMBER TRAINING
Member training is recognised as important, and a range of measures are in place to equip members to undertake their role.
The outlined training scheme is pictured below.

PENSIONS COMMITTEE
Area

Reports

Presentation



Occasionally




Occasionally

iii) Corporate governance

Occasionally

Occasionally

iv) Economies

Occasionally

Occasionally

Investment governance

Conferences/
Seminars

Background
Reading

LAPFF December
Conference



Investments:
i) Strategies
ii) Asset use



Pensions administration
Role of members
Notes
1. Committee members are encouraged to attend LAPFF (Local
Authority Pension Fund Forum) Conference, other training
seminars.
2. Members are encouraged to attend LAPFF meetings.
3. Each Committee aims to have at least one presentation
reviewing managers in rotation, one reviewing corporate
governance and one reviewing a topical investment issue.

The objective of the training scheme is to ensure, on a rolling basis,
established and new members of the Committee receive access to
information, training and advice in order to fully discharge the role
they have as trustees. The arrangements have regard to the
requirements set out by CIPFA, in respect of pension knowledge and
understanding for members and officers. The objective is to ensure
those annuities with the LGPS discharge their responsibilities.
ORIGINS OF THE FUND AND RESPONSIBILITIES
Following the 1974 reorganisation, all West Midlands council
employees were members of the West Midlands County Council
Superannuation Fund with the county council as administering body.
The 1986 reorganisation led to Wolverhampton Council becoming
the administering body for the Fund (now known as the West
Midlands Pension Fund - WMPF). This included the local government
employees in the West Midlands, PTE staff and the then West
Midlands bus company which was a public sector company. In 1991,
West Midlands Travel Ltd became a private sector company which,
because of the potential US withholding tax implications for the
WMPF, led to the need for the Company’s membership of the WMPF
to cease. However, the then Secretary of State agreed to a new
administering authority for West Midlands Travel being created –
the WMPTA Fund (subsequently renamed the WMITA Fund).
Bus company employees were transferred to this pension fund but
no new employees of the company are admitted, and all other
employees of the councils remain in the WMMAPF. This is a unique
arrangement in the country.
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4. There is a website for members to access as a data source for
them.
5. The roles and responsibilities of members are presented
periodically to all members.

The PTA/ITA Fund has subsequently entered into an admission
agreement with the Preston Bus Ltd when a similar problem arose in
that local area. The Preston Bus Ltd has since moved to only having
deferred beneficiaries and pensioner members.
The LGPS regulations set out the responsibilities of the key parties
which are summarised below. Further details are available on the
Fund's website where operational and management arrangements
are set out.
Administration of the Fund
Wolverhampton City Council, through the WMPF, on behalf of the
administering authority (the ITA), carries out the administration
function on an agency basis. The City Council carries out the
following functions:
– Collects employer and employee contributions.
– Invests surplus monies in accordance with the regulations and
agreed strategy.
– Ensures that cash is available to meet liabilities as and when
they fall due.
– Manages the valuation process in consultation with the Fund's
actuary.
– Prepares and maintains an FSS (Funding Strategy Statement)
and an SIP (Statement of Investment Principles), both after
consultation with interested parties.
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– Monitors all aspects of the Fund's activities and funding.
– Receives contributions from employees' pay.
– Pays all contributions as determined by the actuary, promptly by
the due date.
– Exercises discretions agreed by the ITA within the regulatory
framework.
– Collects additional contributions in accordance with agreed
arrangements in respect of, for example, early retirement funding
strain.
– Notifies the administering authority promptly of all changes to
membership, or as may be proposed, which affect future funding.
– Discharges the responsibility for compensatory added years
which the Fund (Wolverhampton City Council) pays on behalf of
the ITA. The ITA is subsequently recharged for these appropriate
amounts.
The Fund's actuary:
– Prepares valuations including the setting of employers'
contribution rates after agreeing assumptions with the
administering authority and having regard to the FSS.
– Sets employers’ contribution rates in order to secure the Fund's
solvency having regard to the aims of maintaining contribution
rates that are as constant as possible.
– Prepares advice and calculations in connection with bulk transfers
and individual benefit-related matters.
Provision of Information to Interested Parties
Further details of the publications available in respect of the West
Midlands Passenger Integrated Authority Pension Fund are available
at the following address: wmpfonline.com/pta
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APPENDICES

West Midlands Integrated Transport Authority
(ITA) Pension Fund

West Midlands Integrated Transport Authority
(ITA) Pension Fund

Funding Strategy
Statement 2011

Statement of
Investment Principles

May 2011

May 2011

1 Funding Strategy
Statement

2 Statement of
Investment Principles

3 Communications
Policy Statement

To find out more about the West Midlands Integrated Transport Authority (ITA) or to access any of
these documents, please click on this link: http://www.wmpfonline.com/About+the+Fund/WMITA.htm
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