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SURREY PENSION FUND 

 
INVESTMENT STRATEGY STATEMENT 
 
1. Introduction 
 
The County Council is the designated statutory body responsible for administering the Surrey 
Pension Fund (“the Fund”) on behalf of the constituent Scheduled and Admitted Bodies. The 
Council is responsible for setting investment policy, appointing suitable persons to implement that 
policy and carrying out regular reviews and monitoring of investments. 
 
Responsibility and governance for the Fund, including investment strategy, fund administration, 
liability management and corporate governance is delegated to the Surrey Pension Fund Committee 
(“the Committee), which is made up of: 
 

• six nominated members of the County Council; 

• two representatives from the Borough/District Councils nominated by the Surrey Leaders; 

• one representative from the external employers; 

• one representative of the members of the Fund. 
 
The Committee is advised by a representative of the Fund’s professional investment consultant, an 
independent advisor, the Executive Director of Finance and the Head of Pensions. The Committee 
meets on at least a quarterly basis. 
 
Assisting, monitoring and scrutiny of the Fund are delegated to the Local Pension Board, which is 
made up of: 
 

• four employer representatives; 

• four employee representatives; 

• two independent representatives. 
 
The Local Pension Board is advised by the Head of Pensions and the Senior Specialist Advisor. 
 
The Local Pension Board meets on at least a quarterly basis. 
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The Local Government Pension Scheme (Management and Investment of Funds) Regulations 2016 
requires administering authorities to formulate and to publish a statement of its investment strategy, 
in accordance with guidance issued from time to time by the Secretary of State.  
 
The Investment Strategy Statement is an important governance tool for the Fund, as well as 
providing transparency in relation to how the Fund’s investments are managed. It will be kept under 
review and revised from time to time in order to reflect any changes in policy.  
 

The Committee complies with the requirements of the Myners Review of Institutional Investment, which 

can be found in Appendix A, alongside a review of the Fund’s compliance with the principles.  
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Key Investment Beliefs 
 
The Fund’s key investment beliefs are set out below: 
 
(i) Investment Governance 
  

The Fund has access to the necessary skills, expertise and resources to manage the whole 
Fund, as well as internally managing a small proportion of the Fund’s assets, such as private 
equity and cash.  (primarily cash). 

 
Investment consultants, independent advisors and Officers are a source of expertise and 
research to inform and assist Committee decisions.  
 
The Fund should continuously monitor and improve its governance structure where relevant, 
through bespoke training in order to implement tactical views more promptly, but 
acknowledges that achieving optimum market timing is very difficult.  
 
There can be a first mover advantage in asset allocation and category selection (where 
considered appropriate), but it is difficult to identify and exploit such opportunities, and may 
require the Fund to be willing to take-on unconventional risk, thus requiring Committee 
members to have a full understanding of the risk.  
 

(ii) Long Term Approach  
 

The strength of the respective employers’ covenant and the present cash flow positive nature 
of the Fund allow a long-term deficit recovery period and enable the Fund to take a long-term 
view of investment strategy. 
 
The most important aspect of risk is not the volatility of returns, but the risk of absolute loss, 
and of not meeting the objective of facilitating lowaffordable, stable contribution rates for 
employers.  
 
Illiquidity and volatility are risks which offer potential sources of additional compensation to the 
long term investor. Moreover, it is important to avoid being a forced seller in short term market 
setbacks.  
 
Participation in economic growth is a major source of long term equity return.  
 
Over the long term, equities are expected to outperform other liquid assets, particularly 
government bonds and cash.  
 
Well governed companies that manage their business in a responsible manner will likely 
produce higher returns over the long term. 

 
(iii) Appropriate Investments  
 

Allocations to asset classes other than listed equities and government bonds (e.g. Private 
Equity, Diversified Growth FundsPrivate Debt, Infrastructure and Property) offer the Fund 
other forms of returns with different risk premia.  

 
Diversification across asset classes and manager strategies that have relatively low 
correlations with each other will tend to reduce the volatility of the overall Fund return.  
 
In general, allocations to bonds are made to achieve additional diversification.  
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(iv) Management Strategies 
  

A well-balanced portfolio has an appropriate mix of passive and active investments.  
 
Passive, index-tracker style management provides low cost exposure to equities and bonds, 
and is especially attractive in efficient markets.  
 
Active managers can add value over the long term, particularly in less efficient markets, and 
the Fund believes that, by following a rigorous approach, it is possible to identify managers 
who are likely to add value, over the long term. 
 
The long term case for value investing is compelling, but it may result in prolonged periods of 
over and underperformance in comparison to a style neutral approach.  
 
Active management can be expensive but can provide additional performance. Fees should 
be aligned to the interests of the Fund rather than performance of the market.  
 
Active management performance should be monitored over multi-year rolling cycles and 
assessed to confirm that the original investment process on appointment is being delivered 
and that continued appointment is appropriate.  
 
Employing a range of management styles can reduce the volatility of overall Fund returns but 
can also reduce long term outperformance. 

 
Objectives 
 

The Committee seeks to ensure that the Fund has sufficient assets to be able to meet its long term 

obligations to pay pensions to the Fund’s members, i.e. over the long term to be at or above a 100% 

funding level. It also has an objective to maintain employer contribution rates as reasonably stable 

and affordable as possible. In order to meet these objectives, a number of secondary objectives 

have been agreed: 

 
i. To have a clearly articulated strategy for achieving and maintaining a fully funded position 

over a suitable long term time horizon. The Committee recognises that funding levels can be 
volatile from year to year depending as they do both on investment market levels and on 
estimates of liability values, so the long-term strategy needs to be capable of steering a robust 
course through changing market environments. 

 
ii. To have a strategic asset allocation that is both well diversified and expected to provide long-

term investment returns in excess of the anticipated rise in the value of the Fund’s liabilities. 
 
iii. To appoint managers that the Committee believes have the potential to consistently achieve 

the performance objectives set over the long term and to give each appointed manager a 
clearly defined benchmark and performance objective against which they can be judged. 

 
iv. To ensure investment risk is monitored regularly both in absolute terms (the risk of losing 

money) and relative to the Fund’s liabilities (the risk of funding shortfalls); the Committee will 
have regard to best practice in managing risk. 

 
v. To have sufficient liquid resources available to meet the Fund’s ongoing obligations. 
 
vi. To achieve an overall Fund rreturn on the Listed Equity assets of 1% per annum in excess of 

the combined portfolio benchmark over rolling three-year periods. 
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This statement will be reviewed by the Committee quarterly, or more frequently should any 
significant change occur. 
 
2. Investment strategy and the process for ensuring suitability of investments  
 
The Fund’s benchmark investment strategy, along with an overview of the role each asset is 
expected to perform is set out in the following table: 
 

Asset class 
Allocation 

% 
Advisory 
ranges % 

Role(s) within the strategy 

Listed Equities 594.8 
516.8 – 
6257.8 

Generate returns in excess of 
inflation, through exposure to the 
shares of domestic and overseas 
companies. 

UK  17.412.0   

Global Market Cap 193.0   

Global Regional 10.0   

Emerging Markets  3.8   

Global Multi-
FactorSustainable 

9.816.0   

Low Carbon 9.8   

Alternatives 27.6 22.6-32.6 

Generate returns in excess of 
inflation, through exposure to illiquid 
assets that are not publicly traded, 
whilst providing some diversification 
away from listed equities and bonds. 

Private Equity 5.0 2.0-8.0 

Generate returns in excess of 
inflation, through exposure to 
companies that are not publicly 
traded, whilst providing some 
diversification away from listed 
equities and bonds. 

Infrastructure 6.0 3.0-9.0  

Private Debt 6.0 2.0-8.0  

Miscellaneous Alternatives 3.0 0.0-6.0  

Property 6.27.6 
3.4.62 -– 
9.210.6 

Generate returns in excess of 
inflation through exposure to UK and 
overseas property markets through 
income and capital appreciation, 
whilst providing some diversification 
away from equities and bonds. 

Diversified Growth 11.4 8.4 – 14.4 

Deliver returns in excess of inflation, 
with a reasonably low correlation to 
traditional equity markets and 
providing a degree of downside 
protection in periods of equity market 
stress. 

Growth Fixed Income 
AssetsMulti Asset Credit 

12.1 9.1-15.1 

Offer diversified exposure to global 
credit markets to capture both income 
and capital appreciation of underlying 
bonds. 
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Total Return 2.4  
Offer diversified, unconstrained 
exposure to global fixed income 
markets. 

Multi Asset Credit 9.7  

Offer diversified exposure to global 
credit markets to capture both income 
and capital appreciation of underlying 
bonds. 

Inflation Linked 
GiltsFixed Interest Gilts 

5.5 2.5-8.5  

Index Linked GiltsFixed 
Interest Gilts 

5.5  
Low risk income stream with an 
explicit linkage to inflation. 

Total 100.0   

 

Note: Full details of the asset allocation, including the investment managers and their respective 

performance benchmarks are included in Appendix B.Due to the closed ended nature of the majority 

of the Alternatives allocation, assets awaiting drawdown will be invested into Listed Alternatives, 

which aim to replicate some of the risk exposures whilst providing more liquidity in order to meet 

drawdowns. 

 

 

Cashflows into and out of the Fund will be used to rebalance the portfolio back towards the target 

investment strategy stated above where possible (a pragmatic view will be taken with respect to 

illiquid assets such as private equity and property). The rebalancing process has been delegated to 

Officers, although the Committee have discretion to exclude certain mandates from the rebalancing 

at their discretion. 
 
3. Risk measurement and management 
 
There are a number of risks to which any investment is exposed. The Committee recognises that, 
whilst increasing risk increases potential returns over a long period, it also increases the risk of a 
shortfall in returns relative to that required to cover the Fund’s liabilities as well as producing more 
short term volatility in the funding position. 
 
In addition to targeting an acceptable overall level of investment risk, the Committee seeks to 
spread risks across a range of different sources, believing that diversification limits the impact of any 
single risk. The Committee aims to take on those risks for which a reward, in the form of excess 
returns, is expected over time. 
 
In order to manage equity risk in particular, and given the improvement in the funding level over 
recent years, an Equity Protection Strategy (EPS) was implemented in December 2017 to help 
protect the improvement in the funding level from potential future falls in the equity markets.  The 
objective is to materially reduce the risk that contributions will need to rise at the next valuation in 
order to bridge a funding deficit due to equity market falls.  
 
The graph below provides an indication of the main sources of investment risk (estimated by 
Mercer) to the Fund’s volatility of returns.  
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Note: Credit risk encompasses the risks within Total Return Fixed Income and Multi Asset Credit. 

The chart excludes the risk associated with the change in value of the Fund’s liabilities. The chart 
also does not allow for the impact of the EPS, which would be expected to materially reduce the 
equity-specific VaR (although it will remain the highest risk component at the total portfolio 
level). 
 

The following risks are recognised and considered by the Committee: 

 
Valuation risk: the Actuarial valuation assumes that the Fund generates an expected return equal 
to or in excess of the Fund’s discount rate. An important risk to which the Fund is exposed is that 
the return is not achieved, either due to unexpected increases in CPI, or if the assets do not deliver 
as expected.  
 
Longevity risk: this is the risk that the members of the Fund live longer than expected under the 
Actuarial Valuation assumptions. This risk is captured within the Actuarial Valuation report which is 
conducted at least triennially and monitored by the Committee, but any increase in longevity will only 
be realised over the long term. 

 
Sponsor Covenant risk: the financial capacity and willingness of the sponsoring employers to 
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support the Fund is a key consideration of the Committee and is reviewed on a regular basis. 
 
Diversification risk: the Committee recognises the risks that may arise from the lack of 
diversification of investments. Subject to managing the risk from a mismatch of assets and liabilities, 
the Committee aims to ensure that the asset allocation policy results in an adequately diversified 
portfolio. 
 
Concentration risk: the Committee takes into consideration concentration risk which arises, for 
example, when a high proportion of the Fund’s assets are invested in securities, whether debt or 
equity, of the same or related issuers or in the same or similar industry sectors. The overall 
investment arrangements are intended to provide an appropriate spread of assets by type and 
spread of individual securities within each asset class. 
 
Liquidity risk: the Committee recognises that there is liquidity risk in holding assets that are not 
readily marketable and realisable. Given the long term investment horizon, the Committee believes 
that a degree of liquidity risk is acceptable, given the potential return. The majority of the Fund’s 
assets are realisable at short notice. 
 
Manager risk: the Fund’s assets are invested with a number of managers to provide appropriate 
diversification. 
 
Regulatory and political risk:  across all of the Fund’s investments, there is the potential for 
adverse regulatory or political change. Regulatory risk arises from investing in a market environment 
where the regulatory regime may change. This may be compounded by political risk in those 
environments subject to unstable regimes. The Committee will attempt to invest in a manner which 
seeks to minimise the impact of any such regulatory or political change should such a change occur. 
 
Exchange rate risk: this risk arises from unhedged investment overseas. The Fund has a currency 
hedge in place: 50% of its exposure to the US dollar, Euro and Yen within the liquid equity 
allocation. For other asset classes, currency hedging is reviewed on a case-by-case basis.  
 
Cashflow risk: the Fund is cashflow positive, in that contributions are expected to exceed 
outgoings (outgoings are largely expected to be in the form of meeting benefit payments). As 
outlined in Section 2, excess cashflows are used to rebalance the investment policy closer into line 
with the target. Over time, it is expected that the size of pensioner cashflows will increase as the 
Fund matures and greater consideration will need to be given to raising capital to meet outgoings. 
The Committee recognises that this can present additional risks, particularly if there is a requirement 
to sell assets at inopportune times. 
 
Governance: members of the Committee and Local Pension Board participate in regular training 
delivered through a formal programme. Both the Committee and Local Pension Board are aware 
that poor governance and in particular high turnover of members may prove detrimental to the 
investment strategy, fund administration, liability management and corporate governance and seeks 
to minimise turnover where possible. 
 
Environmental, Social and Governance: The Fund has a separate Responsible Investment 
Policy, which sets out in detail the approach taking to ESG issues, including climate change, which 
is available upon request(INSERT LINK). This policy was put together after a holistic review of the 
Fund’s approach to Responsible Investment in 2020, where it was agreed that the UN Sustainable 
Development Goals should play a key role in helping shape the investment strategy, as well as 
monitoring progress on ESG issues over time. 
 
 the Committee wishes to have an active influence on issues of environmental, social or governance 
(ESG) concern with companies in which the Fund is a shareholderIn general, the Committee prefers 
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to take an engagement-led approach to ESG, but does reserve the right to disinvest from 
companies where engagement has not driven the changes expected. 
 
 
. It will seek to codify its approach with Fund Managers and will use the services of specialist 
agencies as necessary to identify issues of concern. The Committee requires the Fund Managers to 
take into account the implications of substantial “extra-financial” considerations, e.g., ESG or 
reputational issues that could bring a particular investment decision into the public arena.  
 
The full ESG policy of the Fund is outlined in Section 5. 
 
4. Approach to asset pooling 
 
In order to satisfy the requirements of the LGPS (Management and Investment of Funds) 
Regulations 2016, the Surrey Pension Fund has elected to become a shareholder in Border to 
Coast Pensions Partnership (BCPPBorder to Coast) Limited. Border to Coast BCPP Limited will 
beis an Financial Conduct Authority (FCA) regulated Operator and an Alternative Investment Fund 
Manager (“AIFM”). The Border to Coast BCPP submission received approval from Government on 
12 December 2016. 
 
Asset values total £35.9 billion, supporting 906,000 scheme members and 2,166 employers (data at 
31 March 2015). 
 
BCPP is a partnership of the following administering authorities: 
 

▪ Bedfordshire Pension Fund 
 

▪ Cumbria Pension Fund 
 

▪ Durham Pension Fund 
 

▪ East Riding Pension Fund 
 

▪ Lincolnshire Pension Fund 
 

▪ North Yorkshire Pension Fund 
 

▪ Northumberland Pension Fund 
 

▪ South Yorkshire Pension Fund 
 

▪ Surrey Pension Fund 
 

▪ Teesside Pension Fund 
 

▪ Tyne and Wear Pension Fund 
 

▪ Warwickshire Pension Fund 

 
The basis of the pooling will be in line with guidance issued by the Secretary of State and meeting 
the four criteria set out below: 

 
a. Benefits of scale - a minimum asset size per pool of £25bn.  
a. Strong governance and decision making  
a. Reduced costs and value for money 
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a. Improved capacity to invest in infrastructure 
 
The governance structure of BCPP is as follows: 
 

 
 
The Fund will hold BCPP to account through the following mechanisms: 
 

▪ A representative on the BCPP Shareholder Board, with equal voting rights, who will provide 
oversight and control of the corporate operations of BCPP Limited. Each Fund has an equal 
share in the company. 
 

▪ A representative on the BCPP Joint Committee who will monitor and oversee the investment 
operations of BCPP Limited. 

 
▪ Officer support to the representatives from the Officer Operations Group and the Statutory 

Officer Group. 
 
The regulatory changes do not affect the sovereignty of the Surrey Pension Fund which will retain 
the decision making powers regarding asset allocation and will delegate the investment 
management function to BCPP Limited. The pooling of LGPS assets will have no impact on the 
pension entitlement of members of the fund (pensioners, current employees, and deferred members 
who are yet to draw their pension). 
 
BCPP has been created by like-minded funds, established around key principals: 

 

• one fund one vote, regardless of size, all Funds will be treated equally; 

• equitable sharing of costs; 

• to drive efficiencies and work effectively, partner funds must have a complementary 
investment ethos, risk appetite and investment strategy. 

 
Border to Coast BCPP will haves an internal team of investment managers, in addition to appointing 
external managers. Its role will beis to implement the investment strategies of the partner funds, 
through a range of investment sub-funds, offering internally and externally managed solutions. It is 
anticipated that a significant proportion of the Fund’s investments will be made through Border to 
CoastBCPP Limited. Where it is not practical or cost effective for assets to be transferred into the 
pool (e.g. existing private equity investments), they will continue to be managed at the Fund level. 
Whilst these assets are unlikely to be transferred, it is expected that once these investments are 
fully distributed, the proceeds will be reinvested into Border to CoastBCPP.    
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5. Environmental, social and corporate governance (ESG) policy 
 
The Fund has no specific policy on investing or divesting investments wholly with regard to ESG 
issues. However external fund managers are expected to take into account ESG issues when 
assessing potential investment opportunities. It is the belief of the Fund that well governed 
companies that manage their business in a responsible manner will produce superior returns over 
the long term, and the Fund expects these considerations to form part of the investment selection 
criteria for external fund managers in carry out stock selection. 
The Fund also holds expectations of its fund managers to hold companies to account reference the 
highest standards of behavior and reputational risk management which may affect long term 
performance, and for those issues to be part of their stock selection criteria. 
 
The Fund aims to be an active shareholder in the exercising of its company share voting rights to 
promote and support good corporate governance principles.  
 
For assets managed in the BCPP pool, the Fund supports the Responsible Investment Policy of 
BCPP (shown as Appendix C). BCPP undertake voting on these assets in accordance with the 
BCPP Corporate Governance and Voting Guidelines (shown as Appendix D). 
 
 
For assets managed outside of the BCPP pool, the Fund will comply with the principles of the 
Responsible Investment Policy of BCPP.Share voting is undertaken in-house, after consultation with 
fund managers and a specialist corporate governance advisor.  
 
The Fund is a member of the Local Authority Pension Fund Forum (LAPFF), a membership group of 
LGPS funds that campaigns on corporate governance issues. Assets held within BCPP are 
managed in accordance with the engagement principles as outline in the BCPP Responsible 
Investment Policy. This engagement demonstrates a commitment to sustainable investment and the 
promotion of high standards of corporate governance and responsibility. 
 
Responsibility for investment decisions is delegated by the Administering Authority to the Pension 
Fund Committee. The structure of the Committee, as set out in the opening section of this ISS, 
includes specific representative members for both employers within the Fund and the scheme 
membership. 
 
6. Policy of the exercise of rights (including voting rights) attaching to investments 

 
The Fund supports compliance of BCPP with the Corporate Governance Code as outlined in the 
BCPP Corporate Governance and Voting Guidelinesapproach to voting is laid out in its Responsible 
Investment Policy (INSERT LINK) (shown as Appendix D). 
 
The Fund complies with the seven statements of the UK Stewardship Code as follows:  
 
Principle 1: Institutional investors should publicly disclose their policy on how they will discharge 
their stewardship responsibilities.  
 
The Fund takes its responsibilities as a shareholder seriously and has made a commitment to the 
informed exercise of its ownership rights. 
 
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.  
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The Fund expects its fund managers to have effective policies addressing potential conflicts of 
interest. In respect of conflicts of interest within the Fund, Committee members are required to make 
declarations of interest prior to panel meetings.  
 
Principle 3: Institutional investors should monitor their investee companies. 
  
Day-to-day responsibility for managing the Fund’s equity holdings is delegated to our appointed 
fund managers and the fund expects them to monitor companies, intervene where necessary, and 
report back regularly on activity undertaken.  
 
The Fund actively votes all its equity holdings directly and liaises with the fund managers as 
necessary.  
 
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.  
 
Responsibility for day-to-day interaction with companies is delegated to the Fund’s investment 
managers, including the escalation of engagement when necessary. On occasion, the Fund may 
itself choose to escalate activity; this will typically be through our membership of the LAPFF. When 
this occurs, the Committee will typically take a minuted vote on the decision whether to participate in 
the proposed activity.  
 
Principle 5: Institutional investors should be willing to act collectively with other investors where 
appropriate.  
 
The Fund seeks to work collaboratively with other institutional shareholders in order to maximise the 
influence that it can have on individual companies. This is achieved through our LAPFF 
membership, together with initiatives proposed by our investment managers or other advisors.  

 
Principle 6: Institutional investors should have a clear policy on voting and disclosure of voting 
activity.  
 
The Fund aims to exercise all votes associated with its equity holdings and operates a custom policy 
which reflects the Fund’s investment objectives. Fund officers are responsible for voting decisions 
and are supported by specialist proxy research.  
 
On a general basis, the Fund will support resolutions which are consistent with the UK Governance 
Code and represent best practice. In overseas markets, we will take account of local best practice 
principles. Where resolutions or issues fall short of the expected standards, we will either abstain or 
vote against, depending on the individual circumstances of the company and the issues presented.  
 
The policy is reviewed at least annually in order to take account of regulatory developments. 
Controversial issues may be discussed at Committee meetings.  
 
Principle 7: Institutional investors should report periodically on their stewardship and voting 
activities.  
 
The Fund reports on its stewardship activity to the Committee and employer member 
representatives at the Annual Meeting where members have an opportunity to ask specific 
questions.  
 

In addition, quarterly reports of voting actions are posted on the Fund’s website 

(www.surreypensionfund.org)  
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The Committee will provide an annual report on how the Fund satisfies its UK Stewardship Code 

obligations requirements. 
 

Advice Taken  

 
In constructing this statement, the Committee has taken advice from a representative of the Fund’s 
professional investment consultant (Mercer Limited), an independent advisor, the Executive Director 
of Finance and the Head of Pensions.   

Page 72

8



Page 15 

 

15 
 

Appendix A: Myners Investment Principles Compliance Statement 
 
Principle 1: Effective Decision-making 
 
Administering authorities should ensure that:  

• decisions are taken by persons or organisations with the skills, knowledge, advice and 
resources necessary to make them effectively and monitor their implementation; and  

 

• those persons or organisations have sufficient expertise to be able to evaluate and challenge the 
advice they receive, and manage conflicts of interest. 

 

✓ Full compliance  

The Committee and Local Pension Board are supported in their decision making/assisting roles 

by the Director of Finance and the Pension Fund and Treasury Manager.  

 

Members of the both Boards participate in regular training delivered through a formal 

programme. Training is provided at every quarterly meeting.  
 
Principle 2: Clear Objectives 

 

An overall investment objective should be set out for the fund that takes account of the scheme’s 

liabilities, the potential impact on local taxpayers, the strength of the covenant for non-local authority 

employers, and the attitude to risk of both the administering authority and scheme employers, and 

these should be clearly communicated to advisors and investment managers. 

 

✓ Full compliance  

The Fund’s overall objectives are defined in the Funding Strategy Statement and are directly 

linked to the triennial actuarial valuation. The investment objectives are clearly stated in the 

Statement of Investment Principles.  

 

The content of the Funding Strategy Statement reflects discussions held with individual scheme 

employers during the actuarial valuation process. Employers understand that contribution rates 

are set, having given consideration to the key tenets of affordability, sustainability and stability 

but also with the understanding that any decisions made must be prudent. To this end, the 

strength of the employer covenant is considered when setting contribution rates. 

 

Principle 3: Risk and liabilities 

 

In setting and reviewing their investment strategy, administering authorities should take account of 

the form and structure of liabilities. These include the implications for the local taxpayers, the 

strength of the covenant for participating employers, the risk of their default and longevity risk. 

 

✓ Full compliance  

The Fund’s actuary reviews the funding position of each employer every three years and this 

valuation includes an assessment of the gap between the employer’s share of the Fund assets 

and the liabilities specific to each employer. The strength of the employer covenant is 

considered when setting contribution rates.  

 

The Fund’s investment strategy is reviewed following each triennial valuation to ensure that the 

investment strategy will achieve the expected returns assumed during the valuation process.  
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As a member of Club Vita, a bespoke set of assumptions are specifically tailored to fit the 

membership profile of the Surrey Fund. The assumptions selected are intended to make an 

appropriate allowance for future improvements in longevity, based on the actual experience of 

the Fund. 

 
Principle 4: Performance assessment 
 
Arrangements should be in place for the formal measurement of performance of the investments, 
investment managers and advisors.  
 

Administering authorities should also periodically make a formal assessment of their own 

effectiveness as a decision-making body and report on this to scheme members. 

  

✓ Full compliance  

Each manager’s performance is measured quarterly against benchmark targets, which are 

specified in the contract between the Fund and the manager. The Fund’s global custodian 

produces performance data for each manager and for the Fund as a whole. The target 

outperformance for the Fund as a whole is specified within the Statement of Investment 

Principles. The Fund performance is also assessed with reference to the local authority peer 

group.  

 

Performance data is reported to the Committee on a quarterly basis. Fund managers present to 

the officers or the Committee on at least an annual basis and officers hold four additional 

meetings with managers per quarter to discuss the portfolio composition, strategy and 

performance.  

 

Consideration has been given to quantitative measures to assess the performance of the 

Committee, although options other than measuring meeting attendance and the success of the 

Committee’s implemented strategies are limited. 
 
Principle 5: Responsible ownership 

Administering authorities should: 

• Adopt, or ensure their investment managers adopt, the Stewardship Code. 

• Include a statement of their policy on responsible ownership in the statement of investment 
principles. 

• Report periodically to scheme members on the discharge of such responsibilities. 

✓ Full compliance  
All new investment mandates will be expected to include a statement of a manager’s adoption of 
the Stewardship Code.  

 

The Council wishes to have an active influence on issues of environmental or ethical concern with 

companies in which the Pension Fund is a shareholder. It will seek to codify its approach with Fund 

Managers and will use the services of specialist agencies as necessary to identify issues of concern. 

The Council requires the Fund Managers to take into account the implications of substantial “extra-

financial” considerations, e.g., environmental, social or reputational issues that could bring a particular 

investment decision into the public arena. 

  

The Fund wishes to be an active shareholder and exercise its voting rights to promote and support 

good corporate governance principles. In addition, the Fund is a member of the Local Authority 

Pension Fund Forum (LAPFF), thus demonstrating a commitment to sustainable investment and the 

promotion of high standards of corporate governance and responsibility. 
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All of the Fund’s managers are signed up to the Stewardship Code, which provides a framework 
for investors to consider environmental, social and corporate governance issues when making 
investment decisions.  
 

Principle 6: Transparency and reporting 
 
Administering authorities should: 
 

• Act in a transparent manner, communicating with stakeholders on issues relating to their 
management of investments, its governance and risks, including performance against stated 
objectives 

• Provide regular communication to scheme members in the form they consider most appropriate 

 

✓ Full compliance  

The Fund’s annual report includes all of the Fund’s policies including the governance policy 

statement, governance policy compliance statement, communications policy statement, 

responsible investment and stewardship policy, funding strategy statement and statement of 

investment principles. The annual report can be found on the council’s website together with 

standalone versions of each of these documents. 

 

Quarterly reports to the Committee and half yearly reports to the Local Pension Board on the 

management of the Fund’s investments are publicly available on the council’s committee 

administration website. 

 

Pensions newsletters are sent to all Fund members.  
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Appendix B: Investment Manager Performance Targets and Benchmarks 
 

Manager Portfolio Allocation                   

(%) 

Benchmark 

Index 

Performance Target 

BCPP UK Equities 12.0 FTSE All Share +2.0% p.a. (gross of fees) 

over rolling 3-year periods 

Majedie UK Equities – 

Long Only 

 

UK Equities –  

Directional  

Long/Short 

5.5 FTSE All Share 

 

 

FTSE All Share 

+2.5% p.a. (gross of fees) 

over rolling 3-year periods 

 

Absolute return focused, but 

aims to out-perform the 

FTSE All Share Index by an 

unspecified amount over the 

long term   

Marathon Global 

Equities 

11.4 MSCI AC World +2.0% p.a. (gross of fees) 

over rolling 3-year periods 

Newton Global Equities 7.6 MSCI AC World +2.0% p.a. (gross of fees) 

over rolling 3-year periods 

Various* Private Equity 5.0 MSCI World 

Index 

+5% p.a. (net of fees) over 

the life of the contract 

CBRE Property 6.2 IPD UK All  

Balanced 

Funds 

+0.5% p.a. (gross of fees) 

over rolling 3-year periods 

Baillie  

Gifford 

Diversified 

Growth 

3.8 UK Base Rate +3.5% p.a. (net of fees) over 

rolling 3-year periods 

Ruffer Diversified 

Growth  

3.8 UK Base Rate First objective is not to lose money 

on a rolling 12 month basis. 

Second objective is to outperform 

cash and inflation on a consistent 

basis.  

 

*Fund target of +3.0% (gross of 

fees) over 3 year rolling periods 

Aviva Diversified 

Growth  

3.8 UK Base Rate +5.0% p.a. (gross of fees) 

over rolling 3-year periods 

Western Multi Asset 

Credit 

9.7 Total return 

 benchmark 

+5% to 7% per annum over the 

market cycle 

Franklin  

Templeton 

Unconstrained 

Global 

Fixed Income 

2.4 Barclays 

Multiverse 

Index 

+4% to 7% p.a. (gross of 

fees) over rolling 3-year 

periods 

LGIM Multi-Asset  

Equities and  

Bonds 

 

RAFI Multi-

Factor 

 

Low Carbon 

Index   
CN - AAA- 

AA-A 

28.8  

 

 

 

MSCI World 

 

 

MSCI World Low 

Carbon Target 

Index 

 

Markit iBoxx GBP 

To track the performance of 

the respective indices within a 

lower level of tracking 

deviation (gross of fees) 

over rolling 3-year periods 

Commented [WS3]: Propose moving this section to the 
Performance Report in order to avoid having to update the ISS 
too often (particularly given the expected changes over the 
next year) 
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Bonds – All 

Stocks Index 

 

Index-Linked 

Gilts 
 

Non Gilts ex BBB 

All stock 

 

 

Portfolio of  

single stock 

funds structured 

by reference to 

Fund liabilities   

Internal Cash  LIBID 7-day rate LIBID 7 day rate 

*See Appendix C 
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Appendix BC: Border to Coast BCPP Responsible Investment Policy (November 
2018)Sustainability Resources 
 

Responsible Investment Policy  

This Responsible Investment Policy details the approach that Border to Coast Pensions Partnership 

will follow in fulfilling its commitment to our Partner Funds in their delegation of responsible investment 

(RI) and stewardship responsibilities.   

1. Introduction 

Border to Coast Pensions Partnership Ltd is an FCA-authorised investment fund manager (AIFM). It 

operates investment funds for its twelve shareholders which are Local Government Pension Scheme 

funds (Partner Funds). The purpose is to make a difference to the investment outcomes for our 

Partner Funds through pooling to create a stronger voice; working in partnership to deliver cost 

effective, innovative, and responsible investment now and into the future; thereby enabling great, 

sustainable performance. 

Border to Coast believes that businesses that are governed well and run in a sustainable way are 

more resilient, able to survive shocks and have the potential to provide better financial returns for 

investors. Environmental, social and governance (ESG) issues can have a material impact on the 

value of financial assets and on the long-term performance of investments, and therefore need to be 

considered across all asset classes in order to better manage risk and generate sustainable, long 

term returns. Well-managed companies with strong governance are more likely to be successful long-

term investments.  

Border to Coast is an active owner and steward of its investments, both internally and externally 

managed, across all asset classes.  The commitment to responsible investment is communicated in 

the Border to Coast UK Stewardship Code compliance statement. As a long-term investor and 

representative of asset owners, we will therefore, hold companies and asset managers to account 

regarding environmental, societal and governance factors that have the potential to impact corporate 

value. We will incorporate such factors into our investment analysis and decision making, enabling 

long-term sustainable investment performance for our Partner Funds. As a shareowner, Border to 

Coast has a responsibility for effective stewardship of the companies it invests in, whether directly or 

indirectly through mandates with fund managers. It will practice active ownership through voting, 

monitoring companies, engagement and litigation.  

The LGPS (Management and Investment of Funds) 2016 regulations state that the responsibility for 

stewardship, which includes shareholder voting, remains with the Partner Funds.  Stewardship day-

to-day administration and implementation have been delegated to Border to Coast by the Partner 

Funds, on assets managed by Border to Coast, with appropriate monitoring and challenge to ensure 

this continues to be in line with Partner Fund requirements.  To leverage scale and for operational 

purposes, Border to Coast has, in conjunction with Partner Funds, developed this RI Policy and 

accompanying Corporate Governance & Voting Guidelines to ensure clarity of approach on behalf of 

Partner Funds. 

2. What is responsible investment?  

Responsible investment (RI) is the practice of incorporating ESG issues into the investment 

decision making process and practicing investment stewardship, to better manage risk and 

generate sustainable, long-term returns. Financial and ESG analysis together identify broader 
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risks leading to better informed investment decisions and can improve performance as well as 

risk-adjusted returns. 

Investment stewardship includes active ownership, using voting rights, engaging with investee 

companies, influencing regulators and policy makers, and collaborating with other investors to 

improve long-term performance. 

3. Governance and Implementation  

Border to Coast takes a holistic approach to sustainability and as such it is at the core of our 

corporate and investment thinking. Sustainability, which includes RI, is considered and 

overseen by the Board and Executive Committees. Specific policies and procedures are in 

place to demonstrate the commitment to RI, which include the Responsible Investment Policy 

and Corporate Governance & Voting Guidelines.  Border to Coast has a dedicated staff 

resource for managing RI within the organisational structure. 

The RI Policy is jointly owned and created after collaboration and engagement with our twelve 

Partner Funds. The Chief Investment Officer (CIO) is accountable for implementation of the 

policy. The policy is monitored with regular reports to the CIO, Investment Committee, Board, 

Joint Committee and Partner Funds. It is reviewed at least annually or whenever revisions are 

proposed and updated as necessary.  

4. Skills and competency 

Border to Coast will, where needed, take proper advice in order to formulate and develop policy. 

The Board and staff will maintain appropriate skills in responsible investment and stewardship 

through continuing professional development; where necessary expert advice will be taken 

from suitable RI specialists to fulfil our responsibilities.  

5. Integrating RI into investment decisions 

Border to Coast will consider material ESG factors when analysing potential investments. ESG 

factors tend to be longer term in nature and can create both risks and opportunities. It is 

therefore important that, as a long-term investor, we take them into account when analysing 

potential investments. 

The factors considered are those which could cause financial and reputational risk, ultimately 

resulting in a reduction in shareholder value. ESG issues will be considered and monitored in 

relation to both internally and externally managed assets.  The CIO will be accountable for the 

integration and implementation of ESG considerations.  Issues considered include, but are not 

limited to: 

Environmental  Social  Governance  Other  

Climate change 

Resource & energy  

management  

  

Human rights  

Child labour  

Supply chain  

Human capital 

Employment 

standards  

Board independence/  

diversity  

Executive pay  

Tax transparency  

Auditor rotation  

Succession planning  

Shareholder rights  

Business strategy  

Risk management  

Cyber security  

Bribery & corruption  
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Border to Coast publish all reports related to Sustainability on their website at the link below. This 
includes the Corporate Governance and Voting Guidelines, Responsible Investment Policy and the 
annual Investment Reports. 
 
https://www.bordertocoast.org.uk/sustainability/ 
 

 

5.1. Listed Equities (Internally managed) 

Border to Coast looks to understand and evaluate the ESG-related business risks and 

opportunities companies face. We consider the integration of ESG factors into the investment 

process as a complement to the traditional financial evaluation of assets; this results in a more 

informed investment decision-making process. Rather than being used to preclude certain 

investments, it is used to provide an additional context for stock selection. 

ESG data and research from specialist providers is used alongside general stock and sector 

research when considering portfolio construction, sector analysis and stock selection. The 

Head of RI will work with colleagues to raise awareness of ESG issues. Voting and engagement 

should not be detached from the investment process; therefore, information from engagement 

meetings will be shared with the team to increase knowledge, and portfolio managers will be 

involved in the voting process.   

5.2. Private Markets 

Border to Coast believes that ESG risk forms an integral part of the overall risk management 

framework for private market investment. An appropriate ESG strategy will improve downside 

protection and help create value in underlying portfolio companies. Border to Coast will take 

the following approach to integrating ESG into the private market investment process:  

• ESG issues will be considered as part of the due diligence process for all private market 

investments. 

• A manager’s ESG strategy will be assessed through a specific ESG questionnaire 

agreed with the Head of RI and reviewed by the alternatives investment team with 

support from the Head of RI as required.  

• Managers will be requested to report annually on the progress and outcomes of ESG 

related values and any potential risks.  

• Ongoing monitoring will include identifying any possible ESG breaches and following up 

with the managers concerned. 

5.3. Fixed Income 

ESG factors can have a material impact on the investment performance of bonds, both 

negatively and positively, at the issuer, sector and geographic levels. ESG analysis will 

therefore be incorporated into the investment process for corporate and sovereign issuers to 

manage risk. The challenges of integrating ESG in practice are greater than for equities with 

the availability of data for some markets lacking. 

The approach to engagement also differs as engagement with sovereigns is much more difficult 

than with companies. Third-party ESG data will be used along with information from sources 

including UN bodies, the World Bank and other similar organisations. This together with 

traditional credit analysis will be used to determine a bond’s credit quality. Information will be 

shared between the equity and fixed income teams regarding issues which have the potential 

to impact corporates and sovereign bond performance.   
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5.4. External Manager Selection 

RI will be incorporated into the external manager appointment process including the request for 

proposal (RFP) criteria and scoring and the investment management agreements. The RFP 

will include specific reference to the integration of ESG by managers into the investment 

process and to their approach to engagement. 

Voting is carried out by Border to Coast for both internally and externally managed equities 

where possible and we expect external managers to engage with companies in alignment with 

the Border to Coast RI policy. 

The monitoring of appointed managers will also include assessing stewardship and ESG 

integration in accordance with our policies. All external fund managers will be expected to be 

signatories or comply with international standards applicable to their geographical location.  

Managers will be required to report to Border to Coast on their RI activities quarterly.  

5.5. Climate change  

Border to Coast will actively consider how climate change, the shifting regulatory environment 

and potential macroeconomic impact will affect its investments. These pose significant 

investment risks and opportunities with the potential to impact the long-term shareholder value 

of investments across all asset classes.  Risks and opportunities can be presented through a 

number of ways and include: physical impacts, technological changes, regulatory and policy 

impact, transitional risk, and litigation risk. Border to Coast will therefore look to:  

• Assess its portfolios in relation to climate change risk where practicable. 

• Incorporate climate considerations into the investment decision making process. 

• Engage with companies in relation to business sustainability and disclosure of climate 

risk in line with the Financial Stability Board’s Task Force on Climate-related Financial 

Disclosures (TCFD)1 recommendations. 

• Encourage companies to adapt their business strategy in alignment with a low carbon 

economy. 

• Support climate related resolutions at company meetings which we consider reflect our 

RI policy. 

• Encourage companies to publish targets and report on steps taken to reduce 

greenhouse gas emissions. 

• Co-file shareholder resolutions at company AGMs on climate risk disclosure after due 

diligence, that are deemed to be institutional quality shareholder resolutions consistent 

with our RI policies. 

• Monitor and review its fund managers in relation to climate change approach and 

policies. 

• Participate in collective initiatives collaborating with other investors including other pools 

and groups such as LAPFF. 

• Engage with policy makers with regard to climate change through membership of the 

Institutional Investor Group on Climate Change (IIGCC). 

 
1 The Financial Stability Board’s Task Force on Climate-related Financial Disclosures (TCFD) - The TCFD developed 

recommendations on climate-related financial disclosures that are applicable to organisations (including asset owners) across 
sectors and jurisdictions. 
https://www.fsb-tcfd.org/publications/finalrecommendations-report/ 
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6. Stewardship 

As a shareholder Border to Coast has a responsibility for effective stewardship of the 

companies it invests in, whether directly or indirectly through mandates with fund managers. It 

will practice active ownership through voting, monitoring companies, engagement and litigation. 

As a responsible shareholder, we will become a signatory to the UK Stewardship Code2 and 

the UN Principles of Responsible Investment3. 

6.1. Voting  

Voting rights are an asset and Border to Coast will exercise its rights carefully to promote and 

support good corporate governance principles. It will aim to vote in every market in which it 

invests where this is practicable. To leverage scale and for practical reasons, Border to Coast 

has developed a collaborative voting policy to be enacted on behalf of the Partner Funds which 

can be viewed here xxxxxxx. 

A specialist proxy voting advisor will be employed to provide analysis of voting and governance 

issues. A set of detailed voting guidelines will be implemented on behalf of Border to Coast by 

the proxy voting advisor to ensure that votes are executed in accordance with policies. The 

voting guidelines are administered and assessed on a case-by-case basis. A degree of 

flexibility will be required when interpreting the guidelines to reflect specific company and 

meeting circumstances.   

Where possible the voting policies will also be applied to assets managed externally. Policies 

will be reviewed annually in collaboration with the Partner Funds. There may be occasions 

when an individual fund wishes Border to Coast to vote its pro rata holding contrary to an agreed 

policy; there is a process in place to facilitate this.   

Border to Coast has an active stock lending programme. Where stock lending is permissible, 

lenders of stock do not generally retain any rights on lent stock. Procedures are in place to 

enable stock to be recalled prior to a shareholder vote. Stock will be recalled ahead of meetings, 

and lending can also be restricted, when:  

• The resolution is contentious.  

• The holding is of a size which could potentially influence the voting outcome. 

• Border to Coast needs to register its full voting interest.   

• Border to Coast has co-filed a shareholder resolution. 

• A company is seeking approval for a merger or acquisition.  

• Border to Coast deems it appropriate.  

Proxy voting in some countries requires share blocking. This requires shareholders who want to vote 

their proxies depositing their shares shortly before the date of the meeting (usually one week) with a 

designated depositary. 

 
2 The UK Stewardship Code aims to enhance the quality of engagement between investors and companies to help improve long-

term risk-adjusted returns to shareholders. 

https://www.frc.org.uk/Our-Work/CodesStandards/Corporate-governance/UK-Stewardship-Code.aspx 
3 The Principles for Responsible Investment (PRI) is the world’s leading advocate for responsible investment enabling investors to publicly 
demonstrate commitment to responsible investment with signatories committing to supporting the six principles for incorporating ESG issues 
into investment practice. 
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During this blocking period, shares cannot be sold until after the meeting has taken place; the shares 

are then returned to the shareholders’ custodian bank. We may decide that being able to trade the 

stock outweighs the value of exercising the vote during this period. Where we want to retain the ability 

to trade shares, we may abstain from voting those shares. 

Where appropriate Border to Coast will consider co-filing shareholder resolutions and will notify 

Partner Funds in advance.  Consideration will be given as to whether the proposal reflects 

Border to Coast’s Responsible Investment policy, is balanced and worded appropriately, and 

supports the long-term economic interests of shareholders.   

6.2. Engagement  

The best way to influence companies is through engagement; therefore, Border to Coast will 

not divest from companies principally on social, ethical or environmental reasons. As 

responsible investors, the approach taken will be to influence companies’ governance 

standards, environmental, human rights and other policies by constructive shareholder 

engagement and the use of voting rights. The services of specialist providers may be used 

when necessary to identify issues of concern.   

Border to Coast has several approaches to engaging with investee holdings. Meeting and 

engaging with companies is an integral part of the investment process. As part of our 

stewardship duties we regularly monitor investee companies and take appropriate action if 

investment returns are at risk. Engagement takes place between portfolio managers and 

investee companies across all markets where possible. Border to Coast and all twelve Partner 

Funds are members of the Local Authority Pension Fund Forum (LAPFF). Engagement takes 

place with companies on behalf of members of the Forum.   

We will seek to work collaboratively with other like-minded investors and bodies in order to 

maximise Border to Coast’s influence on behalf of Partner Funds, particularly when deemed 

likely to be more effective than acting alone. This will be achieved through actively supporting 

investor RI initiatives and collaborating with various other external groups e.g. LAPFF, the 

Institutional Investors Group on Climate Change, other LGPS pools and other investor 

coalitions.  

Due to the proportion of assets held in overseas markets it is imperative that Border to Coast 

is able to engage meaningfully with global companies. To enable this and compliment other 

engagement approaches, an external voting and engagement service provider will be 

appointed. Engagement will take place with companies in the internally managed portfolios 

across various engagement streams; these will cover environmental, social, and governance 

issues as well as UN Global Compact4 breaches.  

We will expect external managers to engage with investee companies and bond issuers as part 

of their mandate on our behalf and in alignment with our RI policy. 

We will engage with regulators, public policy makers, and other financial market participants as 

and when required. We will encourage companies to improve disclosure in relation to ESG and 

to report and disclose in line with the TCFD recommendations.   

6.3. Litigation  

 
4UN Global Compact is a shared framework covering 10 principles, recognised worldwide and applicable to all industry sectors, based on 
the international conventions in the areas of human rights, labour standards, environmental stewardship and anti-corruption. 

Page 83

8



Page 26 

 

26 
 

Where Border to Coast holds securities, which are subject to individual or class action securities 

litigation, we will, where appropriate, participate in such litigation. There are various litigation 

routes available dependent upon where the company is registered. We will use a case-by-case 

approach to determine whether or not to participate in a class action after having considered 

the risks and potential benefits.  We will work with industry professionals to facilitate this.  

7. Communication and reporting  

Border to Coast will be transparent with regard to its RI activities and will keep beneficiaries 

and stakeholders informed. This will be done by making publicly available RI and voting 

policies; publishing voting activity on our website quarterly; reporting on engagement and RI 

activities to the Partner Funds quarterly; and in our annual RI report.  

Consideration will also be given to voluntarily reporting in line with the TCFD recommendations.   

8. Training and assistance  

Border to Coast will offer the Partner Funds training on RI and ESG issues. Where requested, 

assistance will be given on identifying ESG risks and opportunities in order to help develop 

individual fund policies and investment principles for inclusion in the Investment Strategy 

Statements.   

9. Conflicts of interest  

Border to Coast has a suite of policies which cover any potential conflicts of interest between 

itself and the Partner Funds which are applied to identify and manage any conflicts of interest.  
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Appendix D: BCPP Corporate Governance and Voting Guidelines (November 2018) 
 
1. Introduction 

Border to Coast Pensions Partnership believes that companies operating to higher standards of 

corporate governance along with environmental and social best practice have greater potential to 

protect and enhance investment returns. As an active owner Border to Coast will engage with 

companies on environmental, social and governance (ESG) issues and exercise its voting rights at 

company meetings. When used together, voting and engagement can give greater results. 

An investment in a company not only brings rights but also responsibilities. The shareholders’ role is 

to appoint the directors and auditors and to be assured that appropriate governance structures are in 

place. Good governance is about ensuring that a company's policies and practices are robust and 

effective. It defines the extent to which a company operates responsibly in relation to its customers, 

shareholders, employees, and the wider community. Corporate governance goes hand-in-hand with 

responsible investment and stewardship. Border to Coast considers the UK Corporate Governance 

Code and other best practice global guidelines in formulating and delivering its policy and guidelines. 

2. Voting procedure 

These broad guidelines should be read in conjunction with the Responsible Investment Policy. They 

provide the framework within which the voting guidelines are administered and assessed on a case-

by-case basis.  A degree of flexibility will be required when interpreting the guidelines to reflect specific 

company and meeting circumstances. Voting decisions are reviewed with the portfolio managers. 

Where there are areas of contention the decision on voting will ultimately be made by the Chief 

Investment Officer. A specialist proxy voting advisor is employed to ensure that votes are executed in 

accordance with the policy.  

Where a decision has been made not to support a resolution at a company meeting, Border to Coast 

will, where able, engage with the company prior to the vote being cast. This will generally be where it 

holds a declarable stake or is already engaging with the company. In some instances, attendance at 

AGMs may be required.  

Border to Coast discloses its voting activity on its website and to Partner Funds on a quarterly basis. 

We will support incumbent management wherever possible but recognise that the neglect of corporate 

governance and corporate responsibility issues could lead to reduced shareholder returns.  

We will vote For, Abstain or Oppose on the following basis: 

•  We will support management that acts in the long-term interests of all shareholders, where a 

resolution is aligned with these guidelines and considered to be in line with best practice. 

•  We will abstain when a resolution fails the best practice test but is not considered to be serious 

enough to vote against. 

Commented [WS4]: As above 
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•  We will vote against a resolution where corporate behaviour falls short of best practice or these 

guidelines, or where the directors have failed to provide sufficient information to support the proposal. 

3. Voting Guidelines 

Company Boards  

The composition and effectiveness of the board is crucial to determining corporate performance, as it 

oversees the running of a company by its managers and is accountable to shareholders. Company 

behaviour has implications for shareholders and other stakeholders. The structure and composition 

of the board may vary between different countries; however, we believe that the following main 

governance criteria are valid across the globe.  

Composition and independence 

The board should have a balance of executive and non-executive directors so that no individual or 

small group of individuals can control the board’s decision making. They should possess a suitable 

range of skills, experience and knowledge to ensure the company can meet its objectives. Boards do 

not need to be of a standard size: different companies need different board structures and no simple 

model can be adopted by all companies.  

The board of large companies, excluding the Chair, should consist of a majority of independent non-

executive directors although local market practices shall be taken into account. Controlled companies 

should have a majority of independent non-executive directors, or at least one-third independent 

directors on the board. As non-executive directors have a fiduciary duty to represent and act in the 

best interests of shareholders and to be objective and impartial when considering company matters, 

they must be able to demonstrate their independence. Non-executive directors who have been on the 

board for over nine years have been associated with the company for long enough to be presumed 

to have a close relationship with the business or fellow directors. 

The nomination process of a company should therefore ensure that potential risks are restricted by 

having the right skills mix, competencies and independence at both the supervisory and executive 

board level. It is essential for boards to achieve an appropriate balance between tenure and 

experience, whilst not compromising the overall independence of the board. The re-nomination of 

board members with longer tenures should be balanced out by the nomination of members able to 

bring fresh perspectives. It is recognised that excessive length of tenure can be an issue in some 

markets, for example the US where it is common to have a retirement age limit in place rather than 

length of tenure. In such cases it is of even greater importance to have a process to robustly assess 

the independence of long tenured directors.  Where it is believed an individual can make a valuable 

and independent contribution, tenure greater than ten years will be assessed on a case-by-case basis.   

The company should therefore, have a policy on tenure which is referenced in its annual report and 

accounts. There should also be sufficient disclosure of biographical details so that shareholders can 

make informed decisions. There are a number of factors which could affect independence, which 

includes but is not restricted to: 

• Representing a significant shareholder. 

• Serving on the board for over nine years. 

• Having had a material business relationship with the company in the last three years. 

• Having been a former employee within the last five years. 
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• Family relationships with directors, senior employees or advisors. 

• Cross directorships with other board members.   

• Having received or receiving additional remuneration from the company in addition to a 

director's fee, participating in the company's share option or performance-related pay 

schemes, or being a member of the company's pension scheme. 

 
Leadership 

The role of the Chairman (he or she) is distinct from that of other board members and should be seen 

as such.  The Chairman should be independent upon appointment and should not have previously 

been the CEO. The Chairman should also take the lead in communicating with shareholders and the 

media.  However, the Chairman should not be responsible for the day to day management of the 

business: that responsibility rests with the Chief Executive. The role of Chair and CEO should not be 

combined as different skills and experience are required. There should be a distinct separation of 

duties to ensure that no one director has unfettered decision making power. 

However, Border to Coast recognises that in many markets it is still common to find these positions 

combined.  Any company intending to combine these roles must justify its position and satisfy 

shareholders in advance as to how the dangers inherent in such a combination are to be avoided; 

best practice advocates a separation of the roles. A senior independent non-executive director must 

be appointed if roles are combined to provide shareholders and directors with a meaningful channel 

of communication, to provide a sounding board for the chair and to serve as an intermediary for the 

other directors and shareholders. Led by the senior independent director, the non-executive directors 

should meet without the chair present at least annually to appraise the chair’s performance. 

Non-executive Directors 

The role of non-executive directors is to challenge and scrutinise the performance of management in 

relation to company strategy and performance. To do this effectively they need to be independent; 

free from connections and situations which could impact their judgement. They must commit sufficient 

time to their role to be able to carry out their responsibilities.  A senior independent non-executive 

director should be appointed to act as liaison between the other non-executives, the Chairman and 

other directors where necessary.  

Diversity 

Board members should be recruited from as broad a range of backgrounds and experiences as 

possible. A diversity of directors will improve the representation and accountability of boards, bringing 

new dimensions to board discussions and decision making.  Companies should broaden the search 

to recruit non-executives to include open advertising and the process for board appointments should 

be transparent and formalised in a board nomination policy. Companies should have a diversity policy 

which references gender, ethnicity, age, skills and experience and how this is considered in the 

formulation of the board. The policy should give insight into how diversity is being addressed not only 

at board level but throughout the company and be disclosed in the Annual Report.  

We will vote against chairs of the nomination committee at FTSE350 companies where less than 30% 

of directors serving on the board are female.  We will promote the increase of female representation 

on boards globally in line with best practice in that region and will generally expect companies to have 

at least one female on the board. 
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Succession planning 

We expect the board to disclose its policy on succession planning, the factors considered and where 

decision-making responsibilities lie. A succession policy should form part of the terms of reference for 

a formal nomination committee, comprised solely of independent directors and headed by the 

Chairman or Senior Independent Director except when it is appointing the Chairman’s successor. 

External advisors may also be employed.   

Directors’ availability and attendance 

It is important that directors have sufficient time to devote to the company’s affairs; therefore, full time 

executives should not hold more than one non-executive position in a FTSE 100 company, or similar 

size company in other regions; nor the chairmanship of such a company. In the remaining instances, 

directors working as full-time executives should serve on a maximum of two publicly listed company 

boards.   

With regard to non-executive directors, there can be no hard and fast rule on the number of positions 

that are acceptable: much depends upon the nature of the post and the capabilities of the individual. 

Shareholders need to be assured that no individual director has taken on too many positions. Full 

disclosure should be made in the annual report of directors’ other commitments and attendance 

records at formal board and committee meetings. A director should attend a minimum of 75% of 

applicable board and committee meetings to ensure commitment to responsibilities at board level.    

Re-election 

For a board to be successful it needs to ensure that it is suitably diverse with a range of skills, 

experience and knowledge. There is a requirement for non-executive directors to be independent to 

appropriately challenge management. To achieve this, boards need to be regularly refreshed to deal 

with the issues of stagnant skill sets, lack of diversity and excessive tenure; therefore, all directors 

should be subject to re-election annually, or in-line with local best practice.  

Board evaluation 

A requisite of good governance is that boards have effective processes in place to evaluate their 

performance and appraise directors at least once a year. The annual evaluation should consider its 

composition, diversity and how effectively members work together to achieve objectives. Individual 

director evaluation should demonstrate the effective contribution of each director. An internal 

evaluation should take place annually with an external evaluation required at least every three years.  

Stakeholder engagement 

Companies should take into account the interests of and feedback from stakeholders which includes 

the workforce. Taking into account the differences in best practice across markets, companies should 

have an appropriate system in place to engage with employees. 

Engagement and dialogue with shareholders on a regular basis is key for companies; being a way to 

discuss governance, strategy, and other significant issues. 
Directors’ remuneration 

Shareholders at UK companies have two votes in relation to pay; the annual advisory vote on 

remuneration implementation which is non-binding, and the triennial vote on forward-looking pay 

policy which is binding. If a company does not receive a majority of shareholder support for the pay 

policy, it is required to table a resolution with a revised policy at the next annual meeting.  
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It must be noted that remuneration structures are varied, with not one model being suitable for all 

companies; however, there are concerns over excessive remuneration and the overall quantum of 

pay. Research shows that the link between executive pay and company performance is negligible.  

Excessive rewards for poor performance are not in the best interests of a company or its shareholders. 

Remuneration levels should be sufficient to attract, motivate and retain quality management but 

should not be excessive compared to salary levels within the organisation and with peer group 

companies. There is a clear conflict of interest when directors set their own remuneration in terms of 

their duty to the company, accountability to shareholders and their own self-interest. It is therefore 

essential that the remuneration committee is comprised solely of non-executive directors and 

complies with the market independence requirement.  

Remuneration has serious implications for corporate performance in terms of providing the right 

incentives to senior management, in setting performance targets, and its effect on the morale and 

motivation of employees. Corporate reputation is also at risk. Remuneration policy should be sensitive 

to pay and employee conditions elsewhere in the company, especially when determining annual 

salary increases.  

Where companies are potentially subject to high levels of environmental and societal risk as part of 

its business, the remuneration committee should also consider linking relevant metrics and targets to 

remuneration to focus management on these issues.  

The compensation provided to non-executive directors should reflect the role and responsibility. It 

should be structured in a manner that does not compromise independence, enhancing objectivity and 

alignment with shareholders’ interests. Non-executive directors should therefore, not be granted 

performance-based pay. Although we would not expect participation in Long-term Incentive Plans 

(LTIPs), we are conscious that in some exceptional instances Non-executives may be awarded stock, 

however the proportion of pay granted in stock should be minimal to avoid conflicts of interest.  

To ensure accountability there should be a full and transparent disclosure of directors’ remuneration 

with the policy published in the annual report and accounts. The valuation of benefits received during 

the year, including share options, other conditional awards and pension benefits, should be provided.  

• Annual bonus 

Bonuses should reflect individual and corporate performance targets which are sufficiently 

challenging, ambitious and linked to delivering the strategy of the business and performance over the 

longer-term. Bonuses should be set at an appropriate level of base salary and should be capped. 

Provisions should be in place to reduce or forfeit the annual bonus where the company has 

experienced a significant negative event.  

• Long-term incentives 

Remuneration policies have over time become more and more complex making them difficult for 

shareholders to adequately assess. Border to Coast therefore encourages companies to simplify 

remuneration policies.  

Performance-related remuneration schemes should be created in such a way to reward performance 

that has made a significant contribution to shareholder value. The introduction of incentive schemes 

to all employees within a firm is encouraged and supported as this helps all employees understand 

the concept of shareholder value. However, poorly structured schemes can result in senior 
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management receiving unmerited rewards for substandard performance. This is unacceptable and 

could adversely affect the motivation of other employees.  

Incentives are linked to performance over the longer-term in order to create shareholder value. If 

restricted stock units are awarded under the plan, the vesting period should be at least three years to 

ensure that the interests of both management and shareholders are aligned in the long-term. 

Employee incentive plans should include both financial and non-financial metrics and targets that are 

sufficiently ambitious and challenging. Remuneration should be specifically linked to stated business 

objectives and performance indicators should be fully disclosed in the annual report.  

The performance basis of all such incentive schemes under which benefits are potentially payable 

should be clearly set out each year, together with the actual performance achieved against the same 

targets. We expect clawback or malus provisions to be in place for all components of variable 

compensation. 

Directors’ contracts 

Directors’ service contracts are also a fundamental part of corporate governance considerations.  

Therefore, all executive directors are expected to have contracts that are based upon no more than 

twelve months’ salary. Retirement benefit policies of directors should not be excessive, and no 

element of variable pay should be pensionable. The main terms of the directors’ contracts including 

notice periods on both sides, and any loans or third party contractual arrangements such as the 

provision of housing or removal expenses, should be declared within the annual report. 

Corporate reporting 

Companies are expected to report regularly to shareholders in an integrated manner that allows them 

to understand the company’s strategic objectives. Companies should be as transparent as possible 

in disclosures within the Report and Accounts. As well as reporting financial performance, business 

strategy and the key risks facing the business, companies should provide additional information on 

ESG issues that also reflect the directors’ stewardship of the company.  These could include, for 

example, information on a company’s human capital management policies, its charitable and 

community initiatives and on its impact on the environment in which it operates.   

Every annual report (other than those for investment trusts) should include an environmental section, 

which identifies key quantitative data relating to energy and water consumption, emissions and waste 

etc., explains any contentious issues and outlines reporting and evaluation criteria.  It is important that 

the risk areas reported upon should not be limited to financial risks. We will encourage companies to 

report and disclose in line with the Financial Stability Board’s Task Force on Climate-related Financial 

Disclosures (TCFD) recommendations, and the Workforce Disclosure Initiative in relation to human 

capital reporting.  

Audit 

The audit process must be objective, rigorous and independent if it is to provide assurance to users 

of accounts and maintain the confidence of the capital markets. To ensure that the audit committee 

can fulfil its fiduciary role, it should be established as an appropriate committee composition with at 

least three members who are all independent non-executive directors and have at least one director 

with a relevant audit or financial background. Any material links between the audit firm and the client 

need to be highlighted, with the audit committee report being the most appropriate place for such 

disclosures. 
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FTSE 350 companies should tender the external audit contract at least every ten years. 

Reappointment of the same firm with rotation of the audit partner, will not be considered as sufficient. 

If an auditor has been in place for more than ten fiscal years, their appointment will not be supported.  

Where an auditor has resigned, an explanation should be given.  If the accounts have been qualified 

or there has been non-compliance with legal or regulatory requirements, this should be drawn to 

shareholders’ attention in the main body of the annual report. If the appropriate disclosures are not 

made, the re-appointment of the audit firm will not be supported. 

Non-Audit Fees 

There is concern over the potential conflict of interest between audit and non-audit work when 

conducted by the same firm for a client.  Companies must therefore make a full disclosure where such 

a conflict arises.  There can be legitimate reasons for employing the same firm to do both types of 

work, but these need to be identified. As a rule, the re-appointment of auditors will not be supported 

where non-audit fees are considerably in excess of audit fees in the year under review, and on a 

three-year aggregate basis, unless sufficient explanation is given in the accounts. 

Political donations 

There are concerns over the reputational risks and democratic implications of companies becoming 

involved in funding political processes, both at home and abroad. Companies should disclose all 

political donations, demonstrate where they intend to spend the money and that it is the interest of 

the company and shareholders. Where these conditions are not met political donations will be 

opposed.  

Lobbying 

A company should be transparent and publicly disclose direct lobbying, and any indirect lobbying 

through its membership of trade associations. We will assess shareholder proposals regarding 

lobbying on a case-by-case basis; however, we will generally support resolutions requesting greater 

disclosure of trade association and industry body memberships, any payments and contributions 

made, and where there are differing views on issues.  

Shareholder rights 

As a shareowner, Border to Coast is entitled to certain shareholder rights in the companies in which 

it invests (Companies Act 2006). Boards are expected to protect such ownership rights. 

•  Dividends 

Shareholders should have the chance to approve a company’s dividend policy and this is considered 

best practice. The resolution should be separate from the resolution to receive the report and 

accounts. Failure to seek approval would elicit opposition to other resolutions as appropriate. 

•  Voting rights 

Voting at company meetings is the main way in which shareholders can influence a company’s 

governance arrangements and its behaviour. Shareholders should have voting rights in equal 

proportion to their economic interest in a company (one share, one vote). Dual share structures which 

have differential voting rights are disadvantageous to many shareholders and should be abolished. 

We will not support measures or proposals which will dilute or restrict our rights. 
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•  Authority to issue shares 

Companies have the right to issue new shares in order to raise capital but are required by law to seek 

shareholders’ authority. Such issuances should be limited to what is necessary to sustain the 

company and not be in excess of relevant market norms.  

• Disapplication of Pre-emption Rights 

Border to Coast supports the pre-emption rights principle and considers it acceptable that directors 

have authority to allot shares on this basis.  Resolutions seeking the authority to issue shares with 

and without pre-emption rights should be separate and should specify the amounts involved, the time 

periods covered and whether there is any intention to utilise the authority. 

Share Repurchases 

Border to Coast does not necessarily oppose a company re-purchasing its own shares but it 

recognises the effect such buy backs might have on incentive schemes where earnings per share 

measures are a condition of the scheme.  The impact of such measures should be reported on. It is 

important that the directors provide a full justification to demonstrate that a share repurchase is the 

best use of company resources, including setting out the criteria for calculating the buyback price to 

ensure that it benefits long-term shareholders.  

Memorandum and Articles of Association 

Proposals to change a company’s memorandum and articles of association should be supported if 

they are in the interests of Border to Coast, presented as separate resolutions for each change, and 

the reasons for each change provided. 

Mergers and acquisitions 

Border to Coast will normally support management if the terms of the deal will create rather than 

destroy shareholder value and makes sense strategically. Each individual case will be considered on 

its merits.  Seldom will compliance with corporate governance best practice be the sole determinant 

when evaluating the merits of merger and acquisition activity, but full information must be provided to 

shareholders on governance issues when they are asked to approve such transactions.  

Recommendations regarding takeovers should be approved by the full board. 

Articles of Association and adopting the report and accounts 

It is unlikely that Border to Coast will oppose a vote to adopt the report and accounts simply because 

it objects to them per se; however, there may be occasions when we might vote against them to lodge 

dissatisfaction with other points raised within this policy statement.  Although it is a blunt tool to use, 

it can be an effective one especially if the appropriate Chair or senior director is not standing for 

election.  

If proposals to adopt new articles or amend existing articles might result in shareholders’ interests 

being adversely affected, we will oppose the changes.  

Virtual Shareholder General Meetings 

Many companies are considering using electronic means to reach a greater number of their 

shareholders. An example of this is via a virtual annual general meeting of shareholders where a 
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meeting takes place exclusively using online technology, without a corresponding in-person meeting. 

There are some advantages to virtual only meetings as they can increase shareholder accessibility 

and participation; however, they can also remove the one opportunity shareholders have to meet face 

to face with the Board to ensure they are held to account. We would expect an electronic meeting to 

be held in tandem with a physical meeting. Any amendment to a company’s Articles to allow virtual 

only meetings will not be supported.  

Shareholder Proposals 

We will assess shareholder proposals on a case by case basis. Consideration will be given as to 

whether the proposal reflects Border to Coast’s Responsible Investment policy, is balanced and 

worded appropriately, and supports the long-term economic interests of shareholders.   

Investment trusts 

Border to Coast acknowledges that issues faced by the boards of investment companies are often 

different to those of other listed companies. The same corporate governance guidelines do not 

necessarily apply to them; for example, investment companies can operate with smaller boards.  

However, the conventions applying to audit, board composition and director independence do apply.  

The election of any representative of an incumbent investment manager onto the board of a trust 

managed or advised by that manager will not be supported.  Independence of the board from the 

investment manager is key, therefore management contracts should not exceed one year and should 

be reviewed every year. In broad terms, the same requirements for independence, diversity and 

competence apply to boards of investment trusts as they do to any other quoted companies. 

We may oppose the adoption of the report and accounts of an investment trust where there is no 

commitment that the trust exercises its own votes, and there is no explanation of the voting policy. 
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Appendix E: Private Equity 
 
The table below outlines details on the Fund’s private equity commitments. The Fund also has a 
commitment to invest up to 5% of the fund in private equity. This allocation is achieved by investing 
both in fund of funds and direct funds, managed by a number of private equity specialists. The 
investments are funded through cash flow. The Committee reviews the private equity strategy on an 
annual basis and makes commitments in order to achieve the target commitment level of 5% of the 
Fund. Fees paid to managers vary due to the levels of risk taken and the geographic areas in which 
the manager is invested. Fees are generally expressed as a proportion of assets under 
management. Performance fees are in place for a number of the Fund’s managers.  

Name Currency Inception Commitment 

UK Funds   £/€/$m 

HG Capital 5 £ 2006 7.9 
HG Capital 6 £ 2009 9.4 
HG Capital 7 £ 2013 15.0 
Livingbridge 4 LP £ 2007 13.0 
Livingbridge Enterprise 1 LP £ 2013 10.0 
Darwin Property Fund £ 2013 20.0 
Darwin Property Fund £ 2017 40.0 
Capital Dynamics LGPS CPAV £ 2016 24.0 
    
Euro Fund of Funds    
 Standard Life ESP II € 2004 10.0 
 Standard Life ESP 2006 € 2006 15.0 
Standard Life ESP 2008 € 2008 15.0 
Standard Life ESF € 2011 17.5 
Standard Life SOF I $ 2013 20.0 
Standard Life SOF II $ 2014 20.0 
Standard Life SOF III $ 2016 25.0 
Standard Life SOF III $ 2016 20.0 
Glennmont Clean Energy Europe III € 2018 45.0 
 
US Fund of Funds   

 

Blackrock Div PEP I  $ 2001 5.0 
Blackrock Div PEP II $ 2001 5.0 
Blackrock Div EP III $ 2005 17.5 
GSAM PEP 2000 $ 2000 9.5 
GSAM PEP 2004 $ 2004 10.0 
GSAM PEP 2005 $ 2006 17.0 
GSAM PEP X $ 2008 18.0 
GSAM PEP XI $ 2011 40.0 
GSAM Vintage Fund VI $ 2013 20.0 
GSAM Vintage Fund VII $ 2016 50.0 
GSAM West Street Infrastructure $ 2017 20.0 
Pantheon Global Infrastructure Fund III $ 2017 60.0 
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US Funds    
Capital Dynamics US Solar Fund $ 2011 24.9 
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