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REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES



TO THE LEAD MEMBER FOR CUSTOMER AND SUPPORT SERVICES - 1ST NOVEMBER 2005

TO THE LEADER OF THE COUNCIL – 31st OCTOBER 2005


TITLE :
APPOINTMENT OF EXTERNAL FUND MANAGERS 


RECOMMENDATIONS : 
That approval be given, subject to the Leader of the Council agreeing to accept other than the lowest tender, for the appointment of Scottish Widows Investment Partnership as investment fund managers for a period of up to 3 years, subject to satisfactory performance and reports being brought back to the Lead Member on their performance at 6 monthly intervals. 


EXECUTIVE SUMMARY :
This report sets out the approach taken in tendering for the appointment of investment fund managers and reaching a recommendation to appoint Scottish Widows Investment Partnership as the preferred fund manager for a proportion of the Council’s surplus funds available for investment.


BACKGROUND DOCUMENTS :
Fund management proposals from tenderers  

(Available for public inspection)
Tender evaluations by Sector Treasury Services and Head of Finance


ASSESSMENT OF RISK: Low

	


SOURCE OF FUNDING: 
Management fees will be paid out of interest returns on investments

	


COMMENTS OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES (or his representative):

1. LEGAL IMPLICATIONS



Provided by : Head of Law and Administration

The advice of the Head of Law and Administration has been sought on the duration of contract and waiving of standing orders, and his advice is that EU requirements have been satisfied in terms of the period of contract proposed and that standing orders need to be waived in view of the recommended fund manager’s fees are not the lowest for the size of fund proposed to be managed by them.

2. FINANCIAL IMPLICATIONS


Provided by : Head of Finance

This report has been written by the Head of Finance and covers the financial implications.

3. HUMAN RESOURCES









                                                                             

Whilst this proposal will take a proportion of investment funds away from the in-house treasury management service there will continue to be a core of investment funds managed internally that will provide a direct comparative benchmark with the performance of external fund managers and there will be no significant reduction in workload as a consequence. 

	


CONTACT OFFICER : John Spink
Tel : 793 3230

E-mail : john.spink@salford.gov.uk 


WARD(S) TO WHICH REPORT RELATE(S):
None 


KEY COUNCIL POLICIES:

Budget Strategy






Treasury Management Policy and Strategies 


DETAILS

1. INTRODUCTION

1.1. Lead Member will recall that the Council has previously used external investment fund managers between 1999 and 2004 when Investec (formerly appointed as Hambros before takeover by Guinness Flight and subsequently Investec) were responsible for managing £20m of Council funds.

1.2. The fund management needed to be ended when the decision was taken in February 2004 to reschedule out of £85m of stock that necessitated the payment of £16m in premiums, and investment funds were recalled to meet that premium cost.

1.3. Some 18 months later, we had reached a position where it was appropriate once again to consider whether the use of external investment fund managers could add value to the Council’s returns from its investments.

1.4. Given the passage of time since the termination of the previous management arrangement it was felt appropriate to test the market rather than seek to re-engage the previous managers.

2. TENDER PROCESS

2.1. Using the services of Sector Treasury Services, the Council’s external treasury management advisers, a tender exercise was undertaken. Sector identified the 5 key fund managers in the local authority investment fund market and assisted with the preparation of a questionnaire to guide the formation of a shortlist, and subsequent administrative arrangements.

2.2. Tenders were invited from the following fund managers :-

· Alliance Capital Ltd

· Invesco Asset Management Ltd

· Investec Asset Management

· Morley Fund Management

· Scottish Widows Investment Partnership

2.3 The fee structure quoted by the tenderers was similar in 4 of the 5 cases in that they quoted a basic annual management fee of 0.15% (= £15,000 on a fund value of £10m), with variations provided by Morley of a fee of 0.10% for funds above £15m and Alliance Capital 0.10% for funds above £20m. Investec quoted a fee of 0.20% for a £10m fund, 0.15% for the next £20m and then 0.10% thereafter, with a 10% rebate in the 1st year for use of the same documentation as their previous contract with the Council. It is proposed that a fund of £15m is placed initially with external fund managers, rising to £20m should funds permit. The comparative annual fees would therefore be :-








On £20m


On £15m

· Alliance Capital Ltd



£30,000


£22,500

· Invesco Asset Management Ltd

£30,000


£22,500

· Investec Asset Management


£35,000 (£31,500 year 1)
£27,500 (£24,750)

· Morley Fund Management


£27,500


£22,500

· Scottish Widows Investment Partnership
£30,000


£22,500

2.4. Following the return of tenders they were evaluated jointly by Sector and the Head of Finance against the following criteria :-

· Credit rating approach

· Suggested benchmarks and outperformance targets

· Investment parameters

· Expected returns this year and next year

· Insurance cover

· Reporting arrangements

· Review frequency

· Number and value of funds under management

· Historic fund performance

· Proposed fees

· Quality of submission

and a shortlist of the following 3 fund managers was formulated :-

· Alliance Capital Ltd

· Invesco

· Scottish Widows Investment Partnership

2.5. The prime reasons for rejecting the other 2 companies at this stage were :-

· Investec – variable performance over the past 5 years and lack of attention to detail in their questionnaire return

· Morley – poorest returns in 3 of the past 4 years

2.6 Interviews were undertaken by the Strategic Director of Customer and Support Services and the Head of Finance with each of the shortlisted fund managers on 19th October.

2.7 Arising from the interviews, it was considered that Scottish Widows Investment Partnership would best fit the requirements of the Council at this stage in terms of providing consistency of returns and the flexibility to react more successfully to changing market conditions.

3. PROPOSED FUND MANAGEMENT ARRANGEMENTS

3.1 It is proposed that a fund of £15m is placed initially with external fund managers, rising to £20m should funds permit. It is expected that this would be the levels of funds that could be provided that would :-

· Still leave a core in-house managed fund of a similar size, and

· Take account of funds held temporarily as a result of pre-borrowing for 2006/07 borrowing requirements.

3.2 A benchmark for performance will be set consistent with the level of risk to be permitted the fund manager. It is considered that, unlike in 1999 when legislation curtailed risk taking and the revenue budget position was a stronger driver for consistent returns, the opportunity now exists for slightly greater risk taking without undue exposure and for expected returns to be less budget influenced. We will therefore seek to set a performance target at a margin above the benchmark consistent with the level of risk taken and for the duration of the management of the fund. The fund manager will be expected to remain above the performance target cumulatively for the period under management and therefore offer them the opportunity to balance out occasional lapses in performance against the expectation of more sustained periods of better performance.

3.3 Performance returns will always be compared against benchmark and target on a “net of fees” basis so that the fund managers need to better these targets by at least the margin of their fees.

3.4 The level of risk to be allowed the fund manager will be the subject of detailed discussion with Scottish Widows Investment Partnership. When previously funds were managed by Investec they were allowed the following parameters :-

· Up to 50% of the fund could be held in gilts

· The maximum duration of any gilt held could not exceed 3 years

· Up to 30% could be held in any one institution, with restrictions to 20% for certain types

The greater exposure to risk is likely to result in an extension of the proportion of the fund to be held in gilts and a longer duration of gilts, whilst also allowing the use of certain funds which legislation now permits that local authorities were prevented from using at the time Investec managed Council funds.  

3.5 Management reports will be provided by Scottish Widows Investment Partnership at regular intervals and, whilst the precise details remain to be finally determined, are likely to follow the pattern below, eg :-

· Fortnightly – updates on economic views, portfolio activity and positioning

· Monthly – transactions report, investment income received, fund valuation, performance against benchmark and target

· Quarterly – commentary on the economic background, current investment policy and future investment outlook.

3.6 Formal half-yearly meetings are proposed, backed up informally with a continuously open line of communication on all matters relating to the portfolio.

3.7 It is proposed that, subject to satisfactory performance and continued sufficiency of surplus investment funds, that fund management arrangements be for a duration of 3 years, subject to satisfactory performance. Performance will be reviewed formally every 6 months and reports brought to the Lead Member. 

4. RECOMMENDATION

4.1 That approval be given, subject to the Leader of the Council agreeing to accept other than the lowest tender, for the appointment of Scottish Widows Investment Partnership as investment fund managers for a period of up to 3 years, subject to satisfactory performance and reports being brought back to the Lead Member on their performance at 6 monthly intervals.

ALAN WESTWOOD

Strategic Director of Customer and Support Services
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