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FALKIRK COUNCIL 

Subject: General Governance Matters 

Meeting: Joint Meeting of Pensions Committee and Pension Board 

Date: 8 December 2016 

Submitted by: Director of Corporate and Housing Services 

1. Purpose of Report

1.1 This report updates the Board and Committee on miscellaneous matters associated 
with the business of Falkirk Council Pension Fund. 

2. Recommendations

2.1 The Pensions Committee and Board are invited to note the content of this 
report. 

2.2 The Pensions Committee agrees that the Chief Finance Officer maintain 
discussions with Scottish LGPS Funds regarding the creation of a collective 
vehicle for Scottish infrastructure investment.  

3. Matters for Consideration

3.1 The following matters are covered in the body of the report 

• Risk Register
• Pension Fund Budget Update
• Scheme Structure Review
• Pension Board Governance Review
• Employer Funding Event
• Pooling Assets in England and Wales
• Infrastructure
• Corporate Governance Issues
• Scotland–Wide Pensions Training

4. Risk Register

4.1 A significant area of heightened risk to the Fund this quarter relates to asset values 
being affected by political uncertainty as detailed overleaf: 



 
 
 

Identified 
Risk per Risk 
Register 

Reason for Change in Risk Rating 

 
Asset values 
affected by  
political 
uncertainty   

 
 
 

 
 

 
The election of Donald Trump to the US Presidency and 
uncertainties over his approach to foreign relations, trade 
agreements and infrastructure investment may add to market 
volatility over the coming months.     
 
Mitigation – As a long term investor with a well-diversified portfolio of 
investments and no immediate cash flow requirement, the Fund has 
the capacity to weather short term market noise. Investment 
strategy remains under regular review and can be adjusted if better 
sources of risk adjusted return are identified.    

 
 
5. The Pension Fund budget for 2016/17 was agreed at the Committee meeting of 11 

March 2016. 
 

The table below shows the variances from the expected outturn against budget.   
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Overall, the Pension Fund’s costs are projected to have an underspend of circa £1m. 
The main contributor is the one year fee break from Aberdeen Asset Management 
budgeted at £1.2m. These savings are expected to be offset by an overspend of £150k 
in other fund manager fees. Strong investment returns and the depreciation of sterling 
have led to increased portfolio valuations and higher fees as these are based on 
valuations.  

Falkirk Council Pension Fund  
   

As at 31/10/2016 

  
Budget    Forecast  Variance 

  
16-17   16-17 16-17 

Administration    653,130   623,130 (30,000) 
Oversight & Governance   558,830   558,830 0 
Investment Management            
Aberdeen Asset Mgmt  

 
1,200,000 

 
0 (1,200,000) 

Schroders Inv Mgmt 
 

700,000 
 

730,000 30,000 
Legal & General  

 
300,000 

 
320,000 20,000 

Newton Inv Mgmt  
 

1,650,000 
 

1,820,000 170,000 
Baillie Gifford 

 
1,500,000 

 
1,430,000 (70,000) 

Transaction costs  
 

300,000 
 

300,000 0 
Other 

 
275,000 

 
275,000 0 

    5,925,000   4,875,000 (1,050,000) 
Pension Fund Total    7,136,960   6,056,960 (1,080,000) 



 
A reduction in IT costs is projected to result in a small saving within the Administration 
budget. Oversight and Governance costs are projected to be in line with budget.  
 

 
6. Scheme Structure Review  
 
6.1 As part of the agreement surrounding the introduction of LGPS (Scotland) 2015, it was 

agreed that a structural review of the Scheme would be conducted by the Scheme 
Advisory Board.  

 
6.2 Data, including cost information, has been gathered over the past 12 months and 

consultants appointed to provide an options appraisal. This could include the status 
quo of 11 Funds, increased collaboration, pooling or fund mergers.     

 
6.3 A report is expected to be presented to the Scheme Advisory Board in March with 

Funds and other stakeholders being consulted thereafter.  
 
 
7. Pension Board Governance Review  
 
7.1 Scottish Ministers are undertaking a review of the effectiveness of Pension Boards 

across Public Sector Pension Schemes, including the Boards of the LGPS Funds.  
 
7.2 KPMG have been appointed to undertake the review which is being led by an Ian 

Pollitt.  Members of the Board are likely to be contacted by KPMG for their opinions. 
The fact that neither Committees nor Fund officers are being contacted is perhaps a 
matter of some surprise.  

 
7.3 The Terms of Reference (attached at Appendix 1) require recommendations to be 

made to Ministers by 30 April 2017.  Changes are likely to be limited as the Boards are 
required to operate within the terms of the Public Service Pensions Act 2013.    

 
 
8. Employer Funding Event 
 
8.1 An update on Falkirk’s funding position was given to employers by the Fund actuary, 

Hymans Robertson, at a meeting on 23rd November.  
 
8.2 Ahead of the meeting, employers were given an “early warning” report with estimated 

details of their current funding position and potential employer contribution rates from 
April 2018 (i.e. this will be the start date of new employer rates following the 2017 
valuation).  

 
8.3 Most employers are facing significant hikes in their rates as a result of the low interest 

rate environment, a lower investment return outlook and the lack of take up of the 
50:50 option.   

 



8.4 The consensus amongst employers was that the underlying scheme provisions 
needed to be revisited nationally.  It was noted that Hymans had recently presented 
details of the funding environment to the Scheme Advisory Board thereby raising the 
profile of the issue.      

 
 
9. Pooling Assets in England and Wales 
 
9.1 The UK Government’s initiative to pool the assets of 89 LGPS Funds in England and 

Wales worth approximately £250bn is progressing.   
 
9.2 The objectives are to improve returns, reduce costs, and facilitate larger scale 

infrastructure investment. Pools will be controlled by FCA approved management 
boards and will be responsible – instead of elected members - for selecting and 
monitoring manager performance. Strategic asset allocation will remain the 
responsibility of local Fund Pension Committees.       

   
9.3 Funds have proposed 8 pools ranging in size from between £12bn - £40bn. Treasury 

approval is awaited. If the timetable goes to plan, assets will transition to new 
mandates in April 2018.   

 
9.4 Some fee savings are already being realised such as LGIM reducing fees for their 

passive mandates - this is being passed onto Scottish Funds as well. Initial savings 
from pooling will however be offset by the costs of transitioning the assets and the 
compliance and legal costs of setting up Pool Boards with FCA accreditation. Boards 
will need to recruit specialist staff and may find themselves in direct competition with 
the private sector.   

 
 
10. Infrastructure 
 
10.1 Derek Mackay, the Cabinet Secretary for Finance and the Constitution (and the 

Scottish Minister with responsibility for the LGPS) recently made a public statement to 
the effect that he wished to see Funds making a greater effort to invest in infrastructure 
in Scotland with his preference being voluntary collaboration between funds rather 
than mandatory pooling. This echoed a 2015 report from the Local Government and 
Regeneration Committee of the Scottish Parliament which stated “we encourage 
Funds to seek out opportunities to work collaboratively to benefit from shared expertise 
in identifying suitable infrastructure investments”.  

 
10.2 Following discussions at Director of Finance level and accepting that Funds should 

only invest in a manner consistent with their investment strategy, there appears to be a 
broad consensus towards Funds exploring a collective approach to Scottish 
Infrastructure as part of each Fund’s wider infrastructure allocation. 

 
10.3 One potential model would involve: 
 

• the participation of Scottish Funds in a collective limited partnership vehicle  
• a fund size of up to £300m (i.e. about 1% of Scottish LGPS assets) 



• commitments in proportion with individual Fund size (c £15m - 20m for Falkirk) 
• investments would be in a broad range of Scottish infrastructure assets – incl. 

renewables, transport, housing  
• investments would be dependent on total Fund raised and market opportunity 
• fund to be managed by a single specialist manager  overseen by an advisory 

committee 
 

10.4 An allocation of up to £20m could be tolerated within the Falkirk Fund’s overall 
allocation to infrastructure of 9%. Subject to Committee approval, the Chief Finance 
Officer can maintain dialogue with other Funds to further develop this initiative.  (It 
should be noted that a recommendation to increase the allocation to infrastructure in 
collaboration with the Lothian Fund is contained in the Investment and Governance 
Issues paper tabled at this meeting.)  

 
 
11. Corporate Governance Issues 
 
11.1 The Fund discharges its obligations as a responsible investor by monitoring the 

engagement efforts of its Managers and by being a member of the Local Authority 
Pension Funds Forum (LAPFF).   

 
11.2 LAPFF is supported by PIRC Ltd, who are the Forum’s research and engagement 

partner. PIRC are also the Falkirk Fund’s voting agents and advisers on ESG matters.  
 
11.3 Q3 saw LAPFF engagement:   
 

• succeed in persuading the National Grid to publish its Scope 3 emissions data 
• pressurise National Express to undertake collective bargaining with a US Union 
• extract a promise from Sports Direct for an independent review of work practices 
• discuss women on Boards with Weir Group and Tullow Oil 
• discuss tax transparency with Unilever and Alphabet 
• discuss sustainability with Anglo American 

 
11.4 An emerging Brexit theme from recent AGMs has been the extent to which restrictions 

on free movement of labour might impact on companies’ ability to operate effectively. 
 
11.5 Some examples of Q3 Manager engagement by Schroders and Newton are set out in 

Appendix 2. 
 
11.6 Following the UK Government’s apparent back tracking on making it mandatory to 

have worker representatives on company boards, proposals are being brought forward 
to require companies to report the pay gap between their CEOs and average 
employees. The Government green paper is also expected to propose binding votes 
on executive pay packages and measures to improve the effectiveness of 
remuneration committees.     

 
 
 



12. Scotland–Wide Pensions Training

12.1 A Training Seminar for the Committee and Board members of Scottish LGPS Funds is 
taking place on Monday, 12th December, 2016.  Venue is the Burns Suite, COSLA 
Conference Centre, 19 Haymarket Yards, Edinburgh EH12 5BH.  

12.2 Among items being covered are Global Custody, Infrastructure and ESG. 

____________________________________________ 
pp Director of Corporate & Housing Services 

Author: Alastair McGirr, Pensions Manager  
01324 506333  alastair.mcgirr@falkirk.gov.uk 

Date: 28 November 2016   

Appendices 

Appendix 1 – SPPA Pension Board Review Terms of Reference  
Appendix 2 – Manager Engagement Information – Schroders and Newton 

List of Background Papers: 

None 

mailto:alastair.mcgirr@falkirk.gov.uk
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Company E S G

Consumer Discretionary

Berkeley �

Burberry �� �

Informa � ��

John Wiley � � �

Pearson � �

RELX ��

Taylor Wimpey � � �

Topps Tiles � � �

Truworth � �� �

Whitbread �

WPP ��

Consumer Staples

Associated British Foods �� �

Coca Cola � �� �

Dairy Crest � � �

Hengan �� �

Imperial Tobacco � �� �

Kerry �

Morrisons � ��

Tate & Lyle � � �

Tesco � ��

Company E S G

Unilever � �� �

Wessanen � ��

Energy

BP �� � �

Chevron ��

ENI ��

Lukoil �� �

Statoil �� �

Wood Group �� �

Financials

������� � �

�		
�� � �

�������������� �

Barclays � ��

Citigroup � ��

Discover � ��

HSBC � ��

Intesa Sanpaolo � � �

Investors Capital Trust � ��

JP Morgan Chase � ��

R E S P O N S I B L E  I N V E S T M E N T  R E P O R T  |  Q 3  2 0 1 6 

Key: E: Environment S: Social G: Governance 

The stocks mentioned above are for illustrative purposes only and not a 

recommendation to buy or sell. 

Source: Schroders as at 30 September 2016

Our ESG team had 103 engagements this quarter with the 78 companies listed below, on a broad range of topics 

categorised under “environmental”, “social” and “governance”. They included one-to-one meetings, joint investor meetings, 

conferences, teleconferences, written correspondence and collaborative engagements.  

For further details about the issues discussed and company responses,  

please contact your Client Director. 

Company 
engagement

Appendix 2
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Company E S G

��������� �

�
������������������ �

�������� �

����	������ �

�������
� �

��� �

����������� �

Information Technology

Chroma �

Fiserv � �� �

Sepura � ��

Materials

BHP Billiton ��

Goldcorp �� ��

LyondellBasell �� ��

Orica �

South32 � � �

Synthomer �

Telecommunication Services

BT � � �

Vodafone � �

Utilities

Centrica �

Company engagement
Continued...

R E S P O N S I B L E  I N V E S T M E N T  R E P O R T  |  Q 3  2 0 1 6 

Key: E: Environment S: Social G: Governance 

The stocks mentioned above are for illustrative purposes only and not a 

recommendation to buy or sell. 

Source: Schroders as at 30 September 2016

Company E S G

Just Retirement � �

Lloyds � �� �

Paragon Group � �� �

Prudential � �� �

Royal Bank of Scotland � ��

Tai Cheung �

Unicredit �� �� �

US Bancorp � ��

Wells Fargo � ��

Health Care

Amgen �� ��

Bayer �� ��

BTG �

Celgene � �

Essilor �� � �

GlaxoSmithKline � �

Shire �

Teva � �

Vectura �

Industrials

�� !�� �

"��#���
� �

�$� �
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Shareholder 
voting

Source: Schroders as at 30 September 2016. 
*Includes withheld or unvoteable resolutions, for example due to shareblocking. 

4%

90%

6%

Direction of 
votes 

this quarter

For

Against

Abstain

Other*

0%

27%

9%
3%

2%

15%42%
Reasons for 

votes against 
this quarter

Shareholder proposals

Other

Anti-takeover

Reorganisation &
mergers
Remuneration

Allocation of capital

Routine business

Director related

1%1%

We believe we have a responsibility to exercise our voting rights. We therefore evaluate voting issues 
on our investments and vote on them in line with our fiduciary responsibilities to clients. We vote on all 
resolutions unless we are restricted from doing so (e.g. as a result of shareblocking). 

This quarter we voted on 631 companies and approximately 96% of all our holdings. We voted 
on 24 ESG-related shareholder resolutions, abstaining on zero and voting against 4. 

The charts below provide a breakdown of our voting activity from this quarter. Our UK voting decisions 
are all available on our website at www.schroders.com/responsibleinvestment under “Voting”.  

Company meetings voted

125
Europe
(ex-UK)

63
North

America 180
Asia

91
Rest of 

the world

172
UK
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64%

11%

10%

12%

Engagement progress
from Q3 2015

Achieved 

Almost

Some change

No change

0%

20%

40%

60%

80%

100%

2012 2013 2014 2015 YTD 2016

Achieved Almost Some Change No Change No Further Change Required

Engagement 
progress

This section reviews any progress on suggestions for change we made a year ago, 
in this case the third quarter of 2015. There are four possible results: “Achieved”, 
“Almost”, “Some Change” and “No Change”. Of a total number of 97 “change 
facilitation” requests made, we recorded 12 as Achieved, 11 as Almost, 10 as 
Some Change and 64 as No Change. 

Below we provide details on our successes.

The chart below shows the effectiveness of our engagement over a five-year 
period. We recognise that any changes we have requested will take time to 
be implemented into a company’s business process. We therefore usually 
review requests for change 12 months after they have been made, and also 
review progress at a later date. This explains why there is a higher number of 
engagement successes from previous years.

 Source: Schroders as at 30 September 2016.
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