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1. Introduction 
1.1 Statutory Background. 

The Local Government Pension Scheme (Management and Investment of Funds) 
Regulations 2009 (the 2009 Regulations) requires the Administering Authority to operate 
a separate bank account for the activities of the Pension Fund. [Paragraph 6] 
 
The 2009 Regulations define the Pension Funds power to borrow in paragraph 5:- 
......” 5.—(1) Except as provided in this regulation, an administering authority must not 
borrow money where the borrowing is liable to be repaid out of its pension fund. 
 

(2) An administering authority may borrow by way of temporary loan or overdraft from 
a bank or otherwise any sums which it may require for the purpose of— 

 
(a) paying benefits due under the scheme, or  
(b) to meet investment commitments arising from the implementation of 

a decision by it to change the balance between different types of 
investment. 

 
(2) An administering authority may only borrow money under paragraph (2) if, at the time 
of borrowing, the authority reasonably believes that the sum borrowed and interest 
charged in respect of such sum can be repaid out of its pension fund within 90 days of 
the date of the borrowing. “.. 
 

1.2 Other Regulatory Influences. 
 
The Fund will also have regard to: 
 
a) The Department for Communities and Local Government’s (DCLG’s) Guidance on 
Local Government Investments (“the Guidance”) issued in March 2004 and any revisions 
to that Guidance; 
 
b) The Audit Commission’s report on Icelandic investments; 
 
c) The 2009 revised CIPFA Treasury Management in Public Services Code of Practice 
and Cross Sectoral Guidance Notes (“the CIPFA TM Code”); 
 
d) The Local Government Pension Scheme (Management and Investment of Funds) 
Regulations 2009 more widely. 

1.3 Effective Date 
The Pension Fund (Fund) is required to operate a separate bank account “kept by it with 
a deposit taker in accordance with this regulation - 

 
(a) all monies held by the authority on the 1st April 2011; and 
(b) all monies received by it on or after 1st April 2011 

for the purpose of its pension fund.  
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1.4 Bank Account Arrangements. 
The Fund bank account suite will consist of four accounts -one for Accounts Receivable, 
Accounts Payable, Payroll and a Liquidity Account. 

 

1.5 Purpose of this Strategy. 
The purpose of this strategy is to set out a clear understanding of the regulatory 
requirements and its operational application, including:- 

• Creation and maintenance of a cash management strategy for the Fund. 

• Operational practices in which the Fund will seek to manage the strategy. 

• Reporting of cash management of the Fund and in particular any breaches of the 
Regulations should they occur. 
 

2 Cash Management Strategy 
 

2.1 Overdraft Arrangements. 
 
An overdraft is a form of borrowing and the 2009 Regulations specify only two reasons 
that the Fund can legally overdraw, as set out in paragraph 1.1 above. 
 
It is therefore intended to operate the Fund bank accounts with a zero aggregate 
overdraft facility, which requires strong financial control processes of cash activities on 
the aggregate position of the Fund bank accounts to ensure no overdraft is occurred. 
 

2.2 Cash Flows. 
The Cash Management Strategy (The Strategy) covers all cash flows of the Fund 
including both Fund Account activity and Investment activity, the latter transacted through 
the Funds Global Custodian.  
 
The Fund account activity is managed by Pension Services, whilst the Investment 
account is managed by the Investment Team via the Funds Global Custodian. Please 
refer to the cash flow diagram on Appendix B. 
 

2.3 Cash Flow Timings. 
 
The Fund is currently cash rich and therefore generates surplus cash from Fund Account 
activities, which are passported to Fund Managers based upon their strategic asset 
allocations. The timing of receipts and payments therefore needs to be understood to 
ensure that distribution of surplus monies does not cause an overdrawn position.  
 
There are three streams of activity, receipt of income through Accounts Receivable, 
payment of pension benefits through payroll and ad hoc payments through Accounts 
Payable. Contribution income is required to be received by the 19th of the month. This is 
important as it represents the receipt of income prior to the payment of the pensioners’ 
payroll on the 25th of the month.  The payments through Accounts Payable occur on an 
irregular pattern dependant upon demand, with its main activity being the payment of 
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new pension liabilities such as retirement grants, in addition to death grants and transfers 
out. 
 

2.4 Cash Distributions. 
 
Surplus cash held by the Fund is distributed to Fund Managers, against the value of 
Fund Manager Investments held, compared to their strategic benchmark allocation. 
 

2.5 Cash Held Prior to Distribution. 
 
The Fund’s surplus cash prior to distribution is held in the aggregate balances of the 
Pension Bank Accounts (Liquidity Account) prior to passporting to the Funds investment 
managers. If required the balances may be placed in short term cash deposits with third 
parties, pending distribution to Investment Managers.  
 
This task will be undertaken by the administering authorities Treasury Management 
Team, Appendix A sets out the basic investment guidelines that apply. However, it 
should be noted that the Fund’s Administering Authority is not an eligible counterparty.  
This is to demonstrate no co-mingling of Pension Fund monies with the parent 
Administering Authority, in recognition of the 2009 Regulation intent. 
 
Please refer to Appendix A of this strategy which sets out the Pension Fund Treasury 
Investment Policy. 
 

2.6 Cash Held Post Distribution to Fund Managers - the Custodian’s Role. 
 
The Fund employs a Global Custodian to administer and keep safe the Fund’s 
investment assets and manage cash “held” by Fund Managers on behalf of the Fund. 
 
Considering the Custodian is responsible for safeguarding approximately £1.6bn of the 
Funds investment assets, this relationship is of fundamental importance.   
 

2.7 Cash Held by Fund Managers. 
 
Cash may be held by Fund Managers on an operational basis, but not as a recognized 
investment class, and is therefore measured against Managers specific investment 
mandate. Excessive cash holdings will therefore impact on their investment performance 
and are also challenged by officers monitoring the investments of the Fund. 
 
Cash holdings are included in the fund manager investment reports and are monitored by 
the Investment team, material breaches will be reported to the Investment Sub 
Committee. 
 
 

3 List of Appendices 
 

 Appendix A: Pension Fund Treasury Investment Policy. 
 
 Appendix B: Pension Fund Cash Flow Diagram. 
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Appendix A 

Pension Fund Treasury Investment Policy 
 
The general investment policy of the Fund is the prudent investment of any surplus cash 
balances, the priorities of which are: 

 
a) The security of capital; and 
 
b) The liquidity of investments. 
 

The Fund will also aim to achieve the optimum return on investments commensurate with 
high levels of security and liquidity. 
 
The Fund will continue to deposit funds with its own bankers for liquidity purposes if the 
credit rating of the institution falls below the minimum credit criteria. However deposits 
will be monitored closely and a pragmatic approach will be adopted. 
 
All cash investments will be in sterling. 
 
The monies will be invested separately from the Council’s and the Fund will receive the 
actual interest earned. Monies will be paid out of and received back into the Pension 
Fund bank account. 
 
The Pension Fund will use the same criteria for maximum limits and terms with individual 
counterparties as approved by the Council on an annual basis in its own Treasury 
Management Strategy. 

 
a) For the avoidance of doubt, the Pension Fund’s limits are in addition to 

the Council’s own limit in any single counterparty. 
 

Investments will only be made either in: 
 
a) Call Accounts provided by an approved deposit-taker 
 
or 
 
b) Money Market Funds managed by an approved investment manager. 

 
The Fund’s administering authority may not be considered as a potential counterparty for 
the placement of surplus monies to ensure compliance with the anti co-mingling intent of 
the 2009 Regulation. 
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Appendix B 

Flow chart of cash flows. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Pension Services 
Fund Accountant 

Cash Flows - out. 

Pensioners Payroll          
Retirement & Death Grants    

Transfers Out               
Operational costs              

Fund Manager Fees        

Cash Flows - in. 

Contributions [EEs & ERs]        
Transfers in  &  recharges 

Surplus Cash  

Cash Flows - in. 

Dividend & Interest Receipts      
Asset Sales                    

Stock Lending Income      
Commission Recapture Income   
Corporate Action Settlements     

Cash Flows - out. 

Taxation payments              
Foreign Currency settlements     

Asset purchases                
Transition costs   

Investment Team 
via                  

Global Custodian 


