This report was written in response to the requirements of the Financial Reporting Council (FRC’s) –
UK Stewardship Code 2020 and will seek compliance with the Code in late 2021
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Key documents referenced in this report and their location:
The Fund’s approach to Responsible Investment (RI):
https://www.cumbria.gov.uk/elibrary/content/internet/536/654/1129/17170/43754134337.docx
The Fund’s Investment Strategy Statement (ISS): Section 4 starting on page 40:
https://cumbria.gov.uk/elibrary/Content/Internet/536/654/1129/17170/17664/44463131950.PDF
The Fund’s Funding Strategy Statement (FSS): Section 6 starting on page 72:
https://cumbria.gov.uk/elibrary/Content/Internet/536/654/1129/17170/17664/44463131950.PDF
Border to Coast Pensions Partnership Ltd (BCPP) Responsible Investment Policy:
https://www.bordertocoast.org.uk/download/1788/
BCPP Corporate Voting Guidelines: https://www.bordertocoast.org.uk/app/uploads
/2021/01/Corporate-Governance-Voting-Guidelines-2021.pdf
Local Authority Pension Fund Forum (LAPFF) Annual Report: https://lapfforum.org/wpcontent/uploads/2020/12/LAPFF_annual-report-2020_final2-1.pdf
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PURPOSE & GOVERNANCE

PRINCIPLE 1: Purpose, investment beliefs, strategy & culture enable stewardship that
creates long-term value for employers & beneficiaries leading to sustainable benefits for
the economy, the environment and society.
1.1. Background & Purpose:
1.1.1.

The Local Government Pension Scheme (LGPS) is a statutory scheme, established by an Act
of Parliament and governed by the Public Services Pensions Act 2013 (PSPA 2013). It is a
contributory defined benefit scheme to provide pensions and other related benefits for all
eligible employees of local government and other participating employers.

1.1.2.

Whilst the regulations are set on a national basis, individual Funds are managed by designated
administering authorities at a local level. The LGPS, unlike private pension schemes, does
not have Trustees but elected Members that perform similar duties to Trustees. Cumbria
County Council is the Administering Authority for the Cumbria LGPS (the Fund) and as such
is responsible for the investments and administration of benefits under the scheme. Under
section 101 of the Local Government Act 1972 Cumbria County Council has delegated its
functions as the Administering Authority to the Cumbria Pensions Committee (the Committee).

1.1.3.

The LGPS, and therefore the Fund, is a multi-employer scheme which is open to new
membership. The purpose of the Fund is to pay Cumbria LGPS members’ pensions securely,
affordably and sustainably over the short, medium and long term. The LGPS operates on a
‘funded’ basis, this means that contributions from employees and employers are paid into a
fund which is invested, and from which pensions are paid. To do this, the Fund seeks to
achieve sustainable, risk-adjusted performance of its investments over the long-term.

1.2. Culture, strategy and investment beliefs:
1.2.1.

The Fund has a fiduciary duty to its employers and members, and it recognises the vital role
of being a responsible asset owner – including the clear articulation of investment beliefs and
strategy, values and organisational culture - in delivering this. This is articulated in the Fund’s
Investment Strategy Statement (ISS) which sets out its core behaviours (as per 1.2.3 below)
and its investment beliefs (as summarised at 1.2.4 below).

1.2.2.

The Fund considers that having a clearly defined culture, strategy and investment beliefs
assists it to choose managers and other service providers whose approach is most closely
aligned to that of the Fund.

1.2.3.

The Fund’s behaviours and culture revolve around the following core principles:
• Communicate in a clear and constructive way;
• Act with honesty and respect for others;
• Demonstrate a positive flexible attitude;
• Take responsibility for our actions;
• Obtain and maintain the appropriate knowledge and skills to understand the investments
and risks undertaken within the Fund; and
• Treat all employers and members of the fund equitably.

1.2.4.

Our investment beliefs are detailed in our ISS but in summary are:
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A. Our investment strategy should be determined by reference to the Fund’s assets, liabilities
and our risk tolerances. As previously noted, our long-term primary goal is to generate returns
required to fund our members’ current and future pensions. As a long-term investor,
Environmental, Social and Governance (ESG) considerations are a fundamental element of
the investment process (both in terms of risk and reward) to the Fund (see G below).
B. Asset allocation has the greatest impact on the overall risk and return of the Fund. Investment
managers should be responsible for stock selection however the Fund recognises that it
cannot delegate its responsibility and is accountable for effective stewardship.
C. It is important to take a long-term perspective when considering the investment strategy, but
also recognise the implications of shorter-term market volatility.
D. Good governance improves the quality of decision-making.
E. All investments have a degree of financial risk, but we should only accept financial risk where
we have a strong belief that we will be rewarded for it – financial risk includes ESG
considerations (see G below).
F.

There are multiple risks to which the fund is exposed and those risks that are not sufficiently
compensated should be mitigated, managed or avoided if possible.

G. We should continually consider all risks in our investment process by investing responsibly,
including ESG factors:
i. ESG factors, such as climate change, can have a material impact on the value of
financial assets in the long term. Being a responsible investor and incorporating ESG
factors into investment decisions can help to improve the long-term value for investors.
ii. We believe that the best way to be a responsible investor and to influence policy change
is not through divestment but through active engagement.
iii. We expect management teams and board of directors to be responsive to their
shareholders.
iv. We will lead by example by ensuring we are an active shareholder and, where
appropriate, utilising the scale of collaboration with other LGPS Funds e.g. through
Border to Coast Pensions Partnership Ltd (BCPP) and the Local Authority Pension
Partnership Forum1 (LAPFF).
1.3. Activity and outcomes during 2020/21:
1.3.1.

To ensure that Fund’s investment beliefs, strategy and culture enable effective stewardship
Cumbria LGPS has undertaken a number of actions during the year. The key actions
undertaken, and outcomes thereof are covered within the relevant sections of this report as
summarised below:

1.3.2.

Reviewing and applying our policies: This is considered in detail in Principle 5 at 5.2.

1.3.3.

Training: This is considered in detail in Principle 2 at 2.2.7 and 2.5.3.

1

For further information about LAPFF please see https://lapfforum.org/about/
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1.3.4.

Setting and reviewing the Fund’s business plan and budget: is a core activity in the Fund’s
stewardship calendar. The plan and budget are designed to translate the Fund’s beliefs,
strategy and culture into clear, tangible actions and outcomes. They are considered and set
by Committee annually in March, and the Committee receives and considers a formal mid-year
review of progress and forecast outturn each December.

1.3.5.

Monitoring of progress against the plan and budget is undertaken by officers informally
throughout the year and any significant matters reported on an ad hoc basis to the Committee
as appropriate. The LPB also has oversight of the Fund’s business plan and budget which
ensures it remains appropriate to meet the underlying interests of clients & beneficiaries.

1.3.6.

The Business Plan and Budget for 2020/21 were agreed at the meeting of the Committee on
13th March 20202 and progress against the plan was reviewed at the 18th December meeting
of the Committee3. The draft accounts for the year – including a summary of business plan
achievements - were reported to the Committee at its meeting in June 20214.

1.3.7.

Key elements of the business plan for the year which relate to investment beliefs, strategy and
culture and which enable effective stewardship were:

A. INVESTMENT MANAGEMENT – Investment Strategy
Planned activity
Investigating and implementing suitable investment options to implement the Investment Strategy (the
Strategy) approved by the Committee in December 2019.
Actions taken
Early in the year it was recognised that the COVID-19 pandemic had had a material impact on
investment markets and that this could have significant implications for expected returns on assets
going forwards. A ‘sense-check’ of the strategy was therefore undertaken to take stock of the situation.
The aim of this work was to ensure that the strategy would continue enable the Fund to deliver its longterm primary goal of generating returns required to fund our members’ current and future pensions.
In line with the Fund’s core principle that it should obtain and maintain the appropriate knowledge and
skills to understand the investments and risks undertaken within the Fund, this work was undertaken
with the assistance of an external consultant and additional training was provided to the ISG and
Officers.
In recognition of the Fund’s core belief that good governance improves the quality of decision-making
the ISG and the Committee were regularly appraised of progress throughout the process. The revised
Target Investment Strategy and Investment Strategy Statement (ISS) was agreed at the 21 September

2

Plan setting: https://councilportal.cumbria.gov.uk/documents/s102699/Pension%2013%2003%2020%20%20Draft%20Pensions%20Administration%20Budget%20202021%20and%20Business%20Plan%20-%20Part%201.pdf
3
Plan review: https://councilportal.cumbria.gov.uk/documents/s110148/PENSIONS%2018.12.20%20HALF%20YEAR
%20UPDATE%20OF%20THE%20PENSION%20ADMINISTRATION%20BUDGET%20202021%20AND%20
BUSINESS%20PLAN.pdf
4
Draft Accounts 31 March 2021:
http://councilportal.cumbria.gov.uk/documents/s115002/PENSIONS%208.6.21%20DRAFT%20UNAUDITED%20ACCOUNTS
%20TO%2031%20MARCH%202021.pdf
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2021 meeting of the Committee. The revised ISS can be found at section 4 of the Fund policy
document.
Outcomes
In order to serve the best interest of its beneficiaries, the strategy is designed to deliver long-term value.
As such it is too early to assess whether this goal has been achieved, however monitoring of
performance, including quarterly updates from the Fund’s actuary providing an estimate of an updated
Funding position, indicate that the Fund is on track to meet its objective despite the volatility in
investment markets during the year. As at 31st March 2021 the estimated funding position was 106%
and performance over the 10 years to that date was 8.6% p.a. against a benchmark of 8.0% p.a.
Work on implementing the Strategy is ongoing.

B. INVESTMENT MANAGEMENT – Investment pooling
Planned activity
Liaising with the Fund’s chosen pooling company - BCPP - to ensure that suitable opportunities exist
within the pool for the Fund to transition to its amended Investment Strategy.
Actions taken
During the year the Fund has continued to work with BCPP and Partner Funds on the design and build
of appropriate investment funds to meet the strategic investment needs of the Fund and Partner Funds
in the pool. This work has been undertaken through numerous workshops and has included oversight
and challenge of the pool through mechanisms such as:
• Quarterly meetings of the Joint Committee;
• Regular S151 Officer meetings;
• Regular Officer Operations Group (OOG) meetings; and
• Quarterly monitoring meetings for live investment funds.
Outcomes:
Through the pooling activity undertaken during the year the Fund has sought to deliver a number of
objectives which will assist it in achieving our long-term primary goal of generating returns required to
fund our members’ current and future pensions. It is still relatively early days so it is not yet possible
to fully quantify how pooling has contributed to our goal, but key areas of progress include:
a) Delivering cost savings through economies of scale. These will help manage scheme employer
(key stakeholder) contribution rates thus achieve one of central government’s (a key stakeholder)
key aims.
b) Continuing to improve our approach to responsible investment (of benefit to all stakeholders).
BCPP and Partner Funds have continued to work together on three key areas of Responsible
Investment:
i. Embedding ESG into the investment process from conception through to launch and beyond:
An example of this is – Rather than being used to preclude certain investments, ESG factors
are used to provide additional context for stock selection. For example, the decision was
made not to invest in the recent initial public offering of Deliveroo due to the very aggressive
valuation, governance concerns regarding the share class structure and the treatment of
employees.
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ii.

Aligning RI and ESG approaches where possible: this includes an annual review of the BCPP
RI and voting guideline documents by both the Joint Committee and individual Partner Funds.

iii.

Improving engagement with other investment managers: as noted at 3.3.3 of Principle 3 the
Fund is working with BCPP and Partner Funds to improve how it engages with its other
investment managers on their approach to stewardship. Work to date includes entering into
an Investment Oversight Agreement with BCPP whereby the pool company provides Funds
with an oversight service in relation to Legal & General’s (LGIM) management of the passive
funds.

C. OVERSIGHT AND GOVERNANCE – Training
Please see 2.5.3 in Principle 2.

D. OVERSIGHT AND GOVERNANCE – Response to financial, regulatory and structural
change
Planned activity
Review of governance arrangements in response to financial, regulatory and structural changes.
Actions taken
2020/21 has been a year that has generated a number of regulatory changes for LGPS Fund’s to
respond to. From an asset stewardship perspective, key developments include the introduction of the
FRC’s new Stewardship Code 2020 and further developments in relation to reporting on aspects of
Responsible Investment.
In response to this, the Partner Funds of BCPP (including Cumbria) have sought to collaborate to gain
a common understanding and synergised approach to the required changes. Work during the year
included setting up a task and finish group of Partner Funds – with input from BCPP – to develop an
approach to meeting the requirements of the 2020 Stewardship Code.
From a Fund perspective, the Fund has continued its membership of LAPFF a collaborative shareholder
engagement group for Local Authority Pension Funds. Further detail of this is set out under Principle 9
at 9.4 but in summary during the year LAPFF has continued to use its collective presence in the market
to progress matters of corporate governance in the companies owned by its member Funds, and
thereby enable the Fund to indirectly influence these companies.
Furthermore, additional workshops and training sessions have been held for Members of the
Committee to consider key matters. This included a workshop in February 2021 designed to enable
the Committee to consider and further develop the Fund’s approach to RI.
Outcomes
Key outcomes include:
• The development and agreement of a template Stewardship Code 2020 document for Funds to
adapt to reflect their specific circumstances (recognising that (a) all Funds are different and (b)
that this is the first step of an iterative process); and
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•

Further progress on evolving the Fund’s approach to RI and reflecting this in the Fund’s policy
document. Again, the Fund recognises that this is an iterative process and work is ongoing but a
summary of the Fund’s current approach to RI can be found at:
https://www.cumbria.gov.uk/elibrary/content/internet/536/654/1129/17170/43754134337.docx

E. OVERSIGHT AND GOVERNANCE – Policies & strategies
Planned activity
Reviewing and updating the Fund’s risks, policies and strategies
Actions taken & Outcome
These are summarised in Principle 5 of this report at: 5.2 and 5.5.
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PRINCIPLE 2: Signatories’ governance, resources and incentives support stewardship
2.1. Governance structure:
2.1.1.

The Fund believes that effective internal governance arrangements are fundamental to
effective stewardship. Also, as a Local Authority, it must adhere to applicable regulations such
as the Local Government Act 2000 and LGPS specific regulations such as the Local
Government Pension Scheme Regulations 2013. As such, the governance structures and
processes for the Fund are designed to comply with relevant regulatory requirements whilst
also seeking to deliver effective oversight and accountability and, ultimately, effective
stewardship.

2.1.2.

Details of the governance arrangements for the Fund are set out in its Annual Report5 and in
the Constitution of Cumbria County Council6 but in summary the core governance
arrangements of the Fund consist of the elements shown in the diagram overleaf. Details of
how these are resourced, including the workforce structure and information about
qualifications, experience and training are set out in section 2.2 below.

2.1.3.

To support to the core governance arrangements summarised in the diagram, the Fund also
accesses a number of specialist service providers. Further details of these are set out in
sections 2.2.9, 2.2.10 and 2.3 below.

5

2019/20 Annual Report (the 2020/21 Annual Report will be published either on or by 1st December 2021).
Details of the Funds governance arrangements are set out in section 7 on pages 75-83 and Appendix A-2 on
pages 173-186. https://cumbria.gov.uk/elibrary/Content/Internet/536/654/1129/17170/17664/44166131250.PDF
6 https://www.cumbria.gov.uk/council-democracy/constitution/default.asp
Cumbria Pensions Committee: https://www.cumbria.gov.uk/councildemocracy/constitution/part2/decisionmakingbodies/2h.asp
Investment Sub-Group: https://www.cumbria.gov.uk/council-democracy/constitution/part2/otherpanels/2o.asp
Cumbria Pensions Forum: https://www.cumbria.gov.uk/councildemocracy/constitution/part2/otherpanels/2r.asp
Cumbria LGPS Local Pension Board: https://www.cumbria.gov.uk/councildemocracy/constitution/part2/otherpanels/2p.asp
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Cumbria County Council (CCC): CCC is the
Administering Authority for the management of the
Cumbria Local Government Pension Scheme. As such it
has the ultimate responsibility for administration of
benefits under the scheme. Under section 101 of the
Local Government Act 1972. CCC has delegated a
number of its functions as the Administering Authority to
the Cumbria Pensions Committee (‘the Committee’) and
to the S151 Officer (Director of Finance).
Cumbria Pensions Committee (see also 2.2.1 below) The LGPS, unlike private pension schemes, does not
have trustees but elected Members perform similar
duties to Trustees. The Committee has overall
accountability for effective stewardship of the Fund. The
core functions of the Administering Authority are
delegated to the Committee. Key activities relating to
these are summarised at 2.5.2 below.

Cumbria County Council (CCC)

LGPS Local
Pensions
Board

Administering Authority

Consultative body

Reports to

Decision-maker

Investment
Sub Group

Investment Sub-Group (ISG) (2.2.2) - The Group
assists the S151 Officer in the exercise of their
delegated powers to appoint / terminate nonstrategically significant investment managers (i.e.
those holding less than 5% of the Fund by total value),
thus speeding up decision making. This enables the
Committee to be focused on the issues that add most
value to the Fund.
Cumbria Pensions Forum - the purpose of the Cumbria
Pensions Forum is to seek the views of stakeholders
within the Cumbria LGPS and provide information on
performance across the management disciplines of the
Fund and discuss items of common interest in relation
to pensions.

Cumbria LGPS Local Pension Board (2.2.3) - the Board’s
role is to assist CCC to fulfil its functions in relation to all
aspects of governance and administration of the Pension
Fund. The Board is constituted under the Public Service
Pension Act 2013 and the Local Government Pension
Scheme (Amendment) (Governance) Regulations 2014
and has no remit as a decision-making body. Where the
Board is concerned that due consideration has not been
given to matters of non-compliance the Board may
submit a report for consideration by CCC’s Audit and
Assurance Committee.
KEY:

S151 Officer
(Director of
Finance)

Pensions
Committee

Section 151 Officer (Director of Finance) (see also
2.2.5 below) – The core functions of the Administering
Authority are delegated to the Committee. In addition
to this, the Council’s Constitution provides that the
Section 151 Officer has the powers necessary to
discharge the Council's functions, including taking
decisions which are not specified in the Constitution or
in law as having to be taken by elected members or
another officer, in relation to pensions.

Pensions Forum

Advisory body

Supported by Officers

Oversight body

Supported by Independent
Advisors
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Advisors (2.2.4) and Officers (2.2.5) - Advice is given
by CCC’s S151 Officer, the Council’s Pensions
Finance Team and by two independent advisors. The
current advisors are appointed for their complementary
knowledge and experience of investments, actuarial
matters and wider pensions issues. Advice is also
provided by the Fund Actuary, specialist legal advisors
to the Fund, and by other experts where appropriate,
e.g. for investment management services, specialist
tax advice, etc. (also detailed at 2.2.9 and 2.2.10)
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2.2. Resourcing of stewardship activities:

2.2.1. Cumbria Pensions Committee: The membership of the Pensions Committee comprises 8
members of the County Council plus 1 co-opted district councillor representing the 6 district
councils in Cumbria and 2 non-voting employee representatives. Equal weight is given to each
member’s vote with the Chair having the casting vote should the need arise. Further details can
be found at:
https://www.cumbria.gov.uk/councildemocracy/constitution/part2/decisionmakingbodies/2h.asp
2.2.2. The Investment Sub Group (ISG): membership of the ISG consists of (a) three members of the
Pensions Committee (including the Chair of the Committee). Members, excluding the Chair, will
be selected by the Pensions Committee; (b) the Independent advisors (or investment
consultants to the Pensions Fund at the invitation of the Sub Group if the independent advisors
are unable to attend); and (c) two senior officers of the County Council with responsibilities for
the management of the Pensions Fund including the Section 151 Officer and the officer with the
responsibility of senior investment officer to the Pensions Fund.
2.2.3. Cumbria LGPS Local Pension Board (the LPB): The LPB is composed of 3 employer
representatives (allocated: 1 to Cumbria County Council, 1 to the District Councils, and 1 for all
other employers within the Cumbria Fund); and 3 member (current and former employees)
representatives (selected to ensure all membership groups within the Fund are covered).
Further details can be found at:
https://www.cumbria.gov.uk/council-democracy/constitution/part2/otherpanels/2p.asp
2.2.4. Independent Advisors: As noted above, the Independent Advisors are appointed for their
knowledge of investments and of pension funds; one advisor being primarily an investment
specialist, the other complementing these investment skills with actuarial knowledge of the
liability profile of the Fund.

Independent Advisor

Principle specialisms

Mr AJ Sutherland

Horizon Investment
Advisory Limited

Investment Specialist

Mrs C Scott

Giffordgate Limited

Qualified Actuary (with extensive LGPS
governance and investment experience)

2.2.5. S151 Officer and LGPS Pensions Officers: the experience, qualifications and structure of the
team of officers supporting the Council in carrying out its functions as Administering Authority
for the Cumbria LGPS Fund is as follows:
Experience
< 1 year experience
1-5 years’ experience
6-10 years’ experience
11-15 years’ experience
> 15 years’ experience

0%
17%
40%
0%
43%

Relevant formal qualifications
Formal qualification
No formal qualification
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S151 Officer and LGPS Pensions Officers team structure:

2.2.6. Diversity Neither the Fund nor the Council currently formally reports on workforce diversity
although the Council does report on the Gender Pay Gap. The latest report on this can be
found at: https://cumbria.gov.uk/aboutyourcouncil/council structure/paygapreport2019.asp, with
an updated report in production. The council is committed to promoting equality and diversity as an employer, in the services we provide, in partnerships, and in the decisions we make. The
council’s
approach
to
Equality
and
Diversity
is
set
out
online
at:
https://cumbria.gov.uk/equalities/default.asp..
2.2.7. Training: A core principle of the Fund and a major factor in its governance arrangements is
ensuring Committee Members and Officers have appropriate skills and knowledge. Training
helps build and maintain a strong culture of good governance; assists in the identification and
implementation of investment beliefs, strategy; and ultimately supports and enables effective
stewardship. In recognition of this, the Fund has a training policy and plan in place.
2.2.8. The plan and policy are designed to ensure that Officers and Members meet the knowledge and
skills obligations and expectations set out in regulation and as articulated by relevant bodies
such as the Pensions Regulator and CIPFA. In line with good practice the policy is designed to
be dynamic and aligned to the work programme, national policy and regulatory changes. The
plan and policy are considered and set by Committee annually in March, and the Committee
receives a formal mid-year review of progress against the plan each December. Monitoring of
progress against the plan is undertaken by officers informally throughout the year and any
significant matters reported on an ad hoc basis to the Committee as appropriate. Details of
training undertaken during the year are set out below at 2.5.3.
2.2.9. Other Advisors: The Fund’s principle professional advisors are summarised in the table below
along with details of the ley services they provided to the Fund during the year:
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Specialism

Company

Key Services provided during the year

Actuary

Mercer Ltd

Work undertaken includes: IAS 19 valuations; preparation
work for the triennial valuation; in addition to advice on
bulk transfers, advice on admissions, input into the review
of the Investment Strategy and provision of funding
updates.

Pensions
Administration (a
delegated function
from Cumbria
County Council to
Lancashire County
Council)7

Local Pensions
Partnership
Administration
(LPPA)

Work undertaken by LPPA includes the provision of core
administration services such as the maintenance of
member records, undertaking relevant pensions
calculations and the provision of a Helpdesk and email
facility for enquiries for both members and employers.

Auditor

Grant Thornton UK
LLP

Annual statutory audit of the Fund’s Financial Statements.

Bank

National
Westminster Bank
PLC

Banking services.

Custodian &
Performance
Monitoring

Record keeping/custody of the Pension Fund’s pooled
State Street Bank
and Trust Company funds, passive funds and cash; settlement of
subscriptions, redemptions, capital calls, distributions;
(to Oct 2020)
investment accounting quarterly and annually to
LGPS/IFRS regulations; ONS reporting; and performance
reporting.
Northern Trust
Company (from Oct
2020)

Investment
Consultant

Isio

Review of the Fund’s Target Investment Strategy.

Legal - LGPS

Eversheds
Sutherland

Provision of specialist advice on aspects of the laws and
regulations of England relevant to LGPS funds and pools,
Administering Authorities, and scheme employers (in
respect of their participation in the LGPS) e.g. investment
work, benefit administration, employer bodies &
governance work.

Legal – General

Cumbria County
Council Legal
Services

Provision of general advice on laws and regulations
relevant to the Council and the Fund.

Legal – Class
Actions

Institutional
Protection Services
(IPS) / Labaton
Sucharow (class
actions)

To file claims in opt out and opt in shareholder/nonshareholder anti-trust class actions, group investor actions
and Direct actions on behalf of the Fund.

7

Further information can be found in Appendix A-3 of the Fund’s Annual Report.
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Specialism

Company

Key Services provided during the year

Performance
Monitoring

PIRC - Local
Authority Pension
Performance
Analytics

Peer Group Analysis: participation in the Local Authority
Universe and customised analysis.
IFRS Sensitivity Analysis: provision of sensitivity template
to calculate potential volatility for annual report and
accounts.

2.2.10. Investment Managers: The Fund does not undertake any investments directly, it engages
external managers to invest on its behalf. The below table sets out the managers currently
engaged by the Fund to manage its investment assets and the proportion of assets invested
with each manager. This includes BCPP which, as detailed below at 2.3, is the Fund’s chosen
approach to meet Government’s requirement to pool investment assets in the LGPS in England
and Wales.

8

Manager

Core Asset Class

Aberdeen Standard Investments

Direct & Indirect property, UK corporate
bonds and cash

5.9

Apollo Management International

Multi Asset Credit

5.1

Aviva

Long lease property

1.3

Barings

Private Loan Funds

1.8

BlackRock Investment Management 8

Alternatives

0.4

BCPP – see section 2.3 below

Active UK & Global equities, Private Equity
and Infrastructure

33.2

CQS

Multi Asset Credit

4.0

HealthCare Royalty Partners

Healthcare royalties

0.9

Insight Investments

Cash funds and securities

1.3

JP Morgan

Infrastructure

3.8

Legal & General Investment
Management

Passive equities, gilts, cash and currency
hedge

24.0

M&G

Real estate debt & long lease property

1.4

Pantheon Ventures

Private Equity

1.4

Partners Group

Infrastructure & Private Market Credit

3.7

PIMCO Investment Management

Multi Asset Credit

6.2

BlackRock: to June 2012 – remaining funds held until maturity
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Manager

Core Asset Class

SL Capital Partners

Private Equity Secondaries, Infrastructure

2.1

Unigestion

Private Equity Secondaries

1.6

Various including Federated Investors
and Northern Trust

Cash

1.9

% of Fund
at 31/03/21

2.3. Pool governance structure and resourcing:
2.3.1. As noted above, BCPP9 is the Fund’s chosen approach to meet Government’s requirement to
pool investment assets in the LGPS in England and Wales10. It is the Fund’s intention to invest
its assets via BCPP as and when suitable sub-Funds become available.
2.3.2. The Fund is 1/11th equal shareholder in the company11, with the other equal shareholders being
10 other LGPS funds. The diagram below shows the governance structure in place to ensure
that appropriate oversight of BCPP is carried out both from a shareholder and an investor
perspective:

2.3.3. Further details of the Governance structure of the company can be found at:
https://www.bordertocoast.org.uk/app/uploads/2020/05/Border-to-Coast-Governance-CharterMay-2020.pdf .
9

https://www.bordertocoast.org.uk/about/
On 1st November 2016 the Local Government Pension Scheme (Management and Investment of Funds) Regulations 2016
came into force. These regulations and the associated statutory guidance require all of the Local Government Pension
Scheme Funds (LGPS) in England and Wales to combine their assets into a small number of investment pools.
The Secretary of State approved BCPP as meeting the requirements of the Investment Reform and Criteria document by
letter dated 12th December 2016. At its meeting on 17th February 2017, the County Council resolved that BCPP be adopted
as the Council’s chosen approach to meet the requirement to pool assets in the LGPS.
11
Shareholder details: https://www.bordertocoast.org.uk/partner-funds/
10
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2.3.4. From the Fund’s perspective, the key mechanisms enabling it to have appropriate oversight of
the company and hold it to account so as to ensure to the effective stewardship of the Fund’s
assets invested with BCPP include:
a)

The Joint Committee: the Fund is represented on the Joint Committee (by the Chair of the
Pensions Committee) where investment operations of the company are overseen. During
2020/21 the Vice Chair of the LPB was one of the two elected Scheme Member
representatives on the Joint Committee.

b)

Shareholder representative: the Chair of the Pensions Committee (Vice Chair to act in the
Chair’s absence) is appointed as Cumbria’s appointed representative to exercise the
rights of the Administering Authority as shareholder of BCPP12.

c)

The Officer Operations Group and Statutory Officer group: Officers of the Fund attend both
of these groups.

d)

Non-Executive Directors: two shareholder nominated (from partner funds) Non-Executive
Directors have been appointed to the Board of the company who provide oversight of the
Company.

2.3.5. In addition to this:
a)

The Fund monitors and reviews the investment performance of assets managed by BCPP,
with Officers meeting with BCPP quarterly to discuss performance and formally reporting
on performance to the Committee and ISG on a quarterly basis.

b)

Through its contractual arrangements, the Fund requires BCPP to maintain regular
dialogue with companies, other investors and professional advisors, which allows them to
monitor the development of company’s businesses, corporate responsibility, financial
performance, risk management (including those from environmental and social factors),
capital structure, leadership team and corporate governance.

c)

The Fund in its capacity as a shareholder is able to influence the approach taken to
incentives at the pool. The Fund supports BCPP’s approach to reward at the pool, to
ensure long term incentives are aligned with our objectives. As a shareholder, the Fund is
able to consider and approve the amount of, or any increase in, remuneration payable to
any directors at the Company.

d)

The Fund also supports BCPP’s approach to engagement and voting rights to ensure the
companies in which it invests are incentivised to deliver long term shareholder value.
Further details of this can be found in the sections relating to Principles 9, 11 and 12.

12

This was agreed by Full Council at its meeting on 16 February 2017 – minutes detailing agenda item 88 on page 9 at:
http://councilportal.cumbria.gov.uk/documents/g9996/Printed%20minutes%2016th-Feb2017%2010.00%20County%20Council.pdf?T=1
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2.4. Incentivising the integration of stewardship into investment decision-making:
2.4.1. As previously noted, the Fund does not directly invest itself. Instead it appoints investment
managers to do this on its behalf. As such, the Fund seeks to incentivise the integration of
stewardship into investment decision-making both internally (i.e. when setting its Investment
Strategy) and externally (i.e. when appointing specialist advisors and investment managers to
assist its governance processes and deliver its investment requirements).
2.4.2. Internal incentives: The key mechanism for motivating the integration of stewardship into
investment decision-making internally is the Fund’s governance structure. In particular, the
setting of a clear Investment Strategy and investment beliefs and the ongoing monitoring of the
performance of the Fund from the granular level (such as the performance of individual
investments and the ESG activities of the investment managers), through to the strategic level
(such as the triennial actuarial valuation and undertaking in-depth Investment Strategy reviews).
The key activities undertaken in relation to this during the year ended 31st March 2021 are
described at 2.5.2 below.
2.4.3. External incentives: the first step in this process is selecting external advisors and asset
managers which are already closely aligned with the values of the Fund. As such, consideration
of a provider’s ‘fit’ with the Fund is a fundamental element of due diligence work prior to
appointment. Furthermore, the Fund sets out clear requirements through its contracts / service
level agreements. For example:
•

In accordance with the Competition and Markets Authority (CMA) Investment Consultancy
and Fiduciary Management Market Investigation Order 2019, the Fund has set clear
objectives for its Independent Advisors and Investment Consultant. The objectives include
setting a strategy based on the Fund’s goals/objectives and providing advice and
assistance to the Pensions Committee on any other relevant issues that could impact the
Pension Fund’s ability to meet its strategic objectives. During the year the Fund submitted
its annual statement of compliance confirming that it has complied with the CMA’s
requirements. (See Principle 8)

2.4.4. Once appointed, the Fund incentivises providers to align the work they do for the Fund with the
Fund’s requirements and expectations in relation to stewardship through regular monitoring and
evaluation of their performance and engaging with providers on an ongoing basis. For example:
•

As noted in section Pool governance structure and resourcing:2.3 above, the Fund in
its capacity as a shareholder is able to influence the approach taken to incentives at the
pool. The Fund supports BCPP’s approach to reward at the pool, to ensure long term
incentives are aligned with the Fund’s objectives. As a shareholder, the Fund is able to
consider and approve the amount of, or any increase in, remuneration payable to any
directors at the company. The Fund also supports BCPP’s approach to engagement and
voting rights to ensure the companies in which the Fund is invested are incentivised to
deliver long term shareholder value (further details on this are set out in the Principles 9,
11 and 12 at 9.2, 11.1.1 and 12.2 respectively).

2.5. Effectiveness of governance structures and processes in supporting stewardship
2.5.1. The effectiveness of the Fund’s governance structures and processes was demonstrated by
their resilience during a year which was dominated by the COVID-19 pandemic. Key evidence
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of this is that all targets set within the 2020/21 Business Plan were achieved during the year
with key tasks either completed, or ongoing work that is on track for completion and these have
been delivered within the approved budget. Key activities in the plan which relate
2.5.2. Core governance processes relating to the stewardship of its investment assets undertaken by
the Fund during the year ended 31st March 2021:
Activity

Further information

Production and monitoring
of progress of the business
plan for the year

For further details please see 1.3.4 in Principle 1.

Review of the Fund’s Target
Investment Strategy

For further details please see 1.3.7 in Principle 1.

Review of BCPP’s
Responsible Investment
Policy & Corporate Voting
Guidelines

Further details of this work can be found in the Principles 9 and 12 in
this report.
To assist in this review process, in February 2021 the Chair of the
Committee held an informal workshop for members of the Committee

Formal annual review of
Fund policies

This is considered in detail in Principle 5.

Overseeing performance of
the Fund’s Investment
Managers and BCPP

This includes voting and engagement activities and is undertaken
throughout the year with formal reporting to the Committee and ISG
taking place on a quarterly basis.

Production of the Pension
Fund Accounts and Annual
report

The Accounts and Annual Report for the year ended 31 March 2020
were published in accordance with statutory timescales and can be
found at: https://cumbria.gov.uk/elibrary/view.aspx?i d=167885
The Accounts and Annual Report for the year ended 31 March 2021
are currently being drafted and the final documents are due to be
published in September and December respectively.

Identifying and
implementing appropriate
investments to meet the
requirements of the Fund’s
Investment Strategy

During the year the Fund identified and implemented a number of
investments to meet the requirements of its Investment Strategy.
These included:
Investment
Notes
BCPP Multi-Asset
5% of the Fund – agreed by the ISG in
Credit (MAC)
January 2021 – investment due to be
implemented in 2021/22 when the BCPP
MAC fund has been built.
Apollo Total Return
2% of the Fund each – agreed by the ISG in
Fund
September 2020 as part of the
implementation of the interim investment
PIMCO Diversified
strategy.
Income Fund
BCPP Private Equity £70m each – agreed by the ISG in March
Series 1C
2021.
BCPP Private Credit
Series 1C
BCPP Infrastructure
Series 1C
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Activity

Further information

Undertaking its role as a
Shareholder of BCPP
Limited

The Fund attended all Shareholder meetings (formal and informal) of
the company. The Chair of the Committee and an Officer of the Fund
attended all BCPP Joint Committee meetings. In addition, Officers
attended other key governance meetings with BCPP including the
Officer Operations Group, the Statutory Officers group and
Responsible Investment workshops.

Training on relevant matters

For further details please see 2.5.3 below.

Contributing nationally to
the development of policy
and regulation relating to
the LGPS and wider public
sector pensions policy.

During the year the Fund responded to the following consultations:
• The Ministry of Housing, Communities & Local Government
(MHCLG) consultation: Amendments to the Statutory Underpin
(October 2020); and
• The MHCLG consultation: Reforming local government exit pay - A
consultation on the reform of exit payments in local government
(November 2020).

2.5.3. Training: During the year ended 31st March 2021 the Fund agreed its training plan for the period
at its meeting in March 202013. In line with good practice the Fund undertakes a mid-year review
of the training policy and this was considered by Committee in December 202014. As anticipated
in the mid-year report, all topics within the 2020/21 Training Plan were addressed during the
year. In summary:
Planned activity
Provision of appropriate training for Committee members, LPB members and Officers to help build and
maintain a strong culture of good governance; assist in the identification and implementation of
investment beliefs, strategy; and ultimately support and enable effective stewardship.
Actions taken
During the year ended 31st March 2021 the training plan focussed on six key themes, two of which are
directly relevant to the stewardship of the Fund’s investment assets. These, along with the activity
undertaken in relation to them and the outcomes of that activity are summarised below:
Themes:
(B) Awareness of the revised UK Stewardship Code (2020) and how this links to shareholder
engagement, responsible investing and the views of the wider community.
(F) The implications of Climate Change within RI.
Activities:
Training included:
• An in-house training session on the RI landscape and direction of travel for officers and members.
• Officer & Member attendance at a number of training events including the LAPFF Annual
Conference.

13

Agenda item 10: http://councilportal.cumbria.gov.uk/documents/s102691/Pension%2013%2003%2020%20-%20Fund%
20Policy%20Document%20-%20Annual%20Review.pdf
14
Agenda item 10:
http://councilportal.cumbria.gov.uk/documents/s110146/PENSIONS%2018.12.20%20TRAINING%20UPDATE
%20AND%20FUTURE%20PLANNED%20TRAINING.pdf)
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Attendance at regular RI meetings held with BCPP and Partner Funds.
Attendance at regular meetings of the Scottish Asset Owners RI Group.
Webinar attendance - various e.g. a Room 151 webcast on “Climate change, global energy
demand, sustainable real assets & net-zero”.

Outcomes
To assess the efficacy of the training (and to inform the next Training Plan) an annual Training Needs
Assessment Questionnaire (TNA) is sent to all Members and Officers. This asks them to score the
level of their knowledge in each key area and the outcome of this has been fed into the Training plan
for 2021-2022 with focus on those areas that score the lowest.
Training has helped to build and maintain a strong culture of good governance; assisted in the
identification and implementation of investment beliefs, strategy; and ultimately supported and enabled
effective stewardship.
We recognise that RI are an evolving area and the Fund is keen to continue to increase its knowledge
and skills in this area and this will be reflected in future training plans.

2.6. Future improvements
2.6.1. In February 2021 the LGPS Scheme Advisory Board (SAB) published the phase 3 outcomes of
its review of governance in the LGPS15. The Fund has reviewed its governance processes
against the recommendations made by the SAB and has identified areas where its governance
structures and processes could be improved. These were detailed in a report16 taken to the
LPB in July and scheduled to be taken to the Pensions Committee in September 2021.
SAB Recommendation

Cumbria Action Plan

Annual Governance Compliance Statement It is anticipated that these will be incorporated into the
Fund’s Annual Report.
Representation Policy
Roles & responsibilities Matrix
Reporting on Fund Performance (KPIs)
LGPS Senior Officer
Conflicts of Interest Policy

The Fund is awaiting further information from MHCLG
(through statutory guidance or amended Regulations)
before implementing these recommendations..

Administration Policy
Independent Governance Review
Business Planning Process
Training Plan

15
16

Initial review work indicates that the Fund already
meets these recommendations. This will be reviewed
again when final guidance / regulations are issued.

LGPS Scheme Advisory Board - Good Governance (lgpsboard.org)
http://councilportal.cumbria.gov.uk/documents/s115514/Good%20Governance%20Review%20Update.pdf
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PRINCIPLE 3: Signatories manage conflicts of interest to put the best interests of clients
and beneficiaries first
3.1. Conflicts of interest policies
3.1.1. Conflicts of interest, including those relating to matters of investment stewardship, are currently
managed according to Cumbria County Council’s (as the Administering Authority of Cumbria
LGPS Fund) Codes of Conduct. Members (i.e. of both the Pensions Committee and the LPB)
and Officers of the Fund are required to observe the Council’s Members' and Officers’ Codes
of Conduct respectively. The Codes are designed to promote and maintain high standards of
conduct by Members and Officers of the Fund across all activities including the stewardship of
the Fund’s assets. They are out in the Council’s Constitution and can be found at:
• Members’ Code of Conduct and guidance: https://cumbria.gov.uk/councildemocracy/constitution/part4/4b.asp
• Officers’
Code
of
Conduct
(including
conflicts
of
interest):
https://cumbria.gov.uk/council-democracy/constitution/part6/6b.asp
3.1.2. As noted below at 3.4.1, once the anticipated further guidance is issued on implementing the
outcomes of the Scheme Advisory Board’s Good Governance Review, the Fund will look to
introduce an LGPS specific conflicts of interest policy.
3.2. Identification and management of conflicts of interest
3.2.1. The Council delegates responsibility for the management of the Fund to the Director of Finance
(S151 Officer) and the Pensions Committee. This includes the overall responsibility to ensure
that systems, controls and procedures are adequate to identify, manage and monitor Conflicts
of Interest.
3.2.2. In order to be able to identify and manage potential and actual conflicts of interest, Members,
Advisors and Officers responsible for governing the Fund need to have a clear understanding
of them. As such, training is a key tool to ensure Members and Officers are aware of and
understand their responsibilities in relation to the Fund, including the identification and
management of conflicts of interest. Further details on the Fund’s training policy and plan can
be found in Principle 2 at 2.5.3.
3.2.3. Other key steps: the table below sets out the key steps employed by the Fund in the
identification and management of actual and potential conflicts of interest relating to the
stewardship of the Fund’s assets. Case studies of how actual or potential conflicts have been
addressed are set out at 3.3 below.
Identification

Management

Members of the Pensions Committee and
LPB (‘Members’): The Code of Conduct
requires that all Members must declare any
pecuniary or other registerable interests.

Details of the declared interests of Council Members
are maintained and monitored on a Register of
Interests. These are published on the Council’s
website under each Member’s name and updated
on a regular basis e.g. the Chair of the Pensions
Committee:
https://councilportal.cumbria.gov.uk/mgDeclaration

The Code of Conduct requires that Members
consider whether they have an interest in any
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Identification

Management

matter on the agenda for a meeting and if so
whether there is a need to disclose such an
interest.

Submission.aspx?UID=157&HID=1256&FID
=0&HPID=38765077
Full details of the process for the management of
declarations of interests at meetings are set out in
All formal meetings of the Committee and LPB Part 4B section 3 of the Constitution
have ‘disclosures of interest’ as a standing item (https://www.cumbria.gov.uk/councilon the agenda. At that point each Member
democracy/constitution/part4/4b.asp?row=6).
formally considers conflicts of interest they may Unless a dispensation has been granted, they must
have in any item on the agenda or during
then leave the meeting room and may not
discussions throughout the meeting and the
participate in any discussion, vote on, or discharge
outcome is declared in the public minutes.
any function related to the matter.
Advisors to the Fund: In accordance with the
Council’s Constitution17 on appointment
Independent Advisors are required to sign a
declaration statement outlining any potential
conflicts they may have.
Once appointed they must immediately report
any changes of circumstance directly to the
Chair of the Committee for their consideration
and further action should this be necessary.

Post appointment: where a matter arises, which
presents a potential or actual conflict of interest then
the action taken to manage the conflict is considered
by the Chair of the Committee in consultation with
Fund Officers. Examples may include requiring the
Advisor to not participate in the relevant discussion
or to leave the meeting during the consideration of
the matter.
Narrative about consideration of conflicts during the
appointment process is detailed at 3.3.2 below.

Officers of the Fund (‘Officers’): The Officers’
Code of Conduct requires that Officers make a
formal declaration about any financial or nonfinancial interests which could bring about a
potential or actual conflict of interest. Such
declarations should be discussed with their line
manager and submitted using the Council's
online reporting tool.

Where a potential or actual conflict of interest is
identified then the Officer is removed from the
relevant workstream.

Investment Managers: The Fund expects the
asset managers it employs to have effective
stewardship policies including conflicts of
interest and voting & engagement, and that
these are all publicly available on their
respective websites.

The Fund collaborates with other Partner Funds and
BCPP on an ongoing basis through Responsible
Investment workshops and by feeding into the
annual RI policy review to facilitate the alignment of
our approaches to stewardship where possible. See
also 3.3.3 below.

These are considered as part of due diligence
work undertaken prior to the appointment of a
manager and manager policies are informally

The Fund is also working to improve how it engages
with its other investment managers on their
approach to stewardship.

In line with the Officers Code of Conduct the
interactions of officers with Investment Managers is
subject to the requirement for any gifts or hospitality
to be declared and captured by the Fund. Any
promotional material from Investment managers is
collected and raffled annually with proceeds being
donated to charity.

17

Part 2H, Section 3.2(f) https://www.cumbria.gov.uk/councildemocracy/constitution/part2/decisionmakingbodies/2h.asp
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Identification

Management

considered as part of the annual review process Work to date includes entering into an Investment
(see Principle 8).
Oversight Agreement with BCPP whereby the
company provides Funds with an oversight service
in relation to Legal & General’s (LGIM) management
and stewardship of the passive funds including the
provision of a comparison of LGIM and BCPP’s
Responsible Investment Policy and Corporate
Governance & Voting Guidelines (highlighting any
differences between these policies).
Other service providers to the Fund:
consideration of potential and actual conflicts of
interest is undertaken both prior to entering into
a contract for service provision (i.e. at the
procurement stage) and throughout the duration
of the contract.

Procurement: The Fund adheres to the Council’s
Contract Procedure Rules18 which set out a clear
framework for the procurement of goods and
services. The Rules state that Officers must comply
with measures put in place by the Council to identify,
prevent and remedy conflicts of interest which arise
during procurement.

For example, the requirement to undertake a
conflict check to confirm that no conflicts of
Contract management: Where a conflict is identified
interest were present in the tender process
the steps taken will depend on the type of service
recently completed for Legal Services re-tender. provider. For example, if the Legal Services provider
for the Fund is engaged to provide advice for a
different client which creates a conflict of interest or
a significant risk of one; then the Fund would ensure
that the provider adheres to their obligations in
relation to both parties conflicts of interest policies.
Political Interests and beliefs: The primary
mechanism for the identification of potential and
actual conflicts relating to political matters is for
Members of the Committee (particularly the
Chair and Vice Chair who are members of
different political parties), Members of the LPB,
Officers (including the Democratic Services
Officer who supports the Committee) and the
Independent Advisors to the Fund to consider
all matters from a neutral position focussed on
what serves the best interests of clients and
beneficiaries of the Fund.

Whilst not formally stated as such, the Committee
makes decisions on a politically neutral basis in
order to deliver the overriding objective of the Fund
(i.e. to achieve a 100% solvency level over a
reasonable time period and then maintain sufficient
assets in order for it to pay all benefits arising as
they fall due).
Senior Officers posts that are capable of influence
within the Fund are politically restricted by
regulation19.

3.3. Outcomes
3.3.1. All Conflicts of Interest have been managed effectively during 2020/21 and some examples are
detailed below.

18

https://www.cumbria.gov.uk/council-democracy/constitution/part5/5h.asp
Part 1 of the Local Government and Housing Act 1989:
https://www.legislation.gov.uk/ukpga/1989/42/part/I/crossheading/political-restriction-of-officers-and-staff
19
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3.3.2. Service Providers – Independent Advisors: In 2020 the Fund progressed the appointment of a
new Independent Advisor. The outcome of the procurement exercise was that the successful
tenderer held a position with another partner fund in the BCPP ‘pool’. Both Officers and the
Advisor were conscious that this presented a potential conflict and Officers reviewed the matter
accordingly. The outcome of the review was that the nature of the Advisor’s role with the partner
fund was clearly different to their role with the Fund (their role for the partner fund is as an
advisor to its LPB which is a governance oversight body rather than a decision-making body).
The difference between the roles effectively precluded a conflict materialising, particularly in
relation to the investment and stewardship of the assets of the Fund. This is kept under close
review and, to date, no conflicts have been identified.
3.3.3. Management of Stewardship Policies with BCPP: As owners of BCPP, all partner funds are
involved in the development of the key stewardship policies within BCPP, namely the
Responsible Investment Policy and the Corporate Governance and Voting Guidelines. There
is a comprehensive and collaborative joint governance process to ensure that BCPP and each
Pension Fund's own policies on Responsible Investment and Corporate Governance are
aligned, to reduce the possibility of any conflicts in stewardship activity and ensure that RI
activity undertaken by the Pool represents all partner funds beliefs. The annual governance
process involves BCPP officers, partner fund officers, the Joint Committee, BCPP Board and
the individual Fund Pension Committees (for further details see Principle 9 section 9.2.3). The
latest BCPP Stewardship Policies were approved by the Pensions Committee at their meeting
on 18 December 202020 as detailed in the minutes at item 133.
3.4. Future improvements
3.4.1. Fund-specific Conflict of Interest Policy: The Good Governance Review Phase 3 Report
published by Hymans Robertson in February 2021, states that each fund must produce and
publish a conflicts of interest policy. Following the implementation of the statutory guidance,
the Fund will be required to publish a LGPS specific conflicts of interest policy based on the
published Guidance and include conflicts for Pensions Committee members, LPB members and
officers. The Fund will also consider the inclusion of advisors and key contractors within this
policy. Consideration will also be given as to how best to present and publish the Conflicts of
Interest policy to ensure that it is easily accessible to users.

20

https://councilportal.cumbria.gov.uk/documents/g11379/Printed%20minutes%2018th-Dec2020%2009.30%20Cumbria%20Pensions%20Committee.pdf?T=1 (Item 133)
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PRINCIPLE 4: Signatories identify and respond to market-wide and systemic risks to
promote a well-functioning financial system
4.1. Identification of systemic & market-wide risks
4.1.1. The identification of and response to systemic and market-wide risks by the Fund is a key tool
in its approach to addressing barriers to effective stewardship. For example, the incorporation
of ESG considerations, such as climate change, into investment decisions can help improve
long-term value by minimising the risk of, for example, stranded assets and the impact of
regulatory change.
4.1.2. The Fund's risk management process is in line with that recommended by the Chartered
Institute of Public Finance and Accountancy (CIPFA). This is a continuous approach which
systematically looks at risks surrounding the Fund's past, present and future activities, which
includes systemic and market-wide risks in addition to Fund-specific risks. Risk identification is
enhanced through liaison with investment managers, other administering authorities and
regional and national groups, including the SAB, CIPFA, and various investor collaborations
and initiatives (see Principle 10).
4.1.3. Once identified, material risks are documented on the Fund's risk register, which is the primary
control document for the subsequent analysis and classification, control and monitoring of those
risks. The register is formally reviewed on a quarterly basis by the Committee and LPB. (see
Principle 5 at 5.5.3)
4.2. Response to systemic & market-wide risks (examples from Cumbria LGPS risk register
2020/21)
Risk

Response

Performance: Adverse market • Adherence to the Fund’s Investment Strategy ensures that the
movements impact on the
assets of the Fund are invested in a diverse portfolio of
Fund’s long-term performance:
investments, the impact on overall performance is therefore not
e.g.
Global
COVID-19
as extreme as that experienced in any one asset class alone.
Pandemic, inflation etc.
• Potential new investments are closely scrutinised by officers
and Fund Advisors to assess if the product meets the
investment criteria of the Fund.
• The Fund will continue with its approach to Responsible
Investing (including climate change) by not divesting from any
specific sector (e.g. fossil fuels) or investing in any specific
sector (e.g. renewable clean energy). Instead, it considers it
appropriate to have a diverse portfolio of assets that can
maximise return whilst seeking to mitigate investment risks.
• In 2020/21 Q1 the Fund commissioned a “sense check” of the
Investment Strategy Statement for its suitability in light of the
current market environment following the impact of the COVID19 pandemic on financial markets. The results of this sense
check were reviewed by the ISG in September 2020 and again
in February / March 2021. The resulting proposed Target
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Risk

Response
Investment Strategy was approved by the Pensions Committee
in March 2021.

Regulatory Changes: There
is a risk that the LGPS is
mandated to invest in
particular markets or risks that
may otherwise impact onto the
sovereignty of the Fund.
This may be caused by
government
policy
or
amendments to regulations.

• Officers of the Fund respond to government consultations where
relevant to help influence policy.
• Where relevant, the Fund will support lobbying or lobby directly
to ensure that its voice is heard in the development of national
policy.
• Officers within the Fund ensure that they are aware of
impending amendments to regulations and advise Pensions
Committee and the LPB (and, where relevant, employers and
scheme members) in a timely way as to any amendments and
their impact to the Fund.

4.3. Working with other stakeholders and industry initiatives to promote a well-functioning
financial system
4.3.1. The Fund is a relatively small participant in the financial system and markets. As such, it is best
placed to promote the continued improvement of the functioning of financial markets by working
in partnership with other stakeholders and industry initiatives and by focussing on specific areas
of risk.
4.3.2. During 2020/21, the COVID-19 pandemic was a key areas of focus for working in partnership.
Section 4.4 below sets out how the Fund has worked with its principal partner (BCPP) to address
this. In addition to this, through its membership of and engagement with LAPFF the Fund has
also supported work undertaken by the Forum to scrutinise the structure of wider market
regulation within the UK as described at 4.5 below.
4.4. BCPP and COVID-19
4.4.1. As a defined benefit scheme LGPS pensions are not impacted by short term market events and
BCPP, as an LGPS pooling company, is therefore a long-term investor. In recognition of this
throughout the COVID-19 pandemic the company maintained focus on what it believes is a
sustainable investment strategy to protect the long-term interests of its beneficiaries. Its
investment strategy and approach were unaffected, with relatively few changes made to
underlying portfolio holdings.
4.4.2. Activity: BCPP did, however, recognise that the outbreak of COVID-19 brought challenges to
financial markets, to the way that people work and to the companies that BCPP invest in. In
response to this, BCPP worked closely with their underlying investment managers to
understand the impacts of the crisis on portfolio companies. The managers responded quickly
to the developing crisis and have made significant efforts to update investors by remote access
meetings. Discussions were held with companies on capital allocation, remuneration and
bonuses, human capital and supply chain management, and they continue to monitor the
actions taken in these areas. BCPP took a pragmatic approach with respect to voting, for
example taking a case-by-case approach with respect to dividend cancellations, equity issues
and share buybacks.
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4.4.3. Outcome: At the time of writing the pandemic and its impact are ongoing however, following a
significant dip in March 2020, capital markets experienced a V-shaped recovery during 2020/21.
Whilst this was predominantly driven by the liquidity injection through fiscal and monetary
stimulus, the actions taken by responsible investors such as BCPP during the pandemic have
assisted in the recovery process.
4.5. LAPFF & Market Regulation
4.5.1. Activity: LAPFF has done a significant amount of work scrutinising the structure of wider market
regulation within the UK. As reported in its 2020 Annual Report, LAPFF identified the role and
structure of the Financial Reporting Council (FRC) as a root cause to a well-functioning market
and campaigned for an overhaul of this body. LAPFF also engaged with the Financial Conduct
Authority (FCA) for a period of time on this matter.
4.5.2. Outcome: In March 2019, the government announced that the FRC would be replaced by a new
regulator, the Audit Reporting and Governance Authority (ARGA). LAPFF sees this as an
opportunity to create a more stable, transparent and effective regulatory environment to
promote a well-functioning market that will allow members to align their investments better with
stewardship goals.
4.6. Future improvements
4.6.1. During 2020/21 and into 2021/22 BCPP has developed a standalone Climate Change Policy in
collaboration with Partner Funds. The policy will sit alongside the company’s Responsible
Investment Policy and other associated policies. During 2021/22 the Fund will continue to work
with BCPP and its partner funds to evolve its approach to addressing climate risk.
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PRINCIPLE 5: Signatories review their policies, assure their processes and assess the
effectiveness of their activities
5.1. Introduction
5.1.1. The Fund’s policies are the mechanism through which the Fund expresses and implements its
investment beliefs, strategy and culture. They provide the framework for effective governance
and stewardship – both of Fund assets and of the Fund as a whole. The current Fund Policy
document can be found at: https://www.cumbria.gov.uk/Finance/finance/cumbrialgps.asp
5.2. Review Process
5.2.1. To ensure that the Fund’s policies remain fit for purpose (i.e. continue to reflect the Fund’s
purpose and investment beliefs as well as meeting regulatory requirements) the Fund updates
its policies when required throughout the year. The review process seeks to ensure that the
policy document complies with the requirement that it is fair, “balanced and understandable”.
As such, it incorporates both fundamental changes, e.g. due to regulatory and/or legal changes,
and more minor ‘housekeeping’ amendments for example to reflect the change to the financial
year, to simplify language and to correct spelling, grammar, punctuation.
5.2.2. Any proposed changes to individual Policies are considered and approved at the next quarterly
meeting of the Pensions Committee. In addition to this the Fund follows best practice and the
Pensions Committee formally reviews the Fund Policy Document at least annually. The review
of the policies that were in place for the 2020/21 year was undertaken in March 2020, and can
be found at: https://councilportal.cumbria.gov.uk/documents/s102691/Pension%2013%
2003%2020%20-%20Fund%20Policy%20Document%20-%20Annual%20Review.pdf.
5.2.3. Furthermore, the LPB, in their role in assisting the administering authority to ensure the efficient
and effective governance of the Cumbria LGPS, review all Pensions Committee papers at their
quarterly meetings. Whilst the LPB has no remit as a decision-making body, as the Fund’s
Policies are a key governance tool, it is important that they give Fund Policies appropriate
consideration. As such, arrangements have been put in place for the LPB to undertake ‘deep
dive’ reviews of individual policies as part of their remit.
5.3. Sources of assurance
5.3.1. Cumbria Local Pension Board (LPB): As detailed in Principle 2, the LPB’s role is to assist CCC
to fulfil its functions in relation to all aspects of governance and administration of the Pension
Fund. As such, it plays an integral part in providing assurance that the Fund is undertaking its
governance and stewardship effectively and appropriately. For further details of the LPB please
see 2.2.3
5.3.2. External Audit: The annual Fund Accounts for the Cumbria LGPS are subject to external audit
by Grant Thornton. The External Auditor prepares an ‘Audit Findings Report’ in accordance with
the requirements of the Local Audit and Accountability Act 2014, the National Audit Office’s 2015
Code of Audit Practice, the Statement of Responsibilities issued by Public Sector Audit
Appointments (PSAA) Ltd, auditing standards and other professional requirements. This work
provides assurance that the financial statements of the Fund, which include details of investment
performance and other core stewardship information such as expenditure in relation to budget,
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present a true and fair view of the financial transactions during the reporting year and of the
amount and disposition of the Fund’s assets and liabilities at the end of that year.
5.3.3. Internal Audit: Internal controls are in place to ensure procedures and policies are followed.
Internal Audit undertake an audit of the control environment, subject to a pre-agreed remit, to
provide an assessment on the internal controls in operation and whether they are applied
consistently.
5.3.4. Actuary: The Actuary prepares the valuation and sets the contribution rates to ensure Fund
solvency and long-term efficiency with due regard to LGPS Regulations. The Actuary is
instrumental in assisting the Fund in the production of its Funding Strategy Statement and the
Actuary’s valuation assumptions play a key role in the development of the Investment Strategy
Statement (both of which are key stewardship policy documents).
5.3.5. Independent Advisors: The Fund appoints two external Independent Advisors, whose remit
includes the provision of clear, concise and understandable investment and governance advice
to the Committee and the ISG; and supporting the Committee, ISG and Officers in developing
and reviewing the Investment Strategy Statement relevant to the Fund’s current funding level
and risk appetite. Their input into and challenge of the Fund’s approach to the stewardship of
its assets is integral to providing assurance to the Committee that the Fund’s approach to
stewardship is efficient and effective.
5.4. Reporting
5.4.1. The Fund employs a variety of methods to seek to ensure is stewardship reporting is fair,
balanced and understandable. In addition to the sources of assurance set out above at 5.3
these include:
• Tailoring information to the target audience – for example reports to the ISG are
designed to reflect the technical nature of the Group whilst this report and the Fund’s
Annual Report are written for a more general audience and look to employ plain English
throughout.
Please see Principle 6 section 6.5.1 for more detail on Fund
communications.
• Seeking external feedback – for example employers were asked for feedback on the
content and format of the online presentations provided in place of the annual meeting
of the Cumbria Pensions Forum in 2020.
• Internal review – reports to the Committee, ISG, Board and publicly available reports are
all subject to robust internal review by at least two officers other than the author.
5.5. Outcomes during 2020/21
5.5.1. Investment Strategy Statement: This has been updated to include details of the new Target
Investment Strategy proposed for approval by Pensions Committee, together with more
information on the activities of the Fund in respect of Responsible Investment. Further details
of this are set out in Principle 1 at 1.3.7 A in this report.
5.5.2. Training Policy & Plan: This has been updated to ensure continued compliance with tPR’s
expectations for Member and officer training and its requirements in relation to acquiring and
maintaining an appropriate degree of knowledge and understanding. The training plan has been
updated to incorporate areas highlighted following the completion of the annual training needs
assessment questionnaires. See 2.2.7 in Principle 2
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5.5.3. Internal Control and Risk Management Policy: Whilst the policy itself was not materially
amended during the year, the Fund’s Risk Register was updated throughout the year with key
changes including the impact of the COVID-19 pandemic on both the investment assets and the
administration of Fund. The updating of the Register enabled the Fund to actively manage its
risks through a particularly challenging year with key responses to the increased risks including
a ‘sense-check’ of the Fund’s Investment Strategy as detailed in Principle 1 at 1.3.7 A in this
report.
5.5.4. Stewardship Report: This document – of which this is the first edition - is a key mechanism for
reporting the stewardship activities and outcomes of the Fund. It has been drafted by Officers
following collaboration with other partner funds and discussion with BCPP and their ESG
specialists who are directly involved with the key stewardship activities that we undertake. The
report has been subject to robust internal review, ahead of approval by the Committee before
inclusion within the Annual Report and Accounts.
5.6. Future improvements
5.6.1. As previously noted the LGPS Scheme Advisory Board has undertaken a Good Governance
Review and the recommendations arising following this work include the introduction of a
biennial Independent Governance Review of administering authorities’ governance
arrangements. Once the details have been confirmed and the anticipated guidance supporting
this has been issued, the Fund will work to implement the process. This should provide a further
level of assurance that the Fund’s governance processes are operating efficiently and
effectively.
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PRINCIPLE 6: Signatories take account of client and beneficiary needs and communicate
the activities and outcomes of their stewardship and investment to them.
6.1. Scheme structure: Details of the scheme structure are set out in section 1.1 of Principle 1.
6.2. Beneficiaries - scheme members and employers
6.2.1. Scheme members are predominantly employees and ex-employees of local public sector
organisations including local authorities, the police authority (non-uniformed), schools, and
academies. Additionally, a small number of scheme members are employees and exemployees of either community bodies or private companies to whom services and therefore
staff have been contracted out. Membership as at 31st March 2021 was:

People
Percentage
Average age21

Active
Members
17,370
29.7%
50.4

Deferred
Members
23,535
40.3%
50.9

Active
Total
Pensioners Beneficiaries
17,506
58,411
30%
100%
71.3
n/a

6.2.2. As at 31st March 2021 there were 124 employers in the Fund:

6.3. Investment time horizon
6.3.1. The Fund is a defined benefit pension scheme which is open to new members. This means that
the Fund is investing to pay pension benefits to its members over a considerable timescale
going forwards and that timescale continues to extend as new benefits accrue. As such, the
Fund’s ultimate investment time horizon is very long-term.
6.3.2. Whilst its ultimate investment horizon is very long-term, the overriding objective of the Fund is
to achieve a 100% solvency level over a reasonable time period and maintain sufficient assets
in order for it to pay all benefits arising as they fall due. To assist it in achieving this and to
inform it of its progress in relation to this objective, the Fund sets a deficit recovery period as
21

Pension weighted as at the most recent actuarial valuation date (31 st March 2019)
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part of its triennial valuation. The latest triennial actuarial valuation was undertaken as at 31st
March 2019 and the Fund and its Actuary agreed recovery period of 12 years.
6.3.3. Activities to achieve both the ultimate investment time horizon and deficit recovery are
articulated within the Fund’s published Funding Strategy Statement (FSS) and Investment
Strategy Statement (ISS). This is considered further below at 6.6.1.
6.4. Seeking the views of beneficiaries – how and the reason for the chosen approach:
6.4.1. The Fund’s framework for communications and its communication programme is set out in its
administration and communications policy22. This includes information relating to both methods
and frequency of communications to beneficiaries (which are referred to as ‘stakeholders’ in the
policy).
6.4.2. The ultimate beneficiaries of the Fund are its scheme members. However, as scheme member
benefits are determined by regulation rather than the performance of the Fund’s assets (benefits
payable under the Fund are guaranteed by statute and thereby the pensions promise is secure
for members), the Fund recognises that employers in the Fund (a significant proportion of which
are funded by local taxpayers) are key beneficiaries. This is because, from an investment
stewardship perspective, employers bear the majority of the financial risk and reward.
6.4.3. The nature of the Fund’s beneficiaries is reflected in the key channels it uses for seeking the
views of its beneficiaries in relation to the stewardship of its investment assets. These are
summarised below at 6.4.4 to 6.4.8.
6.4.4. Pensions Committee: As detailed in Principle 2 (2.1.3) the core functions of the Administering
Authority are delegated to the Pensions Committee. As such, it is the key decision-making body
for the Fund. The membership of the Committee reflects risk and responsibility of the Fund’s
beneficiaries of the Fund discussed at 6.4.2 above. In the main, the Fund seeks the views of
the Committee through formal quarterly meetings23. The members of the Committee can,
however, meet informally under certain circumstances e.g. in February 2021 members of the
Committee met informally for a workshop on responsible investment.
6.4.5. Investment sub-group: In recognition of the complex and technical nature of some elements of
stewardship information (particularly in relation to investment asset performance) more detailed
consideration of certain matters is undertaken by the Section 151 Officer in consultation with
the ISG. Further details of the ISG are set out in Principle 2 (.2.1.3)
6.4.6. Local Pension Board (the LPB): As detailed in Principle 2 (2.1.3), the LPB’s role is to assist
CCC to fulfil its functions in relation to all aspects of governance and administration of the
Pension Fund. As such, whilst it is not a decision-making body, it performs a core governance
function an important element of which is being representative of scheme members and
employers. This is reflected in the membership of the LPB and the appointment process for the
22

In accordance with regulation 61 of the Local Government Pension Scheme Regulations 2013 the Fund prepares,
maintains and publishes a written statement of its policy concerning communication with members, representatives of
members and employing authorities (‘the Policy’). The Policy forms part of the Fund’s Administration Policy and can be
found at section 3 of its Policy Document at: https://cumbria.gov.uk/elibrary/view.aspx?id=179122
23
The Committee is what is often referred to as a ‘Section 101’ Committee (as per section 101(1) of the Local
Government Act 1972) and it must therefore adhere to the requirements of that Act.
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LPB. In the main, in accordance with good practice, the Fund seeks the views of the LPB
through formal quarterly meetings.
• In 2020/21 the pandemic impacted on two quarterly meetings of the LPB. The formal
meetings were cancelled however, in order to ensure that the Board was able to continue
to undertake its governance role during this period, a comprehensive briefing note was
drafted to provide an update on matters which would ordinarily have been considered in the
cancelled meetings. This was supplemented by an informal meeting of the Board to ensure
that the cancellation of the formal meetings had no detrimental impact on the delivery of
services or the Council’s governance arrangements.
6.4.7. Cumbria Pensions Forum (the Forum): As detailed in Principle 2 (2.1.3), the purpose of the
Cumbria Pensions Forum is to seek the views of stakeholders within the Cumbria LGPS and
provide information on performance across the management disciplines of the Fund and discuss
items of common interest in relation to pensions. The Forum meets annually and consists of
both Employer and Employee Representatives as detailed in the Constitution.
• The impact of the COVID-19 pandemic in 2020/21 meant that it was not possible to hold a
formal meeting. Instead, the matters which would have been discussed at the meeting
were covered in two recorded sessions which were made available online to all members
of the Forum and members of the Forum were encouraged to raise any queries or
comments they might have addressed in the meeting.
6.4.8. Formal consultations with employers: In addition to the above channels for communications with
beneficiaries, the Fund also undertakes formal and informal consultations with employers
including:
• where it is proposing material changes to its Administration Strategy;
• where it is proposing material change to its Funding Strategy Statement (FSS); and
• during the triennial valuation process.
During the year ended 31st March 2021 the Fund consulted on changes made to its Admissions
and Termination Policy in response to regulatory changes.
6.4.9. Wider stewardship i.e. communications relating to administration: The purpose of the Fund is to
provide pension benefits for its members and communications about member benefits are
therefore fundamentally important. As such, the Fund’s administrator – Local Pensions
Partnership Administration Ltd (LPPA) – has a clear plan of core communications to members
on matters such as annual allowances, member annual benefit statements and pensions
increase. In addition to this, LPPA provides members with an annual newsletter which provides
information on key issues and news in relation to LGPS pensions.
6.5. Seeking the views of beneficiaries – what has been communicated and what actions have
been taken as a result
6.5.1. The following tables set out some key examples of the communication of matters relating to the
stewardship of the Fund’s assets (where possible reports that are presented to the Committee
and LPB are available on the Council’s website for to public to review) and actions taken as a
result of the feedback from those communications:
Investment performance (at Fund and manager level)
To whom?

ISG, Committee & LPB*
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When?

Quarterly

How?

A detailed written paper and supporting report from the Fund’s Custodian along with
performance reports from the Fund’s key Investment Managers is presented to the ISG.
A summary report, including the ISG report, is presented to the Committee on a
quarterly basis.

Outcomes & Key actions and outcomes in 2020/21 included:
actions
• In response to concerns raised by the ISG and the Committee in light of the impact
of the pandemic on global investment markets a ‘sense check’ of the Fund’s
Investment Strategy was undertaken. The outcome of this was that a revised
Strategy was formulated with the assistance of the Fund’s Investment Consultant
and its Independent Advisors. This was considered and agreed by Committee in
March 2021; and
• During it meeting in November 2020, the ISG raised concerns regarding high street
retail. In response to this a special meeting of the group was held in January 2021
to consider the matter in relation to the Fund’s directly held property portfolio. The
outcome of this was that the ISG noted the positive steps undertaken by the
Investment Manager in response to the area of concern. The Fund continues to
monitor the position however no further additional action was identified as required.
* Pensions Committee papers are all made available to the LPB and a summary paper, detailing the key matters
considered and decisions taken, is presented to the LPB on a quarterly basis.

Monitoring against strategic asset allocation targets
To whom?

ISG, Committee & LPB*

When?

Quarterly

How?

Included in a written paper presented to the ISG (which is included as an appendix to a
summary report presented to the Pensions Committee also on a quarterly basis).

Outcomes & The Fund was in the process of implementing a revised Investment Strategy when the
actions
pandemic struck. The timing resulted in the Fund holding a higher level of cash than
normal. In recognition of the need to balance the potential impact of this on Fund
performance with the risks of investing in what at the time were very volatile markets
officers sought the views of the ISG. The outcome of this was that an interim Investment
Strategy was agreed and investment decisions taken (in consultation with the ISG) and
implemented to reduce the level of cash held over a period of time as market volatility
reduced.
The Fund’s approach to Responsible Investment and voting & engagement activity
To whom?

Everyone: information on the Fund’s approach to RI is available on the Fund’s website
at:
https://www.cumbria.gov.uk/elibrary/content/internet/536/654/1129/17170/
43754134337.docx

When?

The RI document is available online at all times.
Voting and engagement activity is reported on a quarterly basis.

How?

The Fund’s approach to RI approach was formulated in consultation with the Committee.
The Fund’s approach to RI was most recently considered through a workshop in
February 2021.
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The Fund’s voting activity is published online under the heading ‘Share Voting Record’
at: https://www.cumbria.gov.uk/Finance/finance/cumbrialgps.asp
A summary of activity is also reported in a quarterly paper presented to the Pensions
Committee.
Outcomes & Key area of discussion during the workshop included climate change, Board
actions
representation and political donations and lobbying. The outcomes of the workshop
were fed into discussions with BCPP on RI and corporate voting and did not require any
material changes to the Fund’s published approach to RI.
Details of the actions taken and outcomes of voting and engagement activity are set out
in Principles 9 and 12 in this report
6.6. How the needs of beneficiaries have been reflected in stewardship and investments
aligned with an appropriate time horizon
6.6.1. The Fund’s ISS and its FSS (as referenced at 6.3.3 above) are designed to reflect the needs of
the Fund’s beneficiaries. The FSS summarises the key needs of the Fund’s beneficiaries in
terms of funding and sets out how it will seek to meet them and over what timescales - employer
contributions are set at such a level to achieve full solvency in a reasonable timeframe and also
to achieve long term cost efficiency.
6.6.2. The ISS articulates how the Fund will responsibly allocate its investments in order to create
long-term value for beneficiaries and meet its funding requirements. The ISS includes details
of the Fund’s target investment asset allocation, as summarised below along with the actual
amounts invested (globally) as at 31st March 2021.
Target investment asset allocation:

Actual investment asset allocation as at 31st March 2021:
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PRINCIPLE 7: Signatories systematically integrate stewardship and investment, including
material environmental, social and governance issues, and climate change, to fulfil their
responsibilities
7.1. Introduction
7.1.1. As detailed in Principle 1, the Fund’s investment beliefs and approach to assessing investments
are set out in its Investment Strategy Statement. This includes our belief, as long-term
investors, that integrating ESG considerations into the investment management process
improves risk adjusted returns. As such, the Fund seeks to systematically integrate stewardship
and investment to fulfil its responsibilities as set out below.
7.2. Investing with BCPP
7.2.1. As previously noted, BCPP is the Fund’s chosen approach to meet Government’s requirement
to pool LGPS investment assets. A significant benefit of the BCPP pool is that it has an inhouse dedicated responsible investment team along with an external specialist stewardship
partner – Robeco24. This means that it is able to effectively integrate responsible stewardship
throughout its investment process.
7.2.2. Details of how BCPP does this are set out in its Responsible Investment (RI) Policy (section
9.2.3 of this report describes how the policy has been formulated in conjunction with partner
funds including Cumbria), key elements of which are summarised below.
7.2.3. Overall approach: ESG factors are fully incorporated into BCPPs investment decisions across
all investment portfolios and asset classes.
7.2.4. Factors considered: BCPP focusses on those which could cause financial and reputational risk.
Of particular relevance are factors which could cause environmental and reputational risk
ultimately leading to a reduction in long-term value. Issues considered include, but are not
limited to:

7.2.5. Integration into internally managed listed equities: ESG data and research from specialist
providers is used alongside general stock and sector research; it is an integral part of the

24

To fulfil stewardship objectives BCPP has appointed Robeco as its voting and engagement service provider. Robeco
provides active ownership services to institutional investors such as BCPP in accordance with agreed corporate voting
guidelines.
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research process and when considering portfolio construction, sector analysis and stock
selection. The Head of RI works with colleagues to ensure they are knowledgeable and fully
informed on ESG issues. Information from engagement meetings is shared with the investment
team to increase and maintain knowledge, and ensure voting and engagement is not detached
from the investment process.
o A recent example of the outcome of this process was the decision not to invest in the recent
initial public offering of Deliveroo due to the very aggressive valuation, governance concerns
regarding the share class structure and the treatment of employees.
7.2.6. Integration into externally managed listed equities: RI is incorporated into the external manager
appointment process including the ‘request for proposal’ (RFP) criteria and scoring and the
investment management agreements. The RFP includes specific requirements relating to the
integration of ESG by managers into the investment process and to their approach to
engagement. BCPP expect to see evidence of how material ESG issues are considered in
research analysis and investment decisions.
The monitoring of appointed managers by BCPP includes assessing stewardship and ESG
integration into the investment process and ongoing management of the investments held in
accordance with the approved policies. Both the BCPP Investment Committee and the Funds
Pensions Committee require that all asset managers report on stewardship and ESG matters
on a regular basis and be responsive to any queries.
7.2.7. Integration into Private Markets: ESG issues are considered as part of the due diligence process
for all private market investments. This includes assessing a manager’s ESG strategy through
a specific ESG questionnaire and supplementary interviews. Managers are requested to report
annually on the progress and outcomes of ESG related values and any potential risks and
ongoing monitoring includes identifying any possible ESG breaches and following up with the
managers concerned.
o As a result of this process BCPP engaged with a venture capital manager to further develop
its RI policy and formalise its integration of detailed due diligence ESG factors. The manager
welcomed this approach, and which led to improvements to its RI policy and the inclusion of
ESG as a standard part of the investment memo.
o An annual monitoring questionnaire was issued to all private market managers in January
2020, and all 33 covering private equity, private credit and infrastructure responded. They
will continue to work with these managers to encourage them to develop their RI practices.
7.3. Investing with other Investment Managers
7.3.1. The Fund considers the ESG credentials, policies and procedures as part of the appointment
process for all prospective managers with the aim of ensuring that ESG is well established in
the managers appointed. All Managers were required to be a signatory to the 2012 Stewardship
Code and should now be working towards the new requirements of the Stewardship Code by
2021. The Fund expects its Managers to incorporate ESG factors into their investment process
and demonstrate the outcomes being achieved through this activity. The Fund is developing
how it incorporates RI within the ongoing monitoring of all managers, including private markets.
See Principle 8 for further details.
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7.3.2. The Fund monitors the asset manager’s stewardship activities, including their involvement in
collaborative engagement activities, such as supporting the Transition Pathway Initiative, and
Climate Action 100+. For further information relating to Collaborations see Principle 10 at 10.4.
7.3.3. Examples of how the Fund and its other Investment Managers integrate stewardship and
investment include:
A.
Passive Global Equity – Legal & General (LGIM):
Although LGIM do not actively choose the investments in the underlying companies within the
index, they aim to use their influence and scale to promote better regulation to improve the entire
market as a key driver of long-term growth. This includes working with key policymakers, such
as governments and regulators, and collaborating with asset owners to bring about positive
change. A key pillar of their approach to index strategies is active ownership: encouraging
companies to consider sustainability risks, develop resilient strategies and consider their
stakeholders. Further information regarding their approach to ESG integration in relation to
indexed funds can be found in the following report at:
https://www.lgim.com/landgassets/lgim/_document-library/esg/lifting-the-lid.pdf
LGIM have developed proprietary ESG scores for companies through a partnership between
the Index and Investment Stewardship teams, and have made them publicly available for
thousands of companies who can identify and tackle gaps in their strategies and their
disclosures, thereby contributing to better market outcomes. Their Stewardship Code 2020 can
be viewed at https://www.lgim.com/uk/ad/responsible-investing/active-ownership/, which
provides further examples of their ESG integration.
B.
Direct property portfolio - Aberdeen Standard Investments (ASI):
ASI have developed an Impact Dial tool which the Fund plans to access. ASI’s ESG Impact
Dial tool groups material sustainability indicators into four main categories:

These categories inform the Real Estate ESG House View. This approach will allow the
identification and promotion (where relevant) of material ESG risks and opportunities relevant
to a fund’s investment strategy, sector and geography. These will guide the prioritisation and
integration of ESG factors at the fund and asset level, whilst providing a structure for
engagement with, and reporting to stakeholders.
Examples of how ASI’s integration of stewardship and investment have informed investment
decisions include:
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Through the process of ASI assessing the properties for their energy performance rating, a
property in Scotland was assessed as not being expected to meet the required standard at
the next lease renewal. An action plan was produced and at the expiration of the lease the
property is now undergoing a refurbishment; once complete the energy performance rating
will be reassessed and it is anticipated that it will then meet the required standard.
In addition, through ASI’s positive engagement with the occupier of a property to reduce
energy costs and emissions, the occupier has progressed a Grid application for the
installation of Solar panels which is expected to complete later in 2021, with both a cost
saving and a 30% reduction in the use of electricity.

C.
Infrastructure - JP Morgan (JPM) Infrastructure Investment Fund (IIF)
JPM use an ‘ESG Due Diligence Checklist’ when evaluating opportunities, and this was updated
in 2020 to focus the analysis on material ESG considerations aligned with the ‘ESG in Action’
framework. This framework prioritises key components of ESG that fit within the organisations
strategy, risk management systems and culture namely safety; culture; customer; community;
cyber and climate.
Examples of how JPM has worked with some of the assets held in the Global Infrastructure
portfolio to maintain and improve ESG activities include:
o Summit Utilities (USA) supports non-profit organisations that focus on food insecurity,
environmental issues, the arts and many other efforts that help build local economies and
communities in each area that Summit operates. In 2018, Summit set a companywide goal
for employees to contribute at least 400 hours volunteering with non-profit organizations in
the communities it serves.
o North Queensland Airports (Australia) - Cairns Airport is committed to continuous
improvement and strives to meet industry best practice, lead as an influential example and
operate in an environmentally responsible and sustainable manner. A number of initiatives
such as LED lighting, water efficiency regulators, recycling and waste audits have been
implemented.
Further information regarding their approach to ESG integration can be found in the following
report
at
https://am.jpmorgan.com/content/dam/jpm-amaem/global/en/institutional/communications/luxcommunication/JPMAM_ESG_Integration_Brochure.pdf
7.4. Future improvements
7.4.1. The Fund plans to continue to work with Investment Managers to make improvements in asset
classes that are less developed in this area, for example:
o The Fund will clarify with Investment Managers about the extent to which ESG factors are
incorporated into RFPs for Alternatives etc, & plan to enhance going forward; and
o The Fund has developed a questionnaire to draw out how managers incorporate ESG
factors into decision-making for new investments as well as ongoing monitoring of managers
and the underlying investments especially in the less established asset classes of private
markets, which they will continue to send out on an annual basis. See Principle 8.
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PRINCIPLE 8: Signatories monitor and hold to account managers and/or service providers
8.1. Introduction
8.1.1. As described in Principle 7 ESG integration involves assessing, monitoring and engaging with
investment managers. The monitoring aspect is covered in more detail within this Principle.
By closely monitoring investment managers and other service providers, the Fund can
continuously review their policies, procedures and portfolio positioning to ensure alignment with
the Fund’s underlying investment beliefs and objectives. The Fund monitors its investment
managers and service providers, to hold them to account in the following ways:
8.2. Investment Managers
8.2.1. Ongoing performance is reviewed quarterly in addition to the annual and longer-term investment
performance being reviewed in detail. The Fund operates a three tier performance monitoring
framework:
8.2.2. Tier 1: Officers and Advisors undertake detailed monitoring of Investment Managers. This
includes the following activities, the outcomes of which are subsequently summarised and
reported at tier two and three as appropriate.
a.

Quarterly monitoring of investment performance of the Investment Managers against both
benchmark and target returns.

b.

Monitoring ESG activities - in early 2021 the Fund compiled an annual RI-ESG
questionnaire which it sent to all investment managers for completion. The questions
were designed to assist with production of this Stewardship Report, whilst at the same
time improving the Fund’s current level of understanding of their Investment Managers
activities in this area. All Managers responded within the given timescale and the
information provided has been reviewed internally. This will be updated on an annual
basis to further enhance the Fund’s understanding of the work undertaken on our behalf
by Investment Managers across all asset classes.

c.

Annual meeting with key Investment Managers - Officers and Advisors meet with
managers which hold greater than 4% of the total Fund investments including future
commitments formally at least annually and report their findings from these meetings to
the ISG.

d.

An annual review of Investment Manager Internal Control Reports - this review seeks to
ensure that Managers exercise reasonable care and due diligence in its activities on behalf
of the Fund. Any concerns identified are reported to the Committee and the managers
are challenged to explain any weaknesses.

e.

All investment managers have clear written mandates, governed by the Fund’s strategic
objectives and Pension Investment Regulations and are reviewed regularly by officers and
the Committee.
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f.

Local Authority Pension Performance Analytics (LAPPA): Using LAPPA (through PIRC)
enables the Fund to view its investment performance within a long-term, peer group
context and provides some insight on the degree of skill that is being brought to bear on
the Funds management, enhancing governance and improving decision making. The
peer group Universe constructed by LAPPA currently comprises 63 funds with an
aggregate value of almost £180bn (over two-thirds of local authority pension fund assets).
The Fund receives quarterly reports.

g.

CEM Benchmarking: CEM benchmarking compares cost, performance and risk against a
universe of local and global public and private pension funds. The annual CEM report
provides an independent means to validate strategy and provide accountability.

8.2.3. Tier 2: the ISG monitors individual manager performance on a quarterly basis. The ISG is
responsible for the establishment and review of performance benchmarks and targets for
investment. The ISG receives a quarterly report covering every manager, which sets out
performance results and a broad range of metrics. Should there be any items of concern, the
ISG escalates such matters to the full Committee.
8.2.4. Tier 3: The Committee review the total Fund investment performance against its bespoke total
benchmark return and receive a report on performance from the ISG (both on a quarterly basis).
The Committee is responsible for strategic decision making and oversight and makes ‘hire/fire’
decisions or see managers due to escalation from the ISG.
8.3. Monitoring of the Fund’s chosen pooling provider - BCPP:
In recognition of the important role that BCPP plays, the Fund – along with its partner funds in
the pool - has enhanced monitoring arrangements with the company. These are described in
Principle 2 at sections 2.3.4 and 2.3.5 of this report.
8.4. Monitoring other Service Providers
8.4.1. Investment Advisors: Committee members are surveyed regularly for their views on quality of
advice given by the Investment Advisors. Furthermore, the Investment Advisor are monitored
annually against an agreed set of objectives. Monitoring during 2020/21 identified that the
service provided met the needs of the Fund.
8.4.2. Investment Consultants: In line with good practice, Pensions Regulator guidance and the
Competition and Markets Authority requirements, the Fund’s Investment Consultants are
monitored annually against an agreed set of objectives. These objectives are reviewed on a
regular basis. The original objectives for Isio were set on the assumption that the work on the
review of the Fund’s Investment Strategy Review would conclude in 2020. However, concerns
about the impact of the pandemic on investment markets and Fund risk and returns meant that
further review work was required and the timescale for Isio’s involvement was therefore
extended. In recognition of this extension and in line with good practice and the Pensions
Regulator’s (tPR) guidance, the Fund undertook an exercise to refresh the objectives for Isio
and assess their performance to date against their original objectives. Monitoring during 2020/21
identified that the service provided met the needs of the Fund.
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8.4.3. Custodian: Following a re-tender for the Fund’s custodian services, the Fund appointed
Northern Trust Company (previously State Street Bank & Trust Co) from 1 October 2020 as
custodian. Following an initial bedding in process the Fund is in discussion to agree quarterly
KPIs. Performance will be assessed on an annual basis in a formal review meeting. Monitoring
during 2020/21 identified that the service provided met the needs of the Fund.
8.4.4. Pensions Administration: The Fund meets with senior officers of Local Pensions Partnership –
Administration (LPPA) on a quarterly basis to review the performance against a number of key
performance indicators. The Operations Director at LPPA attends the LPB on a quarterly basis
to provide an update to LPB members on key issues within LPPA and across the LGPS.
Additionally, during the peak of the pandemic in 2020/21 the Fund met with LPPA’s Operations
Director every two weeks to consider and address any emerging issues. Monitoring during
2020/21 identified that the service provided met the needs of the Fund.
8.4.5. Actuary: Monitoring takes place via annual review meeting with officers and regular feedback
during the year. Monitoring during 2020/21 identified that the service provided met the needs of
the Fund.
8.4.6. Legal Advisors: Monitoring takes place via annual review meeting with officers and regular
feedback during the year. Monitoring during 2020/21 identified that the service provided met the
needs of the Fund.
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PRINCIPLE 9: Signatories engage with issuers to maintain or enhance the value of assets
9.1. Introduction & rationale for the Fund’s approach to engagement
9.1.1.

A key tenet of the Fund, as set out in its ISS, is 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. As such the Fund is committed to being a responsible
owner and believes that responsible investment, incorporating ESG factors (including climate
change) into investment decisions, can help to improve the long-term value for investors.

9.1.2.

The Fund believes that the best way to be a responsible investor and to influence policy change
is not through divestment but through active engagement. The Fund recognises that, as a
medium-sized pension fund, it has limited resource and is one voice among many
shareholders. Furthermore, the Fund employs external fund managers through which it makes
it investments. As such, to ensure that it achieves the best outcomes in relation to active
engagement, the Fund works collectively with others. The Fund does this through three key
means:
• Working with BCPP and our partner funds to agree well-informed and precise objectives
for engagement;
• Working with the Fund’s other investment managers to ensure that their approach to
engagement is in line with the expectations of the Fund; and
• Through the Fund’s membership of the Local Authority Pension Fund Forum (LAPFF).

9.2. Working with BCPP and our partner funds
9.2.1.

One of the key benefits of pooling for the Fund is the ‘collective voice’ that pooling assets with
other like-minded LGPS funds can bring. To achieve this the Fund has worked with BCPP
and partner funds to formulate the company’s approach to RI and active engagement to ensure
that (a) it is aligned to the policies of the partner funds (including Cumbria), and (b) that there
is appropriate monitoring and challenge to ensure the company’s approach continues to be in
line with partner fund requirements.

9.2.2.

As previously noted in this report, full details of the BCPP’s approach to responsible investment
can be found at: https://www.bordertocoast.org.uk/sustainability/. This includes the company’s
RI policy and Corporate Voting Guidelines which form the framework through which BCPP
undertakes engagement and voting work on behalf of Cumbria and other partner funds in the
pool.

9.2.3.

BCPP - developing and reviewing objectives: BCPP’s RI and Voting policies were originally
developed by BCPP in 2017 in conjunction with its partner funds (including Cumbria). Since
then, the policies have been formally reviewed annually to reflect developments in best practice
and regulation. In addition to this, the policies are also reviewed and revised in response to
material developments such as changes in regulations.

9.2.4.

The annual review process is as follows:
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c

a

d

b

e

Notes on process diagram:

a

The review process includes an evaluation by Robeco (BCPP’s voting and engagement advisor)
considering the global context and best practice. In 2020/21 this included consideration of the
International Corporate Governance Network25 (ICGN) Global Governance Principles, the UK
Corporate Governance Code and the UK Stewardship Code. The policies of best in class asset
managers and asset owners considered to be RI leaders were also reviewed to determine how
best practice has developed.

b

To assist in the review process, the company has held a number of meetings, workshops and
training sessions with Officers and Members from the 11 Partner Funds. This included:
• a workshop for partner fund Officer Operations Group (OOG) and Advisors on the policy
review (22nd September 2020); and
• a seminar for the BCPP JC to discuss in depth the proposed revisions to the policies (18th
November 2020).

&

c

d

The output of this work was then reflected in the policies and the revised documents were both
considered by the BCPP Joint Committee (24th November 2020). At that meeting the Committee
agreed to support the revised policies being taken to partner fund Pensions Committees for
comment and for them to consider adoption of the principles in their own RI policies in line with
industry best practice.

e

At its meeting on 18th December 2020 the Cumbria Pensions Committee considered the two
revised policies and noted that the policies continued to be aligned to the underlying principles
of the Fund’s Investment Strategy Statement26.

9.2.5.

BCPP - Methods of engagement: BCPP’s approach to engagement varies depending on
the asset class and ownership structure. As such their strategy for engagement includes
several different strands:

25

International Corporate Governance Network - investor-led organisation to promote effective standards of
corporate governance and investor stewardship to advance efficient markets and sustainable economies
world-wide.
26
http://councilportal.cumbria.gov.uk/ieListDocuments.aspx?CId=150&MId=11379&Ver=4 agenda item 16, minute 133.
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Direct engagement by BCPP’s internal portfolio managers with companies within their
portfolios;
External managers and Robeco engaging with companies on BCPP’s behalf; and
Working with a number of RI initiatives. These include Climate Action 100+. The 30% Club
Investor Group and the Task for on Climate-related Financial Disclosures (TCFD), as
detailed in Principle 10 (10.4.2).
Methods of engagement

Sourced
from:
Stewardship Report

BCPP

9.2.6.

In addition to this, RI criteria are integrated into BCPP’s due diligence process within Private
Markets and the company prioritises engagement with the general partners ahead of
investment to ensure managers meet its requirements in this area. During 2020/21 BCPP
focussed on four engagement themes:
• Transparency & Disclosure;
• Governance;
• Diversity; and
• Climate Change (as a special focus).

9.2.7.

The company used the themes in deciding its priorities: in working with Robeco; in considering
which collaborations to join; to give focus to its reporting; and in aspects of its investment
process for both internally and externally managed mandates. This resulted in engagements
on the following topics:

Sourced from: BCPP Stewardship Report

9.2.8.

27

BCPP - Outcomes of engagement: BCPP produces regular reporting on the active
engagement it undertakes27 on behalf of the Fund and our partner funds. Details of this can
be found at: https://www.bordertocoast.org.uk/?dlm_download_category=engagement. The
reports found at this link provide further detail of engagement activities undertaken by BCPP

BCPP uses Robeco Active Ownership services to do this.
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on behalf of the Fund, and the example below provides a flavour of engagement work
undertaken and the outcomes:
Engagement with Royal Dutch Shell plc (listed equity)
Reason for engagement: Reaching net zero carbon emissions by 2050 is vital to halt climate
change and avoid irreversible consequences. Climate change poses systemic risks to the
global economy and financial system and companies play a key role in mitigating these risks.
At the same time, companies can reap the opportunities that arise from the transition and
mitigation.
Objectives: To improve and enhance transparency on long-term climate planning in alignment
with the goals of the Paris Agreement.
Scope and process: A lengthy engagement with Shell has featured regular conversations with
key decision makers, including the CEO, chair, and the other independent board members.
Extensive engagement was undertaken by investors from Climate Action 100+, led by Robeco
and the Church of England Pensions Board, along with other platforms including the Dutch
investors group Eumedion and the Institutional Investors Group on Climate Change.
Outcome: In 2020, engagement led to an upgraded climate ambition to become a net zero
energy business by 2050. The plans provided more insight into levers under the company’s
control to achieve this and commitment to continued transparency on progress. Following
ongoing dialogues, in early 2021, Shell was the first company in its sector to announce a “Say
on Climate” proposal at its AGM.
9.3. Working with the Fund’s other investment managers
9.3.1.

In addition to investing through BCPP, the Fund currently also invests with a number of other
investment managers. The second largest investment manager in terms the value of the
Fund’s investments with them is LGIM – as at 31st March 2021 the Fund had approx. £736m
of assets with LGIM and approx. £1,018m. with BCPP.

9.3.2.

As an investment manager with approximately £1tn+ assets under management, LGIM has a
significant voice. Like the Fund, LGIM believes that RI is crucial to mitigate risks, capture
opportunities and strengthen long-term returns. As such active engagement with companies
and policy-makers is a key component of LGIM’s approach to RI28.

9.3.3.

Given LGIM’s scale, it is able to engage with the companies it believes can set an example in
their sectors but also, crucially, with the regulators and policy-makers that set the rules.
Particularly given the scale of their assets in index funds (in which Cumbria is an investor),
LGIM sees working to promote better regulation to improve the entire market as a key driver
of long-term growth.

28

Details of LGIM’s Global Corporate Governance and Responsible Investment Principles can be found at
https://www.lgim.com/landg-assets/lgim/_document-library/capabilities/lgim-global-corporate-governance-andresponsible-investment-principles.pdf.
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During the most recent annual reporting period (to March 2021) LGIM actively engaged in a
number of areas as summarised below – full details of these activities can be found at:
https://www.lgim.com/landg-assets/lgim/_document-library/capabilities/active-ownershipreport-2020.pdf

Sourced from: LGIM Active Ownership report

9.3.5.

LGIM - Outcomes of engagement: Engagement during the year included work with Korea
Electric Power Company (KEPCO). LGIM has been engaging with KEPCO since early 2017.
In 2019, due to a lack of responsiveness to investor concerns, the company’s continued plans
to expand thermal coal power generation and poor climate risk disclosure, LGIM made the
decision to implement voting sanctions and divest from the company from the Future World
fund range. Following this decision, LGIM has had four meetings with the company, including
one in person at LGIM’s offices in autumn 2019. To further increase pressure on the company,
LGIM’s Head of Sustainability and Responsible Investment outlined the company’s concerns
in an interview with a leading Korean daily newspaper in 2020.

9.3.6.

In October 2020, KEPCO publicly pledged it would make no further investments in overseas
coal projects. The company announced it would focus on renewables and natural gas in the
future, and that all currently planned thermal coal projects, with the exception of two plants in
Indonesia and Vietnam, will either be converted to liquefied natural gas or called off.

9.4. Membership of the Local Authority Pension Fund Forum (LAPFF)
9.4.1.

Cumbria LGPS is a member of LAPFF. LAPFF is a collaborative shareholder engagement
group which brings together 84 local authority pension funds and 7 pools (including BCPP)
from across the UK with combined assets of over £300 billion. As such the Fund is able to
enhance its own influence in company engagement by collaborating with other Pension Fund
investors through the Forum. LAPFF is a network organisation and a service provider, not an
asset owner or asset manager, so it has no conflicts of interest in terms of company ownership.
LAPFF seeks to protect the investments of its members by promoting the highest standards of
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corporate governance and corporate social responsibility (i.e. responsible action by the
companies in which its members invest) on ESG issues.
9.4.2.

LAPFF’s approach to engagement is to build relationships with companies, where possible,
and provide robust challenge. It also aims to engage with a broad range of stakeholders to
understand as fully as possible the complete set of operational, reputational, legal, and
financial risks facing companies and investors.

9.4.3.

LAPFF - Developing and reviewing objectives: The LAPFF Executive Board discusses new
development areas in its annual strategy meeting, and how they can be addressed through
Engagement. These areas are then presented to LAPFF Members where input is sought on
the most pressing engagement issues for the forthcoming year, potential policy developments,
and comments on fund manager voting policies as an example. LAPFF hold quarterly business
meetings and an Annual Conference which a representative of the Fund regularly attends to
ensure the Fund has a full understanding of the work undertaken and to facilitate input into the
work programme of LAPFF.

9.4.4.

LAPFF - Methods of engagement: Like BCPP, LAPFF uses a number of methods of
engagement. During 2020 LAPFF engaged on 348 different Environmental, Social and
Governance issues, with more than 150 of its engagements focusing on Climate Change. Its
methods of engagement and stewardship activities consisted of:

Sourced from: LAPFF Annual Report 2020

9.4.5.

LAPFF - Outcomes of engagement: During the year LAPFF, in conjunction with a number of
other investors, engaged with Rio Tinto over its blowing-up two caves of significant cultural
importance at Juukan Gorge in Western Australia in May 2020. The action raised questions
about the company’s corporate governance processes, and this was further supported by
Parliamentary inquiries into the incident which revealed significant corporate governance
failings and lack of appropriate oversight of community engagement by the company.

9.4.6.

The Chair of LAPFF wrote to Rio Tinto’s Chair, Simon Thompson, requesting a meeting on the
issue. However, the company was not keen to discuss Juukan Gorge. Consequently, the
Forum, along with other Australian and UK-based investors, launched a media campaign to
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express its concerns about Rio Tinto’s conduct at Juukan Gorge and the corporate governance
failings the incident highlighted.
9.4.7.

In response Rio Tinto took initial steps to cancel the short-term incentives of three senior
executives implicated in the Juukan Gorge incident. However, LAPFF and other investors
found this action inadequate and demanded further action be taken. In September 2020, the
company announced that the three executives in question – including the CEO – had
announced their resignations.

9.4.8.

Subsequent to this, on 3rd March 2021 Rio Tinto’s Chair, Simon Thompson announced that he
would stepdown as Chairman after the 2022 Annual General Meeting, saying in a statement
that he “was ultimately accountable for the failings that led to this tragic event”. While LAPFF
noted that it welcomed this news, it noted the fact that the executives were allowed to resign
rather than being terminated raised further concerns. LAPFF were also concerned about the
continuing corporate governance problems and felt that it would be a long road back for Rio
Tinto to re-gain the trust of both affected communities and investors. LAPFF’s engagement
with Rio Tinto and others in the mining industry is on-going.
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PRINCIPLE 10: Signatories, where necessary, participate in collaborative engagement to
influence issuers
10.1.

Introduction

10.1.1. Effective collaboration forms an important part of the Fund’s approach to investment and is
incorporated in the Funds investment beliefs as described in Principle 1 at 1.2.4. Accordingly,
the Fund collaborates in a number of ways through different organisations and arrangements
as summarised below.
10.2.

LAPFF

10.2.1. As noted in Principle 9 at 9.4 LAPFF is a key mechanism through which the Fund seeks to
participate in collaborative engagement. Through its membership of the Forum the Fund is
involved in a range of engagement activities and these include wider collaborations such as:
10.2.2. Church of England and Sarasin & Partners: LAPFF collaborates frequently with the Church of
England and Sarasin & Partners on a range of engagements. Over the past year, engagements
with the Church of England have focused on climate change and tailings dam safety. In respect
of the latter engagement, LAPFF has been the stakeholder liaison with the investor tailings
dam safety initiative co-led by the Church of England Pension Board and the Council of Ethics
to the Swedish National Pension Funds. This collaboration won the Principle for Responsible
Investment’s Project of the Year award during 2020, and a number of LAPFF members were
cited for their contribution to the engagement.
10.2.3. Ruffer & Aegon, Northern Trust and Climate Action 100+: During 2020 LAPFF collaborated
with these partners to engage with ArcellorMittal, the world’s largest steel and mining company.
Under the aegis of Climate Action 100+ LAPFF participated in regular meetings with the
company during the year, both directly, with the lead investors in CA 100+ and through
participation in an IIGCC convened roundtable on decarbonisation of the steel sector.
10.2.4. Progress was made in discussions with IIGCC on the carbon border tax adjustment which the
company considers crucial to the economic viability of its operations in Europe. ArcelorMittal
had already shown progress in goal-setting by publishing its objective of net zero emissions
by 2050 for its European operations. Dialogue around the setting of shorter-term goals was
followed by the announcement during the year that the company will reduce CO2 emissions
by 30% by 2030 in Europe. Further discussions about a group-wide net zero emissions target
was later followed by the setting of an objective for the group as a whole to be carbon-neutral
by 2050.
10.3.

BCPP

10.3.1. As previously noted the Fund collaborates with BCPP and other partner funds on an ongoing
basis. This includes quarterly RI workshops with BCPP and partner funds which work
collaboratively to consider RI issues and coordinate responses to maximise the impact of the
Partner Funds. At these workshops current RI issues and engagements are discussed and
proposed responses to consultations and initiatives shared. There are opportunities to share
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resources to maximise the impact of partner funds and BCPP through a collaborative approach
to our shared interests. More recently partner funds have developed a Working Group to work
collaboratively and share ideas to assist with drafting their individual Stewardship Codes.
Going forwards the group will continue to meet to consider how partner funds can continue to
work together to address key RI matters.
10.3.2. In addition to working collaboratively with partner funds on RI and engagement matters, BCPP
has also been involved in wider collaborative engagement including:
10.3.3. Cybersecurity: BCPP are members of a collaboration led by Royal London Asset Management
focused on cybersecurity. The World Economic Forum has identified cybersecurity as the fifth
most likely risk to impact globally. It poses a significant threat to society, companies and
investors, and this risk has crystallised with the impact of COVID-19 and the massive shift to
home working.
10.3.4. Initially the engagement is focusing on 25 companies across a number of sectors including
retail, utilities, banks and healthcare. Phase one of the engagement involved writing to all the
companies with some follow-up meetings. This has been positive with more than half of the
target companies responding, allowing a baseline for best practice and disclosure to be
established. Phase two of the engagement started towards the end of 2020 with additional
companies identified in high-risk sectors.
10.3.5. The Workforce Disclosure Initiative (‘WDI’): BCPP became a supporter of the initiative in 2018
as they believe having access to data on how companies manage human capital in their direct
operations and supply chains is important for investors. This has been emphasised by the
pandemic and the differing responses of companies.
10.3.6. WDI uses an annual survey to request comparable data from companies. The 2020 survey
was sent to 750 companies. BCPP engaged with a number of companies underlining the
importance of disclosing workforce data and to encourage them to respond to the survey.
COVID-19 caused challenges for some companies to report, including those that had
previously reported. Despite this, a record 141 companies responded to the survey with
increases across all sectors. Some notable first-time responders included Nike, Vodafone,
Legal & General and Santander.
10.4.

Other collaboration and future improvements:

10.4.1. Scottish IGG/RI Group: The Fund is also a member of the Scottish Asset Owners RI
Roundtable: a collaborative initiative between mainly Scottish Asset Owners. Members
include local authority funds, Universities, and corporate defined-benefit and definedcontribution pension funds. The group has a wide remit and aims to share best practice with
the aim of improving RI standards throughout the industry.
10.4.2. Indirect Collaboration: Through its membership of LAPFF and ownership of BCPP the Fund is
indirectly involved in the following collaborative organisations:
•

Climate Action 100+
Page 51 of 68

PRINCIPLE 10 – Collaboration

ENGAGEMENT
•
•
•
•
•
•
•
•
•

Task Force on Climate-related Financial Disclosures (TCFD)
Workforce Disclosure Initiative (WDI)
Institutional Investors Group on Climate Change (IIGCC)
Transition Pathway Initiative (TPI)
30% Club
United Nations supported Principles for Responsible investment (PRI)
Investor Mining and Tailings Safety Initiative
The Local Government Pension Scheme Advisory Board Code of Transparency
Investment Association

10.4.3. Future improvements: The Fund is also working to improve how it engages with its other
investment managers (see Principles 7 & 8) on their approach to collaborative engagement
and exploring participation in further collaborative initiatives during 2021/2022.
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PRINCIPLE 11: Signatories, where necessary, escalate stewardship activities to
influence issuers
11.1.

Activity

11.1.1. BCPP: to ensure its expectations regarding stewardship activities are met by BCPP the
Fund works closely with the company and partner funds to develop and review BCPP’s RI
policy and Corporate Voting Guidelines. Further details of working with BCPP and our
partner funds is set out in Principle 9 (9.2). The company’s agreed approach to escalation
is set out in section 6.2.1 of its RI policy and is as follows:
BCPP believe that engagement and constructive dialogue with the companies in which
it invests is more effective than excluding companies from the investment universe.
However, if engagement does not lead to the desired result escalation may be
necessary. A lack of responsiveness by the company can be addressed by conducting
collaborative engagement with other institutional shareholders, registering concern by
voting on related agenda items at shareholder meetings, attending a shareholder
meeting in person and filing/co-filing a shareholder resolution. If the investment case
has been fundamentally weakened, the decision may be taken to sell the company’s
shares.
11.1.2. Other Investment Managers: in the case of other Investment Managers, the Fund
recognises that its scale means that it has limited ‘levers to pull’ to materially beneficially
influence the overarching policies of its Investment Managers. Instead, the Fund seeks to
ensure that its expectations regarding stewardship activities including escalation are met
through selecting and appointing ‘best in class’ managers and monitoring them on an
ongoing basis. For example,
• During the year, the Fund made an additional 2% commitment to Apollo Global
Management’s ‘Apollo Total Return Fund (taking its total investment with the company
to 5.1% as at 31st March 2021). As part of the due diligence work undertaken to
assess the investment opportunity, the Fund considered the Investment Manager’s
approach to stewardship. Engagement and consideration of ESG matters is often
considered to be relatively weak in credit markets when compared to the more
developed engagement activity seen in listed equities. However, Apollo’s commitment
to responsible investing and ESG in credit is clear and transparent and demonstrated
a good fit with the views and beliefs of the Fund.
o For further details of Apollo’s approach to RI and ESG in credit please see:
https://www.apollo.com/~/media/Files/A/Apollo-V2/documents/apollo-esgpolicy.pdf. Further information on Apollo’s approach to ESG can also be found
in
its
most
recent
ESG
Annual
Report
at
https://www.apollo.com/~/media/Files/A/Apollo-V2/documents/apollo-esg-reportvolume-12.pdf.
11.1.3. In addition to this, as previously noted the Fund seeks to further expand its ability to
influence issuers through its membership of LAPFF. Details of LAPFF’s approach to
escalation are set out in its Annual Report but in summary:
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• LAPFF’s approach to engagement and escalation is bespoke to individual
circumstances; sometimes, a clear escalation plan is in place, but sometimes the
immediacy of the issue or the uncertainty of the engagement context mean that the
escalation plan develops as the engagement progresses.
o For example, a standard escalation plan would be to write a letter requesting a
meeting with the company chair, hold a meeting, assess the meeting outcomes, and
determine if further engagement is necessary. If it is, a determination is made
whether a further meeting is required or if the situation suggests that a voting alert,
media campaign, or shareholder resolution would be more effective routes.
However, in the case of Rio Tinto and Juukan Gorge, it was clear that the company
would not take a meeting on the issue, so a media campaign seemed the best
course of action in that case.
11.2. Outcomes
11.2.1. LAPFF: As noted in Principle 9, during the year LAPFF, in conjunction with a number of
other investors, engaged with Rio Tinto over its blowing-up two caves of significant cultural
importance at Juukan Gorge in Western Australia in May 2020. To date, the outcomes
of this have been largely positive – as summarised in Principle 9 (9.4.5). However, it is
important to recognise that escalating engagement is more of an art than a science and
the outcomes of each engagement will differ. As LAPFF notes in its Annual Report29:
Sometimes the escalation leads to positive outcomes, and sometimes it does not. The
timeframe for results is radically different too. With Rio Tinto, the relevant senior
executives were ousted in a matter of months. However, when the Forum engaged with
National Express about freedom of association, collective bargaining, and health and
safety issues in the company’s US operations, substantive results only occurred more
than seven years after the initial engagement. Furthermore, whereas the Rio Tinto
engagement operated on the basis of collective engagement with other investors and
through a press campaign, the National Express engagement took place through
engagement with relevant trade unions, company meetings, voting alerts, AGM
attendance, and letter writing because the Rio Tinto approach would not have been
appropriate to National Express for various reasons. Boeing is an example of a company
with which the Forum has made no real progress to date, despite escalation.

29

LAPFF Annual Report 2020- the extract quoted is from p.20 of the report.
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PRINCIPLE 12: Signatories actively exercise their rights and responsibilities
12.1. Introduction
12.1.1. Exercising Shareholder rights and responsibilities is fundamental to improving investment
outcomes. As an asset owner, the Fund must make best use of these rights in order to
manage a sustainable and solvent Local Government pension fund on behalf of current
and future members of the Fund.
12.1.2. The Fund recognises that there are regional differences in corporate governance
standards and company behaviour. Furthermore, there are also differences between
asset classes. The Fund exerts its influence through voting and other means with the aim
of getting the best outcomes in the context of each market and asset class it is invested
in. Paragraph 12.2 below summarises the Fund and its investment managers’ approach
to listed equities, whilst para. 12.5 below summarises the approach to other asset classes.
12.2.

Listed equity assets – the Fund

12.2.1. The Fund does not directly hold shares – its investments in listed equities are made
through investment managers into pooled investment funds. As such the Fund votes on
shareholder resolutions through proxy voting arrangements (as set out at 12.2.3, 12.3.2
and 12.4.2 below). The Fund’s holdings in listed equities are managed as follows:
• Actively managed equities – by BCPP (the pensions pooling company jointly owned
by the Fund and 10 other Partner Funds); and
• Passively managed equities - by LGIM.
12.2.2. Expectations of asset managers: Investment managers are expected to approach the
subject of voting with the same care and attention as other matters which influence
investment decisions and voting should be undertaken where it is believed to be in the
best interests of the Fund. Where a resolution is put forward which is deemed to be
controversial, investment managers should liaise with the Fund as appropriate. The
Fund’s investment managers are required to report quarterly on their voting actions for
every appropriate investment. Any responses received from companies concerned should
also be reported. Both should hold and make available to the Fund a full voting audit trail.
12.2.3. Fund voting policy: The Fund’s voting policy is set out in its ISS (section 4.8). As per the
policy, responsibility for the exercise of voting rights is currently delegated to the
investment managers, however, with BCPP, the Fund has the opportunity to override
votes if considered appropriate. This is set out in the Stewardship section of BCPP’s RI
policy. However, as this Policy has been created to reflect the views of Partner Funds in
the pool including Cumbria such a situation is extremely unlikely to occur.
12.2.4. Reporting: The Fund publishes its voting activities on its website at:
https://www.cumbria.gov.uk/ Finance/finance/sharevotingrecord.asp. In addition to this,
the Pensions Committee is kept informed on relevant corporate governance issues arising
during the period and details of this, including voting activity, is formally reported to it on a
quarterly basis.
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• An example of the reporting during the year ended 31st March 2021 can be found at
section 7 of agenda item 12 of the Committee held on 16th March 202130:
The Fund’s Annual Report also incorporates disclosure of its voting and engagement
activity. The Annual Report for the year ended 31st March 2021 is due to be published by
1st December 2021 and will be available on the Fund’s website31.
12.3.

Listed equity assets – BCPP

12.3.1. Voting policy: BCPP’s Corporate Voting Guidelines sets out the parameters for how votes
are cast. The document is reviewed and updated annually following dialogue with partner
funds including Cumbria. The policy is also reviewed by Robeco, using the International
Corporate Governance Network Global Principles, the UK Stewardship Code and the UN
Principles for Responsible Investment as benchmarks. The Corporate Voting Guidelines
(which should be read in conjunction with BCPP’s RI policy) set out the voting approach
in term of key areas of corporate governance e.g. Company Board compositions; Directors
remuneration; Corporate reporting; and other issues including stakeholder engagement,
auditor independence, political donations, lobbying and shareholder rights.
12.3.2. Proxy voting arrangements: BCPP uses a proxy voting platform, with proxy voting
recommendations produced for all meetings voted, that is managed by Robeco as the
Voting & Engagement provider. Robeco’s proxy voting advisor (Glass Lewis. Co) provides
voting recommendations based upon BCPP’s Corporate Voting Guidelines.
All of
Robeco’s voting recommendations are reviewed by the BCPP RI team and portfolio
managers prior to votes being executed.
12.3.3. Stock lending: BCPP has an active stock lending programme. Where stock lending is
permissible, lenders of stock do not generally retain any voting 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 including but not
limited to, if the resolution is contentious, the holding is of a size which could potentially
influence the voting outcome or BCPP has co-filed a shareholder resolution.
12.3.4. Reporting: Details of the voting activity undertaken by BCPP can be found at:
https://www.bordertocoast.org.uk/?dlm_download_category=voting-activity. During the
reporting period BCPP voted on 99.02% of their shareholdings across their equity
holdings. The reports covering the voting activity during the year 2020/21 for the two listed
equity funds Cumbria is invested in are summarised below:

30

https://councilportal.cumbria.gov.uk/documents/s113399/PENSIONS%2016.3.21%20MONITORING%20REPORT
%20FOR%20THE%20QUARTER%20ENDED%2031%20DECEMBER%202020%20PART%201%20ITEMS.pdf
31
https://www.cumbria.gov.uk/finance/finance/cumbrialgps.asp
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BCPP Global Equity Alpha Fund (177 meetings voted at)
Votes cast 32:

For / against management:

12.3.5. Details of votes withheld and abstentions are included in the quarterly voting reports.
Examples include:
• Votes withheld: two of the votes withheld related to the election of Board members
at Peloton Interactive Inc on the basis of governance concerns - the company has
included a number of provisions in its governing documents that restrict the rights of
shareholders and the nominated Director who serves on the Governance
Committee.
• Abstentions: a number related to withdrawn proposals (e.g. Howden Joinery Group
Plc Final Dividend proposal) and insufficient information being provided (e.g. Nestle
SA Additional or Amended Shareholder Proposals).
12.3.6. Details of all votes against management are included in the quarterly voting reports. Key
areas included Board independence & diversity; Audit Committee independence; and
Remuneration (including compensation / long term awards).

32

‘Other’ refers to any voting option that does not fall into the traditional For, Against, Abstain, or Withhold
categories. In the US for example, you may have to vote on a ‘Say on Pay Proposal’ which determines the frequency
of when the remuneration policy is put up for vote. The vote options here are usually one, two, or three years. These
votes would fall under ‘other’.
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BCPP UK Listed Equity Fund (149 meetings voted at)
Votes cast:

For / against management:

12.3.7. Details of abstentions are published on BCPP’s website. One example during the year
related to Barclays plc:
• At Barclays’ 2020 AGM both management and shareholders put forth separate
climate proposals, an unprecedented occurrence. Having engaged with Barclays’
Board chair and the shareholder resolution’s proponent, BCPP supported the
management resolution regarding the bank’s climate change strategy (99.93%
support) and abstained on the shareholder proposal (24% support). BCPP wrote
to the chair of Barclays to relay their voting decision and that they would be
monitoring progress which would inform our voting at following years’ AGMs
12.3.8. Details of all votes against management are included in the quarterly voting reports. Key
areas of votes against management were:
• the appointment of Auditors where the tenure and/or the fees were considered to
be excessive;
• Board appointments where Boards were deemed to lack sufficient diversity; and
• opposing all political donation due to reputational risks and democratic
implications.
12.4.

Listed Equity Assets - LGIM

12.4.1. Voting policy: LGIM notes that its voting activity forms an important part of its engagement
strategy and that enables it to escalate its concerns through the use of shareholder rights.
LGIM believes the most efficient and effective way of achieving mutual goals through
voting and engagement is to speak with one strong voice. Further information relating to
LGIM’s voting can be found in the links below:
• The voting disclosure page: https://vds.issgovernance.com/vds/#/MjU2NQ==/
• The quarterly ESG impact reports are uploaded at: https://www.lgim.com/cgupdate/
Details of LGIM’s stewardship policies can be found at: https://www.lgim.com/uk/en/
capabilities/investment-stewardship/. The Cumbria Fund is invested in LGIM’s World
Equity Index.
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12.4.2. Proxy voting: LGIM has a general stewardship policy supplemented by specific market
polices. LGIM uses voting research from Institutional Shareholder Services (ISS) and
Institutional Voting Information Service (IVIS), and voting decisions incorporate their own
research analysis and engagement activities where appropriate. LGIM uses the ISS voting
platform “ProxyExchange” to vote its shares. Details of how LGIM uses proxy advisory
services can be found at: https://www.lgim.com/landg-assets/lgim/_documentlibrary/capabilities/how-lgim-uses-proxy-voting-services.pdf.
12.4.3. Stock lending: LGIM operates a stock-lending programme in selective overseas equity
markets under strict conditions based on the credit rating of counterparties and the quality
and extent of collateral. For example, LGIM requires 105% collateral in the form of G7
government bonds (i.e. issued by one of the G7 countries but currently excluding Italian
bonds) or AAA supranationals. LGIM does not accept cash as collateral.
• The programme is administered by the fund’s custodian, Citibank, on an agency
basis. The programme enjoys an indemnity from Citibank. In the event of a
counterparty default and if the collateral proves insufficient, Citibank will make good
any shortfall.
With regards to “empty voting,” as part of the programme LGIM’s counterparties are not
allowed to borrow for voting purposes.
12.4.4. Reporting: Details of the voting activity undertaken by LGIM across all its investments33
can be found at: https://vds.issgovernance.com/vds/#/MjU2NQ==/.
Details of vote
instructions are disclosed by LGIM on a per-meeting basis with the rationale for all votes
cast against management available via the above link.
12.5. Other asset classes
12.5.1. For assets other than listed equities, actively exercising rights and responsibilities is
generally more challenging. Opportunities to exert influence over company management
or the managers of investments held directly by the Fund tend to be limited - with the main
barrier being the Fund’s lack of scale. The Fund has sought to address this through
investing with ‘like-minded’ investment managers and through the pooling of its investment
assets with BCPP.
• Further details of the governance structure of BCPP and how this enables the Fund
to have appropriate oversight of the company and hold it to account so as to ensure
to the effective stewardship of the Fund’s assets invested is set out in Principle 2 at
2.3
12.5.2. In addition to ensuring investment managers are the right ‘fit’ at the point of their
appointment, the other key tools used by the Fund to exercise its rights and responsibilities
for investments in assets other than listed equities are ongoing engagement with and the
monitoring of its investment managers. The Fund has a long history of monitoring and
engaging with investment managers on their investment performance. However, the Fund

33

The figures in the charts reflect the voting activities across LGIM – i.e. they are not limited to the Fund’s holdings
in LGIM’s World Equity Index pooled fund.
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recognises that its approach to engagement with its investment managers on ESG and RI
matters is an area which could be strengthened.
• An example of how the Fund is seeking to improve its engagement with investment
managers on RI matters is the creation, during March 2021, of an ESG questionnaire
which will be sent out to the Fund’s investment managers on an annual basis. The
Fund will use the information gathered through this process to ensure that managers
are meeting its expectations in relation to RI and the exercising of rights and
responsibilities on behalf of the Fund.
12.6. Examples of outcomes of resolutions voted on in the year to 31st March 2021
12.6.1. BCPP & Samsung Electronics (Global Equity Alpha): At the 2020 AGM, BCPP supported
the election of a new independent chair. This followed a relatively high turnover of Board
members in recent years. Most recently, the former chair of the Board resigned from their
role after just two months after being found guilty of “union sabotage”. Although there
were some questions raised over the incoming chair’s independence, engagement with
Samsung addressed these concerns. 95% of shareholders supported the resolution.
12.6.2. BCPP & Unilever (UK Listed Equity & Global Equity Alpha): At its 2020 AGM Unilever
proposed a cross-border merger moving the company to one legal entity that would give
it greater corporate flexibility and also strengthen corporate governance. A similar, but
ultimately unsuccessful, item was proposed in 2018. The concerns for investors at the
time were Unilever moving its headquarters out of the UK and losing its FTSE100 status.
The new plan unifies the company’s share structure, this time without disadvantaging
existing investors, while retaining London as its new home. BCPP supported the proposal
which this time passed with support from more than 99% of shares voted.
12.6.3. LGIM & Amazon: There was considerable focus on Amazon’s AGM in May 2020, with 12
shareholder proposals on the table. Despite their strong performance, as consumers
globally flocked to the “everything store” in the midst of a pandemic, there was substantial,
largely negative press coverage.
This mainly related to their governance profile,
workplace practices and initial handling of the pandemic.
12.6.4. The LGIM team had multiple engagements with the company touching on most aspects
of ESG. Of 12 shareholder proposals LGIM voted to support 10. They looked into the
individual merits of each proposal, and there were two main areas driving their decisionmaking: disclosure to encourage a better understanding of process and performance of
material issues (resolutions 5, 6, 7, 8, 10, 13, 15 and 16) and governance structures that
benefit long-term shareholders (resolutions 9 and 14).
12.6.5. The detail for each proposal and LGIM’s vote as well as the rationale behind the vote and
the vote result can be seen on their website in their full voting reports as detailed at 12.4.1
above. Despite shareholders not giving majority support to the raft of shareholder
proposals, the sheer number and focus on these continues to dominate the landscape for
the company. LGIM’s engagement with the company continues as they push it to disclose
more and to ensure it is adequately managing its broader stakeholders, and most
importantly, its human capital.
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Active Management – Approach to investment management which aims to outperform a particular
market index or benchmark through asset allocation and/or stock selection decisions. (Also see
Passive Management).
Actuary – An independent consultant who advises the Fund and every three years formally reviews
the assets and liabilities of the Fund and produces a report on the Fund’s financial position, known
as the Actuarial Valuation.
Actuarial Valuation – An actuary formally reviews the assets and liabilities of the pension Fund
and produces a report on the Fund’s financial position.
Admitted Body – Private contractors that are admitted to the LGPS to protect member pension
rights following a TUPE transfer, or a body which provides a public service which operates
otherwise than for the purposes of gain. These bodies can be categorised as Transferee or
Community Admission bodies.
Alternatives – Investment products other than traditional investments of stocks, bonds, cash or
property. The term is used for tangible assets such as infrastructure; property; art, wine etc., and
financial assets such as commodities, private equity, hedge funds, venture capital; royalties /
patents and derivatives.
Asset Allocation – Distribution of investments across asset categories, such as cash, equities and
bonds. Asset allocation affects both risk and return; and is a central concept in financial planning
and investment management.
Authorised Contractual Scheme (ACS) – an ACS is a type of structure in which institutional
investors (including Pension funds) can hold their pooled investments. The ACS is the investment
vehicle chosen by BCPP to hold the public market quoted investments for the twelve partner funds;
and provides a tax efficient means for managing all the equity and bonds held by the company.
Auto Enrolment - UK employers have to automatically enrol their staff into a workplace pension if
they meet certain criteria. The law on workplace pensions has now changed and every employer
must comply.
Benchmark – A yardstick against which the investment policy or performance of a fund manager
can be compared, usually the index relating to the particular assets held. (Also see Target).
Beneficiaries (in relation to Stewardship) – In this context we are referring to Scheme Members
and Scheme Employers, please see separate definitions below.
Bid price – Price at which a security or unit in a pooled fund can be sold.
Bonds – Certificate of debt issued by a government or company, promising regular payments on
a specified date or range of dates, usually with final capital payment at redemption.
Buy and Hold Credit - An approach to bond investment that is very different to an index-tracking
or traditional active approach. In the case of “buy and hold” investing, the starting point of the
portfolio construction process is not the index weight of the bonds, but a basket of bonds that the
manager believes have a high probability of honouring the payment obligations due. As such the
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investor’s return expectation has a “margin of safety” and is not dependant on a change in
sentiment in credit markets. The intention is typically to hold the bonds until maturity (and to be
prepared to sell bonds if the default risk increases). Constant duration portfolios are also available.
Career Average Revalued Earnings (CARE) Scheme – The pension at retirement will relate to
your average salary over your career (while paying into the pension scheme). More precisely for
the LGPS, it is based on pensionable earnings, increased in line with inflation as measured by the
Consumer Price Index (CPI).
CIPFA – Chartered Institute of Public Finance & Accountancy.
Class Action – An action where an individual represents a group in a court claim. The judgement
from the suit is for all the members of the group (class). This is often done when shareholders
launch a lawsuit against a company, mainly because it would be too expensive for each individual
shareholder to launch their own lawsuit.
Conflicts of Interest - Real or apparent instances where a person or firm has an incentive to serve
one interest at the expense of another. Some of these conflicts are inherent in any large, diversified
organisation, while others stem from the nature of the services offered to clients. These conflicts
are managed through disclosure and with policies and procedures that are designed to protect
client’s interests. The appearance of a conflict of interest is present if there is a potential for the
personal interests of an individual to clash with fiduciary duties.
Consumer Price Index (CPI) - The rate of increase in prices for goods and services. CPI is the
official measure of inflation of consumer prices of the United Kingdom.
Coronavirus (COVID-19) – The World Health Organisation (WHO) declared the outbreak of
Coronavirus to be a global pandemic on 11 March 2020. Investment markets have seen significant
volatility as a result of concerns relating to the Coronavirus Pandemic.
Corporate Governance - The system of rules, practices and processes by which a company is
directed and controlled. Corporate governance essentially involves balancing the interests of the
many stakeholders in a company - these include its shareholders, management, customers,
suppliers, financiers, government and the community. Since corporate governance also provides
the framework for attaining a company's objectives, it encompasses practically every sphere of
management, from action plans and internal controls to performance measurement and corporate
disclosure.
Counterparty - The other party that participates in a financial transaction. Every transaction must
have a counterparty in order for the transaction to go through. More specifically, every buyer of an
asset must be paired up with a seller that is willing to sell and vice versa.
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Currency Hedge – This is one way for pension funds to reduce the volatility of their foreign
currency exposures, by using derivatives to convert exposures back to the domestic currency.
Open funds with a long term focus commonly hedge 50% of their exposure to mitigate the worst
effects that any adverse currency movement would have on the value of the Fund.
Custodian – Organisation which is responsible for the safekeeping of asset, income collection and
settlement of trades for a portfolio, independent from the asset management function.
DCLG – Department for Communities and Local Government. In January 2018 this was renamed
the Ministry of Housing, Communities and Local Government (“MHCLG”).
Deficit recovery period – A reasonable period of time over which a pension fund will aim to repair
it’s funding level to meet it’s statutory objective of 100% solvency, taking into account employer
circumstance where possible.
Defined Benefit – An employer-sponsored retirement plan where employee benefits are assessed
based on a formula using factors such as salary history and duration of employment. Public sector
pension schemes, including the LGPS, were defined benefit prior to the introduction of the Career
Average Revalued Earnings (2014) Scheme.
Defined Contribution – A retirement plan in which a certain amount or percentage of money is
set aside each year by a company for the benefit of the employee. There are restrictions as to when
and how you can withdraw these funds without penalties. There is no way to know how much the
plan will ultimately give the employee upon retiring. The amount contributed is fixed, but the benefit
is not.
Derivative – Financial instrument whose value is dependent on the value of an underlying index,
currency, commodity or other asset.
Designated Body – Also known as Resolution body – please refer below.
Diversification – Risk management technique which involves spreading investments across a
range of different investment opportunities, thus helping to reduce overall risk. Risk reduction arises
from the different investments not being perfectly correlated. Diversification can apply at various
levels, such as diversification between countries, asset classes, sectors and individual securities.
Diversified Credit – Also known as Multi Asset Credit – please refer below.
Divestment or divestiture – The reduction of some kind of asset for financial, ethical, or political
objective. A divestment is the opposite of an investment. For investors, divestment can be used as
a social tool to protest particular corporate policies.
EBITDA – Earnings Before Interest, Tax, Depreciation and Amortisation – is a measure of a
company's operating performance. Essentially, it's a way to evaluate a company's performance
without having to factor in financing decisions, accounting decisions or tax environments.
Emerging Markets – Developing economies in Latin America, Africa, Asia and the Middle East as
well as areas of Europe and the Far East. Investment returns within these markets tend to be more
volatile than those in more established markets.
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Engagement - A series of actions investors can take to reduce environmental, social and
governance risks. This can include raising concerns or making proposals about company practices
directly to its directors via correspondence, face-to-face meetings, attendance and voting at
shareholder meetings.
Equities – Ordinary shares in UK and overseas companies traded on a stock exchange.
Shareholders have an interest in the profits of the company and are entitled to vote at shareholders’
meetings.
ESG (Environmental, Social and Corporate Governance) - A set of standards for a company’s
operations that socially conscious investors use to screen investments. Environmental criteria looks
at how a company performs as a steward of the natural environment. Social criteria examines how
a company manages relationships with its employees, suppliers, customers and the communities
where it operates. Governance deals with a company’s leadership, executive pay, audits and
internal controls, and shareholder rights. ESG is the catch-all term for the criteria used in what has
become known as socially responsible investing. Socially responsible investing is among several
related concepts and approaches that influence and, in some cases govern, how asset managers
invest portfolios. See also Socially Responsible investing.
Exchange Traded Fund (ETF) - Fund that tracks an index; but can be traded like a stock.
Fiduciary Duty - A legal obligation of one party to act in the best interest of another. The obligated
party is typically a fiduciary, that is, someone entrusted with the care of money or property.
Final Salary – Another term for the defined benefit pension schemes where employee benefits are
based on the person’s final salary when they retire. The LGPS 2014 Scheme has moved from this
to a CARE (career average) scheme.
Fixed Interest Securities – Investments mainly in government but also company stocks, which
guarantee a fixed rate of interest. The securities represent loans which are repayable at a future
date but which can be traded on a recognised stock exchange in the meantime.
Funding Level – The ratio of a pension fund’s assets to its liabilities. Normally relates to defined
benefit pension funds and used as a measure of the fund’s ability to meet its future liabilities.
Futures Contract – A contract that is traded on an organised exchange and subject to rules of the
exchange. It is an obligation that the buyer and seller settle the contract through purchase or sale
of an underlying asset at the future date.
Gilts – These are the simplest form of UK government bond. A conventional gilt is a bond issued
by the UK government which pays the holder a fixed cash payment (or coupon) every six months
until maturity, at which point the holder receives his final coupon payment and the return of the
principal.
Governance - The procedures and practice associated with decision-making, performance and
control, which provide structures and satisfy expectations of accountability in large, mainly
commercial, organisations.
IFRS – International Financial Reporting Standards. Aim to standardise the reporting and
information disclosed in the financial accounts of companies and other organisations globally.
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Index-linked Gilts – UK government stock where the interest payments and the final redemption
proceeds are linked to the Retail Price Index. Such stocks provide protection against inflation.
Index-Tracking Fund (Managed Fund) – Pooled investment vehicle which aims to match the
returns on a particular market index. The fund may hold all stocks in the index or select a sample
that will perform closely to the index. Investors can buy and sell units of the fund on an on-going
basis.
Infrastructure - The public facilities and services needed to support residential development,
including highways, bridges, schools, and sewer and water systems. A term usually associated
with investment in transport, power and utilities projects.
Investment Strategy – Investor’s long-term distribution of assets among various asset classes
taking into consideration, for example, goals of the investor, attitude to risk and timescale etc.
Liabilities – Financial liabilities are debts owed to creditors for outstanding payments due to be
paid. Pensions liabilities are the pensions benefits and payments that are due to be paid when
someone retires; the LGPS is a ‘final-salary’ scheme where pension relates to years service and
final salary and so the pensions liability can be estimated by the actuary.
Loans and Receivables – are also known as ‘Financial assets held at amortised cost’ in the
context of IFRS9 (International Financial Reporting Standards)
Long term cost efficiency – Implies that contributions must not be set at a level that is likely to
give rise to additional costs in the future. For example, deferring costs to the future would be likely
to result in those costs being greater overall than if they were provided for at the appropriate time.
Market Value – The price at which an investment can be bought or sold at a given date.
MHCLG – The Ministry of Housing, Communities and Local Government. Prior to January 2018
this was Department for Communities and Local Government (“DCLG”).
Multi-Asset Credit – MAC is a term used for a fund investing in a range of investments that are
classed as ‘credit’ i.e. fixed income, and will often include corporate debt, loans directly to
companies, absolute return bonds, emerging market debt, asset-backed securities, real-estate debt
and high yield bonds. The MAC fund will aim to be diversified across many asset types (also known
as Diversified Credit).
Myners Review – Review carried out by Paul Myners on behalf of the Chancellor of the UK
government. The review, published in March 2001, investigated the challenges facing institutional
investment decision making.
Other Registerable Interests – Including the receipt of gifts or hospitality worth over £100; and
membership / being in position of general control or management of a body to which they are
appointed or nominated by the Council.
Over-the-Counter (OTC) - A security traded in some context other than on a formal exchange
such as the London Stock Exchange, New York Stock Exchange, etc. The phrase "over-thecounter" can be used to refer to stocks that trade via a dealer network as opposed to on a
centralized exchange. It also refers to debt securities and other financial instruments such as
derivatives, which are traded through a dealer network.
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Partner Funds - The term we use to describe the 10 other LGPS Pension Funds who are equal
owners of BCPP along with Cumbria.
A list of our partner funds can be found at:
https://www.bordertocoast.org.uk/partner-funds/
Passive Management – Portfolio which aims to replicate a particular market index or benchmark
and does not attempt to actively manage the portfolio. (Also see Active Management).
Pecuniary Interests – Including the ownership of securities and other assets, any employment,
office, trade, profession or vocation carried out for profit or gain.
PIRC – Pensions & Investment Research Consultants
Pooled Investment Fund – A fund managed by an external Fund Manager in which a number of
investors buy units. The total fund is then invested in a particular market or region. The underlying
assets the funds hold on behalf of clients are quoted assets such as fixed interest bonds and equity
shares. They are used as an efficient low-risk method of investing in the asset classes.
Pooling – In the context of the LGPS, this is the collaboration of several LGPS Funds to pool their
investment assets in order to generate savings from economies of scale thereby, as requested by
DCLG: ‘significantly reducing costs whilst maintaining investment performance’.
Portfolio – Block of assets generally managed under the same mandate.
Private Equity – Shares in unquoted companies. Usually high risk, high return in nature.
Private Equity Secondaries – Shares in unquoted companies that were pre-existing investor
commitments to private equity which have since been sold in a secondary market. Usually high
risk, high return in nature.
Proxy Voting – Also known as Shareholder Voting – please refer below.
Retail Price Index – Measure of price inflation in the UK used as a guide for pensions updating. A
basket of representative goods in the market is priced on a regular basis to monitor the rate of
inflation. (The Government is also publishing details of the Consumer Prices Index).
Real Estate Debt – Commercial property loans; the debt is secured against commercial property
or portfolios of property, eg. hotels, shopping centres, offices.
Resolution Body – Employers who, under Schedule 2 Part 2 of the Local Government Pension
Scheme Regulations 2013 (as amended), have the automatic right but not the requirement to be
an employer within the LGPS (also referred to as a Designated body).
Return – Increase in value of an investment over a period of time, expressed as a percentage of
the value of the investment at the start of the period.
Risk – Likelihood of a return different from that expected and the possible extent of the difference.
Also used to indicate the volatility of different assets.
Scheduled Body – Public sector employers or resolution bodies that have an automatic right and
requirement to be an employer within the LGPS.
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Scheme Employers – employers that have the statutory right to participate in the LGPS. These
organisations (set out in Part 1 of Schedule 2 of the 2013 Regulations (as amended)) would not
need to designate eligibility, unlike the Part 2 Scheme Employers.
Scheme Members – are predominantly employees and ex-employees of local public sector
organisations including local authorities, the police authority (non-uniformed), schools, and
academies. Additionally, a small number of scheme members are employees and ex-employees
of either community bodies or private companies to whom services and therefore staff have been
contracted out.
Settlement – Payment or collection of proceeds after trading a security. Settlement usually takes
place sometime after the deal and price are agreed.
Shareholder Rights & Responsibilities - Rights exist primarily through shareholdings (but can
be derived through other means). The shareholder role includes responsibilities for appointing
directors and auditors and ensuring that appropriate governance structures are in place. Good
governance is about ensuring that company policies and practices are robust, and its operations
are effective and responsibly delivered in relation to its stakeholders.
Shareholder Voting - Shareholders are people and organisations who buy shares in UK
companies. In large companies, shareholders are overwhelmingly large institutional investors, such
as pension funds, insurance companies, mutual funds or similar foreign organisations.
Shareholders have the right and responsibility to vote on matters of ‘corporate policy’ at the
underlying company’s AGM (Annual General Meeting). UK shareholders have the most favourable
set of rights in the world in their ability to control directors of corporations. UK company law gives
shareholders the ability to;
• remove the board of directors with a simple majority of votes;
• change the company constitution with a three quarter vote (unless a higher figure is in the
constitution);
• wind up (i.e. liquidate) the company with a three quarter vote; and
• veto any sale of a significant percentage of company assets.
The number of votes corresponds to the number of shares owned. The shareholder does not need
to be present at the meeting, and many shares are voted ‘by proxy’. Managers invariably hand over
the process of voting to proxy voting agencies.
In practice many shareholders delegate the voting function to Investment Managers (who have
stewardship of their assets).
Resolutions which are voted upon include:
Approval of Annual Report and Accounts
Approval of Remuneration Policy, and Remuneration Report
Election/Re-election of Directors
Appointment/Re-appointment of auditors
Approve dividend
Approve political donations
Voting is the key to exercising ownership rights, and influencing investee company policy
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Socially Responsible Investing – An investment that is considered socially responsible because
of the nature of the business the company conducts. Common themes for socially responsible
investments include avoiding investment in companies that produce or sell addictive substances
(like alcohol, gambling and tobacco) and seeking out companies engaged in social justice,
environmental sustainability and alternative energy/clean technology efforts. See also ESG.
Solvency – A level where the Fund’s liabilities i.e. benefit payments can be reasonably met as they
arise.
Stewardship - The responsible allocation, management and oversight of capital to create long
term value for clients and beneficiaries leading to sustainable benefits for the economy, the
environment and society.
Stock Lending – Lending of stock from one investor to another that entitles the lender to continue
to receive income generated by the stock plus an additional payment by the borrower.
Supranational Institutions – Owned or established by governments of two or more countries,
usually established by international treaties and generally not subject to commercial law; they
include multilateral insurance companies, monetary funds and regional public policy institutions.
Target – Managers are set a target for investment performance such as 1% above benchmark per
year over three year rolling periods.
Triennial Actuarial Valuation – Every three years the actuary formally reviews the assets and
liabilities of the Cumbria LGPS Fund and produces a report on the Fund’s financial position.
Unit Trust – A specific type of pooled investment fund.
Unquoted (Unlisted) Stock – A company share that is not available for purchase or sale through
the stock market.
Venture Capital – Investment in a company that is at a relatively early stage of development and
is not listed on a stock exchange.
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