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Minutes of the Pensions Panel Meeting held on 6 December 2016 
 
 

Attendance 

Philip Atkins, OBE (Chairman) 
Derek Davis, OBE 
 

Mike Lawrence 
Shelagh McKiernan 
 

 
Also in attendance: David Thomas (Independent Adviser), Tim Legge (Observer) and 
Graeme Johnston (Hymans Robertson). 
 
Apologies: Robert Marshall and Carolan Dobson (Independent Adviser) 
 
PART ONE 
 
30. Declarations of Interest 
 
There were no Declarations of Interest on this occasion. 
 
31. Minutes of meeting held on 8 September 2016 
 
RESOLVED – That the minutes of the Meeting of the Pensions Panel held on 8 
September 2016 be confirmed and signed by the Chairman. 
 
32. Pension Fund Performance and Portfolio of Investments as at 30 
September 2016 
 
The Director of Finance and Resources submitted a summary of the performance of the 
Pension Fund, together with a portfolio of the Fund’s investments, as at 30 September 
2016. 
 
The Panel were informed that the Fund had a market value of £4.2bn at 30 September 
2016.  It had returned 6.9% over the quarter marginally outperforming its strategic 
benchmark by 0.8%. This was predominantly driven by positive returns from equity 
markets and the fall in the value of Sterling. However, it was also helped by the fact the 
Fund was underweight in several lower returning asset classes, such as bonds and 
overweight in the higher returning global equities. Private equity, UK equities and 
Property all outperformed their relative benchmarks. 
 
With regard to the longer term, the Fund had outperformed its strategic benchmark by 
0.5% in the year to date and over the 3 and 5 year time periods it continued to 
outperform its strategic benchmark by 0.3% and 0.7% respectively. 
 
In response to a question from Mr. Davis as to whether he thought the market value of 
the Fund had reached its peak, Mr. Thomas expressed the opinion that the Fund had 
reached a point where it was not likely to grow as quickly as it had done, more recently. 
 
RESOLVED – That the Pension Fund investment performance and the portfolio of 
investments for the quarter ended 30 September 2016 be noted. 
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33. Local Government Pension Scheme (Management and Investment of 
Funds) Regulations 2016 
 
The Panel considered a report from the Director of Finance and Resources informing 
them of the content of the new Local Government Pension Scheme (Management and 
Investment of Funds) Regulations 2016, which came into force on 1 November 2016. 
 
They were informed that in November 2015, the Government issued a consultation 
paper on Revoking and Replacing the LGPS (Management and Investment of Funds) 
Regulations 2009, with the aim of removing the prescriptive nature of the existing 
regulation, in order to allow LGPS Funds the ability to collaborate on the pooling of Fund 
assets. 
 
In its post-consultation commentary, published in September 2016, the DCLG reported 
that it had received 23,516 responses to its consultation proposals. No fewer than 
23,131 of those were from individual members of the public who objected to the new 
powers of intervention that the government intended to grant itself, alongside its 
insistence that administering authorities should not pursue policies that conflicted with 
those of the Government in the areas of foreign affairs and defence.  Despite the 
objections, the Local Government Pension Scheme (Management and Investment of 
Funds) Regulations 2016 were published and came into force on 1 November 2016. 
 
The Panel noted that, under the new Regulations there were several key areas of 
reform: 
 

(i) the existing ‘prescribed’ means of securing a diversified investment strategy 
were removed and instead the onus was placed on authorities to determine 
the balance of their investments and take account of risk; 

 
(ii) the introduction of safeguards to ensure that the more flexible legislation 

was used appropriately and that the guidance on pooling assets was 
adhered to. This included a power for the Secretary of State to intervene in 
the investment function of an administering authority where he considered it 
necessary; and 

 
(iii) the obligation for administering authorities to formulate an Investment 

Strategy Statement (ISS) in accordance with the governments’ guidance on 
such and publish it by 1 April 2017.  

 
The Director explained that the Investment Strategy Statement (ISS) would replace the 
current Statement of Investment Principles. Authorities were required to prepare and 
maintain an ISS which documents how the investment strategy for the Fund is 
determined and implemented.  The authority is required to publish its first ISS by 1 April 
2017 and maintain it, with reviews taking place at least every three years. The ISS for 
the Staffordshire Pension Fund, which was being worked on in collaboration with LGPS 
Central colleagues, would be available for consideration by the Pensions Panel and 
Pensions Committee at their meetings in March 2017. 
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RESOLVED – That the content of the new Local Government Pension Scheme 
(Management and Investment of Funds) Regulations 2016, which came into force on 1 
November 2016, be noted. 
 
34. Dates of Future Meetings 
 

 7 March 2017  
 
To be confirmed: 
 

 6 June 2017 

 25 July 2017 (Managers’ day) 

 5 September 2017 

 5 December 2017 

 6 March 2018 
 
All meetings are scheduled to start at 9.30am at County Buildings, Stafford.   
 
35. Exclusion of the Public 
 
RESOLVED - That the public be excluded from the meeting for the following items of 
business which involve the likely disclosure of exempt information as defined in the 
paragraph of Part One of Schedule 12A of the Local Government Act 1972 (as 
amended) indicated below. 
 
PART TWO  
 
The Panel then proceeded to consider reports on the following issues: 
 
36. Exempt Minutes of the Meeting held on  8 September 2016 
(Exemption paragraph 3) 
 
37. Pooling of LGPS Investments 
(Exemption paragraph 3) 
 
38. Property - Confirmation of the action of the Director of Finance and 
Resources 
(Exemption paragraph 3) 
 
39. Strategic Benchmark Review and Monitoring 
(Exemption paragraph 3) 
 
40. Pension Fund Performance and Manager Monitoring for the quarter ended  
30 September 2016 
(Exemption paragraph 3) 
 
41. Responsible Investments (RI) Report  Quarter 3 2016 
(Exemption paragraph 3) 
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42. Manager Presentations 
(Exemption paragraph 3) 
 
 
 
 

Chairman 
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Local Members Interest 

  

 
PENSIONS PANEL – 7 MARCH 2017 

 
Report of the Director of Finance and Resources 

 
PENSION FUND INVESTMENT PERFORMANCE 2016/17  

 
1. Purpose of Report 
 
1.1 To provide, for information; 

 
i)  a summary of performance of the Staffordshire Pension Fund as at  

31 December 2016; and 
 
ii) a portfolio of the Pension Fund’s investments as at 31 December 2016. 
 

2. Performance Summary 
 
2.1 Period               Relative  
      Fund  Benchmark  Performance 
         %          %           %  
  
 June 2016 Quarter     5.9         6.2        -0.3 

 
September 2016 Quarter    6.9         6.1         0.8 
 
December 2016 Quarter    4.0         4.1        -0.1 

 
 2016/17 Financial Year to date  17.8        17.2         0.5 
 
2.2 The MSCI World Index rose by +4.78% in local currency terms during the 

fourth quarter of 2016. The US underperformed Europe with the S&P 500 
rising 3.65% and MSCI Europe rising 5.44%. Emerging market performance 
was mixed; Mexico and China were two of the weaker markets with Russia by 
far the strongest. 

 
2.3 In the UK there was continued uncertainty surrounding exiting the European 

Union with the High Court ruling that parliament must be consulted.  
Despite ongoing uncertainty, UK economic growth indicators generally 
impressed the market during the quarter. The FTSE rose to all-time highs of 
over 7000 by the end of the quarter. The Pound weakened sharply at the 
beginning of the quarter following suggestion Article 50 would be triggered by 
March 2017, but firmed towards the end of the period following resilient 
economic data. 

 
2.4 In the US the Dow Jones index rose to new all-time highs, of 20,000, as 

investors priced in lower tax rates and higher government spending following 
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Trump’s election. Expectations for further inflation on the back of his fiscal 
plans also heightened with the Federal Reserve increasing interest rates in 
December. Inflation increased to 1.7% year on year, and unemployment fell to 
4.6%. The US Dollar rose to a 14 year high against the euro at the end of the 
year and continued to rise against the pound. 

 
2.5 Emerging Markets were hit by the strength of the US Dollar and concerns 

about Trump’s protectionist policies with regard to trade deals. These 
headlines broadly overshadowed positive policy developments and economic 
data. Brazil introduced a spending growth limit and Russia continued efforts to 
reduce their budget deficit to 3%. 

 
2.6 In Europe, the European Central Bank (ECB) extended its quantitative easing 

program until the end of 2017. Whilst in Italy a referendum on constitutional 
reform was rejected resulting in the resignation of Prime Minister Matteo 
Renzi. After the referendum, Moody's cut Italy's sovereign rating outlook to 
negative from stable. The Euro weakened over the quarter given concerns 
over the European banking system, particularly following the outcome of the 
referendum in Italy. Inflation remained flat at 0.6% year on year for November. 

 
3. Fund Value 
 
3.1 The Fund had a market value of £4.4 billion as at 31 December 2016. 
 

3.2 Over the quarter the Fund returned 4.0%, marginally underperforming its 

strategic benchmark by -0.1%. This was primarily due to stock selection 
generated within the equity pool where global equity managers had mixed 
performance success. The Emerging Markets and UK Equity portfolios had 
positive quarters and outperformed their benchmarks. Asset allocation also 
contributed a minor underperformance primarily due to being overweight 
cash; a low returning asset class. 

 
3.3 The Fund has outperformed its strategic benchmark by 0.5%, in the year to 

date and longer term, over the 3 and 5 year time periods it continues to 
outperform its strategic benchmark by 0.3% and 0.7% respectively. The high 
returning Private Equity portfolio and outperformance generated by the 
Property portfolios were both contributors to the outperformance over the year 
to date. 

 
4. Portfolio of Investments as at 31 December 2016 
 
4.1 A copy of the Staffordshire Pension Fund’s portfolio of investments as at 31 

December 2016 is attached.  
 

Andrew Burns 
Director of Finance and Resources 

___________________________________________________________________ 
 
Contact :  Melanie Stokes 
Telephone No. (01785) 276330 
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Background Documents: 
Portfolio Evaluation Performance Measurement Data 
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Local Members Interest 

NIL  

 
 

PENSIONS PANEL – 7 MARCH 2017 
 

Report of the Director of Finance and Resources 
 

Annual Investment Strategy for Pension Fund Cash 2017/18 
 
 
Recommendation of the Chairman 
 
1. That the Pensions Panel approves the proposed Annual Investment Strategy 

(AIS) for the Staffordshire Pension Fund (‘the Pension Fund’), for the 
investment of internally managed Pension Fund cash. 

 
Reasons for Recommendations 
 
2. In previous years, administering authorities were required to formulate a 

policy for the investment of its fund money by the Local Government Pension 
Scheme (Management and Investment of Funds) Regulations 2009; as a 
result the Pension Fund produced a separate AIS for its cash balances. The 
regulations, updated in 2016, now infer policies for fund money should form 
part of the Investment Strategy Statement (ISS), although this is not made 
explicit. 
  

3. The Pension Fund considers it good practice to continue preparing a separate 
AIS for cash balances and make reference to it within the ISS. In addition, the 
Government has provided specific guidance to local authorities under the 
Local Government Act 2003 in completing an AIS; the relevant principles of 
which have been used to structure this AIS for the Pension Fund. 

 
Background 
 
4. The Pension Fund has a small strategic asset allocation to cash of 1%, 

recognising that cash balances are needed for the day to day management of 
the Pension Fund. This cash is managed by Officers in the County Council’s 
Treasury and Pension Fund Team; mainly in the short-term to provide liquidity 
to pay bills as they arise. It is not invested solely to seek a return and is not 
usually considered a major asset allocation decision.  
 

5. The cash does increase from time to time, pending investment in other major 
asset classes e.g. property and private debt. The proposed AIS will therefore 
need to allow for such situations occurring. The Pensions Panel will need to 
agree these temporary increases as part of its quarterly review of the strategic 
asset allocation benchmark, together with any associated ranges. 
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6. The proposed AIS will not deal with the segregated, relatively small working 
cash balances held by the custodian (Northern Trust) under the control of the 
investment managers or with cash arising from occasional transitional activity. 
Overnight, Northern Trust sweep funds into their “AAA” rated Money Market 
Funds (MMFs). 
 

AIS for Pension Fund Cash 2017/18 
 

Objectives of investment  
 
7. The proposed main objectives for the AIS are to: 

 provide security of capital (i.e. ensure the return of the money and 
interest); 

 provide liquidity (i.e. pay the bills as they fall due and ensure funds are 
available for reinvestment when needed); and 

 earn interest (i.e. obtain a reasonable return within the constraints outlined 
at a) and b)). 

 
8. The 1% allocation to cash will by its nature need to be kept short-term. To 

accommodate balances exceeding this allocation, investments limits for 
existing individual investment categories may need to be increased 
temporarily. If balances are higher, pending investment in other asset classes, 
temporary investments may need to be considered that recognise their 
longer-term nature. It is anticipated that initially, any longer term requirements 
will be fulfilled through the use of ‘cash plus or short bond funds’ (see 
paragraph 24). 
  

9. To allow the practical management of the treasury transactions each day, it is 
proposed that the change in investment limits and the choice over the 
investments made is delegated to the Director of Finance and Resources 
Outside of this, the Pensions Panel will need to assess any specific 
requirements and consider any changes that may be required to the AIS. 
 

10. Cash balances had been relatively high in 2016/17 due to time lags between 
capital being committed and drawn e.g. to private debt funds. As a result of 
this increase in cash, investment limits for individual MMF’s were increased 
temporarily to a high of £42m during the year. In addition a second cash plus 
MMF was opened, the Royal London Cash Plus Fund. As some of the cash 
balances were subsequently reinvested as part of strategic asset allocation, 
the investment limits were again reduced to the current temporary level of 
£32m per individual MMF. 
 

11. In 2017/18 the Pension Fund is expected to receive up to £90m in forward 
pension contributions from participating employers. This amount will form part 
of the Pension Fund cash balance until it can be invested in accordance with 
the main strategic allocation of assets. It is envisaged that the temporary 
investment limits for MMF’s may need to increase once again, or the scope to 
open a third investment fund be explored whilst the Pension Fund has higher 
cash balances. 
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Credit Rating Criteria and the Approved Lending List (the List) 
 

12. Government regulations state that local authorities have to decide how they 
define a ‘high credit rated’ counterparty (i.e. a bank or a building society). In 
the past, the Fund has relied on advice and creditworthiness services from 
Treasury Management Advisors, such as those appointed by the County 
Council. 
 

13. Recent changes in legislation have made investing with banks and building 
societies more risky for local authorities; the Pension Fund falls within this 
classification. In January 2015, the UK implemented the Bank Recovery and 
Resolution Directive (BRRD) which ensures EU Member States are consistent 
in how they deal with the failure of banks and investment firms; instead of a 
government “bail out” of a bank, a “bail in” of current investors will be forced 
upon the bank by regulators. The risk of loss for local authorities in a bail-in 
situation is much greater, as any unsecured fixed-term deposits would be 
ranked near the bottom of the capital structure and would be one of the first to 
suffer losses. 
 

14. Under normal circumstances where the Pension Fund is fully invested, there 
is forecast to be a low level of cash, and it is considered unlikely that the 
Pension Fund will need to enter into a large number of term deposits with 
banks or building societies, thus reducing the risk of “bail in”. This means a 
simplified AIS consisting of the three following elements, and acknowledging 
the ‘high credit rating’ concept, can still be proposed for 2017/18. 
 
(i)  Regulation Investments 
 

15. Government Regulations specify the type of financial instruments that can be 
used and they divide them into ‘specified’ and ‘non-specified’ investments. 
 

16. Specified investments are investments made in sterling for a period of less 
than a year that are invested with: 

 the UK Government; 

 a local authority; 

 a parish or community council (unlikely to be used by the Pension Fund); 
or 

 a body, or in an investment instrument, that has a ‘high credit rating’. 
 
17. The first three named investments can be used by the Pension Fund by virtue 

of their inclusion within the guidance; these are referred to as Regulation 
Investments in the remainder of this report. It is important to note that these 
classes of investment are not subject to “bail-in” risk as mentioned earlier in 
this report (see paragraph 13). 
 
(ii)  Money Market Funds (MMF’s) 
 

18. MMF’s are pooled investment vehicles consisting of money market deposits 
and similar instruments. MMF’s have been used for some time by the Pension 
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Fund and by Northern Trust as stated earlier. They are also widely used by 
other public and private sector bodies. 

 
19. MMF’s proposed for use by the Pension Fund would be ‘AAA’ rated, the 

highest possible credit rating and they would have the following attributes: 

 Diversified – MMF’s are diversified across many different investments, far 
more than the Pension Fund could hope to achieve on its own account. 

 Same day liquidity – this means that funds can be accessed on a daily 
basis. 

 Ring-fenced assets – the investments are owned by the investors and not 
the fund management company. 

 Custodian – the investments are also managed by an independent 
custodian, who operates at arms-length from the fund management 
company. 

 
20. All treasury activity carries an element of risk and MMF’s are no different. In 

the event of a further financial crisis, the failure of one or more of an MMF’s 
investments could lead to a run on the MMF as investors rush to redeem their 
investment. This could then spread to other MMF’s as investors take flight 
from this asset class. 
  

21. In December 2016, the European Commission and European Parliament 
agreed on proposals for regulatory reform to enhance the safety and stability 
of MMF’s, and limit some of their risks. The European Council are yet to agree 
to the proposals, although implementation of the new legislation is expected 
by April 2018. 
 

22. The very low interest rate environment may threaten the ongoing continuity of 
MMF’s. Each MMF charges a fee and this could mean that interest earned 
becomes negative after its deduction. If this problem arose then it would be a 
matter of moving funds to an alternative class of investment. 
 

23. MMF’s as described in these paragraphs are judged to meet the criteria of an 
instrument that meets the definition of a ‘high credit rating’. Providing daily 
liquidity, the Pension Fund currently has accounts open with 5 MMF’s. 
 

24. Additionally, the Pension Fund invests in 2 ‘cash plus’ MMF’s. ‘Cash plus and 
short bond’ funds provide a useful longer term option to investments in same 
day notice MMF’s. Whilst they are considered to be slightly higher risk, they 
can enhance investment returns and provide diversification away from very 
short term investments. An investment period of at least six months is 
generally recommended. It is proposed to delegate the decision on the further 
use of ‘cash plus and short bond’ funds to the Director of Finance and 
Resources, after taking appropriate advice. 
 
(iii) The Pension Fund’s Banker 
 

25. Relatively low levels of cash will be retained with Lloyds Bank each night 
earning interest at a market rate. It is important to note that funds are 
available daily and are not committed for any period of time. 
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Investment Diversification 
 

26. In order to ensure diversification, it is proposed that under normal 
circumstances, the maximum investment limit for AAA rated diversified MMF’s 
which are, by default, already invested across a larger number of 
counterparties, is the lower of 50% of total cash or £30m, per MMF. Cash plus 
and short bond funds will also be subject to these limits. This approach is 
considered reasonable for the Pension Fund’s risk profile; taking into account 
that cash is only one asset class and the Pension Fund already has 
diversification across other asset classes. However, as stated in paragraph 8, 
a temporary rise in cash balances may require individual MMF limits to 
increase. 
 

27. To allow the practical management of the treasury transactions each day, it is 
proposed that the choice over the investments made is delegated to the 
Director of Finance and Resources. 
 
Investment duration 
 

28. The investment arrangements set-out in this report are of short duration; with 
the exception of cash plus or short bond funds, investments in an MMF or with 
the Pension Fund’s banker are liquid and available at one days notice. Other 
regulation investments may be invested for up to 12 months but more typically 
will be for periods of less than six months. 
 

29. The Pension Fund’s Approved Lending List is shown at Appendix 2. The 
maximum recommended investment duration for 2017/18 works within the 
definition of a specified investment which is to not invest for more than a year. 
 
Risk 
 

30. Cash is only a small part of the overall investments of the Pension Fund and 
the wider aspects of risk are taken into account in the strategic asset 
allocation where cash forms part of a diversified portfolio. 
   

31. Looking at cash in isolation, treasury management usually recognises that the 
two prime risk areas are security and liquidity. It is considered that focussing 
primarily on these two risks is appropriate for the Pension Fund’s relatively 
low 1% allocation to cash, for day to day cash management purposes; 
although the AIS has the flexibility to consider yield in the use of higher risk 
funds.  
 

32. Should the Pensions Panel decide at some point in the future to make a 
higher strategic allocation to cash, where seeking a higher return would 
become more important, the balance of risk and reward would need to be 
revisited. 
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Review of Strategy 
 
33. The main circumstances where a revised strategy would be prepared include 

a change in: 

 the Fund’s strategic asset allocation;  

 the economic environment; 

 the financial risk environment; and  

 the regulatory environment. 
 

34. Whilst the Pensions Panel will be responsible for approving any revised 
strategy, it may be necessary for action to be taken quickly. It is proposed, 
therefore, that the responsibility for assessing the circumstances above will 
rest with the Director of Finance and Resources.  

 
  

Andrew Burns 
Director of Finance and Resources 

_________________________________________________________________________ 
 
Author’s Name: Johirul Alam 

Investment Accountant (Treasury and Pensions) 
Telephone No. (01785) 276011 
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Appendix 1 
 
 
Equalities implications: There are no equalities implications arising directly from 
this report. 
 
 
Legal implications: There are no direct legal implications arising from this report.  
 
 
Resource and Value for money implications: All resource and value for money 
implications are covered in the body of this report. 
 
 
Risk implications: Risk is inherent in an AIS and is dealt with throughout the report. 
 
 
Climate Change implications: There are no direct climate change implications 
arising from this report. 
 
Health Impact Assessment Screening: There are no direct implications arising 
from this report 
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    Appendix 2 
 

PENSIONS PANEL – 7 MARCH 2017 
 

Staffordshire Pension Fund 
Approved Lending List 

 
 

Lending List – March 2017 

 
Time Limit 

Regulation Investments 
(no maximum investment limit) 
 

 UK Government T-bills 
UK Government Gilts 

6 months 
12 months 

UK Local Authority 12 months 

  

  
Banks 
  
Lloyds Bank  
(£5m maximum investment limit) 

call only 

  

  
Money Market Funds (MMFs) 
(maximum investment limit in each 
individual MMF is the lower of 50% 
of total cash or £30m)  
 

 

Goldman Sachs 
J P Morgan 
Deutsche Bank 

call only 
call only 
call only 

Morgan Stanley call only 

Federated  call only 

 
Standard Life Short Duration Cash 
Fund 

3 days 

Royal London Cash Plus Fund 3 days 

  

 
 
 

 
  

 
 
 

 



       
 
 

   
 

 
PENSIONS PANEL – 7 MARCH 2017 

 
Report of the Director of Finance and Resources 

 
Investment Strategy Statement 

 
Recommendation of the Chair 
 
1. That the Pensions Panel approves the Staffordshire Pension Fund 

Investment Strategy Statement (ISS). 
 
2. That the Pensions Panel notes plans to become signatories of the UK 

Stewardship code in 2017. 
 
Reasons for Recommendations 
 
3. The Local Government Pension Scheme (Management and Investment 

of Funds) Regulations 2016 were published and came into force on 1 
November 2016. This requires the administering authority to have in 
place an Investment Strategy Statement (ISS), which replaces the 
current Statement of Investment Principles (SIP). 

 
4.  The regulations also require Local Government Pension Funds to 

become signatories of the UK Stewardship code.  
 

Background 
 
5. There are several key areas of reform from the Local Government 

Pension Scheme (Management and Investment of Funds) Regulations 
2009 to the Local Government Pension Scheme (Management and 
Investment of Funds) Regulations 2016: 

 
(i) The existing ‘prescribed’ means of securing a diversified investment 

strategy are removed and instead the onus is placed on authorities 
to determine the balance of their investments and take account of 
risk. 
 

(ii) The introduction of safeguards to ensure that the more flexible 
legislation is used appropriately and that the guidance on pooling 
assets is adhered to. This includes a power for the Secretary of 
State to intervene in the investment function of an administering 
authority where they consider it necessary. 

 

Local Members Interest 

Nil  



(iii) The obligation for administering authorities to formulate an 
Investment Strategy Statement (ISS) in accordance with the 
governments’ guidance on such and publish it by 1 April 2017.  

 
6. The new 2016 Investment Regulations can be accessed following the 

link below: 
  
http://www.legislation.gov.uk/uksi/2016/946/pdfs/uksi_20160946_en.pdf 
 
Investment Strategy Statement (ISS) 
 
7. The ISS is a document that, under the new regulations, replaces and 

largely replicates, the current SIP. Authorities are required to prepare 
and maintain an ISS which documents how the investment strategy for 
the Fund is determined and implemented. The ISS is required to cover 
a number of areas, specifically: 
 

 The requirement to invest money across a wide range of 
investments. 

 An assessment of the suitability of particular investments and 
investment types. 

 The maximum percentage authorities deem should be allocated 
to different asset classes or types of investment, although limits 
on allocations to any asset class are not prescribed as is 
currently the case under the 2009 Regulations. 

 The authority’s attitude to risk, including the measurement and 
management of risk. 

 The authority’s approach to investment pooling; 

 The authority’s policy on social, environmental and corporate 
governance considerations. 

 The authority’s policy with regard to stewardship of assets, 
including the exercise of voting rights. 

 
8. Under Regulation 7(6) and 7(7), the statements must be published by 1 

April 2017 and then kept under review and revised from time to time, at 
least every three years. The draft ISS for the Staffordshire Pension 
Fund is attached in Appendix 2. 

 
9. Under Regulation 7(5), the authority must consult such persons as it 

considers appropriate as to the proposed contents of its investment 
strategy. In the formulation of the ISS, the Fund has initially consulted 
with its investment advisors and plans to consult more widely with 
employers via the website. 

 
UK Stewardship Code 
 
10. The guidelines issued by the Department for Communities and Local 

Government on Preparing and Maintaining an Investment Strategy 
Statement states: “Administering authorities are encouraged to 
consider the best way to engage with companies to promote their long-

http://www.legislation.gov.uk/uksi/2016/946/pdfs/uksi_20160946_en.pdf


term success, either directly, in partnership with other investors or 
through their investment managers, and explain their policy on 
stewardship with reference to the UK Stewardship Code. Administering 
authorities should become signatories to the Code and state how they 
implement the seven principles and guidance of the Code, which apply 
on a “comply or explain” basis”. 

 

11. During 2017, it is the Fund’s intention to become a signatory of the 
Financial Reporting Council’s UK Stewardship Code. This will involve 
producing a statement of compliance against 7 key principles and 
whilst we believe our current approach to stewardship is fully compliant 
with the code, there is a need to document and develop the way we 
demonstrate this further. The Fund’s equity investment managers are 
all current signatories to the Code. 

 
 
 
 
Andrew Burns 
Director of Finance and Resources 
____________________________________________________________ 
Contact :  Melanie Stokes 
Telephone No. (01785) 276330 
 
Background Documents:  
 
1. The Local Government Pension Scheme (Management and Investment of Funds) 
Regulations 2016 
 
 
 
 
 
 
 
 
 
 
 
 

 
          
 
 
 
 
 
 
 
 



Appendix 1    
 

1.  Equalities implications: There are no direct equalities implications 
arising directly from this report. 

 
2.  Legal implications: There are no direct legal implications arising from 

this report. 
 

3.  Resource and Value for money implications:  The resource and 
value for money implications are included in the body of the report.  
 

4.  Risk implications:  There are no direct risk implications arising from 
this report. 

 
5.  Climate Change implications: There are no direct climate change 

implications arising from this report. 
 

6.  Health Impact Assessment screening: Not applicable 
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Investment Strategy Statement (published April 2017) 

1. Introduction and Background 

1.1 This is the Investment Strategy Statement (‘the Statement’) produced by 
Staffordshire County Council as the administering authority of the Staffordshire 
Pension Fund (‘the Fund’), to comply with the regulatory requirements specified in 
Regulation 7 of The Local Government Pension Scheme (Management and 
Investment of Funds) Regulations 2016 (‘the investment regulations’). The Statement 
is subject to annual review and within six months of any material change in 
investment policy or other matters as required by law.  

 
1.2 The Statement has been approved by the Pensions Committee following consultation 

with the Fund’s advisors and employing bodies.  The Pensions Committee is the 
main decision making body and comprises both elected councillors and non voting 
representatives from Trades Unions and from other employing bodies in the Fund.  A 
full explanation of the governance arrangements setting out the respective roles of 
the Pensions Committee, Pensions Panel and the Employers’ Forum can be found in 
the separate document entitled ‘Governance Policy Statement’ published on the web. 

 http://www.staffspf.org.uk/governance 

1.3 In preparing the Statement, the Pensions Committee has consulted with its Advisors 
as there are close links between this statement and the separate Funding Strategy 
Statement (‘FSS’) which can also be found on the web. 

 https://www.staffspf.org.uk/Finance-and-Investments/Funding-Strategy-

Statement/161007-Funding-Strategy-Statement-2016-v3-DRAFT.pdf 

2. The Fund’s Objectives  

2.1 The primary objective of the Fund is: 

 To ensure that sufficient funds are available to meet all pension liabilities as they 
fall due for payment. 

2.2 The Fund has funding strategy objectives which are set out in the Funding 
 Strategy Statement (FSS). These are:  

 To ensure the long-term solvency of the Fund, using a prudent long term view. 
This will ensure that sufficient funds are available to meet all members’ / 
dependents benefits as they fall sue for payment:  

 To ensure that employer contribution rates are reasonably stable where 
appropriate; 

 To minimise the long-term cash contributions which employers need to pay to the 
Fund by recognising the link between assets and liabilities and adopting an 
investment strategy that balances risk and return (NB this will also minimise the 
costs to be borne by Council Tax payers); 

 To reflect the different characteristics of different employers in determining 
contribution rates. This involves the Fund having a clear and transparent funding 
strategy to demonstrate how each employer can best meet its own liabilities over 
future years; and 

http://www.staffspf.org.uk/governance
https://www.staffspf.org.uk/Finance-and-Investments/Funding-Strategy-Statement/161007-Funding-Strategy-Statement-2016-v3-DRAFT.pdf
https://www.staffspf.org.uk/Finance-and-Investments/Funding-Strategy-Statement/161007-Funding-Strategy-Statement-2016-v3-DRAFT.pdf
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 To use reasonable measures to reduce the risk to other employers and ultimately 
to the council tax payer from an employer defaulting on its pension obligations. 

2.3 The FSS sets out the main aims of the Fund and sets employers’ contribution rates 
to achieve those aims on the basis of a Strategic Asset Allocation that is 
predominantly invested in equities.  The FSS models the risks of this investment 
strategy and in particular the link between assets and liabilities.  It also sets out the 
likelihood of achieving the funding objective in the long term. The FSS has an explicit 
stabilisation mechanism to limit the annual increase in contribution rates for Local 
Authorities and other employing bodies with strong covenants.  

2.4 The investment objective of the Fund is: 

 To achieve a return on Fund assets which is sufficient, over the long-term, to 
meet  the funding objectives an ongoing basis. 

3. Investment Strategy and Beliefs 

3.1 The Fund has built up assets over the years and continues to receive contribution 
and investment income. Any Fund money which is not needed immediately to make 
payments from the Fund must be invested in a suitable manner; the way in which this 
is done is referred to as the investment strategy. The Fund ensures it has parameters 
around its investment strategy by setting a Strategic Asset Allocation, which at a 
primary level indicates how much the Fund will allocate to each asset class i.e. 
Equities, Bonds, Alternatives and Cash. This primary level is often sub-divided further 
by geography, type of investment and manager allocations.     

3.2  The Fund shares a set of common investment beliefs which it thinks about when 

setting its investment strategy: 

 A long term approach to investment will deliver better returns; 
 

 The long term nature of LGPS liabilities allows for a long term investment 
horizon; 
 

 Asset allocation is the most important factor in driving long term investment 
returns; 
 

 Liabilities influence the asset structure; Funds exist to meet their obligations; 
 

 Risk premiums exist for certain investments and this can help to recover funding 
deficits; 
 

 Markets can be inefficient, therefore there is a place for both active and passive 
management; 

 

 Diversification across investments with low correlation improves the risk / return 
profile; 
 

 Secure and growing income streams underpin the ability to meet future liabilities; 
and 
 

 Responsible investment can enhance long term investment performance. 
 

3.3 The Pension Fund’s Strategic Asset Allocation (SAA) is formulated in 
 consultation with the Fund’s investment advisors, Hymans Robertson, with all the 



  Staffordshire Pension Fund 
   Investment Strategy Statement 

Fund’s objectives in mind. The latest SAA was carried out following the results of the 
actuarial valuation as at 31 March 2016. It was determined with reference to: 

 The probability that it will deliver a return that, in conjunction with the 
contribution strategy, will achieve the Fund’s long-term funding target; and 

 The probability that any shortfall from funding target in the event of adverse 
investment outcomes will be within acceptable levels. 

3.4 In order to do this, Hymans Robertson carry out stochastic modelling on the 
proposed SAA and contribution rate strategy, to asses the likelihood of the desired 
funding level (i.e. 100%) being achieved in 20 years time. They test the strategies 
under a variety of simulated economic conditions to ensure that two thirds of the 
simulations achieve the desired funding level. This provides confidence that no 
matter what the economic conditions over the next 20 years, the SAA will most likely 
achieve the desired funding level. The modelled scenarios also test that a modest 
variation of the SAA, of up to 5%, can be tolerated without the likelihood of the 
funding level being compromised. 

3.5 The 2016 actuarial valuation of the Fund, showed a funding level of 78%. This means 
the Fund still needs it’s assets to grow significantly and the SAA aims to achieve this, 
therefore, through a significant allocation to growth assets i.e. equities, property and 
alternatives. This is balanced to some degree by allocations to stabilising assets to 
closely match the liquidity demands of the Fund.  

3.6 Currently, the contribution income from employing bodies and employees is roughly 
equal to benefit payments to pensioners. This is important as it means the income 
generated from assets can be reinvested in the Fund. However, at some point over 
the next 10 years the valuation indicates that outgoing payments will exceed income 
by 10%. It is expected that the income generated by the current asset allocations will 
be sufficient to cover this.  

3.7  The SAA is reviewed and approved by the Pensions Committee, every three years, 
as part of setting the funding strategy and to take account of developments in the 
investment environment. It is monitored more frequently at quarterly meetings of the 
Pensions Panel. 

3.8 The arrangements for the Fund’s investments will change with the advent of LGPS 
Central Limited in April 2018. Staffordshire is one of 8 Partner Funds and over time, 
the majority of the Fund’s investments will be managed by LGPS Central.  However, 
the decision making around the Fund’s SAA, which is recognised to be the primary 
driver of investment returns, will be retained by the Pensions Committee.  

4. The requirement to invest money across a wide range of investments 
 and an assessment of the suitability of particular investments and 
investment types. 

 
4.1 The Pensions Committee receives advice on investments from its appointed 

Investment Consultants. The issues that the Committee takes into account in 
considering different investments (or asset classes) include; 

 Legality – is it excluded by any regulation? 

 The nature and type of return (e.g. is the asset ‘real’?) 

 The expected level of return 
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 The expected variability of return (volatility) 

 The relationship of returns between asset classes 

 The long term track record of the asset class 

 Liquidity 

 Credit Risk (i.e. risk of loss) 

 Leverage 

 Currency risk 

 Complexity 

 Use of active management where it can add value 

4.2 Following the Actuarial Valuation of the Fund as at 31 March 2016, the Pensions 
Committee agreed that the following asset classes were appropriate for the Fund to 
invest in.  

Asset Class  Approval to 
invest 

Equity UK  

 Global  

 Private Equity  

 *LGPS Central   

Bonds Gilts  

 Index Linked Gilts  

 Other Investment Grade  
Corporate Bonds 

 

 *LGPS Central  

Cash   

Property   

Alternatives Hedge Funds  

 Commodities  

 Infrastructure  

 Active Currency  

 Other Alternatives e.g Private 
Debt 

 

  *The Fund will invest in the regulatory capital of LGPS Central. 
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4.3 The Fund’s SAA is set to ensure that the Fund invests in a wide range of asset 

classes. This diversification of assets reduces risk and also aims to help meet the 

Funds funding objectives. Whilst the SAA sets the framework for the Fund’s portfolio 

of assets over the long term, many more detailed decisions have to be taken to build 

the portfolio of assets; these include aspects such as the characteristics of the equity 

portfolio (e.g. passive (v) active management, geographical spread), the bonds to be 

held (e.g. government bonds or corporate credit) and the alternative assets in which 

the Fund should invest (e.g Private Equity, Private Debt, Hedge Funds, Infrastructure 

etc).  

4.4 These ‘structural’ aspects are the subject of ongoing monitoring by Officers and 

Advisors and a ‘Strategic Benchmark Review and Monitoring’ report is presented 

quarterly to the Pensions Panel for its consideration. From time to time, when 

markets dislocate, ‘tactical’ moves between asset classes may be deemed 

appropriate. However, the Pensions Panel will only agree to make any such 

switches, following clear advice and recommendations from their advisors.  

4.5 Furthermore, in order to ensure that ‘tactical’ switches are not effected unnecessarily, 

the Pensions Panel monitors the actual SAA of the Fund, subject to the tolerances 

versus the target SAA of the Fund. The current target SAA target and permitted 

tolerance ranges are provided in Appendix A. 

4.6 The Fund categorises assets between growth assets and stabilising assets, with the 

stabilising assets being those which aim to remove some of the volatility and risk in 

the investment strategy (e.g. if equity markets fall in value, other asset classes may 

rise in value). The balance between growth assets and stabilising assets must be 

such that some of the volatility can be managed, but that the investment strategy is 

still capable of returning the level of growth required in the long term; as per the 

assumptions made by the Actuary in the triennial valuation.  

4.7 The following table details the assumptions made about the expected 12 month long 

term returns (net of fees) from each of the main asset classes, which were used in 

the SAA modelling work as part of the 2016 actuarial valuation. The table also 

provides the annual expected volatility of those returns as at 31 March 2016. 
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4.8 Any asset class / investment is assessed on its individual merits and on the potential 
it offers to improve the overall balance of risk and return for the Fund as a whole. The 
numbers given in the previous table are indicative of the characteristics sought. The 
expected return from alternatives is not required to match those of equities, if they 
offer a more stable pattern of returns (and a degree of diversification from equities).  

4.9 The Portfolios making up the Fund’s assets are managed on both an active and a 
passive basis with the active portfolios expected to outperform their respective 
benchmarks over the long term. As a result, the investment return achieved by the 
Fund is expected to exceed the return on gilts (a proxy for the expected growth in 
liabilities) by a greater margin than that assumed by the Actuary in the 2016 
valuation. Details of the managers, their respective investment benchmarks and 
investment performance targets are included in Appendix B for information. 

4.10 The Fund’s investment portfolio is monitored quarterly by the Pensions Panel, who 
receive a quarterly report on performance. This covers the total Fund performance, in 
terms of returns received compared to the benchmark, the performance of individual 
asset classes and the performance of individual investment managers versus their 
individual targets. The Pensions Panel use this information to help them assess the 
ongoing suitability of the Fund’s investment strategy and SAA.  

5. Other considerations: 

5.1 Realisation of investments 

 5.1.1 The majority of stocks held by the Fund’s Investment Managers are quoted on 
major stock markets and may be realised quickly if required.  Property, Private 
Equity, Private Debt and Hedge Fund investments, which are relatively illiquid, 
currently make up a modest proportion of the Fund’s assets. 

  Expected Rate 
of Return in 
Year 1 (p.a.) 

20 year Rate 
of Return (p.a.) 

Volatility of 
Return in Year 

1 (p.a)  

  31 March 2016 31 March 2016 31 March 2016 

Equity UK 4.4% 5.9% 18% 

 Overseas 3.9% 5.6% 22% 

 Private Equity 5.0% 7.0% 27% 

Bonds Long-dated Gilts 0.1% 1.4% 11% 

 Index-linked Gilts 0.2% 0.5% 9% 

 Corporate Bonds 3.2% 1.6% 7% 

Cash  0.7% 2.6%     1% 

Property UK Commercial 2.0% 3.7% 14% 

Alternatives Private Debt 1.7% 4.2%    7% 

 Hedge Funds 1.5% 4.1% 13% 
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5.2 Stock Lending  

 5.2.1  Since May 1999, the Pension Fund has been part of its Custodian’s stock 
lending arrangement, whereby securities held by the Pension Fund are loaned to a 
third party in return for a fee that helps the Pension Fund meet its funding objectives.  

 5.2.1  There are risks in stock lending but the Pensions Panel considers that these 
are well managed by the custodian through its lending program. They are also 
satisfied that there are appropriate collateral arrangements in place which reflect 
current market practice. 

 5.2.3  Overall, the Pensions Panel considers that the income from stock lending is 
beneficial to the Fund and that the risks are understood and well managed. 
Furthermore, they have agreed to place reliance on the co-ordinated actions of the 
national Financial Regulators in relation to the lending of certain bank, insurance and 
financial stocks. The policy will be kept under review with annual reports to the 
Pensions Panel.  

5.2.4  The manager(s) of pooled funds may undertake a certain amount of stock 
lending on behalf of unit holders. Where a pooled fund engages in this activity, the 
extent to which it does is disclosed by the manager. Although the Pensions Panel 
has no direct control over stock lending in pooled funds, it is comfortable that the 
extent and nature of this activity is appropriate to the  

5.3 Pension Fund Cash 

 5.3.1  Cash management in the Pension Fund comprises two elements:  

 (i) Cash held in the Pension Fund bank account; and  

 (ii) Cash held in the Custodian’s bank account. 

5.3.2  The Pension Fund has a 1% strategic allocation to cash which is primarily 
used for fulfilling the daily liquidity needs of the Fund. The cash is managed by 
Staffordshire County Council’s Treasury and Pension Fund team in accordance with 
the Pension Fund’s Annual Investment Strategy approved by the Pensions Panel 
before 31 March each year. 

 5.3.3  Each investment manager in the Fund with a segregated mandate will have a 
cash account with the Pension Fund’s custodian for £ sterling and possibly foreign 
currency. Again, cash in these accounts is held primarily for the managers day to day 
liquidity needs but will fluctuate due to the timing issues of trade settlement, dividend 
income etc. Also, maximum cash limits are agreed with each manager as part of the 
Investment Management Agreement and so occasionally cash may increase in line 
with the managers’ views on investment markets. 

 5.3.4  All cash balances held with the custodian are swept on an overnight 
 basis into highly credit rated (AAA) money market funds, attracting an appropriate 
rate of interest. 

6. The Fund’s attitude to risk, including the measurement and management 
of risk. 

 
6.1 The main strategic risk to the Fund is failing to meet its primary objective of having 

sufficient funds to meet its liabilities when they become due for payment. This 
particular risk is managed through the Funding Strategy, which models a range of 
outcomes using monte carlo simulation. The primary reason for the high variability 
(risk) in outcomes derives from the high proportion of the Fund invested in growth 
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assets, in particular equities. However, in the long term this is considered to deliver 
returns that are commensurate with the risk and this helps to keep employer 
contributions lower than they would otherwise be. It also relies upon the strong 
covenant of the major employing bodies in the Fund which allows for a long term 
perspective to be taken. 

6.2 Risks are inherently reported to the Pensions Panel/Committee as part of routine 
reporting. However, there is a separate risk register, which has been developed to 
categorise risk across 4 main areas of focus: Funding, Administration, Governance 
and Investment.  Some key risks from each of the areas, and the way in which they 
are mitigated, are highlighted in the following paragraphs. 

6.3 Funding  

 6.3.1 Inflation - future payments the Fund has to make to pensioners are linked to 
inflation. Therefore increases in the rate of inflation will increase the value of 
payments to pensioners. The Fund invests in assets, such as index linked gilts, which 
are linked to inflation. This reduces risk as it matches the return on these assets to 
actual increases in inflation. 

 6.3.2 Longevity - future life expectancy is an area which is difficult to forecast 
accurately but, as people are living longer, the cost to the Fund increases. The Fund 
has made assumptions on longevity with allowances for future increases. The Fund 
Actuary also has access to information on the experiences of other local authority 
pension funds. A substantial portion of this risk has been transferred to employees 
under LGPS 2014, with the linking of the scheme retirement age to state pension 
age. 

 6.3.3 Changes in the maturity profile of the Fund - the Fund will mature as the 
ratio of pensioners and deferred pensioners to active employees grows. This is 
growing as an issue as a result of structural changes affecting employers in the Fund. 
Over time it is possible to amend the investment strategy to better match this change 
but it may result in higher contribution rates for Fund employers. 

6.4 Administration 

 6.4.1 Maintaining an appropriate level of staffing and resources – risks is 
mitigated through monitoring workloads, or backlogs and benchmarking staff 
numbers. Management review following performance conversations, customer 
feedback results and complaints monitoring. 

 6.4.2 Maintaining complete and accurate records – risks are mitigated through 
the use of internal contribution control and financial systems. Other controls include 
actuarial data checks, scheme of delegation, record keeping checks, actuarial 
calculation. 

6.5 Governance 

 6.5.1 Advisors – there is a risk of failing to have proper arrangements in place to 
ensure the Fund receives appropriate advice. There is also a need to ensuring there 
are appropriate processes for the procurement and performance monitoring of 
advisors. A main investment consultant and 2 independent Advisors have been 
appointed and regularly attend Committee/Panel meetings with officers. Their 
performance is monitored by Members on an ongoing basis and ultimately through 
the performance of the Fund.  

 6.5.2 Custody – there are significant implications of failing to have appropriate 
custody arrangements in place for liquid markets and illiquid investments (including 
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property). The Fund has appointed a global Custodian for this purpose and the 
contract contains detailed provisions for safekeeping of assets. The Custodian’s 
credit rating is monitored. Arrangements are reviewed regularly with stock lending 
subject to a separate agreement and strict controls. The Council’s Legal Services 
keep all property records. And, Limited Partnership agreements for illiquid 
investments and other documents are held by manager’s custodians. 

6.6 Investments 

 6.6.1 Investment in equities - a large proportion of the Fund is invested in equities 
which are expected to provide better returns than government bonds over the long 
term. The risk with this strategy is that equity values fall significantly in the short term 
and they fail to outperform bonds in the long term. This risk is managed through 
reliance on the funding strategy which details the positive cash flows of the Fund and 
the long term agreement of the main employing bodies. This then allows the Fund to 
take a long-term investment perspective and maintain a high exposure to equities 
over time for them to deliver the expected returns.  

 6.6.2 Interest rates - changes in interest rates will affect the level of the Fund’s 
liabilities and the value of the Fund’s investment in bonds. Little can be done in 
relation to the change in liabilities; this is a fundamental part of having a Pension 
Fund. To mitigate the risk of capital loss on bonds from interest rate changes, the 
Fund’s strategic asset allocation allows scope to adjust the bond exposure.  

 6.6.3 Pension Fund investment managers underperform their target 
benchmarks – as the majority of the Fund is invested through external investment 
managers, this risk is partially managed by keeping a substantial share of the Fund 
invested passively and by ensuring that the active managers have complementary 
styles allied to regular monitoring. Each manager has an investment management 
agreement in place which sets out the relevant investment benchmark, investment 
performance target, asset allocation ranges and any investment restrictions. This 
constrains the investment managers from deviating significantly from the intended 
approach, while permitting sufficient flexibility to allow the manager to reach their 
investment performance target.  

6.7  In terms of investment risks, the Pensions Committee receives an annual report from 

the Fund’s independent performance measurer to show both performance and risk, 

where risk is measured as the variability of returns both against liabilities and against 

equity or other benchmarks. The Pensions Panel receives reports which monitor 

such risks quarterly. 

6.8 Most of the Fund is invested in liquid investments. Risks are also managed through 
diversification.  For example; 

 across asset classes e.g. bonds, property, private equity, hedge funds and cash; 

 across managers and styles, geographical areas e.g UK, Overseas, Emerging 
Markets; and  

 through ensuring managers maintain a diversified portfolio of investments within 
their mandate. 

6.9 Overseas currency risk is not currently hedged. Going forward, consideration will be 
given to passive currency hedging being put in place by the Fund’s Global Custodian.   
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6.10 The risks associated with asset pooling and the creation of LGPS Central Limited 
are addressed as part of a separate risk register, which is reviewed regularly by the 
project’s Programme Board made up of the S151 Officers of the 8 Partner Funds.  

7. The authority’s approach to investment pooling 

7.1 Staffordshire County Council, as the administering authority of the Staffordshire 
Pension Fund, is one of 8 shareholders in LGPS Central Limited; the other 7 
shareholders being the Local Authority Pension Schemes managed by Cheshire 
West and Chester Council, Derbyshire County Council, Leicestershire County 
Council, Nottinghamshire County Council, Shropshire Council, Wolverhampton City 
Council and Worcestershire County Council.  

7.2 The 8 Partner Funds have a regional identity but welcome wider collaboration with 
other LGPS pools. Whilst, one fund, one vote, will be an overriding principle of the 
pooling arrangement, LGPS Central Limited recognises that Funds have different 
funding levels and deficit recovery profiles; the pool’s structure will aim to meet each 
Fund’s needs in this respect. 

7.3 At the outset, the 8 Partner Funds of LGPS Central Limited outlined its key 
characteristics whereby: Assets will be managed by both internal and external 
investment managers and it is expected that the split between internal and external 
management will vary over time, as the internal investment resource and resilience is 
developed; Knowledge and expertise will be shared and participants will be open to 
challenge and change; Participants will listen and be constructive;. Strong 
governance, based on openness and transparency, within the pool will be 
paramount; Costs will be actively managed, be transparent and will be shared fairly 
between participants; Responsible investment will be an integral part of the 
investment process.  

7.4 LGPS Central Limited has been formally accepted by the Secretary of State as a 
Local Authority Pension Fund Investment Pool. The company becoming an FCA 
registered investment manager will lead to improved governance, transparency and 
reporting, giving the 8 Partner Funds assurance around their investments and the 
investment process. 

7.5 A Shareholders Forum, comprising one elected Member from each of the 8 Partner 
Funds will act as the supervisory body of the pool and will fulfil the shareholders’ role 
in ensuring that the company is managed efficiently and effectively. A Joint 
Committee, set up in accordance with the provisions of the Local Government Act 
1972, will be the forum for dealing with common investor issues and for the collective 
monitoring of the performance of the pool against its objectives (set out in the 
business case submission). To support the Joint Committee and the Shareholders’ 
Forum, a Practitioners Advisory Forum will be created, consisting of Officers from 
each of the 8 Partner Funds. This Forum will provide day to day oversight of the 
company and will monitor its investment performance and investment costs. The 
Forum will also act as the customer, monitoring levels of customer service and the 
delivery of wider investor services such as responsible investment and voting.  

7.6 With the exception of a working cash balance, to ensure liabilities can be paid as they 
fall due, all of the Funds assets, will be invested through LGPS Central. Albeit there 
will be a period of transition and restructuring, it is envisaged that LGPS Central will 
take over the oversight of all assets with effect from April 2018. A range of reporting 
processes to key stakeholders (which will likely include an annual report on the 
progress of asset transfers) will need to be developed.  
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8.  The Fund’s policy on social, environmental and corporate governance 
considerations. 

 
8.1 Responsible Investment (RI) is the belief that, over the long term, financial 

performance can be enhanced through the integration of environmental, social and 
corporate governance (ESG) considerations into investment management processes 
and active ownership practices. 

8.2 The Pensions Committee / Panel seeks to ensure that, as far as possible, 
Responsible Investment (RI) factors (corporate governance, environmental and 
social factors) are incorporated together with financial factors into the investment 
process across all relevant asset classes. Non financial factors are considered as 
part of investments to the extent that they are not detrimental to the investment 
returns. Social impact is considered, but financial return is the primary concern. The 
Pension Fund operates a policy of engagement with companies it is invested in, 
rather than divestment. The Fund believes, that over time, this allows for better social 
outcomes and ultimately enhanced financial returns. The Fund will not pursue RI 
policies that are contrary to UK foreign policy or UK defence policy. 

8.3 To assist them in doing this, the Fund: 

 8.3.1  endorses the United Nations Principles of Responsible Investing (UNPRI) 
and seeks to encourage its active equity managers to sign up to them in order to fully 
incorporate RI issues into their investment process. 

 The 6 principles are: 

 we will incorporate Environmental Social and Governance issues into  
  investment analysis and decision-making processes; 

 we will be active owners and incorporate Environmental Social and 
Governance issues into our ownership policies and practices; 

 we will seek appropriate disclosure on Environmental Social and Governance 
issues by the entities in which we invest 

 We will promote acceptance and implementation of the Principles within the 
investment industry 

 We will work together to enhance our effectiveness in implementing the 
Principles 

 We will each report on our activities and progress towards implementing the 
Principles 

 As at April 2017, all of the Fund’s active equity managers were signed up to UNPRI. 
  

 8.3.2  has been a member of the Local Authority Pension Fund Forum, since 1 April 
2013. LAPFF exists to promote the investment interests of local authority pension 
funds, and to maximise their influence as shareholders while promoting social 
responsibility and high standards of corporate governance at the companies in which 
they invest. Formed in 1990, the Forum brings together a diverse range of 70 local 
authority pension funds with combined assets of over £175 billion. The Pensions 
Panel receives a copy of the LAPFF quarterly engagement report as part of its 
meeting papers. It is expected that LGPS Central will also become a member of 
LAPFF from April 2018, alongside its 8 Partner Funds.  
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8.4 The Fund has delegated voting and day to day engagement with investee companies 
its investment managers. Following the pooling of the Fund’s assets in 2018, with 
those of partner funds into LGPS Central, the responsibility for the selection of those 
investee companies will transfer to the pool and investment managers appointed by 
the pool. Agreements between LGPS Central and investment managers will need to 
set out how RI factors are taken into account. LGPS Central Limited has its own 
Responsible Investment policy which can be summarised as follows: 

 The Pool believes that effective management of financially material ESG risks 
should support the Pool’s requirement to protect returns over the long term.  

 With regard to climate change risks, the Pool recognises that the scale of the 
potential impacts is such that a proactive and precautionary approach is needed 
in order to address them.  

 The Pool considers RI to be relevant to investment performance across asset 
classes. 

 The Pool recognises the need to operate at a market wide level to  promote 
improvements that will help it to deliver sustainable long-term growth.  

 The pool believes Investee companies with robust governance structures should 
be better positioned to handle the effects of shocks and stresses of future 
events.  

 The Pool has a policy of risk monitoring and engagement in order to positively 
influence company behaviour and enhance shareholder value, influence that 
would be lost through a divestment approach.  

 The Pool extends this principle of ‘engagement for positive change’ to the due 
diligence, appointment and monitoring of external fund managers who are at an 
early stage of developing its RI approach. 

 The Pool aims to be aware of and monitor financially material RI issues in the 
context of investment and manager selection. Depending on the asset class and 
nature of the proposed mandate or vehicle, the Pool will monitor: 

- RI issues in relation to internally managed investments; 
- the extent to which the external managers incorporate RI issues into their 
investment processes; and 
-hold external managers to account for improvement in their RI performance 

over a reasonable timeframe. 

8.5 Details of the Fund’s individual investment managers’ corporate governance and 
socially responsible investment policies, as well as details on the UK Stewardship 
Code and UNPRI are available at the Staffordshire Pension Fund website at 
www.staffspf.org.uk   

9.  The Fund’s policy with regard to stewardship of assets, including the 
exercise of voting rights. 

 
9.1 The Fund believes that voting is an integral part of Responsible Investment and  

delegates much of the stewardship of assets and the exercise of voting rights to the 
its investment managers. Details of resolutions investment managers have voted on 
and any engagement they have had with companies is noted in the quarterly reports 
the investment managers produce for the Fund.  

9.2 The Pensions Panel receives regular updates from investment managers on details 
of votes cast on corporate resolutions as part of a quarterly RI report; any points of 
interest are also highlighted. The Fund also publishes a report on the voting activities 
carried out by Managers on its behalf as part of its annual report. This can be found 
on our annual report on the Pension Fund website 
https://www.staffspf.org.uk/Finance-and-Investments/Annual-Reports-and-
Accounts/Pension-Fund-Annual-Report-Accounts-2015-16.pdf 

https://www.staffspf.org.uk/Finance-and-Investments/Annual-Reports-and-Accounts/Pension-Fund-Annual-Report-Accounts-2015-16.pdf
https://www.staffspf.org.uk/Finance-and-Investments/Annual-Reports-and-Accounts/Pension-Fund-Annual-Report-Accounts-2015-16.pdf
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9.3 Following the formation of LGPS Central, in 2018, the exercising of voting rights will 
be a matter for the pool. The LGPS Central RI Policy states that their approach will 
be as follows:   

 ‘Where practical, the Pool aims to vote in every single market in which it invests. In 
the interests of sending a consistent signal to investee companies, the Pool has 
decided to use a third party provider for analysis of governance issues and executing 
its proxy voting rights across all markets in which it invests. At the present time, the 
Pool believes that the advantage of a consistent signal outweighs the inherent 
disadvantages to disconnecting the voting function from the investment and 
engagement decisions of external fund managers. However, given market 
developments in this area, the Pool will re-evaluate this position on a yearly basis’. 

9.4 During 2017, it is the Fund’s intention to become a signatory of the Financial 
Reporting Council’s UK Stewardship Code. This will involve producing a statement of 
compliance against 7 key principles and whilst we believe our current approach to 
stewardship is fully compliant with the code, there is a need to document and develop 
the way we demonstrate this further. The Fund’s equity investment managers are all 
current signatories to the Code. 

 
 

If you have any comments on this Statement of Investment Principles or require any 
more information on the subjects contained within it, please contact: 

Melanie Stokes 

Strategic Investment Manager (Treasury and Pensions) 

Phone:  01785 276330 

 Email:  melanie.stokes@staffordshire.gov.uk
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 Appendix A – Strategic Asset Allocation – 1 April 2017 

  
 Benchmark 

Target 
% 

Permitted 
Tolerance 

Growth 86.0%  

UK Equities    - Listed 

Global Equities   - Listed     

14.0 

53.0 

 

Total Equity 67.0 +/- 3% 

Property 10.0 +/- 3% 

Private Equity 

Private Debt Funds 

Hedge Funds 

3.5 

3.5 

2.0 

 

 

Total Alternatives** 9.0 <10% 

Stabilising (including Cash) 14.0  

Gilts *** 

Index-linked Gilts 

6.5 

6.5 

 

 

Total Gilts 13.0 +/- 3% 

Cash 1.0 3% maximum 

Total        100.0  

Notes: 

* An equally weighted split between long-dated conventional gilts (6.5%) and long-
dated index-linked gilts (6.5%) is viewed as the Fund’s benchmark neutral position. 

**Subject to the identification of appropriate opportunities, the Pensions Panel have 
approved that: “An aggregate investment of up to 10% of the Fund may be made in 
appropriate Alternative Investments.” 

***The Fund disinvested from Gilts in 2012 due to their relatively high valuations. A 
tactical investment was made in Corporate Bonds pending gilt prices returning to an 
appropriate level, at which point the Fund will reinvest. 
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Appendix B - Investment Managers Benchmark Indices and 
Investment Targets 

Active Portfolios 
 
 

Standard Life 
Investments 
 

UK Equities FTSE All Share Index 
(capped by 2%) 

2% above benchmark 
over rolling 3 year period 

JP Morgan Asset 
Management 

Global Equities MSCI All Countries 
World Index 

2% above benchmark 
over rolling 3 year period 

Longview Partners Global Equities MSCI All Countries 
World Index 

2% above benchmark 
over rolling 3 year period 

Insight Asset 
Management 
 

UK Corporate Bonds 
 

3 month LIBOR Maintain minimum initial 
yield of 2.5% 

Russell Investments Emerging Markets 
Equities 

MSCI Emerging Markets 
Index  

To outperform the 
benchmark 
 

Colliers CRE Property IPD UK Monthly 
Property Index 

To outperform the 
benchmark 
 

Goldman Sachs Fund of Funds Hedge 
Fund 
 

3 month LIBOR 6% above benchmark 
 

Various Private Debt - - 

    

Various Private Equity - - 

 
Indexed (Passive) Portfolios 

Legal & General 
Investment 
Management 

UK Equities FTSE All Share Index Match benchmark  

Legal & General 
Investment 
Managment 

Global Equities * FTSE All World 
Developed Index 

Match benchmark 

Legal & General 
Investment 
Management 

Index-linked Bonds FTSE-A Over 5 years 
Index-Linked Gilts 
Index 

Match benchmark  

Legal & General 
Investment 
Management 

FTSE Emerging 
Markets Index 

World Emerging 
Markets Equity Index 

Match benchmark 

*investments are made in a range of sub-funds which are periodically rebalanced to reflect 
the weightings in the FTSE All World Developed Index 
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