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It was extraordinary to be present at the LGC awards ceremony this year

to witness the Dyfed Fund receiving, for the 3rd year running, the award

for ‘Fund of the year-medium funds.’ Those in the industry genuinely

marvelled at the unprecedented achievement and there were very many

expressions of congratulations for the Funds success. The Fund was

described by the judges as ‘truly remarkable’ and ‘the benchmark

against which other funds of this size are judged’. This is very high

praise indeed. My thanks go to all concerned for their role in realising

this major achievement.

Mr Lindsay Tomlinson, Managing Director and Vice Chairman of BGI
Europe, and the Fund Manager for the Dyfed Fund, has also personal
reasons for celebration this year. He has been recognised for his major
contribution to the financial services industry, by the awarding of an OBE.
Many congratulations Lindsay for this well deserved honour.

Cllr. Sian Thomas has settled in extremely well during her first year as a
Pension Fund panel member. She has attended a number of training
events together with other panel members during the year and these have
helped to advance her knowledge and confidence. Mr Eric Lambert has
also fitted in very well with the team as our new independent adviser and
has contributed to many of the training sessions. We will be relying on his
expert guidance over the coming years, following the retirement of our
longstanding independent adviser, Mr Mike Kershaw.

Mike has worked very successfully with Eric over the last year and has been
a tremendous asset to the fund as its only independent adviser for over 
30 years. During that time he has been party to very many decisions which
have stood the fund in good stead and have been fundamental to the
success of the Dyfed Fund as it stands today. His skill in the investment
field is certainly beyond question. Mike has been a terrific servant of – and
added great value to - the Dyfed Fund, and on your behalf I wish him the
best of good health and fortune in his retirement. As Eric Lambert said
–‘we’ll nae see the like o’him agin’.

www.dyfedpensionfund.org.uk annual report and accounts 2004 - 2005

Cllr W.J.W.Evans
Chairman of the 
Pension Fund Panel

chairman’s foreword

01



annual report and accounts 2004 - 2005 www.dyfedpensionfund.org.uk

The approach to the Valuation was discussed personally with the
Unitary Authorities and all employers had an opportunity to give their
views through the statutory consultation undertaken on the Fund’s
Funding Strategy Statement (FSS). For example, the recovery period for
the pension fund deficit at the Valuation was extended from 15 to 20
years in an attempt to reduce the employers’ contribution rates. This
Statement includes a number of issues relating to the way in which the
Fund is administered, and the consultation exercise is the way that
employers can make their voice heard. Any future changes to the FSS
will be similarly circulated for comment.

Since the valuation was conducted however there have been major
movements in the Local Government Pension Scheme (LGPS) world. In
the last report we talked about the far reaching consultations then
taking place by the Office of the Deputy Prime Minister (ODPM) in an
attempt to make the LGPS sustainable in the longer term. As a result of
that consultation the ODPM published amending regulations, which
were laid before Parliament in December 2004 and came into effect on
1st April 2005.These included various proposals that reduced overall
costs to the Fund. The Valuation exercise assumed that the Fund would
see the benefits of these reduced costs.

Subsequent to those proposals and as a result of campaigning from the
Unions and MPs, the ODPM surprised us with the announcement of its
intention to retrospectively revoke those regulations at the earliest
opportunity. As part of this announcement the DPM created a tripartite
committee, chaired by himself, with representatives from the Trade
Unions and Local Government. This committee was to consider the
long term future of the LGPS on the basis of there being ‘nothing 
ruled in or ruled out’.

There will obviously be a cost to this revocation and at the present time
authorities are campaigning that this should not fall on employers
Revocation will also have an implication for the valuation results, and
options are being given to Administering Authorities regarding a way
forward on this. As far as the Dyfed Fund is concerned, as the
Administering Authority we have opted for analysing the cost of the
revocation without revising the Rates and Adjustment certificate and
therefore employers’ rates.

With the recent experience of looking in detail at liabilities, and with the
downturn in solvency levels at the last valuation, it was considered
appropriate to re-examine the Fund’s asset allocation strategy this year.
The purpose was to establish the optimum asset allocation in order to
both improve the solvency level of the Fund and to match liabilities
within a risk budget that was acceptable to the Panel. We would thus
aim to minimise employers’ contribution rates. At the time of writing,
this exercise is still ongoing and the Panel will be deliberating on this at
its September meeting. The timing of any changes to the asset
allocation will depend on their extent.

The past year has been a very eventful period so I will

attempt to do a whistle stop tour around the most

important of these events, leaving you to peruse the

report at leisure for further detail.

The Chairman has already mentioned the LGC award
and we included news of this accolade in our member
newsletter earlier in the year. I cannot fail to record in
this report however my own expression of delight on
hearing that the Fund had succeeded in maintaining 
its high standards again this year. I also must thank 
my staff, the Panel and advisers for contributing 
to this success.

I’m pleased to say that markets have been fairly strong
over the last year and continue to improve into the first
quarter of this year. Barclays Global Investors
outperformed the benchmark for the 5th year in
succession and more than achieved its target returns.
The Fund returned over 11% during the last year, with
its value standing at £846 million as at March 2005.In
the longer term, the Fund ranks highly over all
measurement periods and still holds the top position
over 10 years when compared to other Local Authority
Funds. Over the last year however the Fund ranks just
below the mid point, which is a direct result of the heavy
weighting in Index Linked Bonds.

The triennial Valuation of the Fund was undertaken by
our actuary as at March 2004. For the first time in many
years the Fund showed a deficit position, with the
exercise resulting in a solvency level of 88.5 %. This
was mainly to do with the poor markets between 2000
and 2002 and the increase in liabilities. The latter in
turn was essentially due both to increased longevity and
to the low bond yield causing a higher discounted
present value. This downturn in solvency had been
expected at the time of the last report and as predicted
this meant that employer contribution rates had to
increase from April 2005. The Fund however is still
significantly better placed than most other Local
Authority Funds.

introduction
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The Panel has agreed that there is need to develop a cohesive policy on
Corporate Governance and this will be something that it is likely to be
concentrating on after the above asset allocation exercise is complete. The
Fund is now a member of the Local Authority Pension Fund Forum
(LAPFF), a body of Local Authorities which employes the services of
Pensions and Investment Research Consultants Ltd (PIRC). PIRC is a
guardian of good corporate governance and shareholders responsibility 
in the UK. The benefits of this membership will be maximised over 
the coming months.

There have been a number of changes on the Administration front this
year, which you can read about in more detail within the report. These
include Appeals procedure changes and legislative changes in relation to
the Pensions Act 2004 and the Finance Act 2004. These, amongst other
things, require Annual Benefits Statements to be produced and Inland
Revenue changes to be applied from 2006. There has also been a Green
Paper re the longer term structure of the LGPS. Further consultation
exercises are anticipated during this year with expected dates of
application from 2006.

I would like to slow the pace down a little on this whistle stop tour to take
time to pay tribute to Mr Mike Kershaw, who will be retiring from this Fund
at 30th September. It has been one of my greatest privileges to work with
such a gentleman for the last 8 years – only a small proportion, I
appreciate, of the time that Mr Kershaw has given to this Fund. His
dedication and commitment to the Fund has been recognised over the
years and one of his greatest assets, aside from his tremendous investment
knowledge, has been his overriding common sense. His calm and
contemplative contribution will be sorely missed. On a personal level, his
patience with me when I was learning the craft of investment management
is very much appreciated. I wish him a very happy retirement and hope
that this will not be the last we see of him in this part of Wales.

I would also like to take this opportunity to thank my staff, the Panel 
and advisers for their continued goodwill during such a busy period and 
for maintaining such high standards for the Fund again this year. The
success of the Fund relies on such enthusiasm, for which we are all I’m
sure very grateful.

www.dyfedpensionfund.org.uk annual report and accounts 2004 - 2005

Mr Roger Jones
BSc Econ (Hons) CPFA,
Director of Resources
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corporate governance

Corporate Governance is the method by which a company is directed,

administered and controlled. The principal participants are the

shareholders, management and the board of directors but others also

include employees, suppliers, customers and regulators. The system of

corporate governance spells out the rules and procedures for making

decisions on corporate affairs, principally with the aim of motivating

individuals to make decisions in line with the overall corporate good. It

also provides the structure through which the company objectives are

set, as well as the means of attaining and monitoring the performance

of those objectives. The fundamental concern of corporate governance is

to ensure that conditions are such that directors and managers act in the

best interests of the firm and its shareholders and employees and to

ensure the means by which managers are held accountable for the use

of assets.

The Panel has deliberated on a number of aspects of Corporate
Governance over the years. The Fund’s voting policy was ahead of its time
and for many years was more aggressive than the Fund manager’s in many
categories. This requires the experience and knowledge to make
judgements on what is acceptable in today’s commercial environment,
which often involves a compromise between the ideal and what can be
achieved as practical. The voting policy has to be continually reviewed 
to push forward the frontiers of best practice and to keep companies 
on their toes.

Once a voting policy has been established, the Panel is obliged to monitor
the Fund Managers to ensure that they are complying with it. The Panel
receives quarterly reports on voting undertaken on the Fund’s behalf. But
there is a lot more to Corporate Governance than just voting. Good
corporate governance will tend to bring with it shareholder value, thus it is
important to ensure that companies’ structures are likely to maximise
returns. The Fund has to date made their views known to UK companies
through the Fund manager, who actively engages with companies on the
Fund’s behalf. 

The Fund sees that it has a responsibility that comes with its ownership of
company assets and views this engagement as a means of helping to
protect those assets. 

The Fund Manager will speak to the Board and examine the environment
in which it operates. This engagement can take many forms, is done in full
co-operation with the company and contentious issues are identified and
discussed. Often companies change their policies for the better on the
strength of these discussions alone, but where there is no resolution,
possibilities are then assessed regarding voting potential. Discussions take
place with Fund trustees, reference is made to any voting policy and a
decision is made on how to vote. Some Funds employ organisations
specifically to engage with companies on their behalf, to vote and to give
detailed reports on the extent and nature of the voting. 

The Government, following receipt of the Myners report on Institutional
Investment undertaken on behalf of the Treasury, emphasised its support

of the Institutional Shareholder Committee (ISC)
principles for engagement. The Fund will be required to
incorporate the ISC principles into manager mandates,
and should ensure that the managers are following an
appropriate Corporate Governance Strategy. The
Treasury are very supportive of Local Authorities in this
regard and it views them as leaders in this field.

In addition to the above there have recently been other
issues that have raised the profile of Corporate
Governance within this and other Funds. Generally
there is more public awareness of poor practice within
companies with reports often in the news on such
topics as Directors’ ‘fat cat’ remuneration or generous
incentive plans for senior executives. Also a company’s
Socially Responsible Investment policy will affect its
reputation and inappropriate business practices may
reduce sales and therefore shareholder value.  The
stakeholders in the Fund want to know that it is doing
all it can to curb such practices. Stakeholders also
sometimes enquire as to the Funds sustainability policy
and some are concerned about the Funds ‘Socially
Responsible Investment’ policy. The government has
insisted that there is a statement regarding the Fund’s
view on this within its Statement of Investment
Principles document (SIP). This can be accessed on
the Fund’s website.

With the convergence of so many influences, the Panel
has agreed that it will be working as soon as possible to
produce a cohesive Corporate Governance Policy for
the Fund. To facilitate this the Panel has this year
agreed to subscribe as a member of the Local Authority
Pension Fund Forum (LAPFF). This is a body of Local
Authorities that meets quarterly to discuss pertinent
issues of interest in the Local Authority Pension Fund
arena. It employs PIRC (Pensions Investment Research
Consultants Ltd.) to undertake research on Corporate
Governance and Shareholder issues and as a result has
built up a reputation for specialising in this field of work.
It is currently putting out best practice guidance on
considerations for quarterly Panel meetings. The Fund
will maximise the benefits that come from being part of
this organisation and will particularly be drawing on the
experience of other members in regard to the Corporate
Governance Policy. 

funding strategy statement (FSS)

During 2004/05, the Fund’s FSS has been finalised
following extensive consultation with employers and
advisers, including the actuary and Fund manager. The
final document can be accessed on the Fund’s website.
Consultation will take place on each revision of the
document, which will itself take place on every change

www.dyfedpensionfund.org.uk annual report and accounts 2004 - 2005 05

4



06



Market Value of the Fund 

(figures as at 31st March for each year )     

investment report
fund investment report

of policy. The Fund awaits potential changes to the regulations following the
tripartite committee set up by the Office of the Deputy Prime Minister
(ODPM), which may well require changes to be made to the FSS.

members training

This year a formal schedule of training for members of the Pension Fund
Panel was agreed following the Myners’ recommendations regarding this
issue. These required that Panel members should be sufficiently
knowledgeable on investment matters to be able to take investment
decisions on the Panel. The Employers Organisation together with BGI
devised a series of training programmes that were accepted by the Office
of the Deputy Prime Minister as attaining the required standard. All
members of the Panel, including the substitute member, now hold the
formal certificate issued by the Employers Organisation having undertaken 
this training. 

In addition to this, the schedule of training involved many other courses
and seminars which members have found invaluable. Various Panel
members will in addition be attending the LAPFF seminars and conference
with the aim of gaining experience of this important aspect of the role over
the forthcoming months, in line with the Panel’s intentions regarding the
Corporate Governance Policy.

valuation 2004

The triennial valuation of the Fund was undertaken by the Fund’s actuary
as at March 2004. The results were made available around the new year
and showed that the solvency level of the Fund had decreased from
106.7% at 2001 to 88.5 % at 2004. These results had assumed that the
reductions in costs initially implied by the regulations brought in for April
2005 were achieved. Mr Steve Jaquest, the Fund’s actuary talks in rather
more detail regarding this issue in his report within this document. 

The funding objective of the Fund is to reach a position where assets are
equal to 100% of the value of the projected accrued liabilities of the Fund.
The FSS says that the Fund’s funding plan is to achieve this position over
the next 20 years. Other assumptions are also discussed within the Fund’s
FSS as consulted upon. The revocation of the regulations by the Deputy
Prime Minister will obviously have an implication going forward and we also
await the outcome of current discussions regarding any further changes in
the pipeline.

review of the investment strategy

As discussed from different perspectives within this report, following the
valuation, the major piece of work undertaken by the Fund has been the
review of the Fund’s investment strategy. The valuation gives certain insight
into liabilities and the makeup of assets, and this prompts the Panel to
review whether the current asset structure is the optimum asset structure
to see through its funding strategy, as outlined in its FSS. At the time of
writing this is in the process of being evaluated but the final results are
likely to be deliberated at the Panel’s September meetings.

www.dyfedpensionfund.org.uk annual report and accounts 2004 - 2005

Liz Aitken
Chief Technical Officer

Holding   £’000 

1. BP  Plc 27,997

2. Glaxosmithkline 22,055

3. Vodafone Group PLC 20,600

4. HSBC  Holdings 19,802

5. Royal Bank of Scotland PLC 17,161   

6. Barclays PLC 12,505

7. HBOS  PLC 11,864   

8. Shell  PLC 11,582

9. BT PLC 7,587

10. British American Tobacco PLC 6,616

£’m
1987 196   
1988 167    
1989 212
1990 217      
1991 221 
1992 249      
1993 319     
1994 374
1995 375        
1996 453

£’m
1997 506
1998 637
1999 694   
2000 758
2001 716 
2002 723
2003 615        
2004 761 
2005 846  

Top Ten Equity Holdings as at 31st March 2005 
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lindsay tomlinson
managing director and vice chairman -
barclays global investors europe
Once again, I am delighted to hear that the Dyfed

Pension Fund was named Fund of the Year at the

recent Public Treasurer Awards. This is the third

consecutive year that the Pension Fund has won this

award, which is an achievement which I believe is

unprecedented. The Investment Panel should take

great credit for their successful stewardship of your

Fund and naturally I am very pleased that Barclays

Global Investors has contributed to the success of 

the Fund.

This year sees the retirement of the Panel's adviser,
Mike Kershaw, who has both wisely and calmly helped
successive Investment Panels for more than 30 years. 
I would like to congratulate Mike and wish him a long
and happy retirement. It has been a real pleasure to
work with him.

We very much look forward to working with the
Investment Panel and Mike's successor, Eric Lambert.
We appreciate the confidences you have placed in us.
As ever, there will be many challenges to overcome but
we are committed to contributing to the Fund's 
ongoing success.

Lindsay Tomlinson
Managing Director
Vice-Chairman BGI Europe
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So, whilst equity investments remain the single most important asset
class for both private and public sector schemes (albeit playing an
increasingly diminished role in the private sector), bond allocations
have risen, particularly in the private sector, where bonds are seen as a
low risk, liability matching, asset class. Bond allocations have risen 
from 15% to 19% in the LGPS, but have risen from 13% to 25% of 
All Schemes.

Property has remained a relatively small proportion of invested funds,
remaining in a range of 5-7% of all assets. The WM numbers also draw
out some interesting insight into the type of equity and bond investment
made by pension funds. 

Both LGPS and private sector schemes have increased their
investments in overseas equities at the expense of UK equities.  This
has been the result of the increasing concentration of the UK equity
market in a small number of stocks. In order to diversify their
investments across a greater number of companies, overseas equity
exposure has risen from 28% to 42% of total equity exposure in LGPS,
and from 31% to 45% in ‘All Schemes’. The US equity market has been
the primary beneficiary of this process.

Within bond allocations, whilst the overall allocation has risen (a little) in
LGPS, it has increased primarily in sterling denominated fixed income
bonds. This reflects the fact that actuaries value liabilities using sterling
bond yields, so an asset allocation to this asset class can be assumed
to reduce risk. The growing depth and liquidity of the sterling corporate
bond market has increased the opportunity to increase the returns in
UK bonds too. 

andrew wealls
client director for the dyfed pension fund
and head of local government client team

Every three years, your managing authority,

Carmarthenshire County Council, are obliged by law to

undertake a valuation exercise for your fund, to

ensure that the contributions made by employees and

employers, combined with the investment returns of

your fund are sufficient to meet the pension and

benefit promises that have been made.

The triennial valuation is an appropriate time for
managing authorities to formally review their investment
strategy, assess likely risks and returns of the
investments in which they invest and consider
alternative strategies and investments. We have been
working with Carmarthenshire County Council and
Mercer, their actuaries, to contribute to this strategy
review, following the England and Wales triennial
valuation of March 2004. At the time of writing, the
result of this process is yet to be finalised, but it does
give us the opportunity to look at how investment
strategy has been evolving over the last decade, 
and compare how Local Government Pension 
Scheme strategies have differed from their private
sector counterparts.

Given the third annual accolade of the Local
Government Chronical Fund of the Year Award
(Medium Funds) awarded to the Dyfed Pension Fund,
it is interesting to look at your choice of strategy
compared to your peers, and to understand what has
driven contribution to this tremendous success.

We are grateful to the WM Company Performance
Service, which monitors the investment strategy of
public and private sector funded defined benefit
schemes. Their 2005 survey shows that the vast
majority of the assets of both public and private sector
schemes have been and remain invested in UK and
overseas equities. However, bearing in mind that many
private sector schemes are now closed to new
members, they are considerably more mature and
therefore averse to risk. Unsurprisingly their total
allocation to equities has fallen from 76% to 64% over
the last ten years, whilst, on average, LGPS Funds’
equity holdings have only fallen slightly from 74% to
69% of their total investments. As a long-term, open,
statutory scheme, the LGPS is better able to weather
the risk of equities to earn the higher expected return
associated with this asset class.

investment report
fund manager’s report 1st april 2004 - 31st march 2005

annual report and accounts 2004 - 2005 www.dyfedpensionfund.org.uk

The chart below shows the evolution of total equity, bond and property
investments for LGPS and all public and private sector schemes (as
represented by the WM All Schemes Universe);
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Andrew Wealls
Client Director for the
Dyfed Pension Fund and
Head of Local Government
Client Team

Compared to the average public sector scheme, your fund has had a lower
total exposure to equities. Within your equity exposure (of 65%)
approximately a third of that has been invested overseas (compared to the
LGPS average of 42% invested overseas). Your fund has had a 34%
allocation to bonds (against an average LGPS allocation of only 19%), with
a very significant part of your allocation to index linked bonds. Your fund
has not had any allocation to property, whilst the LGPS average exposure
was 7% in 2005.

Over the last three years (to March 2005), UK Equities outperformed most
overseas markets, so your greater exposure to the UK equity market was a
positive contributor to your return. Bonds outperformed equities too, so the
fact that your fund had more bonds than the average was great as well,
and, even better, index linked bonds beat fixed income bonds too. And
your fund had most of your bond assets in index-linked bonds. Indeed,
even though property did well, over the last three years, average returns
have lagged index-linked gilts.

So your asset allocation has beaten that of your peer group handsomely.
But the good news doesn’t stop there. Your investment managers have
successfully managed the portfolio of assets to add more return for your
fund. Last year (to end March 2005) we added an additional 0.3% of return
versus your benchmark, and over the three-year period to March 2005, we
added 1.2% per annum. That amounts to about £9 million every year for
the last three years.

The challenge now is to maintain this excellent
performance. No one knows whether equities will
outperform bonds over the next three years, or whether
property or hedge funds will be the asset class of the
decade. We can make an educated judgement, and
think about the risks associated with these investments
but no one has a crystal ball. However, as your asset
managers, we remain confident that there is considered
process to ensure that your fund has the opportunity to
generate solid returns, without taking excessive risk,
and that we, as your managers continue to invest in
research to give the best possible probability that our
robust performance continues. And (fingers crossed!),
the opportunity remains for the Dyfed Pension fund to
continue to be ‘award winning’!

investment report
fund manager’s report 1st april 2004 - 31st march 2005

www.dyfedpensionfund.org.uk annual report and accounts 2004 - 2005

So, how does the Dyfed Pension Scheme allocation look in the context of 
other Local Government Pension Funds? The bar chart below shows your
fund’s allocation in 2005, compared to the WM Local Authority Universe;
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local authority funds

In the year to March 2005, the average local authority pension fund

posted a return of 11.7%. Most funds achieved a return of between 9%

and 13%, a tighter than average range, brought about by the confluence

of returns across the major asset classes.

Real assets (equities and Property) produced the best returns with
monetary assets positive, but more pedestrian.

There continued to be strong positive cashflow into the Universe with the
vast majority of funds being cashflow positive.

Local authority funds remain heavily equity oriented, now holding almost
70% of assets as equities although there is a marked trend to reduce the
domestic bias – the UK:International split is now 58:42 from 72:28 a
decade ago.

Despite two very strong years, short and medium term performance
remains well below both price and wage inflation.

Longer term performance is better, and at almost 8%p.a. over ten years,
represents a return some 5% ahead of inflation and broadly in line with
long term assumptions. 

What this tells us is that the issues facing pension funds in the UK are less
to do with poor asset performance than they are the increased cost of
funding liabilities – due both to the longer expected lifespan of members
and the additional value placed on the liabilities which has increased due
to the current low yield on bonds.

dyfed pension fund
returns

For the fifth successive year the Fund has outperformed its benchmark.
The principal reason for this outperformance is selection of investments, an
area where BGI continue to demonstrate skill. The Fund is currently closely
aligned with the mix of assets prescribed in the benchmark. The Fund
exceeds its benchmark in each of the latest 3, 5 and 10 year ‘annualised’
periods and the asset manager is currently beating the target. Compared
with other local authority funds, the Fund ranks just below the mid point in
the latest year, a direct result of the bigger commitment to index-linked
gilts. Longer term, the Fund ranks highly over all measurement periods and
continues to hold top spot in the survey over ten years.

risk

A fund can only add value by deviating from the benchmark position. Doing
this generates volatility, or risk. The holy grail of active fund management is
to convert this risk into value added, or alpha. The measure typically used
to concisely describe this conversion is the ‘information ratio’ (relative
return divided by relative risk). BGI demonstrate an ability to efficiently
manage this conversion and their information ratio, currently at 1, is by any
measure, extremely good. The Fund’s level of risk, relative to benchmark,
is about average and is broadly appropriate in terms of offering the
potential to add value in the form of the targeted 0.7%p.a.

www.dyfedpensionfund.org.uk annual report and accounts 2004 - 2005

investment report
report on performance and risk the wm company

David Cullinan
Head of Product
Development WM Company
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UK pension funds, such as the LGPS, have been enduring tough times.

The increased life expectancy of current and future pensioners, pension

fund maturity, the equity bear market of March 2000–March 2002

coupled with the move to valuing assets at market value (previously

smoothed) and historically very low bond yields, which are used to value

the liabilities, have all caused financial strain.  This is in evidence

everywhere with lower solvency levels (ratio of the value of assets to the

value of liabilities) and rising employer contribution rates. The private

sector, with FRS 17 accounting regulations and employer insolvency,

has even more and greater problems resulting in many funds closing to

new entrants and sometimes also closing to new benefit accrual.  Private

sector problems have led to the setting up of the new, more powerful

Pensions Regulator and the Pension Protection Fund (PPF). No matter

which way you look at it, the cost of pension schemes has risen, as 

have the risks.

This, then, is the sober backdrop to the Dyfed pension fund reviewing its
asset strategy. The review is well timed as the March 2004 triennial
actuarial valuation provides up-to-date information on the profile of the
liabilities as well as the current solvency level and sets the employer
contribution rates for subsequent years.

The Panel asked Mercers, one of the leading UK actuarial and investment
consultancies to conduct an initial analysis within a specified framework.
While much of the work is highly technical it is (just) possible to give a
summary of the approach.  First, an asset strategy is established which
would minimise the risk around the fund’s objectives, which are broadly

• To ensure that the assets of the fund meet its liabilities on an ongoing 
basis (i.e. 100% solvency)

• To minimise the employers’ contribution rate within accepted volatility.

This minimum risk asset strategy is likely to be a mixture of conventional
and index-linked gilts.  The fund does not simply invest the assets in the
minimum risk strategy because of cost. The returns of the fund would be
considerably lower assuming, as is reasonable, that equities outperform
bonds in the long term. So the solvency would be much lower and the
employer contribution would be considerably higher. Rather the Panel will
anticipate continuing with significant equity exposure and evaluate the
resulting return – and risk – trade-off using the minimum risk strategy 
as a benchmark.

Concurrently the Panel and officers have been engaged in a series of
training sessions on the wider range of assets which pension funds can
invest in – the so-called Alternative Investments. This umbrella term
includes property, private equity and absolute return strategies (hedge
funds).  No stone is being left unturned in an effort to maintain the fund’s
investment success.

The Panel will be setting the strategy in the coming months and this will be
communicated to you in subsequent Reviews.

www.dyfedpensionfund.org.uk annual report and accounts 2004 - 2005

Eric Lambert
Independent Adviser and 
Head of Research and
Consultancy WM Company

investment report
independent adviser’s report
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As this is my last contribution to this document I assume that 

it would not be unreasonable for readers to expect some “pearls 

of wisdom” resulting from my 40 years of investment

management experience.

Unfortunately, when advising private investors, with statements such as “if
something appears to be too good to be true, then it probably is” there are
no immutable truths when dealing with institutional investments. However,
there are a few observations that can be made, some of which may be
deemed more cynical than others. An example of which is the statement
“never trust politicians with economies”, to the more obvious conclusions
that can be drawn from merely observing how markets act, such as the
statement that markets always go further in each direction than could be
rationally expected.

What I would like to comment on, however is the style that has been
adopted through the years by the Dyfed Pension Fund, which may sound
like blowing ones own trumpet, but then there are two major items that I
would refer to during the period both of which stem from our attitude to
doing what WE want to do and not being influenced by fashions or other
external influences. The first of these is the fact that we were very early to
adopt an asset/liability profile that related to our own liabilities rather than
that of a “peer group”. This resulted in our particularly large holding of
“index-linked gilts” which has been a particularly successful investment.
The second item is to mention that we have stayed with a single asset
manager over the whole period of my involvement when there have been
pressures and fashions to have a multi manager arrangement or, indeed,
in some funds to have internal investment managers, both of which would
have been both more expensive and time-consuming. Our logic for this has
been that if there is an under performance problem in one area a
competent global asset manager probably has the capacity to “fix” the
problem, as it is very much in their interest so to do. The conclusion of this,
then, is to emphasise the importance of not being influenced by factors,
fads or fashions of the moment when it can be far more effective to pursue
a ‘bespoke’ arrangement.

My current investment view (July 2005) is that equities are cheap versus
bonds, on a global basis, and that long-term interest rates have been driven
down to unsustainable levels by institutional demand. A situation in which
a French government can borrow at 4% for 50 years is most unusual!

My final comment has to be that over the years the Dyfed Pension Fund
has been blessed not only by good chairmen and panel members, but by
effective officers both at the senior, i.e. Treasurer, level, but also particularly
by “hands on” officers within the authority, who have found a particular
interest and dedication to the benefit of the current and 
future pensioners.
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Independent Adviser
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introduction

The Pension Fund is governed by Regulations made by the Office of the

Deputy Prime Minister (ODPM). Under the provisions of the Local

Government Pension Scheme (Local Government Reorganisation in

Wales) Regulations 1995, the administering authority function was

transferred to Carmarthenshire County Council. Employee contributions

and benefits payable are set out by Regulation. Employer contributions

are actuarially assessed at each valuation and areas of discretion 

are subject to local policies determined by each participating 

Fund Employer

principal benefits

• Inflation proofed Pension and Tax Free Cash Lump Sum at retirement;

• Enhanced Pension and Enhanced Tax Free Cash Lump Sum on ill-
health retirement with more than 5 years service;

• Death-in-Service - a Tax Free Cash Lump Sum of twice the annual 
salary payable to the estate. In addition, Spouse's and Dependents 
benefits are payable;

• Death after retirement - Spouse's Pension, Dependents Pensions and 
in certain cases a Lump Sum Death Grant

• Transfer of Pension Rights to either a new employers approved scheme
or to an approved personal pension plan;

• Employees who leave with more than 3 months service ( or less than 3 
months service where a transfer payment has been received ) are 
entitled to a Preserved Inflation Proofed Pension and Tax Free Lump 
Sum payable at the latest at normal retirement age;

• Additional contributions may be paid to increase pension benefits in 
certain circumstances.

pensions increase

Pensions are increased annually under the Pensions Increase Act as
prescribed by Social Security legislation in line with the upgrading of
various state benefits. This year, pensions were increased from 11th April,
2005 by 3.1% and represents the percentage rise in the Retail Price Index
(RPI) for the 12 month period to September, 2004. Pensions Increase 
is normally paid to pensioners who are aged 55 or over or at any age 
if termination was due to permanent ill-health or receive a 
spouse's/child's pension.

pensions for councillors

The Office of the Deputy Prime Minister (ODPM) issued
regulations - The Local Government Pension Scheme
and Discretionary Compensation (Members of County
and County Borough Councils in Wales) Regulations
2004 - which came into force on 10th June,2004.
These Regulations paved the way for eligible councillors
to participate in the LGPS. The (WIRP) Welsh
Independent Remuneration Panel (as set up by the
Assembly) presented its report in March 2005 and
recommended that: "All current and future elected
members of county and county borough councils,
including elected mayors, who are in receipt of basic,
and, where appropriate, special responsibility
allowances, should be deemed "eligible councillors" for
the purposes of determining their entitlement to
pensions." As a result, Unitary Authorities in Wales were
then able to consider the matter and whether to adopt
the recommendations as presented. Currently, there are
no proposals by either the Assembly or ODPM to revisit
the Regulations as laid and the retrospective period of
potential Scheme membership between the date an
authority determined its policy in this area and the 
10th June, 2004 

Elected members under the age of 70 can join the
LGPS by submission of an election. Benefits are based
on Career Average Pay as opposed to Final Salary and
Councillors up to Age 70 can participate. The
Contributions rate will be 6%, with the employer rate as
set for the respective employing authority. A guide to the
LGPS for eligible councillors was posted and is available
on the Dyfed Pension Fund Website. 
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legislative amendments to the LGPS

During 2004, the Government published details of the second phase of its
review of the LGPS. Changes in Scheme rules ( the Local Government

Pension Scheme (Amendment) (No 2) Regulations 2004) came into force
on 1st April, 2005  and can be summarised as follows:

• Increasing the earliest age at which LGPS benefits may be paid (other 
than on the grounds of ill-health)  from 50 to 55. Protection was afforded
to Scheme members who attained age 50 by the 31st 
March, 2005

• Remove the "85 year rule" from the LGPS in respect of membership 
after 31st March, 2005. Protection was afforded to individuals who 
would attain both age 60 by 31st March, 2013 and meet the "85 year 
rule" at the date of retirement.

However, following the Deputy Prime Minister's announcement on the 18th
March, 2005, amending regulations were laid before Parliament on the
14th July, 2005 revoking the changes introduced from 1st April. Although
the Local Government Pension Scheme ( Amendment ) Regulations 2005
came into force on 3rd August, 2005, they are backdated to 1st April and
apart from some minor technical changes, the LGPS Amendment No 2
Regulations are fully revoked. As a result, the "Rule of 85" provisions are
the same as before for all members and all service, the minimum
retirement age (apart from ill-health) is still 50. The new regulations also
provide administering authorities the power to undertake an interim
valuation exercise as at 31st March, 2005 in order to obtain a revised rates
and adjustments certificate. Discussions have taken place with our Fund
actuary and a decision has been made to await further consultation
exercises anticipated later this year.

appeals procedure

From 1st June,2004 the LGPS Internal Dispute Resolution Procedures
were amended. A 2 stage approach was retained with stage 1 of the
procedure being heard by a person specified by the body that took the
initial pension decision. In many cases this will be the Employer's
responsibility. Where the initial decision was taken by the Administering
Authority, it had been determined that this stage be undertaken by the
authority's Exchequer Services Manager. To introduce a degree of
independence to this stage, reciprocal arrangements were agreed with
those bodies administering the Pension Funds for Cardiff, Powys and
Swansea. Documents for each case lodged are additionally forwarded for
review by the Pensions Officer of 1 of those bodies who would present an
independent review/recommendation. This would assist the nominated
person at employer level, but ultimately, responsibility for the final decision
rests with the employer. 

Responsibility for stage 2 of the procedure rests with the administering
authority. As a result, the authority has determined that its Monitoring
Officer/Head of Legal Services will undertake that function. To assist on
technical or detailed regulatory matters, again reciprocal arrangements
have been agreed between the Pension Authorities within the South and
Mid Wales Pension Officer Group should independent advice be required.

poposed changes to the LGPS

In November 2004, the ODPM issued a "Green Paper"
i.e a consultation document containing proposals for
the long term structure of the LGPS. It aims to
modernise the pension scheme so that it better meets
the needs of the current local government workforce.
Some of the issues under consideration include:

• Partner's pensions
• Flexible retirement options
• Improved death in service benefits
• Lower contribution rates for the lower paid 

Government Ministers have expressed their
commitment to retaining a defined benefit: final salary
arrangement which is relevant to the local government
workforce, provided that it remains both affordable and
sustainable to Scheme members, employers and tax
payers. The Green Paper document can be viewed from
the Fund Website - under "What's New". 
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your pension section

Pensions is an area which now demands headline news under a range
of reporting media so each year seems to be an incredibly busy one with
no likelihood of change. Locally 2004 was no exception which started
with the formal launch of the Fund Website. Not only has the feedback
been positive and supported by the number of "hits" the site has taken,
but it has continuously been updated and provides a significant
communication tool that assist with one mechanism of quickly advising
all stakeholders of changes and provides scope for more detailed
updates than conventional communication avenues. 2004 was also the
year when the tri-ennial valuation exercise had to be undertaken ending
with the formal report and certificate which sets out the level of
contributions due from each participating employer for the period April
2005 to March 2008. Some breathing space would then have assisted
to take stock, but this was never meant to be for as outlined in last
year's report, legislative changes introduced from 1st April, 2004
required that each active (current contributor) scheme member and
each deferred member (an individual who has left with a future benefit
entitlement) must receive a benefit statement showing the value of
benefit as at 31st March 2004, projected benefits to retirement age and
the current value of death in service benefits. Such statements must
also now be issued on an annual basis. This exercise immediately
followed the closure of the valuation exercise, with statements issued to
individual home addresses on a rolling period from October 2004 until
January, 2005. Accurate maintenance of individual's membership data
has been a long held priority of the Fund and this served well this
exercise. Pensions Administration is dependent on accurate and timely
data provision from each employer on pensionable pay and service
details and the benefit statement production exercise was carried out in
conjunction with the major employers for dealing with generated
queries.Recognising increased membership volumes over a number of
years, the impact of amending legislation both presented to April 2004
and those anticipated in the near future led to a review of Pensions
Administration. A revised structure which further addresses service
delivery needs was introduced during 2004.

Additionally, the section participated in the Audit Commission's National
Fraud Initiative exercise, where pension data is submitted and shared
with other public bodies to ensure :

• the best use of public funds
• no pension is paid to a person who has deceased, and
• occupational pension income is declared by Housing 

Benefit claimants

We resurrected the "Life Certificate" exercise, particularly aimed at
pension payments paid by cheque and through the FRS17 exercise
ensured that each employer who had to comply with these accounting
requirements received their results and disclosure by given their given
accounts closure timescales.

additional legislative changes

Whilst it is recognised that the LGPS is "ahead of the
game" in many areas, the Pensions Act 2004, Finance
Act 2004 and Age Discrimination legislation due by
October 2006 are anticipated to impact on our Scheme.
Greater detail is anticipated with appropriate
consultation exercises will be undertaken during 2005.
Aspects are also being considered by the "tripartite"
committee mentioned above but some issues that could
impact include:

Pensions Act 2004

• Whistle blowing
• Compulsory consultation on Scheme changes 

by employers
• Access to greater pensions information and advice
• Production of Combined Annual Benefit Statements 

to include State Benefit projections
• A single stage Internal Dispute Resolution 

Procedure

Finance Act 2004

This leads from Inland Revenue changes previously
confirmed to apply from April 2006 and include

• A Lifetime Allowance set at £1.5m for 2006 
increasing in stages to £1.8m by 2010

• An Annual Allowance set at £215,000 for 2006

Further aspects which will be subject to consultation
and when they could apply to the LGPS (either from
2006 or the date of any new Scheme -  in 2008)
include:

• Flexible Retirement options
• Lump sum payments of up to 25% of the value of 

the individual's Lifetime Allowance 

Age Discrimination Legislation

• Introduces the concept of a default retirement age
• A Scheme Normal Retirement Age
• Flexible Retirement Options
• Impacts on current Compensation Legislation
• Could require a fundamental review and changes to 

employers early retirement policies

Again the devil will be in the detail and must await the
consultation documents to see how, when and what
proposals are presented for impact on the LGPS 
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A schedule of employers (as at 31st March,2005) who either participate or
have a relationship with the Dyfed Pension Fund is attached to the
Statement of Accounts. On 31st March,2005 staff of the Dyfed Powys
Magistrates Courts Committee transferred to the Department for
Constitutional Affairs and will participate in the Principal Civil Service
Pension Scheme. Volumes of members within the Fund are as follows:

In addition to our primary role of administering local government pensions,
the Pensions Section provides by agreement similar services to the Chief
Constable and Chief Fire Officer administering the Police and Firemen's
Pension Schemes. Pensioner Payroll services provided by the Unit include
the pension payments of Local Government and Fire Pensioners together
with those arising from awards to Prematurely Retired Teachers, Gratuity
and Injury award payments.

looking forward

As outlined earlier, specific changes were introduced to the Scheme rules
from April 2005 notwithstanding the notice given that these will be subject
to retrospective amendments. Further consultation exercises are
anticipated during the year with expected dates of application starting from
April 2006. Training continues to hold high priority where previous reports
recorded staff success with professional Foundation and Diploma awards.
Two more staff are following the Foundation level and this not only
enhances the individual's and Sections capability but locally aids with our
own internal training and staff development programmes. Training has also
been presented to employers where the focus to date has been geared to
the small scheme member employer. During 2005/06 the focus will turn to
training, refresher or other needs of the larger participating employers.
Communication demands are expected to increase and the earlier
development of our website will assist in enhancing the services offered in
this area. We are also investigating the scope and potential with colleague
local government pension authorities in Wales to consider how we can

develop and share best practice on communication and
other fronts. The Annual Benefit Statement exercise will
again shortly be upon us and with the anticipated
consultation exercises and legislative amendments will
ensure that this year will be no different in being a
challenging and busy year. It is timely therefore for me
to record my thanks to all staff involved in scheme
administration for their dedication and capacity to
handle change ensures that we have a strong base to
build upon and move the service forward for all
stakeholders benefit.  
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Exchequer Services
Manager
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29th April           2005

27th May           2005

30th June          2005

29th July            2005

31st August       2005

30th September 2005

28th October     2005

30th November   2005

23rd December   2005

27th January 2006

24th February     2006

31st March         2006

Local Government pensioner pay dates for 2004/05 are as follows:
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Membership Statistics 31.03.04 31.03.05

Contributors 15,388 16,410
Deferred Pensioners/Undecided Withdrawals 6,660 7,202
Pensioners 7,052 7,227
Total 29,100 30,839
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Stephen Jaquest
Actuary - Mercer Human Resource
Consulting Limited

actuarial update

The financial position of the Dyfed Pension Fund is monitored regularly

and a full actuarial valuation is carried out by the Fund Actuary (Mercer

Human Resource Consulting Limited) at least every three years.  These

valuations look at the extent to which the value of members’ accrued

benefits is covered by the Fund’s assets, allowing for assumed future

increases in salaries and pensions and investment returns.  In the light

of this assessment, the Fund and the Actuary consider how much money

needs to be paid in to the Fund to meet likely future benefits obligations.

The most recent valuation of the Fund had an effective date of 31 March
2004 and, for the first time in many years, this disclosed a deficit position
(i.e. the assets held by the Fund were insufficient to cover the value of the
Fund’s liabilities in respect of benefits accrued to date). The deterioration
in the funding position was not unexpected and arose mainly as a result of
poor investment returns (due to falling equity markets) during the period
since the previous valuation.

Although the deficit position does, of course, need to be addressed, it
should be remembered that the Dyfed Fund is still one of the best funded
local government pension funds in the country.  The Fund is a long-term
commitment, with some benefits only projected to be payable 30 or 40
years in the future, and its benefits are guaranteed by law, meaning that
there is no need for “knee jerk” reactions. 

The Fund and its Actuary have spent a considerable amount of time
deciding how best to correct the deficit position.  These discussions have
been helped by the preparation of a new document required by the Local
Government Pension Scheme (LGPS) Regulations – the Funding Strategy
Statement. This document sets out the Fund’s long term view on funding
its liabilities, including the time period over which deficits should be
recovered and all Fund employers have been consulted on its content.

The outcome of these deliberations is that the deficit identified is to be
recovered by additional employer contributions for a period of 20 years.
This is a longer period than previously adopted, so helping to keep
contribution increases under control.  Nevertheless, the outcome is
significantly higher contribution rates for most Fund employers, effective
from April 2005.  The funding position will continue to be monitored 
at regular intervals in the future and appropriate action will be taken 
if necessary.

Finally, tripartite talks involving the Office of the Deputy
Prime Minister, employers and unions are currently
taking place that may have an impact on the future
structure of the LGPS.  The increasing long-term cost of
the Scheme, largely as a result of higher life expectancy,
is one consideration.  But cost is not the only reason for
taking a fresh look at the Scheme.  In particular, the
whole issue of whether the current benefits structure is
the most appropriate for current local government
workers is up for discussion.  The outcome of these
discussions is not known at this stage but irrespective of
any decision now it is possible that at some point the
LGPS benefit structure may be amended for future
service.  You will of course be advised of any changes
to the LGPS that may impact on your future benefits.
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In preparing this Statement of Account, the Director 
of Resources has:

• Selected suitable accounting policies and then 
applied them consistently;

• Made judgements and estimates that were 
reasonable and prudent; and

• Complied with the Code.

the director of resources has also:

• Kept proper accounting records which were 
up-to-date, and

• Taken reasonable steps for the prevention and 
detection of fraud and other irregularities.

statement on the system of internal 
financial control

1. This statement is given in respect of the statement of
accounts for Carmarthenshire County Council. I
acknowledge our responsibility for ensuring that an
effective system of internal financial control is
maintained and operated in connection with the
resources concerned.

2. The system of internal financial control can provide
only reasonable and not absolute  assurance that
assets are safeguarded, that transactions are
authorised and properly recorded, and that material
errors or irregularities are either prevented or would
be detected within a timely period.

3. The system of internal financial control is based on a
framework of regular management information,
financial regulations, administrative procedures
(including segregation of duties), management
supervision, and a system of delegation and
accountability.Managers within the Council
undertake development  and  maintenance  of 
the system.

In particular, the system includes:

• Comprehensive budgeting systems;

• Regular reviews of periodic and annual financial 
reports which indicate financial performance 
against the forecasts;

• Setting targets to measure financial and 
other performance;

• The preparation of regular financial reports, which
indicate actual expenditure against the forecasts;

• Clearly-defined capital expenditure guidelines; and 

• As appropriate, formal project management 
disciplines.

The following Statement of Accounts brings together in summary

form the financial transactions of the Pension Fund for the 

year 2004/05

director of resources

The Accounts are produced in accordance with the requirements of the
Local Government Accounts and Audit Regulations 1996 and the
requirements contained with the Statement of Recommended Practice
1.  The Regulations prescribe the contents of the Statement of Accounts
and it is upon the contents only that the audit opinion is expressed.

I hereby append my signature to the Statement of Accounts, which is to
be found on pages 26-32, as required by Regulation 8(3).

Roger Jones  BScEcon, C.P.F.A.
Director of Resources

explanatory foreword

The Pension Fund accounts are set out on the following pages and
provide information about the financial position, performance and
financial adaptability of the Fund for the year 2004/2005. They show
the results of the stewardship of management, that is, the accountability
of management for the resources entrusted to it, and of the disposition
of its assets at the period end. 

For readers with a more detailed or specialist interest of the operation
of the Fund during 2004/2005, reference should be made to the more
detailed Annual Report and Accounts document.

The main accounts and reports contained within this Statement of
Accounts are as follows:

• The Fund Account.
• The Net Assets Statement.
• The Statement by the Consulting Actuary.

statement of responsibilities for the statement of accounts
the authority’s responsibilities

The Authority is required:

• To make arrangements for the proper administration of its financial 
affairs and to secure that one of its officers has the responsibility for
the administration of these affairs.  In this Authority, that officer is the
Director of Resources.

• To manage its affairs to secure economic, efficient and effective use
of resources and safeguard its assets.

the director of resources’ responsibilities

The Director of Resources is responsible for the preparation of the
Authority’s Statement of Accounts which, in terms of the CIPFA/LASAAC
Code of Practice on Local Authority Accounting in Great Britain (“the
Code”), is required to present fairly the financial position of the
Authority at the accounting date and its income and expenditure for the
year ended 31st March, 2005.
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4 Internal Audit Arrangements

The Authority operates a dedicated Internal Audit Unit under the
management of the Head of Audit and Risk Management. He
provides an independent opinion on the adequacy and effectiveness
of the system of internal financial control.

The Unit operates to standards as set out in the Code of Practice for
Internal Audit in Local Government in the United Kingdom (CIPFA)
and the Authority’s Audit Manual (as approved by Audit Committee). 

The Authority has a dedicated Audit Committee which is responsible
for approving the Internal Audit Strategic and Operational Plans. In
addition, it is responsible for monitoring progress in achieving the
Plans and receiving regular reports in relation to “Key
Recommendations”. The Audit Committee meets on at least a
Quarterly basis.

The Audit Committee have approved the Authority’s Audit Charter
(December 2002) which specifically sets out that Internal Audit
should operate within a framework that allows:

• Unrestricted access to Senior Management

• Reporting in its own Name

• Segregation from Line Operations

Copies of all Internal Audit Reports are given to the Chief Financial
Officer, the Service Director and the Service Manager responsible for 
the function. In addition, any issues which are significant in nature
are reported to the Audit Committee.

The 4 Year Strategic Audit Plan (ended 30.6.03) was compiled using
a Risk Based approach. A new 3 Year  Strategic Plan commenced on
1.7.03 and similarly has been based on risk.

Internal Audit is subject to an Annual Review by the Council’s
External Auditors (Wales Audit Office ) to ensure adherence to the
principles contained in The Code. The Wales Audit Office has
consistently concluded that they are able to place reliance upon the
work of Internal Audit.          

5. My review of the effectiveness of the system of internal financial
control is informed by:

• The work of managers within the Council;

• The work of the internal audit section as described above; and

• The Council’s external auditors in their annual letter and 
other reports.

6. I am satisfied that there is an Adequate System of Internal Financial
Control in operation within Carmarthenshire County Council.

Roger Jones BscEcon,C.P.F.A.
Director of Resources

2003-04
Income and
Expenditure Account

2004-05

£'000 £'000

Income

Contributions Receivable

21,971 From Employers 23,544

11,105 From Employees/Members 11,989

8,080 Transfer Values Inwards 5,897

0 Other Income 0

41,156 41,430

Expenditure

(29,067) Pensions Payable (30,453)

(4,395) Lump Sum Benefits Payable (5,829)

(10) Commuted Pensions (20)

(3,468) Transfer Values Outwards (2,699)

(344) Refund of Contributions (169)

(667)
Administrative and Other Expenses

Borne by the Scheme
(804)

(37,951) (39,974)

3205
Net Additions (Withdrawals) from
dealings with Members

1456

Returns on Investments

18,182 Investment Income 17,509

Change in Market Value of

Investments

18,780 Realised 25,903

108,049 Unrealised 41,921

(908) Investment Management Expenses (1,758)

144,103 Net Returns on Investments 83,575

147,308
Net Increase (Decrease) in fund
during the year

85,031

615,255 Opening Net Assets of Scheme 762,563

762,563 Closing Net Assets of Scheme 847,594

fund accounts for the year ended 
31 march 2005
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2003-04 Net Assets Statement 2004-05

£'000 Investment Assets: £'000

Fixed Interest Securites

61,125 - Public Sector 0

6,014 - Other 74,068

322,334 Quoted Equities 362,582

188,412 Index Linked Securities 206,057

168,330 Unit Trusts - Other 185,994

10,746 Cash Like Funds 9,788

299 Liquidity Units 4,624

757,260 Total Investments 843,113

2,935
Investment with

Carmarthenshire CC
4,461

4,303 Debtors 11,098

15,559

(1,935) Creditors (11,078)

5,303 Net Current Assets 4,481

762,563 Total Net Assets 847,594

2003-04
Reconciliation of the
Movement in Fund Net Assets

2004-05

£'000 £'000

615,255 Opening Net Assets 762,563

20,479 Net New Money Invested 17,206

Change in Market Value of

Investments

18,780 -Realised 25,904

108,049 -Unrealised 41,921

762,563 Closing Net Assets of Fund 847,594

NOTES TO THE PENSION FUND ACCOUNTS

(a) The Scheme

The Authority administers the Pension Fund to provide
pensions and other benefits for employees of the three
County Councils and various scheduled and admitted
bodies based within the former Dyfed geographical
area. The scheme excludes teaching/lecturing staff,
police and fire service personnel for whom separate
pension arrangements apply.   Regulations govern the
rate of contributions to be made by employees and the
benefits payable.   At the end of 31st March, 2005 there
were 16,307 contributors, whilst benefits were payable
to 7,239 pensioners.

(b)Accounting Policies

i Accounting Standards

The Accounts have been prepared in accordance with the Statement of
Recommended Practice (SORP 1) produced by the Accounting 
Standards Committee.

ii Basis of Preparation

The accounts have been prepared on an accruals basis with investments
accounted for at Market Value.  The financial statements do not take
account of liabilities to pay pensions and other benefits after
31st March, 2005.

(c) Fund Management

The assets of the Fund are managed exclusively by Barclays Global
Investors.   However, residual cash balances are invested in the money
market by Carmarthenshire County Council on a lead authority basis.  The
broad investment policy and the monitoring of performance is however the
delegated responsibility of the Pension Fund Panel. This Panel meets
quarterly and includes members, officers, an independent adviser and 
the Fund Managers.

(d) Investment Valuation

The investments shown in the net assets statement are shown at market
value as at 31st March, 2005.

Investments held in foreign currency have been valued and converted into
their sterling value using the relevant exchange rates prevailing at 
31st March, 2005.

The following is an analysis of the Pension Fund Investments, which are
all Listed Investments: 

2003-04 2004-05

BOOK
COST
£’000

MARKET
VALUE
£’000

INVESTMENT TYPE
BOOK
COST
£’000

MARKET
VALUE
£’000

Fixed Interest

60758 61125 - Public Sector 0 0

6005 6014 - Other 68184 74068

305551 322334 Quoted Enquiires 318121 362582

160331 188412 Index Linked Securities 186552 206057

Managed Funds

3447 10746 - Asset Allocation 3447 9788

299 299 - Liquidity Units 4624 4641

Unit Trusts

0 0 - Property 0 0

170573 168330 - Other 169056 185994

0 0 Property 0 0

706964 757260 TOTALS 749984 843130
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(e) Investments - Purchases and Sales

During the year, investments purchased totalled £456m whilst sales
totalled £415m. The sales realised a net profit of £26m.

(f) Administration Expenses

A proportion of the relevant officers’ salaries (plus on costs) have 
been charged based on the time spent on Fund Administration 
and Management.

(g) Investment Management Expenses

Investment Management Expenses are calculated according to the
market value of the Fund

(h)Acquisition Costs of Investments

Acquisition costs are included in the purchase price of the investment.

(i) Taxation

i Value Added Tax

As the County Council is the administering Authority, VAT is recoverable
on all Fund Activities. The Accounts are shown exclusive of VAT.

ii UK Income Tax

The Fund is an exempt approved Fund and as such, is not liable to UK
Income Tax on any investment income.

Any irrecoverable withholding tax suffered on investment income
from overseas countries has been netted off against income.

(j) Adequacy of Fund Balances

The Pension Fund accounts, as such, represent a historical record
of transactions which have already taken place.   Clearly it is essential
that the Fund balance is sufficient not only to meet immediate calls on
it but also to meet pension and other liabilities many years hence.   To
safeguard these obligations, the adequacy of the Fund’s investments
and contributions in relation to its overall obligations is reviewed every
three years by an independent firm of professional actuaries.
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The funding requirement of the Regulations (1990) set
out a target funding level of 75% of liabilities.  The more
recent regulations have removed the requirement for a
75% funding target. Instead the contribution rates
payable by participating employers have to be set at the
level required to maintain the solvency of the Fund.

(k) Related Party Transactions 

During the year, transactions with related parties arose
as follows:

(l) AVC’s

Occupational Pension Schemes are required by Statute
to provide in-house AVC arrangements. The Dyfed
Pension Fund has joint providers: Standard Life, where
a range of investment options are available, and
Equitable Life, for additional Life Cover.

It is for individual Scheme members to determine how
much they contribute (subject to Inland Revenue limits)
and the investment components or its mix.

(m) Debtors and Creditors 

The  main  reason  for  the  increase  in Debtors as at
the 31st March 2005  compared to
that  as  at  the  31st March 2004  is  due  mainly  to
the  fact  that  there was  an  increase  in  the  value of
trades (sales) which  had  not  settled  at  the  31st
March  2005 - £6.9m . 

With  regard  to  Creditors the main  reasons for the
increase for  the  same  period  were that  there  was
an  increase  in the value of  trades (purchases) which
had  not settled at  the 31st March 2005 - £7.8m  and
fees  due to Barclays Global Investors which  had  not
been  paid  at  the  31st March 2005 - £0.860m .

Receipts

£’000

Carmarthenshire County Council 16,654

Pembrokeshire County Council 6,975

Ceredigion County Council 5,026

Dyfed Powys Police Authority 1,622

West Wales Careers 976

Coleg Sir Gar 671

Mid and West Wales Fire Authority 635

Dyfed Powys Probation Service 622

Cash held by Carmarthenshire County

Council as at 31st March 2005
4,461

2003-04 2004-05

BOOK COST
£’000

MARKET
VALUE
£’000

GEOGRAPHI
CAL
ANALYSIS

BOOK COST
£’000

MARKET
VALUE
£’000

536093 588631 UK 576305 652495

299 299 Ireland 4624 4641

48085 41416 US 49584 45166

52453 55122
Europe 

(excl UK)
52453 67003

34119 30742 Japan 34119 30261

35915 41050 Other 32899 43564

706964 757260 TOTALS 749984 843130
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(1)Employer contribution rates payable during the year
to 31 March 2005 were determined as part of the
actuarial valuation of the Fund as at 31 March 2001.

(2)A further actuarial valuation of the Fund was carried
out as at 31 March 2004 to determine the contribution
rates with effect from 1 April 2005 to 31 March 2008.
The results are contained in my report and certificate
dated 22 March 2005.

(3)The market value of the Fund’s assets at the
valuation date was £762.6 million and represented 88.5
per cent of the Fund’s accrued liabilities, allowing for
future pay increases.

(4)The certificate showed that the required level of
contributions to be paid to the Fund by the participating
Unitary Authorities with effect from 1st  April, 2005
were as follows:

(5)The contribution rates comprise a common rate of
9.7 per cent of pensionable pay per annum, together
with an adjustment to the common rate having regard
to the individual circumstances of each employer, so
that the rates payable are as set out above. 

(6)The common rate of contributions is the rate, which,
in addition to contributions paid by members, is
sufficient to meet 100 per cent of the liabilities arising
in respect of service after the valuation assuming that
the assumptions made at the valuation are borne out in
practice.  The additions or reductions to the common
rate reflect the particular characteristics of the Fund
members of each participating Council. Also, the rates
have been adjusted to allow for the surplus or deficit of
the value of each Council’s notional share of the Fund’s
assets above or below 100 per cent of its accrued
liabilities, allowing for future pay increases for members
in service. The difference is spread over a 20 year term. 

(7)The funding plan adopted in assessing the
contributions for each individual 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.

Percentage of
Pensionable Pay
2005
/06

2006
/07

2007
/08

Carmarthenshire

County Council
11.4 12.9 14.4

Ceredigion County Council 9.5 11.0 12.5

Pembrokeshire County Council 9.4 11.0 12.6

(8) In addition to the contribution rates shown, payments to cover
additional liabilities arising from early retirements (other than ill-health
retirements) will be made to the Fund by the employer (unless
specifically set out in the report).

(9)The contribution rates were calculated using the projected unit
actuarial method and the main actuarial assumptions were as follows:

(10) The contribution rates allow for the financial impact of the
changes to retirement terms effective from 1 April 2005.  In the event
that these changes are revoked (without corresponding changes of
equal financial effect being simultaneously introduced), the
contribution rates will need to be reviewed.

Stephen Jacquest
Fellow of the Institute of Actuaries
June, 2005

FFoorr PPaasstt SSeerrvviiccee
lliiaabbiilliittiieess

FFoorr FFuuttuurree SSeerrvviiccee
lliiaabbiilliittiieess

Rate of Return on

investments

-pre-retirement 6.6 per cent per annum 6.5 per cent per annum

-post-retirement 6.6 per cent per annum 6.5 per cent per annum

Rate of pay increases 6.6 per cent per annum 4.25 per cent per annum

Rate of increase in prices 2.8 per cent per annum 2.5 per cent per annum
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Admitted Bodies
Total
Contribution
Rate %

Contributions
Receivable
£'000

Benefits
Payable
£'000

Ceredigion County Council 8.0 5,026 3,572
Carmarthenshire County Council 9.9 16,654 13,584
Pembrokeshire County Council 7.8 6,975 6,112
Pembrokeshire College 7.0 337 59
Coleg Ceredigion 8.2 121 70
Coleg Sir Gar 9.4 671 219
Mid and West Wales Fire Authority 11.0 635 133
Pembrokeshire Coast National Park 9.2 352 157
Dyfed Powys Magistrates Courts Committee 12.5 338 306
Dyfed Powys Probation Service 14.0 622 137
Dyfed-Powys Police Authority 9.0 1,622 979

33,353 25,328
West Wales Valuation Tribunal 2.1 10 12
Haverfordwest Town Council 6.9 6 9
Carmarthen Town Council 10.5 17 46
Llanelli Town Council 6.7 17 30
Llanelli Rural Council 10.9 65 59
Tenby Town Council 4.0 2 12
Llanelli Burial Board 8.1 12 28
Llangennech Community Council 10.0 2 0
Gorslas Community Council 18.0 2 1
Llanarthney Community Council 20.0 0 0
Kidwelly Town Council 14.7 6 5
Pembrey and Burry Port Town Council 12.2 11 1
Llannon Community Council 17.4 10 0
Milford Haven Town Council 20.0 6 5

166 208
Welsh Books Council 7.0 121 27
Trinity College Carmarthen 11.9 323 199
Haverfordwest Swimming Pool Committee 0.0 1 1
Carmarthenshire Federation of
Young Farmers Clubs 4.4 2 0
Cardigan Swimming Pool Trust 0.0 1 0
Prism 9.6 57 0
University College of Wales 13.8 63 60
Coomb Cheshire Home 10.4 4 8
Narberth & District Community and 
Sports Association

12.7 10 4

Iaith Cyf 9.0 45 5
West Wales Action for Mental Health 14.9 10 4
Aberystwyth Town Council 21.5 6 3
West Wales Careers 12.0 976 90
Carmarthen Family Centre 7.9 8 0
South Pembrokeshire Action for Rural
Communities (SPARC/PLANED)

10.8 67 0

Ceredigion Association for Voluntary Services 8.5 31 4
Carmarthenshire Association for 
}Voluntary Services

8.7 25 0

Pembrokeshire Association for Voluntary
Services

9.1 56 0

Mentrau Iaith Myrddin (Including Menter 
Cwm Gwendraeth)

9.9 72 0

Cartrefi Cymru 10.5 5 0
Other 131 10,765

2,014 10,765

other interested bodies with 
no pensionable employees

It has been assumed that for these bodies with 
no pensionable employees, the proportion of
pension increases stated below will continue to 
be recharged.

Proportion to be
recharged %

Milford Haven Town Council 100
Crown Prosecution Service 100
Department of Social Security 100
Welsh Water Authority 100

Membership Statistics 31.03.04 31.03.05

Contributors 15,823 16,410
Deferred Pensioners 3,942 4,210
Pensioners 7,065 7,227
Total 26,830 27,847
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glossary
of terms

ACTUARY

An independent consultant who advises on the viability of the Fund.  Every
three years the actuary reviews the assets and liabilities of the Fund and
reports to the County Council as administering authority on the financial
position and the recommended employers contribution rates.  This is
known as the actuarial valuation.

BENCHMARK RETURN

The aim of the Fund Manager is to outperform the Benchmark return by
1%. The benchmark return is the return that would be achieved if the Fund
Manager had not deviated from the weightings of each asset class given to
them by the Investment Panel, and had achieved returns in each of these
asset classes consistent with the average return of all Local Authority Funds
for that class. The Benchmark weightings of asset classes is outlined within
the Statement of Investment Principles.

EQUITIES

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

FIXED INTEREST SECURITIES

Investments in mainly government stocks, which guarantee a fixed rate of
interest.  The securities represent loans which are repayable at a stated
future date but which can be traded on the Stock Exchange in the
meantime.

MARKET INDICATORS

(i) The movement in Stock market are monitored continuously by means 
of an Index made up of the current prices of a representative sample 
of stock.

(ii) Change in the rates at which currencies can be exchanged.

MARKET VALUE

The price at which an investment can be sold at a 
given date.

PORTFOLIO

A collective term for all the investments held in a fund,
market or sector.

PRESERVED BENEFITS

The pension benefit payable from normal retirement
age to a member of the Fund who has ceased to
contribute as a result of leaving employment or opting
out of the Pension scheme before normal 
retirement age.

RETURN

The total gain from holding an investment over a given
period, including income and increase (decrease) in
market value.

TRANSFER VALUE

Payments made between funds when contributors
leave service with one employer and decide to take 
the value of their contributions to their 
new fund.

UNREALISED INCREASE/(DECREASE) IN
MARKET VALUE

The increase/(decrease) in market value, since the
purchase date, of those investments held at the 
year end.

Dyfed Pension Fund 

This booklet is available online at www.dyfedpensionfund.org.uk. If you find
the text within this leaflet difficult to read please refer to our website where
text can be placed at a desired font size to suit your requirements.

For further information on the website contact (01267) 224157
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