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1 Executive Summary 
 
1.1 The Pension Fund Committee was required as of the 1st April 2017 to 

implement Investment Strategy Statements (ISS) and Funding Strategy 
Statements (FSS) to replace existing Funding Statements. The ISS and 
updated FSS were approved at the Pension Fund Committee on the 
21st March 2017. 

 
1.2 The investment environment under the new regulations is one of 

increased freedom but with more onerous justification of investment 
policy together with greater requirements to consult with interested 
parties and to report on the application of policy. 

 
1.3 The Pension Fund Committee has not had to alter its current 

investment strategy.  It has not had to consider the extent of 
diversification and the adequacy of risk management, following the 
actuarial review which has taken place over the last year. 

 
1.4 The Pension Board must scrutinise the document and ensure that the 

document is compliant to the relevant legislation and fit for purpose. 



 

 
2 Recommendation 

 
2.1 That the Board scrutinise the new FSS to ensure that it is: 

 Compliant with the legislative changes; 

 Fit for purpose; 

 Transparent and easy to understand. 
 

2.2 That the Board reports back to the Pension Fund Committee on it’s 
findings. 
 

3 Background 
 

The Legislation 
 

3.1. The Government issued revised investment regulations in September 
2016, to have effect from 1st November 2016.  The centre piece of the 
regulations was the replacement of the Statement of Investment 
Principles (SIP) with a requirement to prepare and operate in 
accordance with an ISS and an FSS.  Each scheme was required to 
have these in place by 1st April 2017. 

 
3.2.  The purpose of the FSS is to explain the funding objectives of the Fund 

and in particular: 

 How the costs of the benefits provided under the Local Government 
Pension Scheme (the “Scheme”) are met though the Fund in a 
prudent way; 

 The objectives in setting employer contribution rates and the 
desirability of maintaining stability in the primary contribution rate; 
and 

 Ensuring that the regulatory requirements to set contributions that 
will maintain the solvency and long term cost-efficiency of the Fund 
are met. 

 
3.3 The FSS sets out: 

 

 The aims and purpose of the Fund; 

 The responsibilities of key parties; 

 Solvency issues and target funding levels; 

 Valuation assumptions and the underlying funding model; 

 Deficit recovery/surplus amortisation periods; 

 Risks and their countermeasures; 

 Governance, Monitoring and Review requirements. 
 
Construction of the FSS 
 
3.4 A draft FSS was provided by the Pension Fund’s Actuary Barnett 

Waddington.  The same draft has been used across all three Councils to 
ensure standardisation. 



 

 
3.5 The Aims and Purpose of the Fund are included in the Strategy as well 

as the responsibilities for all parties and the constrains with which the 
fund operates. 

 
4 IMPLICATIONS FOR THE PENSION BOARD 

 
4.1 The new investment regulations and guidance provide greater freedom 

to set strategy.  The greater degree of explanation required in setting 
the investment strategy should be seen as best practice, although with 
an unwelcome degree of Government oversight 
 

4.2 The FSS presented, sets out the requirements of the legislation in 
regards to the Westminster City Council’s Pension Fund.  

 
4.3 The Pension Board needs to be satisfied that the FSS implemented by 

the Pension meets legislative requirements and is fit for purpose.  
 

 

 
If you have any questions about this report, or wish to inspect one of 

the background papers, please contact the report author:  
 

Pete Carpenter pcarpenter@westminster.gov.uk or 020 7641 2832 
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APPENDIX 1 
 

CITY OF WESTMINSTER PENSION FUND 
FUNDING STRATEGY STATEMENT 2016 

 
 
1. Purpose of the Funding Strategy Statement 
 
1.1 The purpose of this Funding Strategy Statement is to explain the funding 

objectives of the Fund and in particular: 

 How the costs of the benefits provided under the Local Government 
Pension Scheme (the “Scheme”) are met though the Fund in a prudent 
way; 

 The objectives in setting employer contribution rates and the desirability 
of maintaining stability in the primary contribution rate; and 

 Ensuring that the regulatory requirements to set contributions that will 
maintain the solvency and long term cost-efficiency of the Fund are met. 

 
2. Aims and Purpose of the Fund 
 
2.1 The aims of the Fund are to: 

 Manage employers’ liabilities effectively and ensure that sufficient 
resources are available to meet all liabilities as they fall due; 

 Enable primary contribution rates to be kept as nearly constant as 
possible; and 

 Seek returns on investment within reasonable risk parameters. 
   
2.2 The purpose of the Fund is to: 

 Pay pensions, lump sums and other benefits provided under the 
Regulations; 

 Meet the costs associated in administering the Fund; and 

 Receive contributions, transfer values and investment income. 
 
3. Responsibilities of Key Parties 
 
3.1 The key parties involved in the funding process and their responsibilities are 

as follows: 
 
 The Administering Authority 
 
3.2 The Administering Authority for the Pension Fund is the Westminster City 

Council.  The main responsibilities of the Administering Authority are to: 

 Operate a pension fund; 

 Collect employee and employer contributions investment income and 
other amounts due to the Fund, as stipulated in the LGPS Regulations; 

 Invest the Fund’s assets in accordance with the LGPS regulations; 

 Pay the benefits due to Scheme members; as stipulated by the LGPS 
regulations; 



 

 Ensure that cash is available to meet liabilities as and when they fall 
due; 

 Take measures as set out in the regulations to safeguard the Fund 
against the consequences of employer default; 

 Manage the actuarial valuation process in conjunction with the Fund 
Actuary; 

 Prepare and maintain this Funding Strategy Statement (FSS), the 
Statement of Investment Principles (SIP) and Investment Strategy 
Statement (ISS) after consultation with other interested parties; and 

 Monitor all aspects of the Fund’s performance and funding, amending 
the FSS and ISS accordingly; 

 Manage any potential conflicts of interest arising from the Borough’s 
dual role as scheme employer and fund administrator 

 Enable the Pension Board to review the valuation process as set out in 
their terms of reference. 

 
Individual Employers 
 

3.3 In addition to the administering authority, a number of scheduled and admitted 
bodies participate in the Fund.   
The responsibilities of each individual employer that participates in the Fund, 
including the administering authority, are to: 

 

 Deduct contributions from employees’ salaries correctly and pay these, 
together with their own employer contributions as certified by the Fund 
Actuary, to the administering authority within the statutory timescales; 

 Notify the administering authority of all changes in Scheme 
membership and any other membership changes promptly; 

 Exercise any discretions permitted under the Regulations; and 

 Meet the costs of any augmentations or other additional costs, such as 
early retirement strain, in accordance with agreed policies and 
procedures. 

 
Fund Actuary 
 

3.4 The Fund Actuary for the City of Westminster Pension Fund is Barnett 
Waddingham LLP.  The main responsibilities of the Fund Actuary are to: 

 Prepare valuations including the setting of employers’ contribution rates 
at a level to ensure Fund solvency and long term cost efficiency after 
agreeing assumptions with the administering authority and having 
regard to the FSS and the LGPS regulations; 

 Prepare advice and calculations in connection with bulk transfers and 
the funding aspects of individual benefit related matters such as 
pension strain costs, ill health retirement costs, compensatory added 
years costs, etc. 

 Provide advice and valuations on the exiting of employers in the Fund 

 Advise the administering authority on bonds and other forms of security 
against the financial effect on the Fund of employer default.  



 

 Assist the administering authority in assessing whether employer 
contributions need to be revised between valuations as permitted or 
required by the regulations. 

 Ensure that the administering authority is aware of any professional 
guidance or other professional requirements that may be of relevance 
to the administrator’s role in advising the fund; and 

 Advise on other actuarial matters affecting the financial position of the 
Fund. 

 
4. Solvency Issues and Target Funding Levels 
 
4.1 Given the statutory position of the LGPS administering authorities and the tax-

backed nature of employing authorities who make up the core of the scheme 
and the statutory basis of the scheme, the LGPS remains outside the solvency 
arrangements established for private sector occupational pension schemes. 

 
4.2 LGPS regulations require each administering authority to secure fund 

solvency and long-term cost efficiency by means of employer contribution 
rates established by mandatory valuation exercises. 

 
4.3 Maintaining as nearly a constant a primary employer contribution rate is a 

desirable outcome, but not a regulatory requirement.  It is for LGPS 
administering authorities to seek to achieve a balance between the objectives 
in a prudent manner.  

 
4.4 Solvency is defined as meaning that the rate of employer contributions should 

be set at such a level as to ensure that the scheme’s liabilities can be met as 
they arise. This does not mean that the Fund should be 100% funded at all 
times, but that the rate of employer contributions should be set to target a 
funding level for the whole fund of 100% over an appropriate time period and 
using an appropriate set of actuarial assumptions.  

 
4.5  Employers should collectively have the financial capacity to increase employer 

contributions and/or the Fund should be able to realise contingent assets if 
future circumstances require, in order to continue to target a funding level of 
100%. If these conditions are met, it is anticipated that the Fund will be able to 
pay scheme benefits as they fall due.  

 
4.6  The rate of employer contributions shall be deemed to be set at an appropriate 

level to ensure long-term cost efficiency if the rate of employer contributions is 
sufficient to make provision for the cost of current benefit accrual, with an 
appropriate adjustment  to the rate for any surplus or deficit in the Fund. The 
Government Actuary’s Department (GAD) will assess whether this condition is 
met. 

 
5. Primary rate of the employers’ contribution 
 
5.1 The primary rate for each employer is that employer’s future service 

contribution rate which is the contribution rate required to meet the cost of the 
future accrual of benefits, expressed as a percentage of pensionable pay, 



 

ignoring any past service surplus or deficit, but allowing for any specific 
employer circumstances. 

 
5.2 The primary rate for the whole Fund is the weighted average, by payroll, of the 

individual employers’ primary rates. 
 
5.3 The secondary rate of the employer’s contribution is an adjustment to the 

primary rate to arrive at the rate each employer is required to pay.  It may be 
expressed either as a percentage adjustment to the primary rate and/or as a 
cash adjustment for each of the three years of the inter-valuation period.  This 
will be set out in the rates and adjustments certificate.  For any employer, the 
rate they are actually required to pay is the sum of the primary and secondary 
rates. 

 
5.4  The actuary should disclose the secondary rates for the whole scheme in each 

of the three inter-valuation years.  These should be calculated as a weighted 
average based on the whole scheme payroll.  The purpose of this is to 
facilitate a single net rate of contributions expected to be received over each 
of the three years that can be readily compared with other rates and 
reconciled with actual receipts.  

 
6 Solvency Issues and Non Local Authority Employers 
 
6.1 The number and type of non local government bodies operating within the 

LGPS has grown considerably since 2004, when Funding Strategy Statements 
were first introduced.  There are now many more private sector contractors, 
companies spun off from local authorities and academies which have 
employees who continue to qualify for membership by dint of transferred rights 
under the TUPE regulations.  Employees in academies qualify for the scheme 
because of academies’ scheduled body status. Key issues are: 

  

 The need to set appropriate employer contribution levels and deficit 
recovery periods for these employers which do not have tax-raising 
powers and therefore have weaker covenants than local authorities; 

 The underlying investment strategy of the assets backing the  liabilities 
of these employers; 

 The financial standing of those employers (or their parent companies or 
guarantors) and their ability to meet the cost of current membership, 
fund any deficit and ability to ensure against default. 

 The long and short term effects of high contribution rates on non local 
authority employers in terms of their financial viability. 
 

6.2 In the interests of transparency, the FSS should clearly set out the risk 
assessment methodology to assess the long term financial health of 
employers and how this will be monitored.   

 Having the correct Risk Assessments made when new Admitted and 
Scheduled bodies join the fund and security via a bond or equivalent 
guarantee is requested; 

 Admitted and Scheduled bodies being consulted on Triennial 
revaluation rates; and 



 

 Pension contributions being monitored “in year” to ensure Admitted and 
Scheduled bodies are making the required payments 

 
 
7. Valuation Assumptions and Funding Model 
 
7.1 In completing the actuarial valuation it is necessary to formulate assumptions 

about the factors affecting the Fund's future finances such as inflation, pay 
increases, investment returns, rates of mortality, early retirement and staff 
turnover etc. 

 
7.2 The assumptions adopted at the valuation can therefore be considered as: 

 The statistical assumptions which are essentially estimates of the 
likelihood of benefits and contributions being paid, and 

 The financial assumptions which will determine the estimates of the 
amount of benefits and contributions payable and their current or 
present value. 

 
Future Price Inflation 
 

7.3 The base assumption in any valuation is the future level of price inflation over 
a period commensurate with the duration of the liabilities.  This is derived by 
considering the average difference in yields over the appropriate period from 
conventional and index linked gilts during the six months straddling the 
valuation date to provide an estimate of future price inflation as measured by 
the Retail Price Index (or “RPI”). 

 
 Future Pay Inflation 
 
7.4 As some of the benefits are linked to pay levels at retirement, it is necessary 

to make an assumption as to future levels of pay inflation.  Historically, there 
has been a close link between price and pay inflation with pay increases 
exceeding price inflation in the longer term. However, in recent years, this 
model has broken down due to pay freezes in the public sector and continuing 
restraint to restrict salary growth across many sectors. 
 
Future Pension Increases 
 

7.5 Pension increases are linked to changes in the level of the Consumer Price 
Index (or “CPI”). Inflation as measured by the CPI has historically been less 
then RPI due mainly to different calculation methods.  An adjustment is 
therefore made to the RPI assumption to derive the CPI assumption. 

 
 Future Investment Returns/Discount Rate 
 
7.6 To determine the value of accrued liabilities and derive future contribution 

requirements it is necessary to discount future payments to and from the Fund 
to present day values. 

 



 

7.7 The discount rate that is adopted will depend on the funding target adopted for 
each employer. 

 
7.8 For open employers, the discount rate that is applied to all projected liabilities 

reflects a prudent estimate of the rate of investment return that is expected to 
be earned from the underlying investment strategy by considering average 
market yields in the six months straddling the valuation date.  The discount 
rate so determined may be referred to as the “ongoing” discount rate. 

 
7.9 For closed employers, an adjustment may be made to the discount rate in 

relation to the remaining liabilities, once all active members are assumed to 
have retired if at that time (the projected “termination date”), the employer 
either wishes to leave the Fund, or the terms of their admission require it. 

 
7.10 The Fund Actuary will incorporate such an adjustment after consultation with 

the Administering Authority. 
 
7.11 The adjustment to the discount rate for closed employers is to set a higher 

funding target at the projected termination date, so that there are sufficient 
assets to fund the remaining liabilities on a “minimum risk” rather than on an 
ongoing basis.  The aim is to minimise the risk of deficits arising after the 
termination date. 

 
 Asset Valuation 
 
7.12 For the purposes of the valuation, the asset value used is the market value of 

the accumulated Fund at the valuation date adjusted to reflect average market 
conditions during the six months straddling the valuation date. 

 
 Statistical Assumptions 
 
7.13 The statistical assumptions incorporated into the valuation, such as future 

mortality rates, are based on national statistics. These are adjusted as 
appropriate to reflect the individual circumstances of the Fund and/or 
individual employers. 

 
 
8. Deficit Recovery/Surplus Amortisation Periods 
 
8.1 Whilst one of the funding objectives is to build up sufficient assets to meet the 

cost of benefits as they accrue, it is recognised that at any particular point in 
time, the value of the accumulated assets will be different to the value of 
accrued liabilities, depending on how the actual experience of the Fund differs 
to the actuarial assumptions.  Accordingly the Fund will normally either be in 
surplus or in deficit. 

 
8.2 Where the actuarial valuation discloses a significant surplus or deficit then the 

levels of required employers’ contributions will include an adjustment to either 
amortise the surplus or fund the deficit over a period of years. 

 



 

8.3 The period that is adopted for any particular employer will depend on:  

 The significance of the surplus or deficit relative to that employer’s 
liabilities; 

 The covenant of the individual employer and any limited period of 
participation in the Fund; and 

 The implications in terms of stability of future levels of employers’ 
contribution. 

 
9. Pooling of Individual Employers 
 
9.1 The policy of the Fund is that each individual employer should be responsible 

for the costs of providing pensions for its own employees who participate in 
the Fund.  Accordingly, contribution rates are set for individual employers to 
reflect their own particular circumstances.  

  
9.2 However, certain groups of individual employers can be pooled for the 

purposes of determining contribution rates to recognise common 
characteristics or where the number of Scheme members is small.   

 
9.3 The main purpose of pooling is to produce more stable employer contribution 

levels in the longer term whilst, recognising that ultimately there will be some 
level of cross-subsidy of pension cost amongst pooled employers. 

 
10. Cessation Valuations 
 
10.1 On the cessation of an employer’s participation in the Scheme, the Fund 

Actuary will be asked to make a termination assessment.  Any deficit in the 
Fund in respect of the employer will be due to the Fund as a termination 
contribution, unless it is agreed by the Administering Authority and the other 
parties involved that the assets and liabilities relating to the employer will 
transfer within the Fund to another participating employer. 

 
10.2 In assessing the deficit on termination, the Fund Actuary may adopt a discount 

rate based on gilt yields and adopt different assumptions to those used at the 
previous valuation in order to protect the other employers in the Fund from 
having to fund any future deficits which may arise from the liabilities that will 
remain in the Fund. 

 
11. Links with the Investment Strategy Statement (ISS) 
11.1 The main link between the Funding Strategy Statement (FSS) and the ISS 

relates to the discount rate that underlies the funding strategy as set out in the 
FSS, and the expected rate of investment return which is expected to be 
achieved by the underlying investment strategy as set out in the ISS. 

 
11.2 As explained above, the ongoing discount rate that is adopted in the actuarial 

valuation is derived by considering the expected return from the underlying 
investment strategy.  This ensures consistency between the funding strategy 
and investment strategy. 

 
12. Risks and Countermeasures 



 

 
12.1 Whilst the funding strategy attempts to satisfy the funding objectives of 

ensuring sufficient assets to meet pension liabilities and stable levels of 
employer contributions, it is recognised that there are risks that may impact on 
the funding strategy and hence the ability of the strategy to meet the funding 
objectives. 

 
12.2 The major risks to the funding strategy are financial, although there are other 

external factors including demographic risks, regulatory risks and governance 
risks. 

 
13. Financial Risks 
 
13.1 The main financial risk is that the actual investment strategy fails to produce 

the expected rate of investment return (in real terms) that underlies the 
funding strategy.  This could be due to a number of factors, including market 
returns being less than expected and/or the fund managers who are employed 
to implement the chosen investment strategy failing to achieve their 
performance targets.   

 
13.2 The valuation results are most sensitive to the real discount rate.  Broadly 

speaking an increase/decrease of 0.5% per annum in the real discount rate 
will decrease/increase the liabilities by ten%, and decrease/increase the 
required employer contribution by around 2.5% of payroll. 

 
13.3 However, the Pension Fund Committee regularly monitors the investment 

returns achieved by the fund managers and receives advice from the 
independent advisers and officers on investment strategy.  

 
13.4 The Committee may also seek advice from the Fund Actuary on valuation 

related matters.   
 
13.5 In addition, the Fund Actuary provides funding updates between valuations to 

check whether the funding strategy continues to meet the funding objectives. 
 
14. Demographic Risks 
 
14.1 Allowance is made in the funding strategy via the actuarial assumptions for a 

continuing improvement in life expectancy.  However, the main demographic 
risk to the funding strategy is that it might underestimate the continuing 
improvement in longevity.  For example, an increase of one year to life 
expectancy of all members in the Fund will reduce the funding level by 
between 0.5 to 1%. 

 
14.2 The actual mortality of pensioners in the Fund is monitored by the Fund 

Actuary at each actuarial valuation and assumptions are kept under review. 
 
14.3 The liabilities of the Fund can also increase by more than has been planned 

as a result of early retirements. 
 



 

14.4 However, the Administering Authority monitors the incidence of early 
retirements; and procedures are in place that require individual employers to 
pay additional amounts into the Fund to meet any additional costs arising from 
early retirements. 

 
15. Regulatory Risks 
 
15.1 The benefits provided by the Scheme and employee contribution levels are set 

out in Regulations determined by central government.  The tax status of the 
invested assets is also determined by central government.   

 
15.2 The funding strategy is therefore exposed to the risks of changes in the 

Regulations governing the Scheme and changes to the tax regime which may 
affect the cost to individual employers participating in the Scheme. 

 
15.3 However, the Administering Authority participates in any consultation process 

of any proposed changes in Regulations and seeks advice from the Fund 
Actuary on the financial implications of any proposed changes. 

 
 
16. Governance 
 
16.1 Many different employers participate in the Fund.  Accordingly, it is recognised 

that a number of employer-specific events could impact on the funding 
strategy including: 

 Structural changes in an individual employer’s membership; 

 An individual employer deciding to close the Scheme to new 
employees; and 

 An employer ceasing to exist without having fully funded their pension 
liabilities. 

 
16.2 However, the Administering Authority monitors the position of employers 

participating in the Fund, particularly those which may be susceptible to the 
events outlined, and takes advice from the Fund Actuary when required. 

 
16.3 In addition, the Administering Authority keeps in close touch with all individual 

employers participating in the Fund to ensure that, as Administering Authority, 
it has the most up to date information available on individual employer 
situations.  It also keeps individual employers briefed on funding and related 
issues. 

 
17. Monitoring and Review 
 
17.1 This FSS is reviewed formally, in consultation with the key parties, at least 

every three years to tie in with the triennial actuarial valuation process. 
 
17.2 The Administering Authority also monitors the financial position of the Fund 

between actuarial valuations and may review the FSS more frequently if 
necessary. 
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1 EXECUTIVE SUMMARY 

 
1.5 The Government has issued guidance on the preparation of Investment 

Strategy Statements (ISS) as required under the soon to be released 
revised investment regulations.  This note summarises the anticipated 
investment regulations and the finalised guidance. 

 
1.6 The investment environment under the new regulations will be one of 

increased freedom but with more onerous justification of investment 
policy together with greater requirements to consult with interested 
parties and to report on the application of policy.  There will also be 
greater Government powers of intervention, mainly but not exclusively, 
aimed at pooling. 

 
1.7 It is not anticipated that the Committee will have to alter its current 

investment strategy.  It may well have to consider the extent of 
diversification and the adequacy of risk management, which was 
already anticipated post the actuarial review. 
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1.8 The Committee will be required to review its policy on ethical, social and 
corporate governance issues and in particular to discuss oversight of 
voting with the London CIV. 

2 RECOMMENDATIONS 
 
21 The Committee is invited: 

 
a. To note that a draft Investment Strategy Statement (ISS) prepared in 

accordance with the revised investment regulations and guidance will 
be presented to the March 2017 Committee meeting. 

 
b. To discuss the requirement for greater detail on environmental, social 

and corporate governance (voting) matters including greater 
consultation with interested parties, including the Pension Board, 
which will have to be reflected in the ISS. 

 
 

3. PROPOSALS AND ISSUES 
 
3.1 The Government issued revised investment regulations in September 

2016, to have effect from 1st November 2016.  The centre piece of the 
regulations was the replacement of the Statement of Investment 
Principles (SIP) with a requirement to prepare and operate in 
accordance with an ISS.  Guidance has recently been issued on the 
preparation of an ISS.  Each scheme is required to have an ISS by 1st 
April 2017 and a draft will be presented to the 21st March 2017 meeting 
of the Committee. 
 

Overview of the Investment Regulations 
 
3.2  The revised investment regulations are quite short, running to only 

seven pages.  The key deletion is the old schedule 1 that specified 

limits on the allocation to particular types of assets.  The main sections 

in the investment Regulation are: 

a) Requirement to keep the assets of the pension fund separate from 

those of the administering authority, to collect contributions and 

income and to operate separate bank accounts for the fund. 

b) No borrowing is permitted except temporary loans (90 days max) to 

allow the payment of pensions. 

c) An authority must, after taking proper advice, formulate an 

investment strategy which must be in accordance with guidance 

issued by the Secretary of State.  The ISS must include: 

 a requirement to invest fund money in a wide variety of 
investments;  

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



 

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

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

  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;   

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

 the maximum percentage of the total value of all investments of 
fund money that it will invest in particular investments or classes of 
investment (a scheme specific replacement of the old schedule 1);   

 The authority must consult such persons as it considers 
appropriate as to the contents of its investment strategy; and   

 The ISS must be reviewed at least every three years and 
investments must be made in accordance with the ISS. 
 

These requirements are discussed below (paragraph 3.8).  The 

requirements to take ‘proper advice’ and to invest in a wide variety of 

investments may potentially lead to challenge and debate with the 

investment advisor.   

d) The Government can give directions to the administering authority if 

it is satisfied that the authority is not having regard to the ISS 

guidance.  Directions may include: 

 A requirement to make changes to the ISS; 

 How to invest particular assets; and  

 Transfer of the investment functions to the Government or 

nominated person. 

The guidance (paragraph 3.6 below) discussed the circumstances 

when the powers of direction will be used.  The regulations require 

the Government to consult with the administering authority in 

advance of any direction and to consider evidence as to how the fund 

is being managed.  

e) The authority must take proper advice before making investment 

manager appointments. This presumably includes transferring assets 

to the London CIV. 

4.3 The ISS requires additional details compared with the SIP (in particular 

on risk management, pooling, ESG and voting), which are discussed 

below.  As mentioned above, a draft ISS reflecting the current position 

of the fund will be prepared for the 21 March 2017 meeting. 



 

4.4 The application of the Government’s powers of direction is also 

discussed in the guidance.  Such are the scope of the powers that it is 

anticipated that authorities who could not address the Government’s 

concerns during the consultation period will take the required action in 

advance of a direction being issued. 

ISS Guidance 

 

4.5 The guidance is designed to assist in preparing the ISS.  As highlighted 
above the ISS must be in accordance with the guidance.  The guidance 
is summarised below. 

 
Powers of Direction 

4.6 The guidance refers to the new freedoms for administering authorities 
(no schedule 1 limitations) and the ISS being a ‘prudential framework’ 
and the powers of direction as a safeguard to ensure that this less 
prescriptive approach is used appropriately and in the best long term 
interests of scheme beneficiaries and taxpayers.  The guidance refers to 
prior consultation and the general law principle to make investment 
decisions in the best long term interest of beneficiaries and tax payers.   

 
4.7 The consultation previously indicated that powers of intervention were 

mainly aimed at authorities that did not participate in pooling.  The 
guidance does not state this, but it presumably remains the main 
purpose.  The Committee will need to consider the meaning of best long 
term interest, which presumably relates to solvency, cost and taking 
decisions based on long term returns.  One view point is that a 
thoughtful Committee should not be concerned with the use of the 
powers.  An alternative viewpoint is that future Governments may take a 
different (and issue specific) view of best long term interest.  There is no 
way to prejudge how these powers will be applied by the current and 
future Governments.  In preparing the ISS, the Committee will need to 
be diligent in addressing each of the bullet points in 3.2(c). 

 
Contents of ISS 

4.8 The guidance summarises the requirements when preparing an ISS as 
follows: 

 Must take proper advice; 

 Must set out clearly the balance between different types of 
investments; 

 Must identify the risks associated with their overall investment 
strategy;  

 Must periodically review their policy to mitigate against any such 
risks; 

 Should ensure that their policy on asset allocation is compatible with 
achieving their locally determined solvency target; 



 

 Must periodically review the suitability of their investment portfolio to 
ensure that returns, risk and volatility are all appropriately managed 
and are consistent with their overall investment strategy; 

 Should clearly state their appetite for risk; 

 Should be aware of the risks that may impact on their overall funding 
and investment strategies; 

 Should take measures to counter those risks; 

 Should periodically review the assumptions on which their investment 
strategy is based; and 

 Should formulate contingency plans to limit the impact of risks that 
might materialise. 

 
4.9 None of the above should cause any concern to the Committee.  If not 

already explicitly stated in the SIP or elsewhere (e.g. funding strategy 
statement) it will be implicit in the current strategy and the actions taken 
by the Committee.  Addressing these questions is good practice. 

 
Pooling 

4.10 The regulations require that each Fund must commit to a [singular] pool 
that meets the pooling criteria issued last year, or otherwise approved.  
Particular requirements within the guidance are: 

 To notify the Scheme Advisory Board and the Secretary of State of 
any changes [in pool governance structures] which result in failure to 
meet the criteria; 

 Set out the proportion of assets that will be invested through pooling; 

 Set out the structure and governance arrangements of the pool and 
the mechanisms by which the authority can hold the pool to account; 

 Set out the services that will be shared or jointly procured; 

 Provide a summary of assets that the authority has determined are 
not suitable for investing through the pool along with its rationale for 
doing so, and how this demonstrates value for money; 

 Regularly review any assets, and no less than every 3 years, that the 
authority has previously determined should be held outside of the 
pool, ensuring this continues to demonstrate value for money; and 

 Submit an annual report on the progress of asset transfers to the 
Scheme Advisory Board. 

 
4.11 In complying with aspects of these regulations e.g. pool governance 

arrangements, it is expected that the London CIV will prepare 
standardised content.  The references to assets to be pooled or 
excluded should cause no concern if the Committee remains confortable 
with the London CIV as the platform for fund manager appointments.  
The reference to pooling decisions being based on ‘value for money’ 
considerations may or may not imply that it is purely the cost of 
managing assets that should be considered and not potential returns.  



 

Unless the Committee has issues with pooling, the exact definition of 
‘value for money’ has no practical implications.   

 
Social, Environmental or Corporate Governance Considerations 

4.12 The first part of the guidance seeks to prevent ‘boycotts, disinvestment 
and sanctions against foreign nations and the UK defence industries’ 
other than Government sanctions by stating the legal basis on which 
investment decisions must be made.  These include: 

 Taking proper advice and act prudently; 

 Prudently being defined as a duty to discharge statutory 
responsibilities with care, skill, prudence and diligence; 

 To act in accordance with ordinary public law principles, in particular, 
the ordinary public law of reasonableness; 

 Schemes should consider any factors that are financially material to 
the performance of their investments, including social, environmental 
and corporate governance factors over the long term.  

 
4.13 None of the above appears to be different from the basis on which the 

Committee currently operates and thus have no immediate 
consequences. 
 

4.14 The guidance continues “Although schemes should make the pursuit of 
a financial return their predominant concern, they may also take purely 
non-financial considerations into account provided that doing so would 
not involve significant risk of financial detriment to the scheme and 
where they have good reason to think that scheme members would 
support their decision.”  The use of non-financial considerations has to 
be quantified and explained in the ISS. 

 
4.15 The above wording although consistent with the Committee’s current 

approach is likely to be seen as an invitation to scheme members to 
express views on social and environmental aspects of investment 
policy. This is amplified in a discussion on social investments (where the 
social impact may be in addition or part substitution to the financial 
return) where it is stated that “these investments will also be compatible 
with the prudent approach providing administering authorities have good 
reason to think scheme members share the concern for social impact, 
and there is no risk of significant financial detriment to the fund.” When 
presented with ‘social investments’ the Committee will have to consider 
whether any adverse financial consequences are ‘significant’ and 
balances by social benefits. 

 
4.16 The guidance requires that when setting policy on social, environmental 

and corporate governance matters, the Committee should explain the 
extent to which the views of their local pension board and other 
interested parties who they consider may have an interest will be taken 
into account when making an investment decision based on non-
financial factors. Although the Committee is at liberty to not have a 
process for seeking views of interested parties, they should be wary of 



 

challenge and the Government’s powers to amend the ISS.  It is 
suggested that the policy of these issues is reconsidered from the 
standpoint of seeking to consult with the Pensions Board. 

 
The Exercise of Voting Rights 

4.17 The final section of the guidance is concerned with ensuring the highest 
standards of corporate governance in the companies in which funds 
invest.  Good governance is seen as enhancing shareholder value.  
Stewardship activities include monitoring and engaging with companies 
with the aim of exerting a positive influence on companies to promote 
strong governance, manage risk, increase accountability and drive 
improvements in the management of environmental, social and 
corporate governance issues. 
 

4.18 The Committee’s current policy is that corporate governance activity, 
including voting, is an essential part of the decision to buy and hold 
investments and should be undertaken by the appointed investment 
managers.  The guidance ‘encourages’ (not the same as requires?) 
Funds’ to consider the best way to engage with companies either 
directly, in partnership with other investors or through their investment 
managers, and explain their policy on stewardship with reference to the 
Stewardship Code. The new requirement is that administering 
authorities should become Signatories to the Stewardship Code and 
state how they implement the seven principles and guidance of the 
Code, which apply on a “comply or explain” basis. A summary of the 
Stewardship Code is attached (Appendix 1). 

 
4.19 The guidance requires a discussion within the ISS on the exercise of 

voting rights, including holding investment managers to account on 
voting records and stewardship in general. There is a suggestion on 
appointing an independent proxy voting agent to exercise their proxy 
voting and monitor the voting activity of the managers.  Finally, a 
requirement to publish a report of voting activity as part of the pension 
fund annual report. 
 

4.20 The current social, environmental and ethical policy as set out in the SIP 
is: 

“The Fund recognises that the neglect of corporate governance and 
corporate social responsibility may lead to poor or reduced shareholder 
returns.  The Committee has considered how the Fund may best 
implement a corporate social responsibility policy, given the current 
resources available to the Fund.  Accordingly, the Committee has 
delegated social, environmental and ethical policy to the investment 
managers. The Committee believes this is the most efficient approach 
whilst ensuring the implementation of policy by each manager is 
consistent with current best practice and there is appropriate disclosure 
and reporting of actions taken. To that extent, the Committee maintains 
a policy of non-interference with the day-to-day decision making of the 
investment managers.” 



 

 
4.21 The Committee went to considerable effort to establish a Stewardship 

Policy setting out the basis on which fund managers were expected to 
vote.  In particular the policy identified common stewardship concerns 
(e.g. executive remuneration) and informed fund managers the issues 
that they should consider when voting.  The policy was approved by the 
Committee in November 2014 and was subsequently circulated to fund 
managers.  It includes a promise to publish annually a statement on 
these stewardship activities undertaken by the Committee.  If the 
Committee follows through on the policy and signs up to the UK 
Stewardship Code itself, then it would be fully compliant with the 
guidance.  
 

4.22 It is likely that the Committee’s current approach of delegation to fund 
managers remains valid but will have to be explained.  Also that the 
fund managers will be required to report on voting activity, in particular 
failures to vote.  The requirement to comment on voting in the annual 
report is not onerous.  However, it can be expected that there will be 
greater interest in voting.   
 

4.23 All this is either made more complicated or potentially simplified by the 
London CIV.  With the CIV appointing fund managers they will be 
expected to exercise the oversight discussed above.  It will not be 
possible within pooled funds for the Committee to operate its own voting 
policy.  Rather pressure will be brought on the London CIV if their policy 
is deemed inadequate. 

 
5 IMPLICATIONS FOR THE PENSION FUND COMMITTEE 

 
4.4 Looking from a high level the new investment regulations and guidance 

do provide greater freedom to set strategy.  However,  the regulations 
and guidance’ requires that strategy be justified based as in the best 
long term interest of beneficiaries and tax payers and the management 
of risk explained.  This should be seen as best practice, although with 
an unwelcome degree of Government oversight. 

 
4.5 The requirements for ethical, social and corporate governance will 

require a review of the Committee’s current approach to these issues, in 
particular a discussion with the London CIV in connection with the 
Stewardship Code, increased reporting and greater effort to take into 
account the views of the Pension Board and Scheme Members.  These 
areas will be addressed in drafting the ISS in the next few months. 

 
4.6 Overall, the regulations and guidance offer the opportunity to review 

current investment policy and ensure that justification is adequately 
documented. 

 

  



 

 

 
If you have any questions about this report, or wish to inspect one of 

the background papers, please contact the report author:  
 

George Bruce pensionfund@westminster.gov.uk  or 020 7641 6925 
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Appendix 1 – Summary of UK Stewardship Code 

 
UK Stewardship Code Summary 

 
The Financial Reporting Council (FRC) published the UK Stewardship Code (the 
Code) in July 2010. The Code is designed to lay out the responsibilities of 
institutional investors as shareholders and provide guidance as to how those 
responsibilities might be met. Pension fund trustees and other investors are ‘strongly 
encouraged’ to ‘report if and how they have complied with the Code’ 
 
The Stewardship Code consists of seven key Principles: 
 
Principle 1: Institutional investors should publicly disclose their policy on how they will 
discharge their stewardship responsibilities. 
 
Principle 2: Institutional investors should have a robust policy on managing conflicts 
of interest in relation to stewardship and this policy should be publicly disclosed.  
 
Principle 3: Institutional investors should monitor their investee companies. 
 
Principle 4: Institutional investors should establish clear guidelines on when and how 
they will escalate their activities as a method of protecting and enhancing 
shareholder value. 
 
Principle 5: Institutional investors should be willing to act collectively with other 
investors where appropriate. 
 
Principle 6: Institutional investors should have a clear policy on voting and disclosure 
of voting activity. 
 
Principle 7: Institutional investors should report periodically on their stewardship and 
voting activities. 
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