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Standing Finance Committee 

20th November  meeting 

  `  

STANDING FINANCE COMMITTEE 
 

The Honourable R Edwards, MLA Chairman 
The Honourable J Cheek, MLA 
The Honourable Dr B Elsby, MLA 
The Honourable I Hansen, MLA 
The Honourable M Poole, MLA 
The Honourable P Rendell MLA  
The Honourable  G Short, MLA 
The Honourable M Summers, MLA 
 

Honourable Members are advised that a meeting of the Standing 
Finance Committee will take place in the Liberation Room on 
Wednesday 20th November at 3.00pm. 
 

AGENDA 
 

1 Apologies for absence 
 

 

2 Declarations of interest 
 

 

3 Confirmation of the minutes of the meeting held on Wednesday 
25th September 2013. 
 

Already 
issued 

4 Matters arising from the minutes of the meeting held on 25th 
September 2013. 
 

 

4.1 Matter Arising – Item 12 – Capital Budget 2012/13 to 2016/17 
(paper 36/13) 
 

 

4.2 Matter Arising- Media Trust re FIRS  
 

 

5 Virement Report No 3of 2013/2014 
 

 

6 Retail Price Index  
 

Paper 
41/13 

7 Request for additional funding for the PWD Materials Section  
 

Paper 
42/13 

8 Financial Outturn Report 2012/13 Paper 
44/13 
 

9 Hydrocarbon Consultancy Funding Paper 
45/13 
 

10 Investment Performance and Values Quarter ending 30 
September 2013. 
 

Paper 
46/13 

11 To determine which items from the Executive Council meeting 
held on Wednesday 20th November can be considered in public 
and to resolve these items. 
 

 

12 Date of next meeting: 19th December 2013 
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13 Exclusion of Press and Public. 

 
 

 The Chairman to move as follows: 
 
"I move that the press and public be now excluded on the ground 
that the next items of business to be considered are likely to disclose 
exempt information under Paragraph 8, information about children 
and Paragraph 17, budgetary information of Schedule 3 of the 
Committees (Public Access) Ordinance 2012.  
 

 

14 Confirmation of the Exempt Minutes of the meeting held on 
Wednesday 25th September 2013. 
 

Already 
issued 

 NOT FOR PUBLICATION by virtue of Paragraph 17 of Schedule 
3 of the Committees (Public Access) Ordinance 2012, relating to 
budgetary information. 
 

 

15 Matters arising from the Exempt Minutes of the meeting held on 
Wednesday 25th September 2013. 
 

 

16 Exempt matters with financial implications referred from the 
Executive Council meeting held on Wednesday 20th November 
2013. 
 

 

17 Request to incur additional and supplementary expenditure in 
the Health Service. 
 
NOT FOR PUBLICATION by virtue of Paragraph 8 and 
Paragraph 17 of Schedule 3 of the Committees (Public Access) 
Ordinance 2012, relating to information  to children and budgetary 
information. 
 

Paper 
43/13 

 
The Treasury,  
Stanley. 
15 November 2013. 
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FALKLAND ISLANDS GOVERNMENT Agenda Item No:                                  5
FOR INFORMATION ONLY

Virement Report No 3 of 2013/2014
Warrant Nos:  65 to 151

Vire Account Code Original Previous Virement Revised Reasons
No Estimate Additional now Vote Account Code Amount

Provision Exercised Total
£ £ £ £ £

0102 FALKLAND ISLANDS GOVT AIR SERVICE
80 0338 Travel & Subsistence 280                    0 5,790                   6,070             Costs for 2 members of staff to undertake a suppliers 0102 FALKLAND ISLANDS GOVT AIR SERVICE

familiarisation/audit visit overseas. 0613 Repairs & Maint Major Equipment 5,790                    

0104 CENTRAL SERVICES
132 0335 Recruitment Costs 5,000                4,800              7,500                   17,300           To cover overseas advertising costs for Director of Human 0104 CENTRAL SERVICES

Resources; shortfall in code caused by necessity to advertise 0310 Salaries/Wages 7,500                    
Internal Auditor position overseas.

108 0338 Travel & Subsistence 1,000                 0 5,140                   6,140             To cover costs for MLA visit to South America as approved by 0257 LEISURE CENTRE
Director of Central Services. 0310 Salaries & Wages 5,140                    

0201 MEDICAL
106 & 0311 Locum Staff 20,000              190,000          90,000                 300,000         Due to necessity to employ locums to cover unfilled 0201 MEDICAL
133 permanent posts/holiday cover.** 0310 Salaries & Wages 90,000                  

101 0743 Occupational Health Costs  0  0 8,380                   8,380             Transfer of funding held for provision of Occupational Health 0104 CENTRAL SERVICES
service for FIG employees to Medical Department. 0310 Salaries & Wages 8,380                    

0203 SOCIAL WELFARE
68 &107 0311 Locum/Seconded Staff  0 60,000            60,000                 120,000         No funds allocated to this code in the original budget but there 0203 SOCIAL WELFARE

are currently 3 locum staff employed (2 x Social Workers & a 0310 Salaries & Wages 60,000                  
Probation Officer).

125 1920 Special Education Expenses  0 91,040            22,500                 113,540         Transfer of unspent balance of funding budgeted for a child 0203 SOCIAL WELFARE
with complex needs to code specifically for that case. 1348 Child Protection 22,500                  
Exco Paper 157/13; SFC Minute 11.2 of 25 July 2013 refer.

Report of Virement exercised by the Financial Secretary in accordance with Section 37 of the Finance & Audit Ordinance 1988
(Note: only those virements representing a budget change of £5,000 or above have been reported - SFC decision  25 June 2009)
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Vire Account Code Original Previous Virement Revised Reasons
No Estimate Additional now Vote Account Code Amount

Provision Exercised Total
£ £ £ £ £

0353 PWD - QUARRY
146 0310 Salaries & Wages 479,280             0 20,000                 499,280         ) Self-financing virement 0353 PWD - QUARRY
146 0452 Fuel - Plant 131,840             0 20,600                 152,440         ) Additional funds required to enable the production of asphalt 0112 Sale of Asphalt - FIG 51,700                  
147 0502 Electricity 165,590             0 6,100                   171,690         ) required for the Moody Brook resurfacing project.
147 1001 Contracted Labour 12,500              1,600              5,000                   19,100           ) Project considered & supported at Budget Select

) Committee on 27/28 March 2013.

0390 FOX BAY VILLAGE
109 1021 Repairs & Maint. Govt Buildings 2,500                 0 5,750                   8,250             To cover shortage of costs for building maintenance at Fox 0152 POSTS

Bay as approved by Director of Central Services. 0700 Carriage of Mail 5,750                    

0400 AGRICULTURE
75 0335 Recruitment Costs 11,000               0 5,500                   16,500           No funds provided in original budget for recruitment of a new 0401 VETERINARY

SAA. 0335 Recruitment Costs 5,500                    

0551 POLICE
117 0761 Mandatory Training/CPD  0  0 29,600                 29,600           Funds previously carried forward into incorrect code. 0551 POLICE

0310 Salaries & Wages 29,600                  

0615 POLICY
105 1429 Specialist/Consultancy 2,000                25,000            203,500               230,500         Transfer of funding in respect of MPA Air Terminal 0602 TREASURY

Localisation, Skills Gap Analysis and Marine Policy Advice. 1883 Central Reserve 60,000                  
122 1429 Specialist/Consultancy 2,000                228,500          57,500                 288,000         Release of funding as approved by SOG on 23 September 0997 OIL DEVELOPMENT RESERVE

2013 in order to extend the contract of the FIG Special Oil & 5000 Expenditure 201,000                
Gas Advisor to June 2013.

0617 SAERI
148 0960 Research Grants  0 30,730            7,420                   38,150           Self-financing virement 0617 SAERI

Transfer of funding received towards cost of research. 0079 Miscellaneous Revenue 7,420                    

0850 FALKLAND ISLANDS GOVT OFFICE
128 1170 Flight Costs 150                    0 9,480                   9,630             To cover the cost of the monthly agency fee for MOD flight 0104 CENTRAL SERVICES

bookings contract. 0339 Contract Allowances 9,480                    

VARIOUS (AS PER ATTACHED SCHEDULE)
151 0761 Mandatory Training/CPD 2,600                56,400            229,300               288,300         Allocation of central training budget as considered and 0252 EDUC - TRAINING CENTRE

approved by CMT. 0759 In-Service Training 229,300                
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Vire Account Code Original Previous Virement Revised Reasons
No Estimate Additional now Vote Account Code Amount

Provision Exercised Total
£ £ £ £ £

TOTAL 682,250               682,250                

`                                                                              
Summary of Provision
General Warrant 2013-2014 60,930,500          Appropriation Ordinance 2013 (No 6 of 2013)

60,930,500          

** Locum staff currently employed, or just departed and final payments due, are -
2 x midwives
1 x doctor
1 x pharmacy technician
1 x laboratory technician
1 x health visitor
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Standing Finance Committee 
For information only 

 
 
 
Title of Report: Stanley Retail Price Index 
 
Paper No:  41/13 
 
Date of Meeting:  20 November 2013 
                                                                                                                                                                                                                                                                           
Report of:  Accounting Officer 
 
 
 
 
 
 
 
Purpose 
  
1. To report and publicise the results of the calculation of the Retail Price Index for the quarter 
ended 30 September 2013. 
 
 
Background 
 
2. The Index for the quarter ended 30 September 2013 has now been completed and submitted, to 
the Treasury, by Synergy.  The Index increased during the quarter to 166.43, a net points increase of 9.4; 
this equates to a 0.6% increase. 
   
3. A summary of the Index for the last four quarters is shown below:- 
 

Date Index Annual % 
Increase/ 

(Decrease) 

Quarter % 
Increase/ 

(Decrease) 
31/12/12 165.56 5.9 2.0 
31/03/13 165.01 3.7 (0.3) 
30/06/13 165.50 2.6 0.3 
30/09/13 166.43 2.6 0.6 

 
4. The major contributors to the points movement in the Index are shown overleaf together with a 
summary of the number of positive/negative items. 
 
                                             
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

 Item Points  (Gross Product) Percentage  
  Increase/(Decrease) Increase/(Decrease) 
      

1.71 potatoes                  (9.1)                            (0.6)  
1.22 chicken breasts, frozen                  (1.2)                            (0.1)  
1.23 beef burgers, frozen                    1.2                                0.1   
1.91 cat food, tinned                    1.5              (7.6)                              0.1               (0.5) 

      
4.11 rent                    3.1                                0.2   
5.13 heating fuel, kerosene                    6.1                9.2                               0.4                  0.6  

      
8.31 vehicle tax                    1.0                1.0                               0.1                  0.1  

      
6.14 sofa bed                    1.2                                0.1   
7.43 black handbag                    1.5                                0.1   
4.21 hammer                    2.1                4.8                               0.1                  0.3  

      
 Miscellaneous                    2.0                2.0                              0.1                  0.1  

      
                     9.4                9.4                               0.6                  0.6  
      
    SUMMARY  
      
            24  items with Negative movements   (1.1) 
            52  items with Positive movements                   1.7  
            92  items with no movement     -  

168                     0.6  
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Agenda Item 7 

STANDING FINANCE COMMITTEE 
 

Title of Report:  Request for additional funding for the PWD Materials Section  
 
Paper no:  42/13 
 
Date of Meeting:  20th November 2013 
 
Report of:  DPW/Materials Manager  
 
 
 
1.0  Purpose 
 
1.1 The purpose of this report is to request approval for additional funds to be allocated in 

relation to maintaining the Asphalt Plant in adequate operational condition for the 
2013/14 season. 

 
2.0  Recommendations 
 
2.1 That additional funding of £145,000 be allocated to 0353-0613 to cover higher than 

expected costs for Asphalt Plant spares  
 
 
Maintenance and Operation of Asphalt Plant  
 
3.0  Background 
 
3.1 Last season the production was double that of a normal season, the plant was operational 

until April and it took several months to strip the plant and assess how much wear and 
corrosion had taken place and then obtain quotations for the required parts (some have to 
be manufactured due to age of the plant). 

 
3.2 It was not therefore possible to establish costs prior to finalization of the 2013/14 budget 

and the figures proposed and approved for maintenance were based on expected levels of 
wear and tear, it not being possible to examine much of the plant during the production 
season as it has to be stripped down to do this.  The level of wear and corrosion found 
was significantly higher then expected and the funding allocation made (£114,500) is 
significantly less than is needed to be reasonably sure of the plant being able to complete 
the planned work programme this season.  

 
3.3 It has been possible to bring the plant back into operation, using available spares and 

making repair in some cases, but it is more likely than not that more parts will fail before 
this seasons programme is completed and spares of key components have been used up 
and need replacing to be available when needed.  Fitting of these as/if needed will cause 
delay but not having the spares if needed will result in shutdown. 

 
3.3 Additionally the ExCo paper on surfacing Moody Brook Road Considered as part of the 

2013/14 Budget process included a recurrent implication of £20,000 for maintenance but 
this was omitted from the recurrent budget when this was finalized and this would have 
contributed to the costs for wear parts. 

 



 2 

 
4.0  Reasoning for Additional Expenditure 
 
4.1 Without this increase in funding the  planned surfacing works for the13/14 season will not 

be able to be completed, as although the plant has been brought up to an operational level 
there is a high risk of failure of some parts where all spares have been used and repair 
made where spares were not in stock. 

 
4.2 The makeup of costs is as follows: 
 

Electrical parts  £13,687   
Air blower equipment              £   3,548   
Wear parts   £117,867   
Feeder unit  £    9,852   

     
Total  £144,954   

     
 
 
 
5.0  Summary 
 
5.1 Consideration continues to be given to the replacement of this aging plant, but at this 

stage production levels are still considered insufficiently high to warrant this, but this 
will be kept under review 

 
5.2 Cost savings have been sought in other areas of the departmental recurrent budget, but 

at this stage the £110,000 target saving for the department has yet to be met and this 
additional funding is therefore requested. 

 
6.0  Financial Summary 

 
Cost Centre/ Original Additional Provision Revised  

Account Code Estimate now requested Estimate 
  £ £  £ 

        
        
0353 - 0613       
Repairs and Maintenance Major £114,500 £145,000.00 £259,500.00 
        

 
The makeup of costs is as follows: 

 
Electrical parts  £13,687   
Air blower equipment              £   3,548   
Wear parts   £117,867   
Feeder unit  £    9,852   

     
Total  £144,954   
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Agenda Item No 8 
 

STANDING FINANCE COMMITTEE 
 

Title of Report: Financial Outturn 2012/13 
 
Paper No: 44/13 
 
Date of Meeting: 20th November 2013 
 
Report of: Financial Accountant and Management Accountant 
 
PURPOSE 
 
1. This report has been prepared to provide Members with details of last year’s (2012/13) 

audited financial performance. 
 
RECOMMENDATIONS 
 
2. None – The report is for information only. 
 
BACKGROUND 
 
3. The external auditors have completed their onsite audit work and the figures in this report 

are audited figures.  It is not expected that these figures will change prior to the audit 
opinion being issued.  The final audited accounts are expected to be signed during the 
next month and will be available for publication before Christmas. 

 
4. In summary a surplus of £35.8M was achieved in 2012/13 against an original budget 

surplus of £2.6M.  There are a number of “windfall” factors that need to be highlighted. 
These consist of two areas which FIG cannot influence, large unbudgeted payments to the 
capital equalisation scheme and pension schemes during the year of £9.7M and revenue 
and expenditure related to the oil industry which was not anticipated at the time the 
budget was set of £31.3M. 
 

5. Net Liquid Assets1 at the 30th June 2013 totalled £163M.  This is equivalent to 3.5 times 
(2012 2.9 times) total actual departmental expenditure before fund transfers.  This is 
included in the Balance Sheet attached at Appendix One. 

 

                                                 
1 Those funds that are readily available for use 
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6. The table below compares the actual financial performance with the budget at a corporate 
level:  

   
 Original  Variance 

to Original  Estimate Actual 
 £000 £000 £000  

     

Operating Revenue 52,897 96,568 43,671 Positive 

Departmental Expenditure (41,616) (40,371) 1,245 Positive 

Transfer Payments 
Transfer Revenue 

(4,345) 
25 

(6,384) 
59 

(2,039) 
34 

Adverse 
Positive 

Operating Surplus/(Deficit) 6,961 49,872 42,911 Positive 

     

Transfer to Special Funds 
Transfer from Special Funds 

(4,362) 
0 

(14,064) 
0 
 

(9,702) 
0 

Adverse 
Neutral 

 

Increase/(Decrease) in Net 
Liquid Assets for operating 
purposes 

2,599 35,808 33,209 Positive 

Less Depreciation (4,003) (3,801) 202 Positive 

     

Net Operating Surplus/(Deficit) (1,404) 32,007 33,411 Positive 
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7. Revenue  
 
As detailed in section 4 the main reason for the surplus is increased revenues.  The table 
below shows the original budget estimate and the actual revenues received by directorate.  
The actual revenue is also shown as a percentage of total revenue in the accompanying Pi 
chart. 

      

  Original  Actual Variance  

  Estimate Revenue   

      

Codes  £000s £000s £000s  

      

110 Central Services 1,694 1,897 203 Positive 
200 Health & Social Services 2,683 3,361 678 Positive 
250 Education & Training 90 113 23 Positive 
350 Public Works 6,698 8,011 1,313 Positive 
410 Natural Resources 15,752 22,751 6,999 Positive 
450 Attorney General 91 116 25 Positive 
550 Emergency Services 3,450 3,207 (243) Adverse 
600 Executive Management 11 199 188 Positive 
620 Mineral Resources 602 855 253 Positive 
700 The Treasury 21,826 56,058 34,232 Positive 

 Total Departmental Revenue 52,897       96,568    43,671  Positive 
999 Transfer Revenue 25 59 34 Positive 

  Total Incoming Resources          52,922  96,627    43,705  Positive 
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The following table shows the top ten revenue streams during 2012/2013: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
8. Departmental Revenue variances 
 

Central Services – Positive variance of £203K on a £1.694M estimate (1.2%) 
 
• Courts – Revenues up £145K on budget.  This is due to a number of large fines paid 

by fishing companies during the past year. 
 
• Aviation – Revenues up £44K on budget.  This is mainly due to unbudgeted land rent 

(£44K positive) and landing charges (£68K positive) at Stanley Airport related to the 
oil industry.  However this has been partially offset by reduced FIGAS passenger and 
freight revenues during the year. 

 
 
Health – Positive variance of £678K on a £2.683M estimate (25.2%) 
 
• Medical Services Tax - £645K more tax was received than anticipated.  This is mainly 

due to taxes being collected from oil exploration companies which was not included in 
the budget. 

 
• Hospital and Medical Charges were £25K over estimate due to a higher number of 

non-entitled patients being treated. 
 
 
Education – Positive variance of £23K on a £90K estimate (25.5%) 
 
• The largest variance to report in the directorate is a £7K positive variance in the 

reimbursement of college fees due to the numbers who dropped out of post-16 
education in the year. 

 

Top Ten Revenue Streams 
 
 £M 
Corporation Tax 38.9 
Fishing Licence Fees 21.6 
Personal Tax 11.2 
Overseas Investment Interest 3.2 
Sale of Electricity (Non-FIG) 2.2 
Profit on Sale of Investments 
Medical Services Tax 

2.0 
1.6 

Reimbursement from MOD (KEMH) 1.3 
Customs Services 1.2 
Rents Received 1.0 
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PWD – Positive variance of £1.131M on a £6.698M estimate (16.9%)   
 
• There was a £1.062M positive variance in aggregate and quarry sales during the year 

largely driven by the capital programme but also increased purchases from the private 
sector. 

 
• Electricity sales were £119k over estimate for the year. 
 
• Additional costs for quarry production and electrical supply were incurred in order to 

provide this level of service. 
 
 
Natural Resources – Positive variance of £6.999M on a £15.752M estimate (44.4%) 
 
• The primary reason for the increase is on fishing licences which totalled £21.6M, 

£6.7M higher than the original estimate. 
 
• A further £133k in excess revenue can be attributed to the sale of fish seized by court 

order. 
 
 
 
Attorney General – Positive variance of £25K on a £91K estimate (27.4%)   
 
• This variance is due to £25K of good governance funding received from the FCO 

during the year. 
 
 
Emergency Services – Adverse variance of £243K on a £3.450M estimate (7.0%) 
 
• Customs - £300K under estimate in the following areas: 

o Customs duties £272K due primarily to refunds of duties and a fall in alcohol and 
tobacco sales; 

o Passenger levy £180K due to cruise ship cancellations during year and over 
estimation of tourist numbers 

o Off set by Customs services £103K positive variance driven by the strong fishing 
season 

 
• These are also partially offset by traffic licence revenue of £48K above budget. 
 
 
Executive Management – Positive variance of £188K on a £11K estimate (1710%) 
 
• Mainly driven by research grants received by SAERI during the year which had not 

been budgeted for. 
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Mineral Resources – Positive variance of £253K on a £602K estimate (42.0%) 
 
• £239K in additional oil acreage revenue due to a new exploration area in 2012/13. 
 
 
The Treasury – Positive variance of £34.232M on a £21.826M estimate (156%) 
 
• Approximately £31.2M in unanticipated tax revenues were received in the year which 

can be directly attributable to the oil industry.  This includes a large one-off capital 
gains tax receipt which was received in June. 

 
• In addition corporation tax from non-oil related companies exceeded the estimate by 

£2.8M 
 
• These increases were offset partially by lower profits from the sale of investments than 

anticipated (£0.8M adverse to plan).  It should be noted that the net position of 
realised profits and losses was a profit of £1.5M2 against a budgeted net gain of £2.4M 
i.e. a net loss on budget of £0.8M.  In addition, interest on investments showed a gain 
of £660K against budget. 

 
 
 
 
Transfer Revenue – Positive variance of £25K on a £59K estimate (42.3%) 
 
• Ferry revenues – internal recharges and monies received under the cross sound ferry 

agreement totalled £57K against a total estimate of £25K. 
 
 

  

                                                 
2 Losses are recorded within operating expenditure 
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9. Expenditure  
 
The table below shows the original budget estimate and the actual expenditure incurred by 
directorate. The actual expenditure is also shown as a percentage of total expenditure in the 
accompanying Pi chart. 
 

      

  Original 
Operating 

Actual 
Operating 

Variance  

  Estimate Expenditure   
      

Codes  £000s £000s £000s  
      

110 Central Services 4,622 4,597 (25) Positive 
200 Health & Social Services 7,695 8,318 623 Adverse 
250 Education & Training 4,932 4,641 (291) Positive 
350 Public Works 7,962 9,067 1,105 Adverse 
410 Natural Resources 6,277 5,877 (400) Positive 
450 Attorney General 1,107 1,098 (9) Positive 
550 Emergency Services 1,857 1,834 (23) Positive 
600 Executive Management 2,082 2,568 486 Adverse 
620 Mineral Resources 518 485 (33) Positive 
700 The Treasury 4,564 1,886 (2,678) Positive 

 Total Departmental Expenditure 41,616      40,371            (1,245)  Positive 
999 Transfer Payments 4,345 6,384 2,039 Adverse 

 Total Expenditure     45,961      46,755            794  Adverse 
 Fund Transfers  4,362 14,064 9,702 Adverse 
      
 Total Funds Expended     50,323      60,819  10,496  Adverse 
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The following table shows the top ten expenditure streams during 2012/2013: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
10. Departmental Expenditure variances 
 

Central Services – Positive variance of £25K on a £4.622M budget (0.5%) 
 
• The Courts overspent by £141K against budget.  £110K of this variance is in the legal 

aid budget, the majority of which was centred around a single case.  In addition, a 
further £19K locum costs were attributable to this one particular case. 

 
• This variance was offset by a £140K underspend in aviation.  More than half of this is 

attributable to savings in repairs and maintenance during the year, as well as smaller 
savings in fuel and utility costs.  This can be explained to some extent by the reduction 
in passenger numbers during the year. 

 
• The Leisure Centre underspent by £40K during year mainly due to staff vacancies 

during the period. 
 
 
Health – Adverse variance of £623K on a £11.7M budget (4.3%) 
 
• An overspend of £296K in salaries and staffing costs across the directorate.  This has 

mainly been driven by increased usage of locum staff during the year due to 
recruitment difficulties, staff vacancies in both the hospital and social services and 
locum staff required as part of a court case. 

 
• An overspend on Medical Treatment Overseas of £168K for the year.  Despite this 

budget being increased for 2012/13 the nature and frequency of referrals this year 
meant that it was still insufficient. 

 
• An adverse variance of £89K for consultancy work in Social Services in connection 

with court proceedings. 
 

 

Top Ten Expenditure Streams 
 
 £M 
Salaries & Wages 19.5 
Transfer to Capital Equalisation Fund 11.0 
Charter Fees 2.1 
Fuel & Lubricants 2.1 
Transfer to Retirement Pension Fund 2.0 
Coastal Services Subsidy 1.8 
Medical Treatment Overseas 1.4 
Transfer to Pensions Old Scheme  1.1 
Shipping Links 0.8 
FIDC General Funding 0.8 
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Education – Positive variance of £291K on a £4.932M budget (5.9%) 
 
• £236K of this variance refers to FIG’s total in-service training budget which was 

included in the Training Centre budget but subsequently vired to the departments 
where the expenditure was incurred. 

 
• A positive variance of £147K is due to a saving in student grants and training due to 

the number of students opting to go into post-16 education this year. 
 
• These were partially offset by an overspends of £42K in IJS/Camp Education salaries 

due to the increased number of children being educated in Camp and the opening the 
school at Port Howard, and £20K in the Community School central heating budget 
caused by the increasingly inefficient heating system.  

 
 

Public Works – Adverse variance of £1.105M on a £7.962M budget (13.9%) 
 
• Though the directorate shows an adverse variance it should be noted that these 

increased costs were more than covered by the additional revenues achieved (detailed 
in 10). 

 
• £935K of the overspend was in the Materials section and linked to the increased 

production by the quarry.  This is included a £314K overspend against budget for 
asphalt materials due to the demand for asphalt, a requirement of £190K of additional 
salary costs due to production levels, and £462K more maintenance spending then 
plan due to a large order of essential spares and repairs and maintenance linked to the 
heavy usage of equipment required to maintain a high level of production. 

 
• There was a £318K over spend in the Electricity Supply section mainly due to the 

increased fuel purchases necessary to meet the increased demand for power. 
 
 
Natural Resources – Positive variance of £400K on a £6.277M budget (6.4%) 
 
• The Fisheries Science department was underspent by £277K due to the research 

programme undertaken in the year and timing of research days requiring less charter 
time, reduced allowances for staff and less research expenditure. 

 
• Fuel expenditure in Fisheries Protection was £117K favourable to plan due to the low 

fuel price and operations during the year. 
 
 
Attorney General – Positive variance of £9K on a £1.107M budget (0.8%) 
 
• A £56K overspend in legal fees took place in the year due to the nature of the cases 

prosecuted during the period 
 
• This was offset by a savings in salaries of £34K (due to job vacancies within the year) 

and the £38K underspend in the Revision of Laws project due to the phasing of the 
work. 
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Emergency Services – Positive variance of £23K on a £1.857M budget (1.2%) 
 
• The largest savings within the directorate were a £36K underspend in RFIP contract 

allowances due to contract renewals and local recruitment and a £32K underspend in 
FIDF salaries due to the hours undertaken by volunteers. 

 
• These savings were offset by adverse variances of £29K in FIDF equipment purchases 

due to a large on-off purchase in the year, £27K in police salaries and locum costs due 
to cover being required to allow officers to undergo training and the write-off of a 
£20K bad debt owed to Customs. 

 
 
Executive Management – Adverse variance of £486K on a £2.082M budget (23.3%) 
 
• There was a £305K increase in consultancy fees and locum costs within the policy 

unit.  The vast majority of this relates to advice around the oil industry and was drawn 
down upon from the strategic reserves held in the Treasury budget (see below). 

 
• SAERI distributed £56K of research grants more than plan due to the increased 

research funding that the institute received during the year (see above). 
 
• £121K additional expenditure was incurred in the Legislature budget due to the costs 

of the Public Diplomacy Strategy  
 

 
Mineral Resources – Positive variance of £33K on a £518K budget (6.3%) 
 
• The largest variance to report is a £17K positive variance in hydrocarbon 

consultancies due to the timings of the work. 
 
 
The Treasury – Positive variance £2.678M on a £4.564M budget (58.7%) 
 
• These figures include central reserves such as pay awards (£649K), strategic reserve 

(£1.816M) and others (£458K mainly relating to training and development).  Of these 
funds £2.369M (81%) when carry-overs are taken into account, was not allocated by 
the Treasury.  Around £1.9M was carried forward into 2011/12 re training and 
development, mutual aid funding and strategic development.  Excluding these figures 
gives the following result: 

 
Adverse variance £261K on a £1.625M budget (15.4%) 
 
• Realised investment losses of £458K (as detailed above). 
 
• Salaries were under budget by £107K due to vacancies during the year. 
 
• A £59K positive variance is included for profits against Net Book Value on the sale of 

fixed assets within the year. 
 



SFC 44/13 Financial Outturn 2012/13 Page 11 of 12 

 
Transfer Payments – Adverse variance £2.039M on a £4.345M budget (46.9%) 
 
• The single largest adverse movement relates to £825K for shipping support that was 

not included in the original budget. 
 
• Additional subventions were provided to FIDC (£461K) and FIMCo (£300K) during 

the year.  An additional £73K was also paid from the donations and subventions 
budget. 

 
 

14. Special Funds 
The Falkland Islands Government holds five special funds which are reserved for specific 
purposes.  The movement during 2012/13 and balance on these funds at 30th June 2013 was as 
follows: 
 

 2011/12 
£000s 

Movement 
In Year 

2012/13 
£000s 

 

Currency Fund 5,103 238 5,341 Positive 
Retirement Pensions Fund 36,268 7,608 43,876 Positive 
Insurance Fund 27,047 (411) 26,636 Adverse 
Pensions (Old Scheme) Fund 17,777 1,955 19,732 Positive 
Capital Equalisation Fund 25,523 (2,164) 23,359 Adverse 
 111,718 7,226 118,944  

 
Currency Fund 
The purpose of this Fund is to provide sterling based assets to support liabilities arising in 
respect of Falkland Islands Pound notes and coins issued.  The positive movement in the year 
arose largely due to the increase in currency issued to the Fund.  
 
Retirement Pensions Fund & Pensions (Old Scheme) Fund 
These funds invest contributions received from individuals and employers whilst paying 
pensioners.  The difference in performance between these funds is due to the nature of the 
investment portfolio.  The Retirement Pension Fund is mainly funded in equity which 
performed well during the 2012/13 financial year whereas the Pensions (Old Scheme) Fund is 
90% invested in index linked bonds, a more defensive portfolio and one which did not 
fluctuate quite so significantly during the period. 
 
Insurance Fund 
The purpose of this Fund is to provide insurance cover in a number of areas and to pay 
insurance premiums.  The main reason for the negative performance during the current year 
was due to the performance of the investment portfolio which is 98% invested in fixed interest 
assets which performed less well than equity during the year.  In particular this fund had a 
much increased level of unrealised losses during 2013 when compared to 2012.  
 
Capital Equalisation Fund 
The purpose of the capital equalisation fund is to balance out capital spending during the 
longer term.  The fund has decreased in value mainly due to the capital expenditure of £13.5m 
supported by the fund during the year. 
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Appendix One 
FALKLAND ISLANDS GOVERNMENT 

FINANCIAL STATEMENTS 
for the year ended 30 June 2013 

 
 

BALANCE SHEET AS AT 30 JUNE 2013 
 

2012 2012    2013 2013 
All Funds General Fund  Notes All Funds General Fund 

£000 £000    £000 £000 
   Fixed Assets    

90,114 90,114  Tangible Fixed Assets 7 96,030 96,030 
114,666 -  Investments – Special Funds 8 118,656 - 
92,111 92,111  Investments – Consolidated Fund 9 117,039 117,039 

296,891 182,225  Total Fixed Assets and Investments  331,725 213,069 
       

     2,491       2,491  Debtors falling due after more than 1 year 10 2,025  2,025 
       
   Current Assets    

     4,654  
 

     4,654  Stocks 11      5,304  
 

     5,304 

7,796    11,167   Debtors falling due within 1 year 12 8,003    10,700  
   15,841  15,841  Cash at bank and in hand 13    38,836  38,836 

       
28,291 31,662  Total Current Assets  52,143 54,840 

       
(6,575) (6,998)  Creditors due within 1 year 14 (7,492) (10,477) 

       
21,716 24,664  Net Current Assets  44,651 44,363 

       
321,098 209,380  Total Assets Less Current Liabilities  378,401 259,457 

       
(268) 

 
(268) 

 
 Creditors falling due after more than 1 year 14 (227) 

 
(227) 

 
       

(15) (15)  Provisions for liabilities 16 (13) (13) 
       

320,815 209,097 
 
 Net Assets  378,161 259,217 

 
       
   Financed by Taxpayers’ Equity:    
       

111,718 
 

-  Special Funds 17 118,944 
 

- 

       
209,097 209,097  General Fund 18 259,217 259,217 

       
320,815 209,097  Total Reserves  378,161 259,217 

       
 
 

RECONCILIATION TO NET LIQUID ASSETS 
       

320,815 209,097  Total Reserves  378,161 259,217 
       

(90,114) (90,114)  Less Tangible Fixed Assets  (96,030) (96,030) 
       

230,701 118,983  Net Liquid Assets 23 282,131 163,187 
 



Agenda Item 9 
 

STANDING FINANCE COMMITTEE 
 
Title of Report: Hydrocarbon consultancy funding 
 
Paper Number: 45/13 
 
Date of Meeting: 20th November 2013 
 
Report of:  Management Accountant 
 
 
1. Purpose 
 
1.1 The purpose of this report is to request approval from Honourable Members for additional 

funds of £120,000 to be allocated to the Mineral Resources department to fund the 
continuation of their hydrocarbon consultancy work. 

 
2. Recommendations 
 
2.1  That Honourable Members approve the request to allocate £120,000 to vote 0620-3118 

(Hydrocarbon Consultancies). 
 
3.  Financial Implications 
 
       2013/14 
  Operational Budget   £120,000  
 
4.  Background 
 
4.1 The Mineral Resources department has recurring annual budget of £310,000 for 

hydrocarbon consultancy work. 
 
4.2 This funding is used for health and safety consultancy work, development planning and 

interpretation work around the oil drilling programme. 
 
4.3 The phasing of this work is not linear and arises at different points of the year.  Therefore it 

can be difficult to budget for this work in the correct financial year and funding is often 
carried-over into future years. 

 
5. Reasoning for Additional Expenditure 
 
5.1 One of FIG’s consultants has recommended that the government undertake a piece of 

consultancy work in order to validate to some assumptions made about oil characteristics by 
an operator working in the oil industry.  This work is a necessary part of the department’s 
review of the operations of this company.  This work is anticipated to cost around £15,000. 

 
5.2 In addition, the current hydrocarbons consultancy budget is coming close to being fully 

committed due to the costs of the health and safety work which needs to be undertaken.  
Further expenditure in this area is anticipated to be required later in the year. 

 
 



5.3 In the 2012/13 financial year, vote 0620-3118 Hydrocarbon Consultancies was underspent 
by £116,000 due to the phasing of the work undertaken.  The work that was budgeted for in 
the previous financial year has been taking place in the first half of this financial year. 

 
5.4 The Department of Mineral Resources intended to request a carry-over of the funding 

remaining on this vote at the end of 2012/13.  This was not included in the 2012/13 carry-
over report due to an administrative error. 

 
5.5 The Department of Mineral Resources are unable to find this shortfall in funding anywhere 

else in their operating budget.  
 
5.6 Therefore it is recommended that Honourable Members approve the additional funding of 

£120,000 so the department is able to continue their health and safety consultancy work and 
the additional analysis that has been recommended. 
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Agenda Item 10 
 
 

STANDING FINANCE COMMITTEE 
 
 
Title of Report: Investment Performance and Values  

Quarter ending 30 September 2013 
 

Paper no:  46/13 
 
Date of Meeting: 20 November 2013 

 
Report of:  Financial Accountant 
 
Purpose 
1. The purpose of this report is to provide Members with an overview of: 

a) Market values at 30 September 2013 for investments held to support FIG funds; 

b) Performance to 30 September 2013 of the investments compared with their respective 
benchmarks; and, 

c) Investment information from the fund managers.  
 

Recommendation 
2. None.  The report is for information only.   
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Market Values 
3. The following table summarises the market value of investments held in each FIG Fund 

over the last quarter compared with previous periods. 
 
Table 1: Quarterly Investment Values 
 

Fund Name 
Fund 
Manager 

 
30 Sept 

2011 

 
31 Dec 

2011 

 
31 Mar 

2012 

 
30 Jun 

2012 

 
30 Sept 

2012 

 
31 Dec 

2012 

 
31 Mar 

2013 

 
30 June 

2013 
 

 
30 Sept 

2013 
 

  £M £M £M £M £M £M £M £M £M 

Income Newton 
 

10.2 
 

       10.2 
 

10.2 
 

10.2 
 

10.2 
 

10.2 
 

10.2 
 

10.2 
 

10.2 

Growth  Newton 
 

41.2 
 

45.8 
 

53.8 
 

45.5 
 

52.5 
 

53.4 
 

64.3 
 

64.3 
 

65.6 

Growth Sarasin 
 

33.0 
 

34.9 
 

36.6 
 

36.2 
 

37.7 
 

38.6 
 

42.5 
 

42.3 
 

57.8 

Currency Newton 
 

3.6 
 

3.5 
 

3.5 
 

3.5 
 

3.5 
 

3.5 
 

3.6 
 

3.6 
 

3.6 

Insurance Sarasin 
 

26.9 
 

27.3 
 

27.4 
 

28.1 
 

28.8 
 

28.7 
 

28.0 
 

27.1 
 

27.1 

Capital Equalisation Newton 
 

24.6 
 

22.5 
 

22.6 
 

27.8 
 

28.1 
 

28.1 
 

26.0 
 

25.6 
 

32.6 

Retirement Pensions Sarasin 
 

32.7 
 

34.6 
 

36.6 
 

36.0 
 

37.5 
 

38.5 
 

42.4 
 

42.4 
 

44.8 

Pensions (Old Scheme) Newton 
 

13.7 
 

14.8 
 

14.6 
 

17.7 
 

17.3 
 

18.1 
 

19.7 
 

18.5 
 

19.6 

Fund Total  
 

185.9 
 

193.6 
 

205.3 
 

205.0 
 

215.6 
 

219.1 
 

236.7 
 

234.0 
 

261.3 
Cumulative net 
(withdrawals)/additions  

 
(9) 

 
(9) 

 
(3) 

 
(3) 

 
2 

 
2 

 
6 

 
6 

 
30 

Funds plus withdrawals  
 

194.9 
 

202.6 
 

208.3 
 

208.0 
 

213.6 
 

217.1 
 

230.7 
 

228.0 
 

231.3 
 
The bottom row indicates potential performance after allowing for cash withdrawals/additions. 
 

4. There has been a significant cash transfer into the funds during this quarter totalling £24m as 
a result of the 2012/13 surplus.  This has been invested as follows: 

• £1.5m Retirement Pension Fund 
• £1m Pension Old Scheme Fund 
• £7m Capital Equalisation Fund 
• £14.5m Sarasin Growth Fund 

 
Excluding this cash injection the most significant movements are as follows:  

• Newton Growth Fund increase of £1.3m made up mainly of £282k realised gains, 
£479k unrealised gains and £606k of interest. 

• Sarasin Growth Fund increase of £1m mainly comprising £700k realised gains, £50k 
unrealised loss, and £357k interest. 

• Sarasin Retirement Pension Fund increase of £0.9m mainly due to £864k realised 
gains, £175k unrealised loss and £278k interest. 
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5. The following table provides an analysis of the total managed fund movement over the past 3 
years compared to inflation.  

Table 2: Managed Fund Movement 
 

Analysis of overall Quarter 1 year 3 years 

investment fund movement Net of withdrawals (Actual) 
Growth £'m 27.3 45.7 82.6 
Growth % 11.7 21.2 46.2 
Falkland Islands Inflation % 0.6 2.6 16.1 
Growth/(reduction) after inflation % 11.1 18.6 30.1 

 

6. The actual figures show that the way the funds have been managed, in terms of the 
capital invested and withdrawn, has resulted in an increase in the portfolio during the quarter.  
This however includes a significant overall investment during the quarter of £24m. Allowing 
for investment and withdrawals, the real value (after inflation) of the investments has grown 
by 30.1% over the past 3 years.  

Consolidated Fund Investments 
(Growth and Income Funds) 
 

7. The Consolidated Fund contains surplus Government funds that have not been allocated 
for specific purposes.  The balance of investments is shown below.  It should be noted that 
these investments do not account for the total value of the Consolidated Fund.  This report 
only shows those funds held with FIG’s external investment managers.  It does not include 
other liquid assets such as debtors and cash held locally. 

Table 3: Summary of Market and Non-Market Movements for the Year per Fund  

Fund Name Fund 
Manager 

Market Value 
(30/09/2012) 

£000 

Non-market 
movement 

£000 

Market 
movements 

£000 

Market Value 
(30/09/13) 

£000 

Mkt mvt % 

Growth    Sarasin 37,699 
 

15,038 
 

5,103 
 

57,840 
 

13.5 
Growth Newton 52,469 6,000 7,089 65,558 13.5 
Income Newton 10,180 (20) 31 10,191 0.31 
Total  100,348 21,018 12,223 133,589 12.18 

 
8. An analysis of the changes is shown in the next table.  There was a market gain of 

£2.35m (2%) this quarter and an overall market gain of £12.22 (12.18%) over the past 12 
months.     

9. During recent years the market has been volatile and difficult to predict.  Although 
investment income has exceeded budget expectations by £0.25m, and investment sales have 
also exceeded budget by £0.40m the volatility of the market in general suggests this 
performance should be viewed with caution. 
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Table 4: Detail of Periodic Market and Non-Market Movements  

Analysis of Investment Movements up to 
30/09/13 

Quarter 
from 

01/07/13 
£M 

Year from 
01/10/12 

 
£M 

Financial 
ytd from 
01/07/13 

£M 

Budget ytd 
from 

01/07/13 
£M 

Market Movements     
Investment income 0.93 3.3 0.93 0.68 
Net gain (loss) on sale of investments 0.99 2.14 0.99 0.59 
Recognised market movements     
Increase/(Decrease) in market value of 
investments 

0.43 6.78 0.43 - 

Total market movements 
 

2.35 12.22 2.35 1.27 

Non-Market Movements     
Net addition/(withdrawal) of funds (see para 10) 14.50 21.30 14.50 - 
Investment managers fees (0.07) (0.29) (0.07) (0.05) 
Total non market movements 14.43 21.01 14.43 (0.05) 
     

Increase in portfolio value 16.78 33.23 16.78 1.22 
 
Note: unrealised market value changes and fund withdrawals are not included as budget items. 

 
10. The £14.43M non-market movement in the Consolidated Fund investments for the 

financial year to date arises from: 
• £14.5m introduced in Q1 to reflect 2012/13 surplus; and, 
• Investment managers’ fees of £0.07m. 

 
11. The budget allows for £5m investment income in support of the operating budget. 

Additional withdrawals may be required, as all commitments, including any transfer 
payments and capital costs are withdrawn from consolidated fund investments initially 
(because of the liquidity of the income fund) and transfers between funds are made after the 
accounts have been completed.  

12. Appendix A illustrates the trends in total market value of the Growth and Income Funds 
and the effects of cash transfers since December 2008.  
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Special Fund Investments 
(These are the Currency, Insurance, Capital Equalisation, and Pensions Funds) 
 

13. FIG holds these funds for a number of specific purposes and each has its own guidelines 
allocating investments between different asset classes such as bonds and equities.  The value 
of these investments at 30 September 2013 is shown in the table below: 

Table 5: Summary of Market and Non-Market Movements for the Year per Fund  

Fund Name Fund 
Manager 

Market Value 
(30/09/12) 

£000 

Non-
market 

movement 

Market 
movement 

Market Value 
(30/09/13) 

£000 

Mkt 
mvt % 

Insurance Sarasin 28,758 (1,204) (475) 27,079 (1.65) 
Pension Equalisation 
Fund Sarasin 

37,541 1,733 5,513 44,787 14.69 

Currency Newton 3,506 94 10 3,610 0.3 

Capital Equalisation Newton 28,091 4,656 (130) 32,617 (0.46) 

Pensions (Old Scheme) Newton 17,310 1,077 1,219 19,606 7.0 

Total  115,206 
 

6,356 
 

6,137 127,699 
 

5.3 
 
 

14. The portfolio value has increased by £12.5 (10.9%) over the past year.  This combines 
market gains of £6.1m with non-market gains of £6.7m for cash transfers and £0.3m for 
management fees.   

15. The most significant market movement during the year is in respect of the Pension 
Equalisation Fund.  This fund is 75% invested in equity and the movement shown above is 
made up of interest of £1.21m, £1.69m realised gains and £2.61m unrealised gains. Appendix 
B illustrates the total market value of the Special Funds (and amounts transferred) since 
December 2008. 
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Investment Performance 

16. Performance of funds is monitored quarterly by means of: 

a) Comparison of fund returns achieved by the investment managers; and, 

b) Comparison to agreed benchmarks. 
 

17. The tables below summarise Newton’s and Sarasin’s fund performance to date:  

Table 6: Cumulative investment growth to 30 September 2013 

 
Table 7: Cumulative performance against benchmark to 30 September 2013, % better/(worse) 
 
Fund Name Fund 

Manager 
Quarter 

% 
1 year 

% 
3 years 

% 
Since 

inception 
% 

Income Newton  0 0 0 4 
Growth Newton  (1) 1 0 28 
Growth   Sarasin (1) 1 N/A (3) 
Currency Newton  0 0 0 (1) 
Capital Equalisation Newton  0 0 2 8 
Pensions (Old Scheme) Newton  0 0 (2) (2) 
Pension Equalisation Fund 

  Sarasin (1) 1 N/A (2) 
Insurance   Sarasin 0 1 N/A 0 

 
 

Notes: Calculated as % actual growth less % benchmark growth, (adverse figures shown in brackets). All adjusted to the 
nearest whole number. Inception dates for Newtons were between June and August 1998, except for the Pensions (Old 
Scheme) which commenced on 11 May 2001.  For Sarasins, the inception date was 21 April 2011. 

 
18. In summary Table 6 reflects that equity has outperformed bonds during the quarter.  As 

evidenced in Table 7 the majority of funds have performed in line with the benchmark this 
quarter.  However the Growth and Pension Equalisation funds have fallen slightly short.  

Fund Name Fund 
Manager 

Qtr 
% 

1 year 
% 

3 years 
% 

Since 
inception 

% 

Investment 
class 

Income Newton  0 0 1 76 Cash 
Growth Newton  2 13 25 181 Balanced 
Growth Sarasin 2 12 N/A 16 Balanced 
Currency Newton  0 0 2 73 Cash 
Capital Equalisation Newton  0 (1) 7 112 Bonds 
Pensions (Old Scheme) Newton  1 4 31 114 Bonds 
Pension Equalisation 
Fund Sarasin 2 14 N/A 17 

 
Balanced 

Insurance Sarasin 0 (2) N/A 15 Bonds 
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19. Appendices C and D illustrate the investment manager performances against benchmark 
since inception. 

Overview – Newton’s Portfolios & Performance 
 

20. Appendix C shows the performance of the Growth Fund against benchmark over the 
past six years. In the latest quarter this grew by 1.90% compared to 0.04% last quarter.  
However this quarter the performance of the fund as a whole still underperformed the 
benchmark by 0.81% with the benchmark showing growth of 2.71%.  

As the fund has three separate components, the background to each is outlined in the table 
below: 

 Table 8: Growth Fund Component Performance 

Sector Actual 
% 

Benchmark 
% 

Background 

Equity 2.28 3.22 During this quarter the equity element of the 
portfolio underperformed the benchmark by 
0.94%.  This was mainly due to the defensive 
position of the portfolio.  Risk assets recovered 
from the brief decline in the second quarter 
and this portfolio benefited from the rally in 
equities in absolute terms, but gains overseas 
were dampened by the strength of sterling. 

Fixed 
Interest 

1.22 1.51 The fixed income element underperformed the 
benchmark by 0.29% during the quarter. The 
fund’s government bonds were initially 
positioned as long duration and during July the 
portfolio took profits on these.  After this point 
the fund remained short to protect against 
interest rate risk in anticipation of some 
forward rate guidance from the MPC.  During 
August UK manufacturing, construction and 
services data all showed good performance 
which had a negative impact on gilts.  
However, the gilt market began to rally 
strongly towards the end of September in light 
of the Fed’s decision not to commence 
tapering on its asset purchases. The slight 
underperformance was due in the main to 
market volatility during July and August. 

Property 1.12 2.64 The property portfolio underperformed the 
benchmark by 1.52% during the quarter.  
Despite this underperformance Newton 
remains happy with the main holdings within 
the fund. 
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21. Newton’s portfolio management: 

• Growth Fund – Fixed Interest:  The fund underperformed the benchmark by 
0.29% during the quarter.  The detail is outlined in the table above. 

• Growth Fund – Equity: Newton is still finding value in the risk averse telecoms 
sector and key transactions this quarter included the purchase of new holdings in 
TDC and New Zealand Telecom.  Both companies have invested heavily in their 
networks, thereby establishing a dominant position in their respective markets and 
providing an attractive dividend. Holdings were also further increased in 
Vodaphone once news of the company’s successful disposal of its Verizon stake 
had been confirmed.  During the last 12 months exposure has been increased in the 
banking sector, although Newton remains cautious and selective in terms of 
exposure.  Large holdings are held in Citigroup due to its successful restructure 
and holdings were also increased in Standard Chartered partly as a result of the 
more attractive valuation. 

•  Growth Fund – Property: The property element was almost 100% invested at 
the end of the quarter.  The IPD UK Commercial Property Index had not been 
published at the point of Newton’s report, however Newton expected that this will 
continue the progress of the last quarter with a positive capital return in addition to 
an income return.  Newton remains happy with the main property holdings and 
only made minor changes during the quarter including adding a position in Dexus, 
an Australian property group with a 6% yield, and exiting a small holding in 
Londonmetric Property. 

•  The Pensions (Old Scheme) Fund: This is 90% invested in index linked bonds 
by means of the Newton Index Linked Gilt Fund. The remaining 10% is invested 
in equity via the 50/50 Global Equity Fund.  During the quarter the fund 
performance at 0.57%, (-6.1%% last quarter), was slightly behind the benchmark 
of 1%. The main activity on the fund this quarter was the investment of £1m in 
cash, received in July.  The Index-linked Bond Fund was in line with its 
benchmark return of 0.5% even though these had a lacklustre quarter in common 
with conventional gilts. The fund is overweight in the defensive telecoms and 
healthcare sectors, but this quarter it was the mining sector which did well as risk 
assets began to recover.  As a result the 50/50 Fund underperformed and it is this 
element of the portfolio which caused the negative relative return on the fund 
overall.  

• Capital Equalisation Fund: The gilt holdings are 53% (62% last quarter), and 
approximately 39% (31% last quarter) of the fund is invested in floating rate notes 
(‘FRNs’). The fund out-performed the benchmark by 0.09% during the quarter 
mainly due to maintaining the longer duration against benchmark which served the 
portfolio well during July and September, i.e. either side of the sell-off.  Newton 
does not expect any imminent interest rate rises and therefore considers this an 
appropriate investment strategy.  Ex-benchmark holdings in high quality FRN’s 
have been maintained, to protect against any increase in gilt yields and also to take 
advantage of any increases in the LIBOR should market sentiment improve. 
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Overview – Sarasin’s Portfolios & Performance 
 

22. Appendix D shows the performance of the Growth Fund against benchmark since inception.  

23. Sarasin’s Portfolio Management: 

• Growth Fund – 65.1% (64.5% last quarter) of this fund is invested in global and UK 
equities, 19.8% (18.3% last quarter) is invested in fixed interest assets, and the 
remainder across property, alternatives, and liquid assets.  The majority of investment is 
UK based at 62.6% with the US and Europe accounting for only 17.9% and 6.9% 
respectively.  The remaining is 12.6% allocated to Japan, the Pacific, Emerging Markets 
and other areas.  This quarter the portfolio produced a positive return of 2.1%, but still 
lagged the benchmark by 0.6%.  The portfolio benefited from being underweight in 
bonds, but equities had the biggest impact on performance.  The UK equities in the 
portfolio performed very well against the UK equity index, but global equities in the 
portfolio underperformed the global equity index.  In particular the portfolio was not 
well positioned to benefit from the growth seen in Europe.  Disruption and Innovation 
was the best performing theme at a global level with Netflix being the strongest 
performer therein.  Within the UK equities four out of five themes outperformed, with 
Franchise Power being the only exception.  Mid and small cap stocks significantly 
outperformed the market and government initiatives such as the ‘Help to Buy’ scheme 
ensured that domestically focused companies did better than those generating earnings 
from overseas.  This quarter property also had a poor return relative to the property 
index due to the portfolios preference for global property which performed poorly in 
comparison to UK property. 

  
• Pension Equalisation Fund – 75% (73.8% last quarter) of this fund is invested in 

global and UK equities, 15% (14.7% last quarter) is invested in fixed interest assets, and 
the remaining 10% is invested in property, alternatives, and liquid assets.  As with the 
other funds the majority of investment at 59.1% is invested in the UK.  The remaining 
amount being allocated to the US (20.2%), Europe (7.9%), Emerging Markets (4.7%), 
Japan (3.5%), other (3%), and the Pacific (1.6%).  The performance in this fund has 
responded to the market in the same way as the Growth Fund given the similar 
characteristics of the portfolio.  During the quarter the fund produced a positive return 
of 2.2% but still lagged the benchmark by 0.6%. 

 
• Insurance Fund – this is 96.7% invested in fixed interest assets (79.1% of which are 

gilts), the geographical allocation being 98.7% UK and 1.3% US.  The fund performed 
in line with the benchmark this quarter, both of which had a 0% return.  The gilts within 
the portfolio outperformed the index due to their shorter maturity and the allocation to 
corporate bonds also added to the portfolio as they outperformed the gilts.  However, 
the small allocation to overseas bonds detracted from performance given the strong rally 
of sterling observed during the quarter.
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Market Background 

24. The following commentary has been extracted from the quarterly reports of each of the 
investment managers.   

25. This assessment is based on commentary provided by Newton. 

• The main focus this quarter was on the manoeuvres of the Federal Reserve.  In early 
July the US central bank signalled that it was going to begin scaling back the rate of 
its bond purchases, and wind them down entirely by the middle of 2014.  This 
resulted in a weakness in the financial markets which was felt most keenly in 
emerging equity, bond and currency markets, particularly in those countries, such 
and India and Indonesia, whose wide current account deficits have been funded by 
inflows of (cheap) overseas capital.  However in September, US monetary policy 
makers wrong-footed investors by announcing that they would await more evidence 
of sustained improvement in economic activity and labour market conditions before 
adjusting the pace of their bond purchases. 

• The European Central Bank’s version was light on detail, indicating only that the 
ECB expects its key interest rates to remain at present or lower levels for an 
extended period of time.   

• The Bank of England went further, announcing its intention to keep its main interest 
rate at 0.5% at least until the headline measure of unemployment rate falls to 7%, 
subject to certain conditions related to inflation and financial stability. 

• Another significant issue this quarter was the city of Detroit’s bankruptcy filing 
which shows that debt burdens can take time to exert their full influence.  Detroit’s 
predicament highlighted the difficulties the public sector in much of the developed 
world faces in trying to keep long-standing promises, in relation to pensions and 
healthcare provision for example, in a funding-constrained world. 

• The quarter  return indices, and those for the previous quarters of the calendar year 
are summarised below: 

 

Equity    Q3  Q2  Q1 
UK      5.58%  -1.7%   10.3% 

Europe (Ex UK)   7.00%  0.9%   10% 

World (Ex UK)   0.99%  0.6%  14.9% 

Emerging Markets   -0.82%  -7.9%  5.4% 

North America   -0.79  2.2%  17.7% 

 
Fixed Interest 
UK Government   0.47%  -3.8%  0.7%  

Overseas Bonds (un-hedged)           -4.15%  -2.9%  4.3% 

Corporate Bonds   2.21%  -2.9%  1.6% 

Cash (UK)    0.09%  0.1%  0.1% 
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• Monetary policy makers have so far largely failed to address the debt burdens and 
imbalances that characterise large swathes of the global economy.  Indeed much of 
the cause of the financial crisis of five years ago (low interest rates and a ballooning 
of credit) is currently seen as the cure for its aftermath, even if much of the debt 
now resides on the balance sheets of the public sector rather than on those of the 
private sector.  Western economies benefited from the initial bursts of the 
quantitative easing stimulus in the wake of the financial crisis, and developing 
economies were given a major boost by the actions of authorities around the world, 
but the former remain fragile despite unparalleled policy support, and growth in the 
latter now appears to be slowing. 

• With the policymaking on which investors are so focused linked explicitly now to 
economic variables such as rates of employment, financial markets may well be 
volatile.  In this challenging setting, Newton emphasises the importance of the long-
term perspective which should be given precedence over the near-tem ‘noise’ which 
can drown out an understanding of financial-market opportunities and risks.  

 

26. This assessment is based on commentary provided by Sarasin and Partners.  

• In September the US Federal Reserve changed its mind as to whether the US 
economy is yet strong enough to withstand the gradual withdrawal of the 
unconventional level of quantitative easing (QE) rescue measures.  The Fed is 
particularly wary of making a policy error in relation to the timing of tapering such 
measures, and in particular, it has been disappointed by recent employment data.  
However, the balance of US economic news flow is sufficient to suggest that some 
gradual tapering will happen after a delay.  Given the demand for new homes and 
cars along with a combination of growing business and consumer confidence and a 
rising stock market the optimist could see this as rapidly leading to economic 
growth and inflationary pressures.  However there are still enormous debts and 
structural imbalances in the global economy, the slow pace of reform by 
governments, the large output gap and a lack of investment by companies.  
Emerging market growth is slowing and in too many countries unemployment 
remains extremely high. 

• Despite this, over the last few months there has been a shift towards a more 
optimistic view point which has been reflected in the bond market movement.  
Yields on 10 year US and UK government bonds have risen during the quarter and 
market expectations are now for the US and UK to start raising interest rates in 
2015.  If economic growth does start to gain traction and inflation starts to rise 
then bond yields may well rise further.   

• Although stock markets have reflected an improved optimism, operational 
conditions for companies have been much tougher than this rise in optimism 
suggests.  Whilst companies have managed to keep margins up at record levels 
there has been little in the way of profit and growth and unless valuations continue 
to expand equity performance may slow down to keep pace with the subdued 
underlying profits.   
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• In terms of macroeconomics the global picture is mixed.  The US economy, albeit 
QE-dependent is still one of the better performers as now is the UK.  Indeed UK 
growth is forecast at an annualised rate of 3.5% in the second half of 2013.  The 
picture is not so good in some of the Emerging Markets where capital has been 
fleeing EM countries with floating exchange rates and large fiscal and trade 
deficits.  Conversely the outlook for China has improved due to the introduction of 
stability measures including tax cuts, partial interest rate liberalisation and banking 
sector restrictions.  Despite some positive signs, the Eurozone (EZ) is still not well 
positioned.  The ECB bought time with its Long Term Refinancing Operation, but 
most EZ countries are seeing their debt burdens continuing to rise and are 
struggling to reform and improve their competitiveness.  Unemployment is at 12% 
with Spain at a depression level of 26.3% and Greece at 27.9%.  The weak link in 
the EZ remains the banking system which is failing to lend sufficient funds for the 
economy to expand, and it is still too early to predict a sustainable upturn here.  

• As repression eventually does evolve to reflation, questions over the need to 
normalise interest rates are inevitable.  A hasty withdrawal of liquidity could 
easily undermine public finances and jeopardise the recovery.  So the recent rise in 
government bond yields was probably an over-reaction, and after the surprise 
decision to delay tapering was announced back in September, the yield on 
government bonds dropped back.  However, yields on corporate bonds did not fall 
back as much. 

• One effect of renewed economic optimism in the UK has been the recovery in 
Sterling which rose 6% against the dollar during the quarter, rallying back to the 
level at which it started the year. 

•  In conclusion Sarasin considers that markets may have become a little over-
optimistic in the short-term due to being led by US sentiment.  The irregular 
patterns of growth and still heightened downside risks could yet derail recovery, 
but are also likely to persuade central banks to leave monetary policy very loose. 
Given this picture Sarasin’s strategy is to continue to favour equities to generate 
better returns than those offered by bonds and cash, which continue to remain too 
low to meet most long-term investment objectives.  Not all companies however 
will be able to deliver attractive and rising returns to shareholders therefore careful 
stock selection remains essential. 



SFC Paper: Investment Performance 30 September 2013            13 of 16 



SFC Paper: Investment Performance 30 September 2013            14 of 16 

 



SFC Paper: Investment Performance 30 September 2013            15 of 16 

 



SFC Paper: Investment Performance 30 September 2013            16 of 16 

 


	20 November 2013
	STANDING FINANCE COMMITTEE

	Agenda Item 5 - Virement Report 3 of 2013-14
	3-2013-2014-Nov meeting

	Agenda Item 6 - 41-13 - Retail Price Index
	Report of:  Accounting Officer

	Agenda Item 7 - 42-13 - Additional Funding Materials Section 2013 (2)
	Report of:  DPW/Materials Manager

	Agenda Item 8 - 44-13 - Financial Outturn 2012-13 (4)
	UPURPOSE
	URECOMMENDATIONS
	UBACKGROUND

	Agenda Item 9 - 45-13 - Hydrocarbon Consultancy Funding Nov 2013
	Report of:  Management Accountant

	Agenda Item 10 - 46-13 - Investment Performance and Values Quarter ending 30 September 2013(3)
	Report of:  Financial Accountant


