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1. EXECUTIVE SUMMARY 

 
1.1. This Report should be read in conjunction with the London CIV 

Progress Report and also the Integrated Strategy Statement which set 
out the present position. The London Borough of Hammersmith and 
Fulham’s (LBHF) Pension Fund’s future investment policy needs to 
ensure that: 

 Its fiduciary responsibilities are met; 

 It fully understands where it invests at the moment and how this 
relates to its asset allocation model; 

 It has options available to rebalance the Investment portfolio going 
forward to take account of Environmental, Social and Economic 
(ESG) constraints; 

 It has options available to rebalance the Investment portfolio going 
forward to take account of the requirements of the triennial 
valuation results. 
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2. RECOMMENDATIONS 
 

2.1. That the Pension Sub-Committee consider the options set out in this  
Report to provide direction to future work required by the Pension Fund 
to take forward: 

 It’s future Investment Strategy 

 Its Transfer Policy to the London CIV 

 Its Environmental, Social and Governance Policies 

While ensuring it keeps within its fiduciary responsibilities. 

 

2.2 That to move the requirements forward that the Pension Sub-
Committee: 

 Set up of a working group to re-examine the Investment Strategy 
taking account of: 

o Funding Requirements following the Triennial valuation 

o Agreement of the ESG Policy including assessment of 
“Carbon Free” requirements set out in this Report 

 Agree the proposed London CIV transfer Protocol; 

 Become part of the London CIV Low Carbon Group; 

 Draft and agree a Stewardship Strategy and a Socially Responsible 
Policy. 

 

3. REASONS FOR DECISION 
 

3.1. The LBHF Pension Fund has just had its triennial valuations and as 
such this is the point where Investment Strategy must be reviewed to 
ensure it meets the funds fiduciary responsibilities. 
 

3.2. In addition there is significant pressure on Pension Funds from both the 
Government and Lobby Groups to invest their funds in certain ways. 
An example of this is the Friends of the Earth queries, whose views are 
set out in the ESG section. The present Investment Strategy needs to 
be updated to take account, where required, of these external factors 
as well as ensuring that all other legislative responsibilities are 
delivered. 
 

4. PROPOSAL AND ISSUES  
 
Fiduciary Responsibilities 

4.1. The fiduciary responsibilities of the Committee are important and 
paramount in decisions being made.  These are included in the 
introductory statement to the new Investment Strategy Statement.  
 

4.2. The Pension Sub-Committee of the LBHF oversees the management of 
the Pension Fund’s assets.  Although not trustees, the Members of the 
Pension Sub-Committee owe a fiduciary duty similar to that of trustees 



to the council-tax payers, who would ultimately have to meet any 
shortfall in the assets of the Fund, as well as to the contributors and 
beneficiaries of the Fund. 
 

4.3. In addition, this is further elaborated in Objective 7.2 (a): A requirement 
to invest money in a wide range of instruments” of the new Investment 
Strategy Statement which states the following: 
 

4.4. The main risk the Pension Sub-Committee is concerned with is to 
ensure the long-term ability of the fund to meet pension, and other 
benefit obligations, as they fall due is met.  As a result the Pension Sub-
Committee place a high degree of importance on ensuring the expected 
return on the assets is sufficient to do so, and does not have to rely on 
a level of risk which the Pension Sub-Committee considers excessive. 
 

4.5. At all times the Pension Sub-Committee takes the view that their 
investment decisions, including those involving diversification, are in the 
best long term interest of Fund beneficiaries  
 
Present Investment Strategy  

 
4.6. The present Investment Strategy is contained in the SIP.  The following 

table sets out the funding Allocation in the present Strategy. 
 

Asset Class Target Allocation

UK equities 22.50%

Overseas equities 22.50%

Secure Income 20%

Dynamic Asset Allocation 10%

Absolute Return Bonds 10%

Inflation Opportunities 10%

Long Lease Property 5%

100.00%  
 
4.7. The present allocations are set out in the following table. These 

allocations are different to those in the present SIP.  There is the 
requirement to reassess allocations to ensure they meet the changing 
requirements of the fund.  One thing to check, along with the 
requirement to deliver the required returns is that cash flows from the 
specified Investment Instruments meet the needs of the fund. 
 



Asset Class Target Allocation

UK equities 22.50%

Overseas equities 22.50%

Dynamic Allocation - Absolute Return 10%

Dynamic Allocation - Bonds 10%

Credit 15%

Direct Infrastructure 5%

Inflation 10%

Long Lease Property 5%

100.00%  
 

4.8. An immediate action to take is to set up a Working Group from the 
Committee to re-examine the asset allocation model.  This should be 
done taking into account present funding requirements, fiduciary 
responsibilities, any transfer policy to the CIV (Pooling), cash flow 
requirements, and Environmental, Social, and Governance 
requirements. 
 

4.9. Items to consider in these areas are set out in the following sections.  
 
 
Outcome from Investment Beliefs Session 
 

4.10. An Investment Beliefs session took place with Pension Sub Committee 
Members on the 24th January.  In the session Unigestion presented 
their views on how the Council’s present allocation strategy links to the 
key “macro regimes” of Recession, Inflation Shock, Market Stress and 
Steady Growth. 
 

4.11. An assessment of data since 1974 shows that during this period the 
economy has been in the Marco Regimes for the following percentages 
of time: 
 

Macro Regime Percentage of Time 

Steady Growth 64% 

Recession 16% 

Inflation Shock 12% 

Market Stress 8% 

 
 

4.12. An assessment of present Investments indicates that a correlation of 
81% to Steady Growth – which is significantly higher than the 
percentage of time this macro Regime occurs. 
 

4.13. A full review of the session on the 24th January is contained in Appendix 
A.  Questions were raised during the session, some of which have been 
subsequently answered and included in the Paper, others require more 
work.  Pertinent responses received include: 
 



4.14. Could Unigestion look at Market Stress and implications on changing 
investments in during these periods? 

 
4.15. Unigestion defines Market Stress regimes as episodes where there are 

shocks in market prices that may not be fuelled by a fundamental 
deterioration in the developed market economies that are looked at. 
There were 13 such periods in the history that were looked at between 
1974 and 2014. On average, each period lasted 3 months. Appropriate 
examples of such periods are the Dotcom bubble in 2000; the Russian 
Financial Crisis and devaluation of the rouble in 1998; the Asia 
Financial Crisis in 1997. 
 

4.16. What Protection can be purchased to safeguard investments against 
currency changes? What is a normal reduction on return for a hedge of 
this by equity type? 
 

4.17. Some investment managers offer the facility to limit the extent of any 
downside experienced in periods of market declines – these strategies 
can be implemented at nil cost to the investor by “selling away” any 
rises in the market above a certain level. These strategies are typically 
implemented using over the counter derivatives implemented with an 
investment bank with a set term. A key consideration with these 
structures is that while the structure can be implemented effectively at 
nil cost, the investor will only derive the full benefit if the market decline 
coincides with the term of the option. While it is possible to revise the 
structure of the initial protection strategy during its life to reflect more up 
to date market conditions, there will potentially be costs associated with 
cancelling the initial structure (usually achieved by matching offsetting 
derivative positions). 
 
Short Term Portfolio Balancing Options 
 

4.18. As part of the Unigestion Presentation, 2 options for diversification of 
the portfolio were presneted. These were: 
 

4.18.1. Reallocation of 10% of the equity allocation to 
Alternative Risk Premia.  These instruments have a 
relatively high return characteristics with low correlation to 
equity markets, and introduces more idiosyncratic risk into 
the portfolio, and 
 

4.18.2. Reallocation of 10% of equities to Private Equity. 
This would provide some additional inflation protection 
without compromising on expected return assumptions. 

 
4.19. The upcoming transfer of UK Majedie assets to the CIV will leave the 

remaining Global Majedie assets free to be reallocated to other 
Investment instruments. The liquidation of the remaining Majedie assets 
would provide resources for any possible rebalancing requirements of 
the overall Portfolio to reduce overall risk. 



 
4.20. For comparison purposes Unigestion have confirmed that the 

Alternative Risk Premia would have achieved returns of +2.3% and 
+0.4% respectively. Private Equity would have delivered -19.3% and -
2.6% respectively. During the same periods, global equities were down 
-39% and -16%. 
 
Transfer Policy to the London Collective Investment Vehicle (CIV) 
 

4.21. Given Government guidance on pooling, it would be wise to have 
Transfer Policy of Assets moving from direct management to CIV 
management. The proposed policy is: 
 

4.22. That the LBHF Pension Fund will move assets into the CIV when 
appropriate funds in relation to the Investment Strategy become 
available; 
 

4.23. When the same instruments become available that the LBHF Pension 
Fund will undertake a transfer from Fund Control to CIV control 
immediately; 
 

4.24. When alternate instruments similar to what is required in the Investment 
Strategy becomes available the LBHF Pension Fund take a view 
immediately on if to take advantage of the instrument; 
 

4.25. That the LBHF Pension Fund come to a view on alternate instruments  
as they become available to ensure they properly evaluate if new 
instruments can generate the required returns and deliver appropriate 
diversification to the overall Portfolio; 
 

4.26. Before all transactions, a full cost benefit analysis must be carried out to 
ensure costs of moving investments from Council Management to CIV 
management are beneficial. Transfers should not take place if the move 
is not cost effective to the Pension Fund.  
 

4.27. In addition, the LBHF Pension Fund must still carry out a full due-
diligence process of mandates on the CIV, prior to any investment, as it 
would for any other investment allocation. 
 

4.28. If instruments are not available and the Investment Strategy requires 
their use in the near future get the CIV involved in LBHF Pension Fund 
Tender processes, but try if possible to move into pooled and not 
segregated vehicles. 
 

4.29. Limit intermediate tactical changes where possible to pooled vehicles to 
minimise costs and transfer payment arrangements 
 
 
 
 



ESG Options 
 

4.30. In the Investment Beliefs session on the 24th January, Environmental, 
Social and Governance factors were discussed.  These outcomes of 
the discussion are set out in Appendix A.  The view was that the 
Council should be investing in “Good Companies”. 
 

4.31. However, in the session, questions were asked to ensure that the 
Committee has the right information to reinforce what a “Good 
Company” was.  This is difficult to define as characteristics of a “Good 
Company” will change depending on what sector the investments are 
in. However, a common trait across Sectors will be good underlying 
Management and Governance processes in these Companies. 
 

4.32. Another question raised was what the potential costs and benefits might 
be of moving to a strategy such as Carbon Free and what the current 
ESG policies of the Funds Investment Managers.  
 

4.33. Members of the Committee are now being lobbied by external groups 
on ESG policies.  As an example, Friends of the Earth have asked for: 
 

4.33.1. An immediately freeze any new investment made by the 
Hammersmith and Fulham pension fund or Hammersmith 
and Fulham council itself in the top 200 publicly-traded fossil 
fuel companies with largest known carbon reserves (oil, 
coal, and gas); 

4.33.2. The Fund to divest from any commingled funds that 
include fossil fuel public equities and corporate bonds in the 
top 200 list and shift these funds to ethical and 
environmentally friendly investments within 5 years; 

4.33.3. The Fund to ensure the security of this move by 
advocating that the London Collective Investment Vehicle 
include a choice of multiple fossil free equity funds within its 
portfolio that will enable divested councils to fully commit to 
their pledges. 

 
4.34. The table below, provided by Deloittes, sets out present Managers 

approaches to ESG issues.  It should be noted that all are signatories to 
the United Nations Principles for Responsible Investment (UNPRI). 
Further details are set out in Appendix E. 
 
 

Investment 
Manager  

 

Do they 
have an 
ESG 
policy?  

 

Are they a 
signatory 
of UNPRI? 

 

Are there any 
exclusion 
policies?  

 

Can schemes ask 
for restrictions?  

 

How do they 
report on ESG?  

 

Insight  Yes Yes Yes – Cluster 
munitions  

Restrictions can be 
implemented 
through a bespoke 
solution.  

An annual report 
detailing voting 
results and select 
case studies. 

LGIM  Yes Yes Yes – Cluster LGIM run a number A quarterly report 



munitions  of ethical funds that 
avoid investing in 
certain companies 
and industries.  

detailing voting 
results and select 
case studies.  

 
M&G  Yes Yes Yes – Cluster 

munitions  
Restrictions can be 
implemented 
through a bespoke 
solution.  

No formal report 
but have a 
responsible 
investment website. 

Majedie Yes Yes Yes – Cluster 
munitions  

Restrictions can be 
implemented 
through a bespoke 
solution.  

An annual report 
detailing voting 
results and select 
case studies. 

Oakhill  Yes Yes Yes – Cluster 
munitions  

Restrictions can be 
implemented 
through a bespoke 
solution.  

No formal report.  

 

Partners 
Group  

Yes Yes Yes – Cluster 
munitions,  
weapons, 
tobacco  

Restrictions can be 
implemented 
through a bespoke 
solution.  

Annual report and 
quarterly update on 
ESG integration 
highlights.  

Ruffer  Yes Yes Yes – Cluster 
munitions  

Restrictions can be 
implemented 
through a bespoke 
solution.  

An annual report 
detailing voting 
results and select 
case studies.  

Standard 
Life 

Yes Yes Yes – Cluster 
munitions  

SLI run a number 
of ethical funds that 
avoid investing in 
certain companies 
and industries.  

A quarterly report 
detailing voting 
results and select 
case studies.  

 

 
 

4.35. A query raised in the meeting was what If LBHF were to Go Green and 
move out of all Fossil Fuel Investments, what would be the effect? 
 

4.36. Deloitte have had an initial view of this and their view is the following: 
 

4.37. A topic within ESG which is attracting particular attention is 
carbon/fossil fuels/climate change. Theory would suggest that given the 
non-sustainability of fossil fuels, companies which are run with “carbon-
intensive” operations are at risk of sustaining their operations in the 
future. When this point in the future may be is unknown, as it is hard to 
measure the rate at which societies around the world will make the 
transition to a clean or low carbon energy mix. However, if a company’s 
sustainability is in question, the investment return of its shares are 
directly affected 
 

4.38. Major indices are overexposed to fossil fuels, and under-exposed to 
renewable energy i.e. the representation of renewable energy in stock 
markets is significantly lower than its share in the economy. This partly 
reflects the relative maturity of the associated businesses, with a lot of 
the renewable energy investment sitting within infrastructure related 
strategies rather as listed entities. Therefore a policy action to promote 
the transition towards a low-carbon economy could cause a significant 
impact to the share price of the affected companies and the index as a 
whole 
 



4.39. Should this be of particular importance, the Committee could conduct a 
review of the Fund’s fossil-fuel exposure. While the outcomes of this 
review would dictate any appropriate actions, one option may be to alter 
the benchmark which the Fund’s passive equities replicate to a “carbon-
free” benchmark – over the last 12 months or so, we have seen some 
of the passive providers launching strategies with a bias towards 
companies with a lower carbon footprint and reducing the relative 
weighting of organisations with a high footprint. 
 

4.40. As more and more Investments move to the CIV however, there will be 
the requirement to follow their ESG Policies.  These Policies are set out 
in the Investment Strategy Statement (ISS) however there will be the 
choice for Councils to use more “environmentally friendly” investment 
options. 
 

4.41. Appendix C sets out the present ESG strategy as is set out in the SIP, 
the proposed changed Strategy and also the CIV strategy for 
comparison. While the Council is in the position of having Investments 
in Managed by itself and also the CIV there will be the need to have 2 
different Policies.  What the Committee need to move towards is where 
this Policy converges so that whatever the investment, the Policy 
followed will be the same. 
 
Possible ESG Investment Alternatives for the Council to Consider 
  

4.42. At the CIV Stewardship Seminar on the 1st February and the CIV 
Conference on the 1st March, a number of alternatives were suggested 
for more ESG friendly instruments.  These will generally fit into the 
following categories: 

 Exclusion Policies (which are the most common) 

 More inclusive Policies – which are now becoming more 
common 

 
4.43. In the latest meeting of the CIV Investment Advisory Committee in 

February 2017 Councils were advised that there is interest from a 
number of Councils in a Carbon Free investment vehicle. The CIV is 
undertaking work in March and April to ensure it fully understands the 
requirements of the Councils requiring this option before it moves 
forward this Investment Option. It is proposed that the LBHF Pension 
Fund join this grouping. 
 

4.44. Appendix F gives the example of a fund which will become available 
soon from Legal and General.  This fund which is called The Future 
World Fund is designed to incorporate the long term transition towards 
a low Carbon Economy. 
 

4.45. However, the Fund also needs to consider in this process if divesting 
from certain investments is the correct route and in the full fiduciary 
interest of the fund.  There is evidence that becoming a committed 



activist in funds might actually move forward ESG change even more 
quickly.  
 
Possible Gaps in Present Policies 
 

4.46. In writing the ISS, however and comparing to a draft template provided 
by Actuaries Barnett Waddingham the Fund does seem to have gaps to 
be filled at the moment in terms of a full Stewardship Strategy and also 
a Socially Responsible Policy. An example of draft Strategies are 
included in Appendix D.  
 

4.47. It should be noted that the CIV does have a draft Stewardship Policy 
and this is included in the ISS.  
 
Work to be delivered to ensure the LBHF Investment Strategy 
meets its needs  
 

4.48. The points raised in this section point to the following to be undertaken: 

 Set up of a working group to re-examine the Investment Strategy 
taking account of: 

o Funding Requirements following the Triennial valuation 

o Agreement of the ESG Policy including assessment of 
“Carbon Free” requirements set out in this Report 

 Agree the proposed London CIV transfer Protocol; 

 Become part of the London CIV Low Carbon Group; 

 Draft and agree a Stewardship Strategy and a Socially Responsible 
Policy. 

 
 
 
 

5. OPTIONS AND ANALYSIS OF OPTIONS  
 

5.1. Assess the proposed way forward and associated timescales on items 
discussed in section 4 above 
 

6. CONSULTATION 
 

6.1. Any changes to Investment Policy or Strategy will require the approval 
of the Pensions Sub-Committee. 

 
7. EQUALITY IMPLICATIONS 

 
7.1. Not applicable. 

 
8. LEGAL IMPLICATIONS 

 
8.1. None. 



 
9. FINANCIAL IMPLICATIONS 

 
9.1. Implications of returns and associated fees when a transfer takes place 

from an existing Fund Manager to the CIV or an alternative provider will 
be reviewed and authorised on a Case by Case basis. Any changes to 
the Funding Strategy will affect return which directly affect revenue 
streams of the Council.  

 
10. IMPLICATIONS FOR BUSINESS 

 
10.1. None. 
 
11. BACKGROUND PAPERS USED IN PREPARING THIS REPORT 

 
11.1. London CIV data on Fund Managers presently available and the future 

pipeline. 
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Appendix A – Output from Governance Meeting 24th January 
 

Member Investment Beliefs Session – 24th January 2017 
 
Present Cllrs Cassidy & Vincent 
Apologies – Cllr Adam 
 
Presentation by Unigestion on Investment Risk Metrics 
 
Unigestion gave a presentation based on the present LBHF Investment 
Portfolio Weightings. They use a model that is taken from data from the past 
45 years which is linked to 4 specific Macro-Economic Regimes which are: 

 Steady Growth - 64% of the time 

 Inflationary – 12% of the time 

 Recession – 16% of the time 

 Market Street – 8% of the time 

  
Unigestion question in making their analysis if the right benchmarks being 
used for the investments in a portfolio – as these align directly to the analysis 
to the various different Macro-Economic models (in terms of correlation) the 
use. 
 
Unigestion reviewed the risk distribution of the assets within the Councils 
Investment Portfolio and aligned them to the different Macro-Economic 
regimes. All agreed that over the past 20 years, Local Government Pension 
Funds have been very successful in generating returns with this high level of 
weight to equities. 
 
From the model it suggests that there is an 81% correlation between 
Investment Instruments used against “Growth” with a view that this weighting 
should be significantly lower (in the 60% range).  However, from the Councils 
allocations, it indicates that there are a number of investments outside 
“Equities” that exhibit similar characteristics to equities which gives such a 
high correlation to “Growth”.   
 
Unigestion gave 2 alternatives to reduce the level of Investments and the 
present high correlation of Investments to “Growth” Macro-Economic regimes 
to diversify the Portfolio  
In discussions it was noted that: 

- Private Equity does give Inflation protection and returns between 7-
7.5% but the downside is the illiquidity of instruments.   

- Direct Lending as alternative is definitely not conventional, although it 
was noted by Unigestion that the Banks still get this significantly wrong 
– Current yields are in the region of 6% – 7%, however as this is an 
area of specialism, there are only a handful of managers and products 
which Deloitte believe have the capability to invest in this asset class.  



- There is a move now from Bond Coupons to Long Lease Property to 
give Income to supplement cash flow requirements 
 

It was questioned that if for 6 years out of every 10 years equity grows and 
that if these are long term investment why diversify? 

- however, if there is a significant shock to the stock market all 
investments would suffer 

 
The Council needed to assess the “Equity” and “Non-Equity” allocations to 
reduce overall exposure to Equity type transactions which are closely aligned 
to Growth Periods 
However, the 2 key questions are 

1) When will equities drop and is the Council agile enough to take 
advantage of changes 

2) What are the real alternatives to equities to give a properly diversified 
portfolio 
 

 

Members Investment Views/Beliefs Session (will be briefing 
documents going out on this) 
 
Notes on Present Beliefs centred in a number of questions: 
The CIV will influence Investments going forward – the question was raised 
will Councils with Strong beliefs (potentially Political and not Investment) 
dominate the CIV? 
How will Green Investments influence investments – will the CIV have Green 
and Non Green Alternatives (Oil, Cigarettes)? 
What will be the belief system be for the CIV – how is the CIV going to hold its 
Fund Managers accountable for investment decisions (Sports Direct Example) 
In particular – how will Environmental/Social/Governance issues be managed 
by the CIV and how will the Council being arms-length influence this? 
  
The Councils would rather invest in “Good” companies with Good governance 
rather than have lines of demarcation for investments. 
 
If this is the case – how then do the CIV make Investment Manager Decisions 
and how do they choose “Good” Companies? 
 
It was asked – does risk get rewarded appropriately – example given of Start-
up companies and the high proportion that go bust in the initial year 
 
An ESG Paper based on the above principles will be prepared for the next 
Committee. 
 
Questions Raised during the session which are being worked on: 
 
Could Unigestion look at Market Stress and implications on changing 
investments in during these periods?  
Response is in the main text of the report 
 



There is a requirement to list those present investments acting like 
Equities but outside the equities portfolio. 
Still need to deliver this piece of work 
 
Unigestion were requested to look at what would have been the 
change/costs of the portfolio had not made the changes that had made 
since the 20/1/15.  By investing as LBHF has done, is it ahead of the 
game?  
Still need to deliver this piece of work 
 
What Protection can be purchased to protect investment from currency 
fluctuations? 
Response is in the main text of the report 
 
Are there statistics available on how Managers actually make their 
decisions in terns of ESG issues? 
Response is in the main text of the report and also Appendix E 
 
Do the Fund have a view on the present risks that the LBHF take in 
terms of its investment decisions? 
This is contained in the new Investment Strategy Statement paper 
 
If LBHF were to Go Green and move out of all Fossil Fuel Investments – 
what is the effect – is this a big job to do (have an estimate before we 
start the job) for those items not in Unit allocations? 
This is a substantial piece of work.  Partial responses are contained in the 
main text of the report and Appendix E. 
 
 
 
 
 
Appendix B – Outputs from the Unigestion Meeting 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Appendix C – Present ESG Strategies 
 
ESG Strategy in the Present SIP 
 
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, but also approved a Governance Strategy. 
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 
 
Updated ESG Strategy 
 
A full of review of the Fund’s approach to SRI was completed in March 2015.  
The Fund adopted an SRI Policy which outlines its approach to the 
management of Environmental, Social and Governance (ESG) issues within 
its investment portfolio.  The SRI Policy is publically available and will be 
reviewed as deemed appropriate.  
 
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, but also approved a Governance Strategy. 
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 

 
As a responsible investor The London Borough of Hammersmith & Fulham 
Pension Fund wishes to promote corporate social responsibility, good practice 
and improved performance amongst all companies in which it invests. Whilst 
there has been a great deal of emphasis on the relationship of business, 
financial and economic factors to investment performance, the impact on 
returns of less tangible non-financial and reputational factors is more difficult 
to identify.  Nevertheless it is clear that adverse publicity relating to low 
corporate, environmental or social standards can have an adverse impact on 
shareholder value, the Fund, its beneficiaries and local taxpayers.  By having 
a good public image, the morale of the workforce will be higher, thus making it 
easier to attract and retain quality employees.  The Fund considers that the 
pursuit of high corporate social responsibility standards by Companies will 
lead to higher returns in the long term.  A good public image may help to 
increase sales volumes.  An improved financial standing will improve credit 



ratings, thus allowing a company to attract lower cost funding.  By addressing 
outside factors, the company is able to demonstrate an above average 
standard of management competence which will improve the long term 
potential and sustainability of the organisation.  At the very least the Fund 
expects the Companies in which it invests to comply with all applicable laws 
and regulations in home markets and to conform to local best practice when 
operating overseas. 
 
In furtherance of this stance the Fund will support standards of best practice 
by Companies in both the disclosure and management of corporate social 
responsibility issues consistent with the Fund’s fiduciary responsibilities.  To 
this end the Fund will pursue a policy of active shareholder engagement with 
companies using its own efforts, those of its Fund managers and alliances 
with other investors.  The Fund is a member of the Local Authority Pension 
Fund Forum. 
 
The Fund will consider excluding certain types of investment from its actively 
managed portfolios, following appropriate advice on the implications for 
performance and diversification. Fund managers are instructed not to invest 
segregated elements of their portfolio in companies that generate over half of 
their income from tobacco products on investment prospects grounds. Fund 
managers are required to have policies regarding Environmental, Social and 
Governance (ESG) issues and to monitor their compliance with those policies.  
The Fund is committed to being a long term steward of the assets in which it 
invests and expects this approach to protect and enhance the value of the 
Fund in the long term. In making investment decisions, the Fund seeks and 
receives proper advice from internal and external advisers with the requisite 
knowledge and skills. In addition the Pension Sub-Committee undertakes 
training on a regular basis and this will include on training and information 
sessions on matters of social, environmental and corporate governance. 
 
CIV ESG Strategy 
 
The Fund requires its investment managers to integrate all material financial 
factors, including corporate governance, environmental, social, and ethical 
considerations, into the decision-making process for all fund investments. It 
expects its managers to follow good practice and use their influence as major 
institutional investors and long-term stewards of capital to promote good 
practice in the investee companies and markets to which the Fund is exposed. 

 
The Fund expects its external investment managers (and specifically the 
London Collective Investment Vehicle through which the Fund will increasingly 
invest) to undertake appropriate monitoring of current investments with regard 
to their policies and practices on all issues which could present a material 
financial risk to the long-term performance of the fund such as corporate 
governance and environmental factors. The Fund expects its fund managers 
to integrate material ESG factors within its investment analysis and decision 
making. 

 



Effective monitoring and identification of these issues can enable engagement 
with boards and management of investee companies to seek resolution of 
potential problems at an early stage. Where collaboration is likely to be the 
most effective mechanism for encouraging issues to be addressed, the Fund 
expects its investment managers to participate in joint action with other 
institutional investors as permitted by relevant legal and regulatory codes. 

 
The Fund monitors this activity on an ongoing basis with the aim of 
maximising its impact and effectiveness. 

 
The Fund will invest on the basis of financial risk and return having considered 
a full range of factors contributing to the financial risk including social, 
environment and governance factors to the extent these directly or indirectly 
impact on financial risk and return.  
 
The Fund in preparing and reviewing its Investment Strategy Statement will 
consult with interested stakeholders including, but not limited to Fund 
employers, investment managers, Local Pension Board, advisers to the Fund 
and other parties that it deems appropriate to consult with 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Appendix D - Possible Draft Stewardship Code 
 

Compliance with the Stewardship Code 
 
The Stewardship Code is a set of principles or guidelines released in 2010 
and updated in 2012 by the Financial Reporting Council directed at 
institutional investors who hold voting rights in United Kingdom companies. Its 
principal aim is to make shareholders, who manage other people's money, be 
active and engage in corporate governance in the interests of their 
beneficiaries. 
 
The Code applies to pension funds and adopts the same "comply or explain" 
approach used in the UK Corporate Governance Code. This means that it 
does not require compliance with principles but if fund managers and 
institutional investors do not comply with any of the principles set out, they 
must explain why they have not done so. 
 
The seven principles, together with the council’s position on compliance, are 
set out below: 
 

1. Publicly disclose their policy on how they will discharge their 
stewardship responsibilities. 

  
The Stewardship responsibilities are outlined in section 1.4 of the ISS, which 
outlines the terms of reference of the Pension Sub-Committee.  
 
Investment Managers, authorised under the regulations, are appointed to 
manage virtually all the assets of the Fund.  The Pension Sub-Committee 
actively monitor the Fund Managers through quarterly performance analysis, 
annual and periodic meetings with the Fund Managers and through direct 
monitoring by the Fund’s investment advisor, which includes monitoring and 
reporting on: 

 Fund manager performance 

 Investment Process compliance and changes 

 Changes in personnel (joiners and leavers) 

 Significant portfolio developments 

 Breaches of the IMA 

 Business wins and losses; and 

 Corporate and other issues. 
 
Voting is delegated to Fund Managers through the Investment Management 
Agreement (IMA), which is reported on a quarterly basis to Pension Sub-
Committee members via the Council’s intranet site. 
 
All the Fund’s equity, fixed income and diversified managers have signed up 
to the FRC Stewardship Code including: 
LIST managers:  
 
 



 
2. Have a robust policy on managing conflicts of interest in 

relation to stewardship and this policy should be publicly 
disclosed. 

  

The Pension Sub-Committee encourages its fund managers to have effective 
policies addressing potential conflicts of interest.  

 

Pension Sub-Committee members are also required to make declarations of 
interest prior to all Pension Sub-Committee meetings.  

  

3. Monitor their investee companies. 
 
Day-to-day responsibility for managing the Fund’s investments are delegated 
to the relevant fund managers, who are expected to monitor companies, 
intervene where necessary, and report back regularly on activity undertaken.  
 
The Fund’s expectations with regards to voting and engagement activities are 
outlined in its SRI Policy.  
 
Reports from fund managers on voting and engagement activity are received 
and will be reported to the Pension Sub-Committee members on a quarterly 
basis. Concerns are raised directly with the fund managers and issues raised 
are reported back to the Pension Sub-Committee at the subsequent Pension 
Sub-Committee meeting. 
 
Fund manager Internal Control reports are monitored, with breaches reported 
back to the Pension Sub Committee.  
 

4.   Establish clear guidelines on when and how they will escalate 
their activities as a method of protecting and enhancing 
shareholder value. 

  
Day-to-day interaction with companies is delegated to the Fund’s asset 
managers, including the escalation of engagement when necessary. The 
Fund’s expectations with regards to voting and engagement activities are 
outlined in its SRI Policy.  
 
The Fund Managers are expected to have their own SRI/ESG policy and to 
disclose their guidelines for such activities in their own statement of 
adherence to the Stewardship Code.  
 

5.    Willing to act collectively with other investors where 
appropriate. 

  
The Fund seeks to work collaboratively with other institutional shareholders in 
order to maximize the influence that it can have on individual companies. 
 



The Fund is a member of the Local Authority Pension Fund Forum (LAPFF) 
and currently one member of the IC and the Chair is a member of the LAPFF 
Executive Committee. The LAPFF provides ad hoc briefings on companies 
where contentious votes are due or there are serious corporate governance 
failings or concerns. Where these relate to companies within the Fund’s 
portfolio, these concerns are raised with the relevant fund manager and 
appropriate action is taken.  Where LAPFF issue a voting direction on a 
particular issue, fund managers will be expected to comply with this or explain 
any non-compliance.  
 
Where possible, the Fund seeks to exercise its voting rights attached to its 
non- UK equity holdings by delegation through Power of Attorneys. 
 
On environmental issues in particular, the Fund also pursues engagement 
with companies through membership of the Institutional Investors Group on 
Climate Change (IIGCC). One of the core objectives of the IIGCC is to engage 
in dialogues 
  

6.    Have a clear policy on voting and disclosure of voting activity. 
   
The Fund currently votes on all decisions and this is reported via Northern 
Trust. The Fund’s approach to voting is clearly outlined in the ISS and SRI 
Policy,  
 

7. Report periodically on their stewardship and voting activities. 
 
A section on voting is included in each quarterly Business Plan Update, with a 
yearly review of the policy. 
 
The Fund’s annual report includes information about the Fund’s voting and 
engagement work 
 
 
 


