Report of the Section 151 Officer
Local Pension Board — 23 March 2017

CITY & COUNTY OF SWANSEA PENSION FUND
DRAFT INVESTMENT STRATEGY STATEMENT 2017

Purpose: To enable Local Pension Board to note the attached report which
was considered at the previous Pension Fund Committee

Consultation: Legal, Finance and Access to Services.
Report Author: Jeffrey Dong

Finance Officer: Mike Hawes

Legal Officer: S Williams

Access to Services N/A
Officer:

FOR INFORMATION

1 Background

11 The attached report at Appendix A was considered by Pension Fund Committee at its

previous meeting.

Background Papers: None

Appendices: Appendix A — Report to Pension Fund Committee — 9 March 2017




APPENDIX A
Report of the Section 151 Officer
Pension Fund Committee — 9 March 2017

CITY & COUNTY OF SWANSEA PENSION FUND
DRAFT INVESTMENT STRATEGY STATEMENT 2017

Purpose: To ensure compliance with Local Government Pension Scheme

Regulations which requires the publication of an investment
strategy statement

Reason for Decision: To approve the investment strategy statement
Consultation: Legal, Finance and Access to Services.
Recommendation: That the investment strategy statement is approved
Report Author: Jeff Dong

Finance Officer: Mike Hawes

Legal Officer: Stephanie Williams

Access to Services N/A

Officer:

Investment Strategy Statement

Background

In line with the Local Government Pension Scheme Regulations, the City & County of
Swansea Pension Fund is required to publish an investment strategy statement which
replaces the statement of investment principles

The requirements of the Investment Strategy Statement are set out in Regulation 7 and
include:

a) A requirement to invest money in a wide variety of investments;

b) The authority’s assessment of the suitability of particular investments and types of
investments;

c) The authority’s approach to risk, including the ways in which risks are to be
measured and managed,;

d) The authority’s approach to pooling investments, including the use of collective
investment vehicles and shared services;

e) The authority’s policy on how social, environmental or corporate governance
considerations are taken into account in the selection, non-selection, retention and
realisation of investments; and




f) The authority’s policy on the exercise of rights (including voting rights) attaching to
investments.

Recommendation

The Pension Fund Committee is asked to note and approve the attached draft
investment strategy statement at Appendix 1.

Legal Implications
The relevant legal provisions and guidance are set out in Appendix 1

Financial Implications
There are no direct financial implications arising out of this report

Equality and Engagement Implications
There are no equality and engagement implications arising from this report



1.1

1.2

1.3

1.4

1.5

Appendix 1

City & County of Swansea Pension Fund
Investment Strategy Statement

Introduction

The Local Government Pension Scheme (Management and Investment of Funds)
(Amendment) Regulations 1999 and its latest revision requires administering authorities
to prepare and review from time to time an investment strategy statement outlining the
investment policy of the pension fund. The purpose of this document is to satisfy the
requirements of these regulations.

The Local Government Pension Scheme ("the scheme") was established in accordance
with statute to provide death and retirement benefits for all eligible members.

The Council has delegated the governance and decision making of the scheme to an
Pension Fund Committee comprising Members of the Council, a full member from Neath
Port Talbot Council who decide on the investment policy most suitable to meet the
liabilities of the Scheme and ensure affordable contribution rates having taken
appropriate advice from officers, advisors and appointed actuary.

The Pension Fund Committee is supported by the Section 151 Officer, the Chief
Treasury Officer, its investment advisers, the Fund's actuary and the Fund's Investment
Managers in its investment decision making.

This document outlines the broad investment principles governing the investment policy
of the Pension Fund. The Pension Fund Committee has delegated the management of
the pension fund's investments to professional investment managers whose activities are
constrained by detailed Investment Management Agreements.

1.6 The Administering Authority ensures compliance with the Regulations and associated

2.1

guidance issued by DCLG
Investment Responsibilities
The Pension Fund Committee has responsibility for:

e approving the Investment Strategy Statement

¢ monitoring compliance with the Statement and reviewing its contents from time to
time,

e to establish and keep under review policies to be applied by the Council in exercising
its discretion as an administering Authority under the Local Government Pension
Scheme (LGPS) Regulations 1997,

e to make recommendations to the Council from time to time on the financial
implications for the Pension Fund of discretions available to the Council as an
employing authority under the LGPS Regulations 1997,



2.2

2.3

2.4

to monitor factors likely to affect the solvency of the Pension Fund between the
triennial valuations of the Fund by its independent actuary including specifically, the
impact of early retirements approved by all employing bodies within the fund,

to determine the strategic aims for investment of the Fund and the benchmarks by
which performance will be measured,

to arrange for independent investment advice to be available to the Committee at any
time,

determine asset allocation of the investment fund

to determine, keep under review and, where appropriate, secure changes in the
management arrangements for investment of the Pension Fund,

to monitor on a regular basis against its objectives and benchmarks the Fund's
investment performance,

to ensure effective communication and liaison with other employing bodies within the
City & County of Swansea Pension Fund,

to respond to consultative documents affecting the Local Government Pension
Scheme.

The Investment Managers are responsible for:

the investment of the pension fund assets in compliance with prevailing legislation,
the constraints imposed by this document and the detailed Investment Management
Agreements,

tactical asset allocation around the strategic benchmark, where appropriate and
security selection within asset classes,

preparation of quarterly report including a review of investment performance,
attending Meetings of the Pension Fund Committee as requested,

assisting the Section 151 Officer and Pension Fund Committee in the preparation
and review of this document,

preparation of a quarterly statement of compliance with this document,

voting shares in accordance with the Council's policy.

The Custodian is responsible for:

its own compliance with prevailing legislation,

providing the administering authority with quarterly valuations of the Scheme's assets
and details of all transactions during the quarter,

providing details in a timely manner to the performance measurer for performance
measurement,

collection of income, tax reclaims, exercising corporate administration cash
management.

The Investment Adviser(s) is responsible for:

assisting the Pension Fund Committee and Section 151 Officer in the preparation
and review of this document,

assisting the Pension Fund Committee and Section 151 Officer in their regular
monitoring of the investment managers performance, and

assisting the Pension Fund Committee and Section 151 Officer in the selection and
appointment of investment managers and custodians



regular reporting on the performance of the fund managers and providing market
commentary as necessary

assisting and advising the Pension Fund Committee of investment strategies and
appropriate asset allocation strategy.

advising the Pension Fund Committee and the Section 151 Officer in market
developments generally and changes in the pension fund investment world.

2.5 The Actuary is responsible for:

providing advice as to the maturity of the Scheme and its funding level in

order to aid the Pension Fund Committee in balancing the short term and long term
objectives of the pension fund and in compliance with legislation

Undertaking the statutory periodic valuation

certifying the employers' contribution rates.

Assisting in formulating the funding strategy statement

2.6 The Section 151 Officer is responsible for:

ensuring compliance with this document and bringing breaches thereof to the
attention of the Pension Fund Committee, and

ensuring that this document is regularly reviewed and updated in accordance with
the Regulations,

advising the Pension Fund Committee in relation to its duties listed above,

reporting to the Pension Fund Committee on the fund's compliance with its
superannuation regulations as well as the performance of its investments and all
other matters to be considered under the Committees responsibilities.

to apply the policies agreed by the Pension Fund Committee on the Council's behalf
in its role as administering authority in response to decisions taken by employing
Authorities within the Fund.

to consult and maintain liaison with the Fund's independent adviser, actuary and
performance measurer, whenever appropriate,

to approve in cases of urgency investment decisions which fund managers are
required to refer to the Committee. Such approval may be given after consultation
with the independent adviser and the Chair and/or Vice Chair of the Pension Fund
Committee,

to maintain contact with the appointed fund managers and with other fund managers,
where appropriate,

to manage the Cashflow requirements of the Pension scheme and meet cash
drawdowns and reinvest distributions as appropriate.

to manage custody arrangements in liaison with the appointed custodians.

3. The Scheme's Liabilities

3.1  The Pension Fund is a defined benefit scheme that provides benefits related to final
salary and CARE for members. Each member's pension is specified in terms of a formula
based on salary and service and is unaffected by the investment return achieved on the



Scheme's assets. Full details of Scheme benefits are set out in the Local Government
Pension Scheme.

3.2  All active members of the Scheme are required to make pension contributions which are
based upon a fixed percentage of their pensionable pay as defined in the regulations.

3.3 The employing bodies are responsible for meeting the balance of costs necessary to
finance the benefits payable from the Scheme. Employers’ contribution rates are
determined triennially based on the advice of the Scheme's actuary and are subject to
inter-valuation monitoring.

4. Investment Policy

4.1 The strategic investment aim of the Pension Fund is to achieve the maximum return
consistent with acceptable levels of risk and the long-term nature of the Fund's liabilities
in line with the appointed fund actuary’s long term assumptions on investment returns

4.2 The investment policy is to appoint expert fund managers with clear performance
benchmarks and to place maximum accountability for performance against that
benchmark with the fund manager.

4.3 A comprehensive review of the Management Arrangements was undertaken in June
2007 and has been continually assessed and reviewed with the Pension Fund
Committee approving an allocation to an investment in infrastructure in December 2013.
A 2% allocation has been approved funded by the realisation of the GTAA fund and
cashflows. A revised OJEU tender process is underway to appoint the infrastructure
manager.

4.4 An aim of the investment policy is to maintain a broad diversity and wide range of
investment types as outlined below to manage the volatility of investment returns. The
inclusion of each asset class has been determined following extensive review and due
diligence and upon advice from professional investment advisors.

Fig 1.

Asset Fund Manager Benchmark | Performance
Allocation
Asset Class Passive Active
UK Equities 34% +/- 5% 14% 20% FTSE +3% p.a. over
Schroders allshare rolling 3year
Overseas 34% +/- 5% 13% 21% MSCI World | +3% p.a. over
Equities (L&G) JP Morgan and Aberdeen all share (ex | rolling 3year
UK) + p.a. over
rolling 3 year
MSCI
Frontier
Markets
Index
Global Fixed 15% +/- 5% 6% 9%
Interest (L&G) Goldman Sachs Libor
Libor +3%




Property 5% +/- 5% - 5% IPD, cash, +1% p.a. over
Schroders, Partners and absolute rolling 3 year
Invesco
Hedge 5% +/- 5% - 5% LIBOR +4%
Funds Blackrock and En Trust Permal
Private 3% +/- 5% - 3% FTSE +3% p.a. over
Equity Harbourvest allshare 3 year rolling
Global 2% +/- 5% - 2% LIBOR +4% over 3
Tactical Blackrock year rolling
Asset
Allocation
Cash 2% +/- 5% - 2% in house and cash flows of 7day LIBID =
fund managers
TOTAL 100% 33% 67%
5. The Expected Return on Investments
5.1 The strategic aim of the Fund is to achieve the maximum return consistent with
acceptable levels of risk pertinent to each asset class and the long-term nature of the
Fund's liabilities.
5.2 In order to achieve the strategic aim, the Fund has set relevant asset class specific
benchmark against which performance and risk can be measured
5.3 The fund has also agreed performance fees for achieving outperformance targets.
5.4 The passive manager is required to achieve, over the longer term, a total return close to
that of the respective market indices it tracks..
6. Risk
6.1 Performance Risk
The active managers are required to operate within a risk profile appropriate to each
individual asset class in order to achieve agreed outperformance targets.
6.2 Asset Risk
Except for pooled/unitised funds, all externally managed assets are held in the Fund's
name on its behalf by our appointed global Custodian. Units of pooled funds are listed in
the Fund's name by the relevant manager.
6.3 Market Risk

The fund operates within the limits required by the Local Government Pension Scheme
Investment Regulations and is thus exposed to no greater market risk than the
Regulations allow. In accordance with the Local Government Pension Scheme
(Management and Investment of Funds) Regulations 1998 and subsequent revisions the
limits set out in those regulations will apply.




7.1

7.3

7.4

8.1

8.2

10.

Types of Investments to be Held

Asset allocation has been determined by an investment review. The mix of assets is
outlined in fig 1. The mix of assets is determined to achieve appropriate levels of return
consistent with the risk appetite and funding level of the scheme. The diversified portfolio
is to mitigate against times of equity underperformance. The balance between the
different types of investment will be monitored and will be ‘re-balanced’ if required by the
use of derivative overlays to ensure asset allocation alignment as per the Committee’s
asset allocation decision in fig 1 if deemed appropriate. Acceptable tolerances for the
affected asset classes are +/- 5%. At times even these tolerances may be breached as
asset volatility is heightened and physical re-balancing must be weighed against the
costs of transition.

Stocklending

Stocklending is not currently undertaken in the portfolio, however it will be considered if
analysis of the portfolio identifies stock which can generate additional revenue for the
fund. Voting, collateral requirements and due diligence considerations will be paramount
in these considerations.

Underwriting
Underwriting of share issues by the fund managers is permitted.
Investment Pooling

In its joint submission to DCLG, The City & County of Swansea Pension Fund has
committed to pooling its assets ( as far as economical and qualitative constraints allow)
in the Wales Investment Pool. The first assets to be pooled have been targeted for
completion by April 2018. The Wales Pool has already jointly procured a single passive
manager for the Welsh funds. These funds currently sit outside of pooling arrangements.

The Chairman or his identified nominee shall be the Swansea Pension Fund
representative on the joint chairs’ committee which has governance responsibilities for
the Wales Pool which has responsibility in holding the ‘Pool Operator’ to account. The
City & County of Swansea Pension Fund Committee retains the responsibility for setting
its own investment strategy, policy and allocation.

The Realisation of Investments

It is recognised that as part of its diversification strategy, the pension fund invests in
some asset classes for the long term and these are illiquid in their nature e.g. property
and private equity. The main asset classes (equities, bonds and cash) will be readily
realisable to meet any cash flow demands as required, however it is recognised that the
fund is cash positive and normal cash demands can be satisfied from normal cash
inflows.

Social, Environmental and Ethical Considerations

The Pension Fund Committee's policy is to encourage positive behaviour by companies
through its investments. It is believed that influence in this way is currently effective. The



11.

12.

Fund exercises this policy through the external investment managers by contact with
company management and through exercising voting rights. It encourages its managers
to sign up to the United nations Principles of Responsible Investing (UNPRI) and is a full
member of the Local Authority Pension Fund Forum (LAPFF) , a collection organisation
of LGPS who engage fund managers and investee companies and promote responsible
investor/ownership practices.

In addition, the overriding duty on the Council is to ensure the best returns on
investments consistent with acceptable levels of risk. The Committee believes that
companies behaving properly will, over time, generally be the ones that also provide
good returns.

The question of actively investing in funds badged as 'ethical' or 'socially responsible’
remains under consideration and the Pension Fund Committee will continue to monitor
the investment performance of such funds as they develop.

Corporate Governance

The Investment Managers are required to exercise voting rights on behalf of the Fund
when it is in the best interests of the Fund, and in accordance with the Managers'
corporate governance policies. The Pension Fund Committee retains the right to instruct
the managers at any time to vote according to the Committees wishes on a particular
resolution.

Principles for Investment Decision Making

In 2000 the UK Government commissioned a review of institutional investment in the UK,
known as ‘the Myners Review’.

In response to the Myners’ proposals, the Government issued a set of ten investment
principles. Subsequently, the Chartered Institute of Public Finance and Accountancy
(CIPFA), published the document ‘Principles for Investment Decision Making in the Local
Government Pension Scheme’, which sets out the ten principles and practical guidance
on their application to LGPS.

The Appendix 2 to this document sets out the six principles and the fund’s compliance
with the same.



Appendix 2

Compliance with CIPFA’s ‘Principles for Investment Decision Making in the Local
Government Scheme in the UK’

Effective Decision Making
Compliant. The panel has produced a business plan indicating key milestones and dates
for decision in the forthcoming year.

Clear Objectives

Compliant. Each asset class and manager appointed has been set appropriate
benchmark and performance target whilst the fund’s overall objective remains : The
strategic investment aim of the Pension Fund is to achieve the maximum return
consistent with acceptable levels of risk and the long-term nature of the Fund's liabilities

Risk And Liabilities

Compliant. Asset allocation has been determined by comprehensive investment review
approved by the Pension Fund Committee in June 2007, being mindful of strength of
covenant of the scheme sponsor and profile of the scheme.

Performance Assessment
Compliant. Performance is appraised constantly by the in house officers whilst formalised
monitoring is undertaken by pension fund committee at quarterly meetings

Responsible Ownership

Compliant. Explicit investment management arrangements are in place with each
appointed manager who is delegated responsibility for discharging corporate
responsibility. The Authority is also working with its appointed investment managers to
sign up to the UN'’s Principles of Responsible Investing (UNPRI) and is a full member of
LAPFF

Transparency and Reporting

Compliant. Regular reporting takes place on a quarterly basis with the Pension
Committee, whilst a full annual consultative meeting is convened to review the annual
report. Regular road shows and meetings are held with employers as and when.



