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London Borough of Redbridge Pension Fund (“the Fund”)

1. INTRODUCTION

The Local Government Pension Scheme (LGPS) was established in accordance with statute to
provide death and retirement benefits for all eligible employees and their dependents. Eligible
employees are mainly local government staff, except teachers who have separate pension
arrangements, and a number of other bodies as permitted by Local Government Pension Scheme
Regulations 2013 (and amendments thereto).

The scheme is operated by designated administering authorities - each maintains a pension fund
and invests monies not immediately needed to pay benefits. The London Borough of Redbridge
(“the Council”) is a designated administering authority. The governance arrangements for the
Redbridge Pension Fund are set out in Appendix 1.

The Local Government Pension Scheme (Management and Investment of Funds) Regulations 2016
(“the Regulations”) (and as amended) require administering authorities to formulate and to publish
a statement of its investment strategy, in accordance with guidance issued from time to time by the
Secretary of State.

The Fund's investment objective is to minimise the long-term cost of funding commensurate with
an appropriate level of risk and volatility. This objective will be achieved through the formulation
of an appropriate investment strategy that takes into account the assumptions made within the
actuarial valuation, which are linked to the liabilities of the Fund. The investment strategy seeks to
achieve a real return of at least 3.5% per annum above long-term Government bond yields, sub-
divided between bond and equity type assets. Further details of the structure of the investment
portfolio are set out in Section 2.

The strategic asset allocation of the Fund is currently broadly split 80% equity type investment
(includes property) and 20% bonds although during periods of market volatility this may vary.
External fund managers have been appointed to manage the Fund’s investments and each manager
has a clear investment objective. The Fund invests in a wide range of assets with its fund managers
in order to provide diversification and to spread the risk. Within Section 2 are details of the risks
associated with the Fund and the measures in place to minimalize these risks.

The Fund considers that collaborative working and the pooling of assets has the potential to provide
services possibly at a lower cost. The Fund has therefore taken the opportunity to use framework
agreements to procure advisory services when contracts are due for renewal. The Fund also seeks
to pool its investments using the London Collective Investment Vehicle as opportunities arise.
Further details on the pooling of investments are set out in Section 3.

As a Public Sector scheme, the Local Government Pension Scheme is frequently scrutinised on its
investment decision processes. In response to a review by the Department of Communities and
Local Government six principles, as a measure of best practice were proposed. The Fund’s
compliance with these principles is set out at Appendix 2.

This Investment Strategy Statement has been prepared in collaboration with the Fund’s advisers. It
is a living document which means that it is subject to revision as the investment markets change. It
is also an important tool for the Fund as well as providing transparency in relation to how the Fund’s
investments are managed.

The Pension Fund Committee (“the Committee”) reviews the Fund’'s compliance with the
Investment Strategy Statement at least triennially or more frequently should any significant change
occur.



2. INVESTMENT STRATEGY AND THE PROCESS FOR ENSURING SUITABILITY OF
INVESTMENTS

The Fund’s primary investment aim is to ensure that over the long term the Fund will have sufficient
assets to meet pension liabilities as they are due.

The power and duties of the Administering Authority to invest Fund monies are set out in
Regulations. The Fund is required to invest any monies which are not immediately required to pay
pensions and any other benefits and, in so doing, take account of the need for a suitable diversified
portfolio of investments and the advice of persons properly qualified on investment matters. During
periods of market volatility, the Council, as Administering Authority, may retain any surplus cash
balance to invest in the money market in accordance with the Council’s Treasury Management
Strategy.

The Fund seeks to achieve this investment objective through the formulation of an appropriate
investment strategy that:

Maximises the return on investments whilst maintaining acceptable levels of risk.

Recognises the short-term volatility that can occur within the stock-markets with
diversification across different asset classes.

1 Recognises the assumptions made within the actuarial valuation that links to the
liabilities of the Fund.
1 Enable employer contribution rates to be kept as affordable and as stable as possible.

T
1

In broad terms, investments may be made in accordance with the regulations in equities, fixed
interest and other bonds, and property, in both the UK and overseas markets and in accordance with
the investment managers’ agreements. The Fund has decided to access these types of investments
via Pooled Unit Trusts. It is considered that with the size of the Fund in mind, investment in these
vehicles leads to lower volatility of returns and a wider spread of investments than would be
possible, in some cases, from direct investments in these sectors albeit the Fund will consider other
vehicles or ways of accessing investments through Pooling as these become available. The Fund,
however, does maintain a policy that applies a restriction as to the maximum percentage to which
the Fund can invest as shown in the table below:

LIMIT RESTRICTION

5% Investment in entities connected with the Council
10% CashDeposit with the Local Authority

10% Direct investment in any one company or entity
40% In any single Pooled Unit Trust

Asset Allocation

The Fund’s asset strategy, along with an overview of the role each asset plays is set out in the table
overleaf:



Asset Class Manager | Allocation | Allowable | Role(s) within the Strategy
% Ranges
%
Global Equities | LCIV - Legal 15 +/-5 To generate positive long-term
& General returns to meet the Fund’s funding
requirements. To achieve a return in-
line with the various market indices
Global Equities | LCIV - Legal 15 +/-5 To generate positive long-term
- Low Carbon | & General returns to meet the Fund’s funding
Fund requirements. To achieve a return in-
line with the market indices
Global Equities | LCIV - Baillie 15 +/-5 To generate positive long-term
Gifford returns to meet the Fund’s funding
requirements. To outperform the
MSCI AC World Index by 3%
Diversified LCIV - 10 +/-5 To generate positive long-term
Growth Fund Baillie returns to meet the Fund’s funding
Gifford requirements with lower volatility
than the Fund’s equity investment.
To provide diversification by allowing
the Fund to access a range of
underlying asset classes to achieve a
return of 3 %% above one-month
LIBOR (London Inter-Bank Offer Rate)
Index-linked LCIV - Legal 10 +/-5 To reduce volatility of the Fund’s
Gilts & General funding level and to provide
protection against inflation increases.
Infrastructure LCIV _ 10 +/-5 To provide diversification and to
Stepstone achieve a net return of between 8%
and 10%
Bonds/Inflation | Aberdeen 10 +/-5 To reduce volatility of the Fund’s
Plus Standard. funding level and to provide
LCIV- Aviva protection against inflation increases.
Emerging Schroders 5 +/-5 To generate positive long-term
Markets returns to meet the Fund’s funding
Equities requirements. To outperform the
MSCI Emerging Market Index by 3%
Property Schroders 10 +/-5 To provide diversification and access

to alternative drivers of return by
investing in a diverse property
portfolio. To outperform the relevant
benchmark by 1%

The Fund’s investments are currently held in pooled units as opposed to holding direct shares in
individual companies. The investments with both Baillie Gifford, Stepstone and Legal & General are
managed through the LCIV as the Fund seeks to pool its investments in accordance with
Government requirements. Further details concerning the pooling arrangements are set out in

Section 3.

Performance targets are set in relation to the benchmark and (where appropriate weighted indices
specified). The investment managers’ performance data is provided over a range of periods,
including quarterly, annually and triennially by the fund’s custodian, Northern Trust. The Committee
reviews the performance of the Fund and its Fund Managers at quarterly meetings against the
respective benchmarks. The objectives set for the Fund Managers are primarily over a rolling three-

year periods.




3. RISK MEASUREMENT AND MANAGEMENT

As mentioned previously in Section 2, the gradual reduction of the funding deficit is a core objective
of the Committee. The funding deficit is calculated by the Fund’s Actuary and is influenced by both
assets and liabilities. The funding position has implications for the setting of contribution rates for
the various employers in the Fund.

The Fund is exposed to a number of risks that pose a threat to meeting the core objective, which
includes funding risks, assets risks and operational risks. Details of these risks are set out in the Risk
Register which is attached at Appendix 3.

Regarding the risks from the investments, the Committee has agreed an investment strategy that
seeks to maintain an asset allocation that provides diversification, thereby spreading the risk whilst
seeking to reduce the deficit over a period of time. The expectation is that this will offer protection
through periods of market volatility where some assets will preserve capital better than others or in
rising markets where some assets will perform better than others. Additional diversification is
achieved by employing more than one investment manager.

The investment strategy incorporates flexibility of up to +/- 5% of the strategic asset allocation per
mandate, to reflect normal market volatility. However when market conditions are highly volatile,
the rebalancing of the Fund in-line with the strategy may be suspended to avoid exposure to greater
risk from market conditions.

The Investment Advisers, whilst constructing their review of the Investment Strategy, consider how
the portfolio would perform in different situations and the possible outcomes. This then helps
format the strategy to incorporate constraints on the maximum exposure to a specific asset class,
sector, region or country. The equity market is invariably volatile and therefore the monitoring of
the performance of the Fund and its Fund Managers is more focused towards the longer term than
the short-term performance.

The Committee pays close attention to the risks that may arise through a mismatch between the
Fund'’s assets and its liabilities as well as the risks that may arise from a lack of diversification of
investments. For the time being, the Fund’s long-term asset allocation will follow the benchmarks
as previous specified and an equity-biased approach will be maintained. A higher weighting in the
equity pooled unit trusts is held in the expectation that superior returns will be achieved in the long
term. This reflects the need to keep the Council’s cost of the Fund at reasonable levels, even at the
risk of possible adverse and volatile returns in the shorter term.

The Committee has acknowledged that there is a risk to the Fund’s investments from Climate
Change and therefore has reduced its exposure to this risk within the equity portfolio by investing
in a low carbon fund. Itis expected that this fund will provide superior returns over the long term



