STATES OF JERSEY

i

"

STATES OF JERSEY INVESTMENT
PERFORMANCE REPORT FOR THE
6 MONTHS ENDED 30TH JUNE 2010

Presented to the States on 4th November 2010
by the Minister for Treasury and Resources

STATES GREFFE

2010 Price code: C R.130



REPORT

1. Introduction

11

This report covers the performance of the nfaiates of Jersey
Funds’ Investments for the 6 months ended 30th R@i®. Funds
included in this report are —

The Strategic Reserve Fund

Stabilisation Fund

Social Security (Reserve) Fund

Health Insurance Fund

Consolidated Fund

Public Employees Contributory Retirement SchemeJRE)
Teachers’ Superannuation Fund (JTSF)

Currency Notes and Coins Fund

2. Investment Strategy

2.1

2.2

2.3

The latest States Investment Strategy puldliska@s on 22nd June
2010 (R.C.84/2010), including overarching strategfer ethical
investments and governance arrangements.

The Minister’s oversight of investment mattisrgurrently supported
by an Investment Sub-Committee. As part of the orgalrive to

improve all aspects of financial management actbesStates, the
Minister intends to replace the Sub-Committee wéhTreasury
Advisory Panel to include independent non-executhembers with
relevant experience. The Panel will be respondibteadvising the
Minister and Treasurer on a range of Treasury mgatlEhe Minister
and Treasurer will continue to receive independrestment advice
from the States Investment Adviser, currently Acawlitt. The Terms
of reference for the Treasury Advisory Panel aracaed to this
report at Appendix 2.

On 1st July 2010 the States of Jersey — Comimeestment Fund
(CIF) was implemented to provide many of the Stakesds,

including Special and Trust and Bequest Funds,of@ortunity to

pool resources in order to benefit from greater egtment

opportunities and economies of scale. Each fundshahits in the

CIFs’ asset pools in line with their individual Estment strategies.
Ten funds joined the CIF on 1st July, which inclddeur of the

larger Trust and Bequest Funds. This representsePhaf the CIF
and implements some of the recommendations laighc@bmptroller

and Auditor General's report “The Lord Portsea Gifind and other
Special Funds” dated June 2009. Further Trust amgu@st Funds
joined the CIF in the third quarter of 2010 (Phassf the CIF) and
the remaining funds with significant investmentaveales will join the

CIF during the first half of 2011.
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2.4

2.5

On 1st October AXA Rosenberg Investment Mamege Ltd was
terminated as an equity manager for the Stategrsey — Common
Investment Fund and 3 new equity managers wereirtgpio Also on
this date, the Social Security (Reserve) Fund pldeeds in the CIF
in line with its published investment strategy.

Each fund has its own Investment Strategyamset allocation, some
focusing on long term return and others on sharh thquidity and
security.

Investment Performance

3.1

3.2

3.3

Investment Performance of the major StatesJexkey funds is
compared to the relevant benchmarks for each fuBpecific
benchmarks and out performance targets are sefafdr Investment
Manager.

Actual performance is measured against ttevaet benchmark and
is dependent on market conditions.

The following table shows the number of inwe=mtt managers in
place as at 30th June 2010, for each of the mayjatsf —

Table 1: Managers in place as at 30th June 2010

Number of Managers in place | Equities| Alternatives| Property| Bond/Cash

States of Jersey Major Funds

Strategic Reserve Fund 1 - -
Stabilisation Fund - - -
Social Security (Reserve) FUHd
Health Insurance Fund - - -
Consolidated Fund = - -
Currency Notes and Coins Fun
PECRS,)
JTSF

[EEN
I
I

POWRE | RPN

1
5 2 1
1

@
@

Social Security (Reserve) Fund currently inv@sisooled funds with Legal & General.

PECRS includes investment in pooled funds witgdl & General for equities and bonds.

3.4

The performance of the individual funds as3@th June 2010 is
summarised in the table below.
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Table 2: Individual Fund performance results as at30th June 2010

Fund Value Actual Actual Actual
(30/6/10)| Performanceg Performance Performance
£ million 6 months 1 Year 3 Years

Strategic Reserve Fund 551 0.29% 9.64% 3.55%

Stabilisation Fund 114 0.52% 1.13% -

Social Security (Reserve) Fun 717  -1.93% 19.66% -0.76%

Health Insurance Fund 76 0.39% - -

Consolidated Fund 230 0.44% 1.03% 3.86%

(including Trading Funds)

Currency Notes and Coins Fu 83 0.46% 3.60% 3.60%

PECRS 1,163 -2.21% 15.78% -0.51%

JTSF 272 0.25% 24.82% 1.20%

3.5

allocation for each fund.

Appendix 1 provides an analysis of the perforoe and current asset
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APPENDIX 1

Investment Performance Report June 2010
States of Jersey - Strategic Reserve Fund

gmmary \

The value of the Strategic Reserve is £551m at 30 June 2010 compared with £550m at 31 December 2009.

Investment Performance - The overall investment performance over the three years to 30 June 2010 is an increase of 3.55% compared to the benchmark of 4.66%.
The performance against the benchmark for the year ended 30 June 2010 is an increase of 9.64% compared to the benchmark of 8.54%. In September 2010 the
current equity manager was given notice due to poor performance and three new equity managers have been appointed for the States of Jersey - Common Investment
Fund.

Asset Allocations - The asset allocations are within the strategic range, with 32% invested in equities, 44% in Bonds and 24% in cash and cash equivalents.

The Minister’s intention is that this fund will move towards its strategic aim as investment opportunities and market conditions allow, in relation to increasing equity
investment and carrying out property investment.

\ /

Value of the Fund Overall Fund Performance

Investment Performance against Benchmark
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Equities Bonds / Cash Property Equities, 16%
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Note

The Investment Strategy for this fund is designed to work towards the long term growth of the funds assets. Therefore whilst performance of the fund is monitored monthly
the focus for performance monitoring is on the long-term perspective. Some short-term market volatility is expected in the context of longer term investment objectives for
the fund.
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Investment Performance Report June 2010
States of Jersey - Stabilisation Fund

/ummary \

The value of the Stabilisation Fund is £114.4m as at 30 June 2010 compared with £113.7m at 31 December 2009. In the second half of 2010, £37m will be transferred
to the Consolidated Fund in accordance with P.179-2009.

Investment Performance - The overall investment performance for the year ended 30 June 2010 is an increase of 1.13% compared to the benchmark of 0.54%. The
fund has not been managed by our cash managers for a full 3 year period therefore 3 year performance numbers are not applicable

Asset Allocations - The asset allocations are in line with the strategy, with 100% invested in cash and cash equivalents.
The Minister’s intention is that this fund will move towards investing in bonds as and when the economic climate changes and there is no longer a requirement to make
payments out of the fund.

Value of the Fund Overall Fund Performance

Investment Performance against Benchmark
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Note
The purpose of the fund is designed to provide a reserve which can be used to make Jersey's fiscal policy more countercyclical in order to create a more stable economic
environment with low inflation. At times of economic downturn, assets are held with a focus of capital preservation and liquidity.
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Investment Performance Report June 2010
States of Jersey - Social Security (Reserve) Fund

(/s N

The value of the Social Security Reserve is £717m as at 30 June 2010 compared with £712m at 31 December 2009. During the last 6 months £20m of contributions
have been paid into the fund.

Investment Performance - The overall investment performance over the three years to 30 June 2010 is a decrease of 0.76% compared to the benchmark decrease
of 0.90%. The performance against the benchmark for the year ended 30 June 2010 is an increase of 19.66% compared to the benchmark of 18.52%.

In October 2010, the fund invested approx £264m into the States of Jersey - Common Investment Fund in UK and Overseas equities in accordance with its investment
strategy.

Asset Allocations - Overall the asset allocations are within the strategic range. For June 2010 month end only, as a result of short-term market volatility the asset
allocations were temporarily outside their strategic ranges. The portfolio was rebalanced early in July to bring the assets in line with their strategic ranges.

As at 30 June 2010, assets were allocated 62% in Equities, 5% in Bonds and 33% in cash and cash equivalents. The Minister’s intention is that this fund will move
Qards its strategic aim as investment opportunities and market conditions allow, in relation to increasing equity investment and carrying out property investment. /

Value of the Fund Overall Fund Performance
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Note

The Investment Strategy for this fund is designed to work towards the long term growth of the funds assets to meet future pension provisions for eligible islanders.
Therefore whilst performance of the fund is monitored monthly the focus for performance monitoring is on the long-term perspective. Some short-term market volatility is
expected in the context of longer term investment objectives for the fund.
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Investment Performance Report June 2010
States of Jersey - Health Insurance Fund

Summary
The value of the Health Insurance Fund is £80m as at 30 June 2010 compared with £78m at 31 December 2009.

Investment Performance - Investment performance is available for the fund since November 2009 when the monies were transferred to the Treasury for investment.
Performance against the benchmark for 30 June 2010 year to date is an increase of 0.39% compared to the benchmark of 0.27%.

Asset Allocations - The asset allocations are not currently in line with fund's the strategic range as 100% invested in cash and cash equivalents as a temporary
measure. On the 1st July the fund joined the States of Jersey-Common Investment Fund and has implemented its Investment Strategy to obtain holdings in equities and
bonds. Property investment is planned to be carried out as and when market conditions allow.
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Note

The Investment Strategy for this fund is designed to work towards the long term growth of the funds assets. From 1st July the fund joined the States of Jersey-Common
Investment Fund and has implemented its Investment Strategy. Therefore whilst performance of the fund is monitored monthly the focus for performance monitoring is on
the long-term perspective. Some short-term market volatility is expected in the context of longer term investment objectives for the fund.
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Investment Performance Report June 2010
States of Jersey - Consolidated Fund (including Tra __ding Funds)

Gjmmary \

The value of investments in the Consolidated Fund is £230m as at 30 June 2010 compared with £265m at 31 December 2009. During the last 6 months £31m net
monies have been paid out of the fund for operational and capital expenditure purposes.

Investment Performance - The overall investment performance over the three years to 30 June 2010 is an increase of 3.86% compared to the benchmark of 3.28%.
The performance against the benchmark for the year ended 30 June 2010 is an increase of 1.03% compared to the benchmark of 0.54%.

Asset Allocations - The asset allocations are within the strategic range, with 100% invested in cash and cash equivalents.
On the 1st July the fund joined the States of Jersey-Common Investment Fund and has invested some of its monies for longer durations in order to maximise investment

returns.

Value of the Fund (Cash Investment element only) Overall Fund Performance
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Note
The balance in this report represents the current cash balance within the Funds including approved expenditure votes not yet spent. The Investment Strategy for this fund}

is designed to be invested on a short term basis to provide liquidity to meet operational cash flows. In order to meet the fund's purpose, the strategy set is risk adverse
with capital preservation, liquidity and flexibility being the over-riding factors. Therefore performance of the fund is monitored monthly as the focus for performance
monitoring is on a short-term perspective.
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Investment Performance Report June 2010
States of Jersey - Currency Notes & Coins Fund

Summary

The value of the Currency Notes & Coins Fund is £83m as at 30 June 2010 compared with £94m at 31 December 2009.

Investment Performance - The overall investment performance over the three years to 30 June 2010 is an increase of 3.60% compared to the benchmark of 3.69%.
The performance against the benchmark for the year ended 30 June 2010 is an increase of 3.60% compared to the benchmark of 2.90%.

Asset Allocations - The asset allocations are within the strategic range, with 8% invested in equities, 11% in Bonds and 81% invested in cash and cash equivalents. On
1st July 2010 the Currency Notes and Coinage funds joined the States of Jersey - Common Investment Fund.

Value of the Fund Overall Fund Performance
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Note

The purpose of these funds are to hold assets that match the value of Jersey currency in circulation, such that the holder of Jersey currency could on request be repaid.
The Investment Strategy for this fund is designed to work towards the long term growth for £20m of the funds assets to maximise returns and the remainder to be held in
low risk fairly liquid assets to meet fluctuations of currency in circulation. Therefore whilst we monitor performance of the fund monthly the focus for performance
monitoring is also on a long-term perspective.
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Investment Performance Report June 2010
States of Jersey - Public Employees Contributory Re tirement Scheme Fund

@Jmmary \

The value of the Public Employees Contribution Retirement Scheme Fund is £1.2bn as at 30 June 2010 compared with £1.2bn at 31 December 2009.

Investment Performance - The overall investment performance over the three years to 30 June 2010, excluding the Salary Linked Bond is a decrease of 0.51%
compared to the benchmark increase of 1.32%. The performance against the benchmark for the year ended 30 June 2010 is an increase of 15.78% compared to the
benchmark of 22.88%. The schemes performance for the year was below benchmark due to underperformance of the Scheme's specialist investment managers (some
equity managers and property) coupled with equity holdings being underweight for the majority of the year up to 31st March.

Asset Allocations - The asset allocations are within the strategic ranges, with 51% invested in equities, 5% alternatives, 24% bonds/cash, 1% in property and 19% in
the Salary Linked Bond (pre 1987 debt). The 24% holding in cash includes £70m (4.9%) which was invested in alternatives on 1st July 2010. /

Value of the Fund Overall Fund Performance

Investment Performance against Benchmark
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Note

The Committee of Management's investment objective for PECRS is to invest the assets of the Scheme prudently to ensure that the benefits promised to members under
the Scheme's Regulations are provided. The Committee's Statement of Investment Principles is published on pages 38 - 41 of the Scheme's Annual Report for 2009.
PECRS is a long term Fund. Therefore, whilst the Committee monitors performance quarterly, the focus for performance monitoring is on the long-term perspective.
Some short-term market volatility is expected in the context of longer term investment objectives for the fund.
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Investment Performance Report June 2010
States of Jersey - Jersey Teachers' Superannuation Fund

Summary
The value of the Jersey Teachers' Superannuation Fund is £272m as at 30 June 2010 compared with £273m at 31 December 2009.

Investment Performance - The overall investment performance over the three years to 30 June 2010 is an increase of 1.20% compared to the benchmark decrease of
1.19%. The performance against the benchmark for the year ended 30 June 2010 is an increase of 24.82% compared to the benchmark of 20.30%.

Asset Allocations - The asset allocations are outside of the strategic ranges for Bonds/Cash. The JTSF Management Board are in the process of committing funds
which will bring the property allocation close to target (10%). As at 30 June 2010, assets were allocated 81% in equities, 17% in Bonds/Cash and 2% in property.

Value of the Fund Overall Fund Performance
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Note

The Investment Strategy for this fund, to prudently ensure that the benefits promised to members are provided, is designed to work towards the long term growth of the
funds assets. Therefore whilst the Management Board monitor performance of the fund quartely the focus for performance monitoring is on the long-term perspective.
Some short-term market volatility is expected in the context of longer term investment objectives for the fund.
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APPENDIX 2

TREASURY ADVISORY PANEL — TERMS OF REFERENCE

QOverview

The Minister for Treasury and Resources anédiner of the States have a
range of powers and responsibilities relating teabury matters, provided for
through the Public Finances (Jersey) Law 2005 astdaated Regulations.
The Treasury Advisory Panel is established by theidier to provide advice
on discharging these responsibilities and exergisdtevant powers.

References

References to “the Minister” shall mean the ister for Treasury and
Resources.

References to “the Panel” shall mean the Trgasdvisory Panel.

References to the “Non Executive Members” simahn the members of the
Panel appointed by the Minister.

Constitution

The Panel shall be established by the Mintstadvise the Minister, Assistant
Minister(s) and Treasurer. The Minister shall appomembers and a
Chairman.

Authority

The Panel is empowered by the Minister to disgh its functions as specified
in this document. To achieve this the Panel shall:

. Have the right to seek and be provided with theeesary information
to fulfil its duties

. Have the right to request professional advice seary to fulfil its
duties.

Membership

The Panel shall comprise Treasury Officers l[dod Executive members. In
total, between four and six members, as follows:

. Treasury Officers
The Treasurer of the States of Jersey;
The Deputy Treasurer of the States of Jersey

. Non Executive members
Between 2 and 4 Non Executive Members with releeperience,
appointed by the Minister.
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6.5

6.6
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The Minister and Assistant Ministers for Tragsand Resources shall have
the right to attend all Panel meetings.

The Minister and Assistant Ministers for So@elcurity, and their nominated
officers, shall have the right to attend all Padislcussions that impact on
Social Security Funds.

A Treasury officer shall be appointed the secyeof the Panel.

The appointment of the Non Executive Memberallshe made by the
Minister in accordance with the Appointments Conwsigis procedures and
after consultation with the Minster for Social Setyy) the Chairman of the
Panel and Treasurer of the States.

The appointment of a Panel Chairman shall bdentay the Minister in

accordance with the Appointments Commission proeduand after

consultation with the Minster for Social Securitige Chairman of the Panel
and Treasurer of the States.

Appointment of Non Executive members to thedPahall be for a period of
no more than five years. Non Executive members beageappointed subject
to the Appointment Commission’s procedures for aimam of two periods
of five years.

Meetings

The Panel shall meet as appropriate, as detedvy the Chairman, but not
less than three times per year.

A meeting of the Panel may be called by theetary at the request of any
member of the Panel or the Minister.

Only members of the Panel, the Minister andMimaster for Social Security

have the right to attend Panel meetings. Otherviddals and external

advisers may be invited to attend for all or pdraisy meeting as and when
appropriate.

Unless otherwise agreed, notice of each meetnd§rming the venue, time
and date together with an agenda of items to beusk®d, and shall be
forwarded to each member of the Panel and any gibeson required to
attend, at least five working days prior to the @pfed day for the meeting.
Supporting papers shall be sent to Panel membertcanther attendees as
appropriate, at the same time.

The quorum for Panel meeting shall be three Ineesy including at least one
Treasury officer and one Non Executive member. Argte meeting is able to
provide advice to the Minister will the authoritf/tbe full Panel.

In the absence of the Chairman and/or an apgmbideputy, the remaining
members present shall elect one of themselvesatio @meeting.
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6.7 The secretary will minute the proceedings ahdca/recommendations of all
meetings.

6.8 The secretary shall ascertain, at the beginafreach meeting, the existence
of any conflicts of interest and minute them acaougly.

6.9 Minutes of the Panel meetings shall be cireglggromptly to all members of
the Panel. Once agreed the minutes or a summanmgofhehall be circulated to
the Minister and the Minister for Social Security.

6.10 Meetings may be conducted in person, via leleg, or electronically.

7. Terms of Reference

7.1 The Minister for Treasury and Resources anédiner of the States have a
range of powers and responsibilities relating teaBury matters, provided for
through the Public Finances (Jersey) Law 2005 aadaated Regulations.

7.2 The Panel is established to advise the Miniatet Treasurer on relevant
Treasury matters.

7.3 The Panel is required to provide advice onfttlewing matters on an on-
going basis. The Minister or Treasurer may alsaestthe Panel to provide
advice on other relevant Treasury matters.

Scope of Advice

7.4 Treasury Policy, in the second half of 2010 the Treasury departnien
developing a comprehensive policy on key treasutiviies including
management of risk. The Panel is requested to dentie initial policies and
advise the Minister on their adoption. The Pandlllvé required to review the
appropriateness of these policies annually.

7.5 Fund Investment Strategies, the Minister has published investment strategies
for each of the major funds managed by the Treadurg Panel is required to
review the appropriateness of these strategiesadignu

7.6 Common | nvestment Fund Strategies, the Minister has published investment
strategies for each of the Common Investment Fuonlsp The Panel is
required to review the appropriateness of thesgesgiies annually.

7.7 Investment performance, the Panel is required to review and consider the
performance of all investment/cash managers apgubimd manage funds
under control of the Minister or Treasurer, at {easually.

7.8 Appointment and dismissal of Investment Managers, the Treasurer is
responsible for the appointment of investment maradrhe Panel is required
to advise the Treasurer on the appointment andisisinof investment/cash
managers.
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Currency and I nterest rate exposure, through its operations the States has on
occasion exposure to foreign currencies and irteaés changes. The Panel is
required to advise the Treasurer and Minister an rtfanagement of these
exposures as requested.

Other Advice, from time to time, the Minister and Treasurer magh to seek
the Panel's advice on other Treasury matters. TdrelPwill be required to
advise on matters where it has relevant expentiggerience and knowledge
to do so.

The Panel shall operate in accordance with fPenciples and
Recommendations of the AIC Code of Corporate Gawere and States of
Jersey Code of Conduct to the extent that the iptesxc and
Recommendations are relevant to the fulfiimentotiuties.

Reporting and Communication

Advice

All advice provided by the Panel to the Ministe Treasurer will be given
formally, and confirmed either through the Panelsinutes or by
correspondence from the Chairman.

Advice will normally be given on unanimous agreent of the Panel. Where
such agreement is not reached the Chairman mustrinthe Minister and
Treasurer of the Panel members’ views.

The Minister will consider the advice of thenBlaand will respond to that
advice, indicating his acceptance or otherwisénefedvice.

Reporting and Communication

The Panel shall receive copies of relevant stiémial Decisions.

The Panel shall receive copies of monthly aixd nsonthly investment
performance reports from the Treasury.

The Panel shall prepare, by 30 April each yaarannual Report for the
Minister covering the activities of the Panel i fbrevious calendar year. The
report shall set out the following matters:

. The Membership of the Panel,

. The number of meetings held since the publicadbnhe previous
Annual Report;

. The significant advice given to the Minister dgyithe year;

. An overview of investment performance.

The report shall be prepared so as to enabléihister to present it to the
States Assembly.

The Panel will meet formally with the Ministatrleast once a year to discuss
the activities of the Panel and its performance.
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