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A. Introduction
A.1 The Local Government Pension Scheme (Management and Investment of Funds) Regulations 2009, which came into force on 1 January 2010, require an Administering Authority, after consultation with such persons as it considers appropriate, to prepare, maintain and publish a written statement of the principles governing its decisions about the investment of Fund money.
A.2 This Statement of Investment Principles must cover the Fund’s policy on—

a) the types of investment to be held;

b) the balance between different types of investments;

c) risk, including the ways in which risks are to be measured and managed;

d) the expected return on investments;

e) the realisation of investments;

f) the extent (if at all) to which social, environmental or ethical considerations are taken into account in the selection, retention and realisation of investments;  

g) the exercise of the rights (including voting rights) attaching to investments, if the authority has any such policy; and

h) stock lending.

A.3 The Statement must also state the extent to which the administering authority complies with guidance given by the Secretary of State, and, to the extent the authority does not comply, the reasons for not complying.

A.4 The Statement must be reviewed and if necessary, revised, by the administering authority from time to time and, in the case of any material change in the authority’s policies or breach of compliance, within six months of such change. To meet this requirement the Pensions Board reviews the SIP annually.
A.5 The purpose of this document is to satisfy the requirements of these regulations.

A.6 In addition Local Government Pension Scheme (England and Wales) (Amendment) Regulations 2004 came into effect 1 April 2004, requiring Administering Authorities to publish a Funding Strategy Statement [FSS]. The FSS must have regard to the Statement of Investment Principles [SIP]. This document contains reference to the FSS for information.
B. Compliance Statement
B.1 As stated above, the SIP is required to state the extent to which the administering Authority is compliant with the Guidance given by the Secretary of State and also the extent the authority does not comply and if so the reasons for non compliance.

B.2 The table below sets out the requirements of the contents of the SIP, and the section within the SIP evidences this. This document therefore demonstrates that the Fund is currently Fully Compliant with all its requirements under the Regulations.

	Document Ref
	Requirement
That the SIP covers statements on:
	Compliance Status

	C2
	The types of investment to be held
	Fully Compliant

	C4
	The balance between different types of investments
	Fully Compliant

	C5, C12
	Risk, including the ways in which risks are to be measured and managed
	Fully Compliant

	C6
	The realisation of investments
	Fully Compliant

	C7
	The expected return on investments
	Fully Compliant

	C8
	The extent to which social, environmental or ethical considerations are taken into account in the selection, retention and realisation of investments
	Fully Compliant

	C9
	The exercise of the rights (including rights) attaching to investments, if the authority has any such policy
	Fully Compliant

	C10
	Stock Lending
	Fully Compliant


C. Investment Principles
Investment Policy
C.1.1 The primary invesment objective is to ensure that the Fund is able to meet its liabilities for pensions and other benefits with the minimum, stable level of employer contributions.
C.1.2 The investment objectives are to maximise investment returns over the long term within specified reasonable risk tolerances.  Investment returns are defined as the overall rates of return (capital growth and income combined).

C.1.3 The investment style is to appoint suitable expert Fund Managers with a clear performance benchmark and place maximum accountability for performance against that benchmark on the Fund Manager.

Types of Investment to be held

C.1.4 An Investment Management Agreement is in place for each fund manager, setting out the relevant benchmark, performance target, asset allocation ranges and any statutory restrictions or other restrictions determined by the Pensions Board and/or Investment Sub-Committee as appropriate.

C.1.5 As per the Local Government Pension Scheme (Management and Investment of Funds) Regulations 2009, the types of investment which the Fund managers may hold include:

· UK Equities 

· Global Equities 

· UK Fixed Interest Bonds 

· Global Fixed Interest Bonds 

· UK Index-linked Investments 

· Global Index-linked Investments 

· Property Unit Trusts 

· Hedge Fund of Funds 

· Private Equity Fund of Funds 

· Alternatives Investments such as Infrastructure, Futures, Derivatives and Commodities.

· Cash Instruments 

· Relevant Insurance Instruments

Approach to managing the Fund
C.1.6 The Administering Authority strategically reviews the allocation over the different types of investment formally on a triennial basis, however reviews can occur more frequently should material issues arise.

C.1.7 Following the Strategic review and allocation of investment types the Scheme will review and if necessary change, its mix of external Fund Managers to efficiently deliver the Schemes investment Portfolio.

C.1.8 The Fund currently has twelve investment mandates with twelve Fund Managers. There are also a few minor investments including Cambridge Gateway and Cambridge and Counties Pensions Bank. Each will have an agreement in place that sets out the relevant benchmark against which performance will be measured, a performance target and any constraints and parameters within which the manager must operate.  Annexe A shows the detailed breakdown of managers and mandates as at the date of this report.
C.1.9 The Administering Authority believes the current strategic asset allocation and blend of fund managers, provides a strong diversification, specialisation and spread of risk for the investments of the Fund’s assets.
Balance between different types of investment
C.1.10 Local Government Pension Scheme (LGPS) regulations require that Funds achieve ‘proper diversification’. This may be considered in terms of ensuring that investments are spread across a wide range of investment types.
C.1.11 Active fund managers are given wide discretion over asset allocation, subject to regular review, and are required to report at least once every three months their current asset allocation position against their strategy, and seek approval for variations to their strategies.

Investment Risk
C.1.12 The constant monitoring of performance relative to a performance target constrains fund managers from deviating significantly from the intended approach, whilst permitting flexibility to manage the Fund in such a way as to enhance returns. The appointment of more than one fund manager introduces a level of diversification of manager risk.

C.1.13 Fund managers are instructed to diversify between investment types and within each investment type so that the prospects of potential losses are reduced. Fund managers are also instructed to observe the Council's restrictions in investments as set out in the Investment Regulations 2009.
C.1.14 Fund managers will bias their portfolios towards stocks which are expected to out-perform in rising or falling markets, but not take such contrarian positions that major under-performance occurs if they are incorrect in their strategies. They are required to operate in such a way that the possibility of under-performance against the target is kept within an acceptable limit. Managers will use and report on the risk measures employed on a regular basis.

The realisation of investments
C.1.15 Some fund managers are required to maintain portfolios that consist of assets that are readily realisable. The majority of the Fund’s investments are quoted on major stock markets and thus may be realised relatively quickly if required. 

C.1.16 The Pensions Board has delegated to the fund managers responsibility for the selection, retention and realisation of assets.

Expected return on investments
C.1.17 The Fund is expected to produce a return over the long term in excess of the investment return assumed in the actuarial valuation. The majority of the Fund’s assets are managed on an active basis and, overall, the Fund is expected to out-perform its benchmarks over the long term. 

C.1.18 The valuation expectation assumes an aggregate strategy return of 6.1% p.a. The Fund monitors investment return against the valuation assumptions, through quarterly performance monitoring from the WM Company (the Fund’s performance reporter) and meeting with managers at quarterly Investment Advisory Panel/Interim meetings to discuss performance relative to their benchmark and longer term objectives. Additionally the Fund’s Investment Consultant, Hymans Robertson, report on fund performance annually at the Pensions Committee. 
Extent to which social, environmental or ethical considerations are taken into account in the selection, retention and realisation of investments

C.1.19 The Pensions Committee has a general policy of not placing restrictions on the managers’ selection of investments. However the Committee would expect the managers to take into account any financial risks arising from potentially unsustainable social or environmental policies followed by investee companies in reaching their investment decisions. The managers are also encouraged to engage in discussions with companies on ethical and environmental issues, and question them on their social responsibilities. The outcome of these discussions is reviewed by the Pensions Committee at its quarterly meetings. 
C.1.20 
Administering authorities are free to avoid certain kinds of prudent investment which they consider scheme members would regard as objectionable so long as they make equally financially advantageous and prudent investments elsewhere.  They may also make “ethical” investments provided these are otherwise justifiable on investment grounds.

C.1.21 Administering authorities are not entitled to subordinate the interests of members to ethical or social demands.  The financial performance of the Fund, consistent with proper diversification and prudence, is paramount.

C.1.22 The Council expects that the boards of companies in which the Pension Scheme invests should pay due regard to environmental matters and thereby further the long term financial interests of the shareholders.  Ethical and environmental issues arise not only in board policy decisions but in daily operations.  Neither the Pensions Board nor the Investment Sub-Committee can become involved in those decisions, and therefore look to the directors of a company to manage that company’s affairs taking proper account of the shareholders’ long term interests.

C.1.23 The Fund will expect its appointed investment managers to have discussions with companies in an effort to improve their socially responsible investment (SRI) performance. The manager should seek access to independent research to assist with these discussions.

C.1.24 
The Fund may also seek its own independent advice to assist furthering its Socially Responsible Investing (SRI) aims as required. 

C.1.25 
The issues which would normally be addressed as part of these SRI discussions would normally include:

· Environmental issues

· Employment standards

· Human Rights

· Community involvement

C.1.26 As a minimum, this approach should be applied to UK companies. Managers will be encouraged to apply the same principles for non-UK companies.

C.1.27 Managers should report their discussions and their impact to the Investment Sub-Committee on a regular basis to be determined by the Sub-Committee.
Exercise of rights (including voting rights) attaching to investments
C.1.28 Corporate Governance is defined as "the system by which companies are controlled and directed".  Effective corporate governance systems provide checks and balances on company management, together with the necessary incentives.  Pension Funds, as major shareholders, want to promote good corporate governance and hence good performance.

C.1.29 
CIPFA, the National Association of Pension Funds (NAPF), the Local Authority Pension Fund Forum (LAPFF) and the Combined Code all advise Pension Funds to use their votes as shareholders to promote good corporate governance.

C.1.30 The policy of the Pensions Board is to delegate responsibility for the exercising of rights (including voting rights) and Corporate Governance attaching to investments to the fund managers.
C.1.31 There is an agreement with each manager to exercise the fund’s voting rights in the best interests of shareholders. Managers are required generally to vote either for or against company resolutions, and only abstain in exceptional circumstances. Details of votes cast, and reasons for absentions should be reported to the Pensions Committee.
C.1.32 The agreement also allows the Corporate Director: Finance, Property and Performance to instruct the managers to vote in a particular way, or not to vote, in circumstances where this is considered appropriate. Any such instructions will be reported to the Pensions Committee.
C.1.33 Fund Managers would be expected to adhere to the following general principles when managing their Corporate Governance requirements on behalf of the Fund:

a) Shareholders should assume the responsibilities of ownership. This does not entail intervening in daily management matters, but should involve setting standards and guidelines for corporate activity.

b) Shareholders' voting rights are an asset which needs managing with the same duty of care as any other asset.

c) Shareholders' voting rights should be exercised in an informed and independent manner.

d) Shareholders' voting policies should reflect three main concerns:

· To protect their rights as shareholders

· To ensure that corporate governance standards are consistent with protecting assets

· To promote corporate governance standards in order to enhance long term value.

C.1.34 Managers are required to report their voting actions as part of their quarterly reporting.

C.1.35 
Fund Managers should be expected to explain their voting decision for company resolutions where requirements are not met on subjects including, but not necessarily limited to the following principles:
e) Chairman and Chief Executive posts should be separate (or there should be alternative arrangements consistent with this split).

f) There should be a requirement for directors to seek re-election at least once every three years.

g) Rolling contracts for directors should not exceed one year.

h) Fixed contracts should exceed two years.

i) There should be an approved remuneration policy in place which:
· Satisfies the Remuneration Committee that the returns justify the expenditure.

· Should not be based upon performance reward criteria which disbenefit the long term interests of the company.

· Rewards recipients for meeting challenging performance criteria.

· Aligns the interests of Directors with those of other shareholders.

j) There should be full disclosure of all emoluments received by Directors.

k) Clear disclosure of performance related payments.

l) The Remuneration Committee should be composed solely of independent non-executive Directors.

m) There should be an Audit Committee which has a majority of independent non-executive Directors.

n) Issue of shares should be consistent with pre-emption guidelines.

o) The Annual Report and Accounts should be free from material inadequacies.

p) There should be no resolutions to make party political donations.

q) There should be sufficient biographical information on Directors.

r) One third of the Board should be independent non-executives.

Stock Lending

C.10.1
The Fund actively engages in Stock lending through the Funds custodian. The Fund receives a net income, which in 2011-12 was £237.8k. This income is the premium paid by third parties who borrow stock held by this Fund. Collateral stock is held to safeguard the Fund’s assets. Lending is limited to 35% of the stock held by the Fund, although actual activity in 2010-11 averaged 6.2% and in 2011-12 10.2%.
C.10.2
As at 31 March 2012 the value of stock loaned to third parties was £73.8m against collateral held of £81.1m. More information is available in the Pension Fund Annual Report and Statement of Accounts in the Notes to Accounts section.
Operational Risk

C.1.36 The overall risk for any Pension Scheme is that its assets will be insufficient to meet its liabilities. The risk is negligible for Local Authority Funds as these are assessed on an actuarial basis every 3 years (Fund Valuation) and contribution rates are adjusted to ensure solvency.  

C.1.37 In terms of specific investment risk, the Cambridgeshire Pension Fund is managed in a way that is designed to control and mitigate against this.

C.1.38 Further Asset Liability Studies will be undertaken to help the Pensions Board and Investment Sub-Committee determine, from time to time, appropriate asset allocation ranges. The aim of these is to ensure that the Fund’s assets are prudently spread across different asset types and markets. As the Fund’s liabilities are based in sterling, the majority of the Fund’s assets are likely to be sterling denominated. The asset allocation will be formally reviewed following the triennial valuation, and at other times as required.
C.1.39 The Fund will normally hold a large proportion of its assets in equities, which are considered to be the most appropriate match with the Fund’s liabilities. Over the long term, they should provide a hedge against inflation and grow in line with the underlying economy.  To minimise the risks associated with this policy, a broadly based portfolio of stocks is held, spread across different countries and different industrial sectors.

C.1.40 The Fund’s investment performance is reviewed quarterly by the Investment Sub-Committee and should remedial action be required the Sub-Committee will determine the action to be taken and, where necessary, recommend to the Pensions Board for approval.
C.1.41 
The Fund is subject to actuarial review every three years.  The Fund’s actuary calculates the contributions required from employing authorities to ensure the solvency of the Fund. The Fund’s position is based on the  market values of the assets at the time of the review.
C.1.42 At present the Fund has a positive cash flow and is forecast to remain in this position for a number of years. However the Fund is acutely aware of significant potential pressures arising from Opt Outs, fiscal pressures on employers, and the general economic climate.  The Fund is actively monitoring the situation to ensure it can act quickly should the need arise.  It does, however, sell investments from time to time as part of normal investment management activities. However with pending scheme changes and the circumstances outlined above the positive cash flow horizons are anticipated to significantly reduce.”
C.1.43 An alternative annual review of performance is undertaken annually upon receipt of annual data from WM, which provides a local government perspective.

C.1.44 The Fund’s Custodian will be reviewed annually. The aim of this is to;


· Gain feedback on the quality of services from the existing provider and comparisons with alternative providers.

· 
Provide transparency and openness with regard to the investment operations of the Fund.

ANNEXE A
FUND MANAGERS AND MANDATES

Asset Allocation and Fund Specific Benchmarks July 2012
The table below shows the Fund’s asset allocation together with the specific benchmarks (indices) against which to measure investment performance.
	
	
	
	

	UK Equity
	20.0%
	

	State Street
	12.0%
	
	FTSE All-Share index

	Schroder
	8.0%
	
	FTSE All-Share index

	
	
	
	

	Global Equity
	44.5%
	

	State Street
	11.0%
	
	FTSE All World

	Newton
	12.0%
	
	MSCI AC World Unhedged

	Amundi
	12.0%
	
	MSCI AC World Unhedged

	Schroder
	4.5%
	
	Composite

	Skagen
	5.0%
	
	MSCI Emerging Markets Index

	
	
	
	

	Bonds and Fixed Income
	14.5%
	

	Schroder
	12.0%
	
	Composite

	M&G
	1.5%
	
	3 month Libor +4%

	State Street
	1.0%
	
	FTSE Actuaries British Government Index Linked Gilts All Stocks

	
	
	
	

	Property
	11.0%
	

	Schroder
	11.0%
	
	IPD UK PPF All Balanced Funds

	
	
	
	

	Private Equity
	4.0%
	

	Harbourvest/Adams Street
	4.0%
	
	MSCI World

	
	
	
	

	Infrastructure
	6.0%
	

	UBS/Equitix
	1.0%
	
	MSCI World

	Partners Group
	5.0%
	
	MSCI World

	
	
	100.0%
	


Performance Targets

The Managers appointed to the Scheme and their individual performance targets over the benchmark indices above [over a rolling three-year program] are;



Performance



Target

Schroder Multi Asset


1.00%

Schroder Property



0.75%

 

Newton Global Equity


2.00%
 

Amundi European Equity


2.00% 

Skagen EM Equity


3.00%
 

State Street UK Equity


0.00%

State Street Global Equity


0.00%

State Street Index-Linked Gilts


0.00%

M&G Loans



0.00%
Private Equity 



3.00%

 
Infrastructure 



0.00%

 
Total Fund

1.10%

ANNEXE B
KEY RISKS AND CONTROLS.
	Risk
	Summary of Controls
	Risk

Index

	FINANCIAL RISKS

	Inappropriate long-term investment strategy.
	· Set Fund-specific benchmark, informed by Asset-Liability modelling of liabilities.
	3

	Fund assets fail to deliver returns in line with the anticipated returns underpinning the valuation of liabilities over the long-term.
	· Only anticipate long-term return on a relatively prudent basis to reduce the risk of under-performing.

· Analyse progress at three yearly valuations for all employers.

· Inter-valuation monitoring of investment performance.
	5

	Fall in risk-free returns on Government bonds, leading to a rise in the value placed on liabilities.
	· Inter-valuation monitoring of investment performance.
· Asset Allocation reviews
	3

	Active Investment manager under performance relative to benchmark over the medium term.
	· Quarterly  investment monitoring analyses, market performance and active managers’ performance relative to their benchmark and longer term objectives..
	3

	Pay and price inflation significantly more than anticipated.
	· The focus of the actuarial valuation process is on the real return on assets, net of price and pay increases.

· Inter valuation monitoring gives early warning

· Some investment in index-linked bonds helps to mitigate this risk.
	3

	Effect of possible increase in employer’s contribution rate on service delivery and admission/scheduled bodies.
	· Seek feedback from employers on scope to absorb short-term contribution rises.

· Mitigate impact through deficit spreading and phasing in of contribution rises where this is possible and does not negatively impact the Fund. This to be considered against need to ensure that deficit spreading does not become a one-off opportunity.

· Introduction of “Smoothing” over a number of valuation periods.

· Ensure decisions are well informed and account for current and future asset and liability expectations.


	3

	

	DEMOGRAPHIC

	Pensioners living longer than previous experience.
	· Consider allowance in future valuations for future increases in life expectancy beyond experience to date.

· Fund Actuary monitors combined experience of around 50 Funds to look for early warnings of differing mortality rates than those assumed in funding.

· Administering Authority encourages any employers concerned at pension costs to promote late retirement culture.

· Implementation of Hutton review.
	5

	Deteriorating patterns of early retirements.
	· Employers are charged the extra capital cost of non ill health early retirements following each individual decision

· Employer ill health retirement experience is monitored.
	3

	

	REGULATORY

	Changes to regulations.

This may give rise to:

· More favourable benefits packages.

· Potential new entrants to the Fund.

· Backdating of benefits improvements or membership e.g. developments around part-time workers

Changes to national pension requirements and/or Inland Revenue rules e.g. the new scheme scheduled for introduction from April 2008 and subsequent new regulations.
	· The Administering Authority is alert to the potential creation of additional liabilities and administrative difficulties for employers and itself.

· New CARE Scheme proposals falling out of Hutton by 2015.

· It considers all consultation papers issued by the ODPM and comments where it considers that that is appropriate.

· The Administering Authority will consult employers where it considers that it is appropriate. It urges all employers to participate where national consultation exercises are undertaken.


	4

	GOVERNANCE

	Administering Authority unaware of structural changes in an employer’s membership (e.g. large fall in employee members, large number of retirements).
	The Actuary may be instructed to consider revising the rates and Adjustments certificate to increase an employer’s contribution (under Regulation 78) between triennial valuations.

Deficits are expressed as monetary amounts.


	3

	Administering Authority not advised of an employer closing to new entrants.


	· The Fund maintains communication with all employer bodies to understand the impact of changes in their business on the Pension Fund.

· The Actuary may be instructed to consider revising the rates and Adjustments certificate to increase an employer’s contribution (under Regulation 78) between triennial valuations.

· The Fund monitors the receipt of contributions on a monthly basis and investigates all non-receipts.
	4

	Administering Authority failing to commission the Fund Actuary to carry out a termination valuation for a departing Admission Body and losing the opportunity to call in any debt in respect of a funding deficit.


	· The Fund is developing a database to monitor all admission bodies.

· Data on all bodies is provided to the Actuary at valuation.

· The Fund monitors the receipt of contributions on a monthly basis and investigates all non-receipts.
	4

	An employer ceases to exist with insufficient funding or adequacy of bond.


	The Administering Authority believes that it would normally be too late to address the position if it was left to the time of departure.

The risk is mitigated by a prudent admissions policy which:

· Sets out the employer obligations clearly.

· Seeks an appropriate funding guarantee.

· Encourage the employer to take actuarial advice.

· Where permitted under the regulations, require a bond to protect the Fund.
	1

	Administering Authority fails to implement sound internal governance arrangements for the management of the Fund.
	The Administering Authority operates a Pensions Committee with a supporting Investment Advisory Panel, as recommended by CIPFA best practice.

All meetings are duly minuted and minutes inspected as part of the annual external audit process.

Adoption of the CIPFA Skills and Knowledge Framework.
	1
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