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1. EXECUTIVE SUMMARY 

 
1.1. This Report is the follow on to Alternative Funding Paper presented to 

the Pension Sub Committee on the 15th March. A further Investment 
Strategy Review Working Group meeting took place on the 20th May.   
 

1.2. The main Report for the meeting stepped Members of the Sub 
Committee through the present position of the fund and the associated 
funding requirements of the recently triennial revaluation of the fund. It 
will ask question of all parties of what a balanced Pension Fund 
“portfolio” means before starting to look at options available to change 
the present portfolio with the associated Strengths and Weaknesses.  
The Paper is attached as Appendix A. 
 

1.3. However, as the meeting was not quorum, recommendations could not 
be made.  However, views of the Sub-Committee Members present 
were discussed and are included in this paper as a recommended way 
forward for approval.  
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2. RECOMMENDATIONS 
 

2.1. That the Pension Sub-Committee consider the recommendations 
discussed at the Investment Strategy Review Working Paper for 
implementation which was to remain with the present asset allocation 
model and rebalance with Infrastructure.   

 

2.2. The recommended way forward takes account of the present 
Investment Strategy, the results and requirements of the recently 
completed Triennial revaluation, external factors and investment 
opportunities to evaluate any changes required to the present 
Investment Strategy set out in the Statement of Investment Principles 
to ensure that the fund’s assets grow (and are protected) at an 
adequate rate to meet on-going liabilities. 

 

2.3. If more work is required to move the strategy forward, that meetings 
are scheduled over the summer in order to make sure the updated 
Strategy is ready for Implementation in October 2017.  

 

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. Future Investment Strategy needs to take into account all the factors 
set out in Sections 4.4 to 4.6 to ensure that the fund builds its asset 
base over time in order to fully meet all its liabilities.  
 

4. PROPOSAL AND ISSUES  
 

4.1. The initial paper (Appendix A) presented at the Working Group 
meeting on the 20th May presented options/responses to the following 
questions: 
 

4.2. What are the Sub-Committee’s Fiduciary Responsibilities: 

 The Fund’s present funding level; 

 The Fund’s expected funding level in 3 years;  

 The Fund’s required “return hurdle rate”; 

 The returns delivered by different asset types per year with existing 
Strategy; 

 Fees for each of the Managers; 

 Present Asset Allocation Model – and comparison to Actual. 
 

4.3. What does a balanced portfolio look like? 

 What risks require offsetting; 

 Duration of Investments; 

 Hedging – and the requirements;  



 The requirement for Cash in the Portfolio (as the fund matures). 
 

4.4. What options are presently available – with high level strengths 
weaknesses, diversification aspects, and expected returns for each 
option: 

 Stay as is – will that deliver to requirements; 

 Existing portfolio’s carbon footprint; 

 Alternative sustainable options; 

 The London CIV Pipeline; 

 Other options; 

 Does the Fund have a “balanced and diversified set of options”? 
 

4.5. Construction of the Portfolio – if a different Portfolio is required: 

 The requirement for a Straw Doll; 

 Way forward/future options. 
 

4.6. Prior to the meeting however, a revised agenda was requested and the 
meeting focussed on the following questions (set out in full in Appendix 
B) 

4.6.1. Is the present model fit for purpose? 
4.6.2. If the present model is fit for purpose – is there the 

requirement for rebalancing? 
4.6.3. What is the present exposure to carbon? 
4.6.4. What will be available on the London CIV in the medium 

term? 
4.6.5. What ESG factors are deemed as important? 

 
The Present Portfolio 
  

4.7. The present portfolio was designed in 2015 and it has taken almost 2 
years to get to the present position and required time to bed down.   
 

4.8. That the actuarial triennial revaluation has within it a “hurdle rate” of 
5.45% that requires to be delivered by the overall portfolio. 
 

4.9. Over the past one, three and five years the fund had returned 18.6%, 
11.0% and 10.9% p.a. – therefore it has been very successful and met 
its target funding obligations and reduced the overall deficit position. 
 



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%  
 

4.10. The fund’s Investment Advisors Deloitte’s advice is not to replace or 
change the present structure given the level of change that the Fund 
has implemented over the past 2 years. When making strategic 
alterations to the portfolio it is important to consider costs involved and 
therefore an element of time must be given to allow the benefit of such 
changes to outweigh costs.  

4.11.  
4.12. In addition, they would not advocate any protection strategy on the 

grounds that it is relatively complex to implement and monitor within the 
current Governance arrangement. 
 

4.13. Overall, all agreed that relative to most Local Government Allocation 
Models, the LBHF Model was not fully dependent on Equities for its 
return and had a broad diversification. 

 
4.14. Those present at the meeting agreed that this was the most sensible 

approach to take at the present time although all agreed that there was 
the requirement to rebalance the portfolio to the Model set out above. 
 
Rebalancing of the Portfolio 
 

4.15. The present Portfolio is c.7% overweight in Equities relative to the 
target of which 

4.15.1. c.3% is held in equities waiting for drawdown for the 
Infrastructure investments. 

4.15.2. c.4% is true overweight.  
 

4.16. Appendix C sets out the present portfolio and where rebalancing would 
need to take place to get to the correct allocation model. 
 

4.17. The view of those present at Working Group was to maintain the 
present allocation model by investing in Infrastructure. 
 

4.18. Officers and Investment Advisors were requested to bring a number of 
Infrastructure options to this meeting setting out in particular the 
expected returns, the Fee models, and time required for drawdown.  
 



Infrastructure Investment Options 
 

4.19. The following Infrastructure Investment options have been considered: 
4.20. Aviva Investors; 
4.21. Standard Life Capital Partners; 
4.22. Hermes Investment Management; 
4.23. First State Investments. 

 
4.24. Appendix D sets out these 4 options and additionally the main factors to 

be taken into consideration when making Infrastructure investments.   
  

 
Other Considerations 

. 
4.25. Conversations at the meeting on the 11th May centred on the portfolio 

and if it was fit for purpose.  ESG issues were not fully considered in 
light of the fact that in the short to medium term the Portfolio needed to 
be “bedded down” 
 
 

5. OPTIONS AND ANALYSIS OF OPTIONS  
 

5.1. That the present portfolio strategy is recommended as the correct way 
forward for the fund to meet its fiduciary responsibilities and deliver this 
through a fully diversified portfolio. 
 

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 affects revenue 
streams of the Council.  

 
10. IMPLICATIONS FOR BUSINESS 

 



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

 
11.1. Investment Options Paper for the Working Group Meeting on the 11th 

May.   
11.2.  
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