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STRATHCLYDE PENSION FUND

STATEMENT OF INVESTMENT PRINCIPLES

1.
Introduction

Glasgow City Council is the administering authority for the Strathclyde Pension Fund. The council delegates this responsibility to the Strathclyde Pension Fund Committee. The council and the committee recognise that they have fiduciary duties and responsibilities towards pension scheme members, participating employers and local taxpayers that are analogous to those holding the office of trustee in the private sector. In carrying out those duties the committee adopt the following approach.

2.
Regulations 

Management of the Fund’s investments is carried out in accordance with relevant governing legislation and regulations, in particular the Local Government Pension Scheme (Management and Investment of Funds)(Scotland) regulations. Schedule 1 to this statement contains certain disclosures required by the regulations.
3.
Key Principles

There have been a number of underlying investment principles which have guided the evolution of the Fund’s structure.  These principles will be as important in the future as they have been in the past. The key principles are as follows

Long-term perspective – by the nature of its liabilities and sponsor covenants, the Fund is able to take a long-term view and position its investment strategy accordingly. 

Diversification – the Fund seeks to diversify its investments in order to benefit from a variety of return patterns. 
Efficiency – the Fund aims to achieve an efficient balance between investment risk and reward. 
Competitive advantage – the Fund’s size, time-perspective and risk appetite give it some competitive advantages which it seeks to exploit. 
Pragmatism – the Fund recognises that there are implementation considerations including cost and manageability which may lead it to favour practical investment solutions over optimised model structures. 
4.
Investment Objective 

The Fund’s investment objective is to reduce the cost to employers of providing pension benefits by adopting a strategy and structure which produce an expected return on investments which exceeds that of a minimum risk model portfolio. 

5.
Investment Strategy 
The Fund’s investment strategy broadly defines the types of investment to be held and the balance between different types of investment. The strategy reflects the Fund’s key investment principles, is agreed by the committee and reviewed regularly. The investment strategy is consistent with the Funding Strategy.

6.
Investment Structure 

The committee agrees an investment structure to deliver the investment strategy. The current investment objective, strategy and structure are set out in Schedule 2 to this statement.
7.
Roles and Responsibilities
The roles and responsibilities of the main parties involved in management of the Fund are set out in Schedule 3 to this statement. 
8.
Risk

In order to achieve its investment objective the Fund takes investment risk including equity risk and active management risk. It is understood and acknowledged that this leads to significant volatility of returns and an ultimate risk that its objectives will not be met. The Fund pursues a policy of lowering risk through diversification of investments by asset class, manager and geography.  Risk is also be controlled by setting appropriate benchmarks and investment guidelines and maintaining a robust investment monitoring regime. The Fund employs a global custodian to ensure safekeeping and efficient servicing of its assets. 
9.
Liquidity

The majority of the Fund’s investments are traded on major stock markets and could be realised quickly if required. The Fund does not rely on investment income or realisation of investments to meet immediate pensions payments. This allows it to selectively invest in illiquid assets which provide a return premium. 
10.
Responsible Investment

The Fund is a signatory to the United Nations Principles for Responsible Investment and has adopted the principles as its responsible investment policy. The principles are set out in full in Schedule 4.
11.
Exercise of Rights

The Fund ensures that the votes attaching to its holdings in all quoted companies, both in the UK and Overseas, are exercised whenever practical.  The Fund’s voting policy is exercised by its Investment Managers in accordance with their own corporate governance policies, and taking account of current best practice including the Combined Code on Corporate Governance.

12.
Additional Voluntary Contributions (AVCs)
The Fund provides an in-house AVC arrangement. Further details, including investment choices available to scheme members are set out in Schedule 5. 
13.
CIPFA/Myners Principles

The Fund is compliant with each of the six Principles for Investment Decision Making and Disclosure in the Local Government Pension Scheme in the United Kingdom 2009 published by CIPFA and based on the updated Myners principles. 

14.
Schedules:

1.
LGPS Regulations - Disclosures
2.
Investment Objectives, Strategy and Structure
3.
Investment Roles & Responsibilities
4.
UN Principles for Responsible Investment
5.
AVC Arrangements
6.
CIPFA/Myners Principles – Assessment of Compliance
Schedule 1 
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Strathclyde Pension Fund

LGPS Regulations - Disclosures


Use of Headroom Limits

The Fund’s investment activities are subject to the provisions of the Local Government Pension Scheme (Scotland)(Management and Investment of Funds) Regulations 1998 (as amended updated or re-enacted from time to time) – “the Regulations”. 

Regulation 11 imposes certain limits on the types of investment which may be held. Regulation 11(2A) allows an administering authority to increase investments beyond the normal limits up to increased “headroom” limits as set out in Schedule 1 to the regulations. To do this it must comply with certain requirements including disclosure of the use of the increased limits within its Statement of Investment Principles.
The committee has agreed 2 instances where the headroom limits will be used.

i.)
In accordance with Regulation 11(2A) and item 10 of Part 1 of Schedule 1 of the Regulations, an increased limit of 35% (of total Fund) invested under the terms of any single insurance contract was approved in September 2005 to be applied for the duration of the current mandate with Legal & General Investment Management. 

ii.)
In accordance with Regulation 11(2A) and items 2 and 3 of Part 1 of Schedule 1 of the Regulations, increased limits of 5% (of total Fund) on all contributions to any single partnership and 15% on all contributions to partnerships was approved in March 2008 to be applied for the duration of the Fund’s private equity programme. 

Both of these decisions are subject to periodic review simultaneous with the periodic review of the Fund’s Statement of Investment Principles.
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3 Proposed Partners Benchmark Benchmark

Allocations % % % % % % % % % % % % % % %

Target %

35.0 4.25 2.25 4.25 4.25 11.0 9.0 5.0 2.5 12.0 2.0 2.0 5.0 1.5 £350m 100.0

Minimum %

34.0 3.75 1.75 3.75 3.75 10.0 8.0 4.0 1.5 10.0 1.50 1.50 2.50 1.00 (x2)

Maximum %

36.0 4.75 2.75 4.75 4.75 12.0 10.0 6.0 3.5 14.0 2.50 2.50 10.00 2.00 overlay

4 Performance Target

Objective (+%)

0.00 3.00 3.00 3.00 3.00 2.50 2.00 1.75 0.75 1.00 1.00 1.00 5.00 1.00 1.5

Contribution (+%)

0.00 0.13 0.07 0.13 0.13 0.28 0.18 0.09 0.02 0.12 0.02 0.02 0.25 0.02 0.04 1.5

5 Benchmark

UK Equities

18 - 53

47.5 100 18.6 23.1

Overseas Equities

14 - 49 

31.25 100 100 14.4 45.0

North America 11-26 31.25 30 11.5 18.8

Europe ex-UK 0 - 35  30 0.6 10.3

Japan 0 - 35 20 0.4 5.7

Pacific ex-Japan 0 - 35 20 0.4 2.7

Emerging Markets 1-36 100 1.5 7.4

Global (ex US)Equities 100 100 20.0 0

Global Equities 100 100 100 100 15.0 0

Alternatives

5-10

100 5.0 5.0

UK Gilts

0-3

8.5 3.0 3.0

Corporates

3-6

8.5 3.0 3.0

Overseas Bonds 0.0 0.0

Index-Linked UK

1.5

4.25 1.5 1.5

Absolute Return

7.5

100 100 7.5 7.5

Property

12

100 12.0 12.0

Cash 100 0.0 0.0

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 overlay 100.0 100.0

Schedule 2

Investment Objectives, Strategy and Structure

Strathclyde Pension Fund

01 January 2010
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1.
Introduction
The Fund pursues a policy of seeking enhanced returns whilst lowering risk through diversification of both investments and investment managers. In order to achieve this it has delegated day to day investment decisions to a number of external investment managers. A management agreement is in place for each Investment Manager, which sets out the relevant benchmark, performance target, asset allocation ranges, and any restrictions, as determined by the Fund.  

2.
Strathclyde Pension Fund Committee is responsible for:

· approving the Statement of Investment Principles

· agreeing investment objectives, strategy and structure

· appointing investment managers, global custodian and  consultants

· reviewing the performance of the Fund, its investments and investment managers. 

The Committee is supported by council officers and external advisers.

The Committee maintains a working group to develop specific initiatives including a New Opportunities portfolio.

3.
The Executive Director of Financial Services is responsible for:

· governance of the Fund 

· implementation of Committee decisions

· committee training

· maintaining the Investment Advisory Panel.
4.
The Investment Advisory Panel is responsible for:

· developing investment strategy

· monitoring investment performance

· assisting in the selection and appointment of investment managers

· setting and reviewing detailed investment mandate terms and guidelines 

· implementation of the passive rebalancing strategy

· monitoring cash flows

· implementation of the private equity programme.

5.
The Investment Consultant is responsible for:

· advice on setting investment objectives and strategy
· advice on appropriate investment management structures
· advice on asset classes and investment vehicles
· assistance with investment manager monitoring
· assistance with investment manager selection, retention and termination
· benchmark advice
· advice on the appropriate content of Investment Management and other related Agreements.

6.
The Investment Managers are responsible for:

· portfolio management including individual decisions on purchase retention and sale of investments

· decisions on corporate actions and corporate governance (proxy voting). 

7.
The Global Custodian is responsible for:

· safekeeping of assets 

· servicing of assets including income collection 

· execution of transactions, corporate actions and proxy voting

· record keeping and primary accounting

· securities lending 

· cash management

· performance measurement.
8.
The Actuary is responsible for:

· measurement, monitoring advice and information relating to the Fund’s liabilities and the relationship between its investment assets and liabilities. 

9.
The Representative Forum is responsible for:

· Representing the Fund’s stakeholders in the governance process.

Schedule 4
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UN Principles for Responsible Investment
As institutional investors, we have a duty to act in the best long-term interests of our beneficiaries. In this fiduciary role, we believe that environmental, social, and corporate governance (ESG) issues can affect the performance of investment portfolios (to varying degrees across companies, sectors, regions, asset classes and through time). We also recognise that applying these Principles may better align investors with broader objectives of society. Therefore, where consistent with our fiduciary responsibilities, we commit to the following: 

1.
We will incorporate ESG issues into investment analysis and decision-making processes.

2.
We will be active owners and incorporate ESG issues into our ownership policies and practices.

3.
We will seek appropriate disclosure on ESG issues by the entities in which we invest.

4.
We will promote acceptance and implementation of the Principles within the investment industry.

5.
We will work together to enhance our effectiveness in implementing the Principles.

6.
We will each report on our activities and progress towards implementing the Principles

We encourage other investors to adopt the Principles.

Schedule 5
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Strathclyde Pension Fund


AVC Arrangements

Since September 2000 Prudential have been the Fund’s in-house AVC provider. The arrangement was reviewed in 2009.

Prudential offer the following investment options to Strathclyde members:

	· Prudential With-Profits 

(member default fund) 
	· Prudential Overseas Equity (Passive) 

	· Prudential Cash 
	· Prudential UK Specialist Equity 

	· Prudential Deposit 
	· Lifestyle Option Profile 6 

	· Prudential Fixed Interest 
	· Lifestyle Option Profile 8 

	· Prudential Index-Linked 
	· Lifestyle Option Profile 10

	· Prudential Retirement Protection 
	· Prudential Overseas Equity (Passive) 

	· Prudential Pre-Retirement 
	· BGI European Equity

	· Prudential Discretionary 
	· BGI Pacific Rim Equity

	· Prudential Property 
	· BGI Japanese Equity

	· Prudential International Equity 
	· Aberdeen Life North American Equity

	· Prudential Equity 
	· HSBC Amanah

	· Prudential UK Equity (Passive) 
	

	· Prudential Socially Responsible 
	

	· Prudential Global Equity 
	

	· Prudential Corporate Bond 
	

	· Prudential Long Term Growth 
	


Details of the various funds, including investment objectives, methods, risk profiles, and management charges are available to scheme members in Prudential’s Guide to Additional Voluntary Contributions for Local Government Pension Scheme Members. The Guide also provides background information on the AVC facility and how it works. 

Prudential also have a dedicated Local Government area on their website at:

http://www.pru.co.uk/content/schemes/localgovavc/home/
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Schedule 6

Strathclyde Pension Fund

The CIPFA/Myners Principles – Assessment of Compliance 

	
	Principle
	Compliance
	Comments
	Development Action


	1.
	Effective Decision Making
	
	
	

	
	Administering authorities should ensure that:
	
	
	

	1.1
	Administering authorities should ensure that:

· decisions are taken by persons or organisations with the skills, knowledge, advice and resources necessary to make them effectively and monitor their implementation; and


	Yes
	The decision making body for the Strathclyde Pension Fund is the Strathclyde Pension Fund Committee.

The committee is supported by in-house resource, external consultants and independent expert advisers. 

The committee has established a working group on investment strategy to take forward specific initiatives.

The Representative Forum ensures broader input into the decision-making process from the fund’s stakeholders.


	Review governance arrangements in line with SPPA guidance.

(By December 2010) 

	1.2
	· those persons or organisations have sufficient expertise to be able to evaluate and challenge the advice they receive, and manage conflicts of interest.

.
	Yes
	The Committee approves an annual training plan which covers a broad spectrum from regular, short briefing sessions on topical issues to in-depth ad hoc training on areas where substantive decisions require to be made.  


	Review training arrangements in line with CIPFA Knowledge and Skills Framework.

(By March 2011)
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