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Agenda Item 7

Report No. London Borough of Bromley
FSD17042

PART 1 - PUBLIC

Decision Maker: Pensions Investment Sub-Committee

Date: 16™ May 2017

Decision Type: Non-Urgent Non-Executive Non-Key

Title: OUTLINE PROCUREMENT PROCESS FOR FUND MANAGER

APPOINTMENTS

Contact Officer: James Mullender, Principal Accountant

Tel: 020 8313 4292 E-mail: james.mullender@bromley.gov.uk

Chief Officer: Director of Finance

Ward: All

1. Reason for report

1.1  This report provides an outline for the implementation of the Pension Fund Asset Allocation
Strategy that was agreed on 5™ April 2017, and seeks agreement of certain principles to direct
the tendering process for the new Investment Manager mandates.

2. RECOMMENDATIONS

2.1 The Pensions Investment Sub-Committee is asked to:

(a) Note the contents of the report;
(b) Consider the proposed actions and indicative time-frames attached in Appendix 1;

(c) Agree that the allocation to Property be split with £50m initially managed through a
pooled fund, and the balance (circa £27m) managed via direct investment;

(d) Agree that mandates be tendered for two Multi Asset Income Funds, and one
Property Fund;

(e) Agree that the Director of Finance, in consultation with the Chairman and Vice-
Chairman, be delegated authority to select the shortlist of managers to be invited to
submit a tender following the PQQ process;

(f) Agree that a Special Meeting of the Sub-Committee be held on 12" December 2017
to award the Property pooled fund mandate (see para 3.3.3).
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Corporate Policy

1. Policy Status: Existing policy. The Council's Pension Fund is a defined benefit scheme operated
under the provisions of the Local Government Pension Scheme (LGPS) Regulations, for the
purpose of providing pension benefits for its employees. The investment regulations (The LGPS
(Management and Investment of Funds) Regulations 2016) allow local authorities to use all the
established categories of investments, e.g. equities, bonds, property etc, and to appoint external
investment managers who are required to use a wide variety of investments and to comply with
certain specific limits.

2. BBB Priority: Excellent Council.

Financial

1. Cost of proposal: No cost

2. Ongoing costs: Recurring cost. Total administration costs estimated at £3.9m (includes fund
manager/actuary/adviser fees, Liberata charge and officer time)

3.  Budget head/performance centre: Pension Fund

4.  Total current budget for this head: £38.3m expenditure (pensions, lump sums, etc); £43.8m
income (contributions, investment income, etc); £943.8m total fund market value at 31°' March
2017)

5.  Source of funding: Contributions to Pension Fund

Staff

1. Number of staff (current and additional): 0.4 FTE

2. If from existing staff resources, number of staff hours: ¢ 14 hours per week

Leqal

1. Legal Requirement: Statutory requirement. Local Government Pension Scheme (LGPS)
Regulations 2013, LGPS (Management and Investment of Funds) Regulations 2016

2. Call-in: Call-in is not applicable.

Customer Impact

1.

Estimated number of users/beneficiaries (current and projected): 6,076 current employees;
5,070 pensioners; 5,258 deferred pensioners as at 31° March 2017

Ward Councillor Views

1.
2.

Have Ward Councillors been asked for comments? No.

Summary of Ward Councillors comments: N/A
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3.1

3.1.1

3.1.2

3.1.3

3.2

3.2.1

3.2.2

3.2.3

3.3

3.3.1

COMMMENTARY
Asset Allocation Strategy

At its meeting on 5™ April 2017, the Pensions Investment Sub-Committee agreed a revised
Asset Allocation Strategy for the Fund, primarily as a result of projected cash-flow shortfalls in
future years and to reduce the expected volatility of investment returns. The revised strategy
removes the allocation to Diversified Growth Funds, reduces the allocations to Global Equities
and Fixed Interest, and introduces income generating allocations to Multi Asset Income (MAI)
Funds and Property.

The current and revised strategic allocations are summarised in the table below:

Current Actual
strategic  allocation Revised strategic
allocation  31/03/17 allocation
% % % £m*
Global Equities 70 77.9 60 566.3
Fixed Interest 20 13.9 15 141.6
Diversified Growth Fund 10 8.2 0 0
Multi-Asset Income Fund** 16.8 158.5
Property** 8.2 77.4

943.8

* Indicative allocation based on total fund value as at 31st March 2017
** Allocation to property to equal actual DGF total value as at point of transfer,
with the balance to adjust the allocation to MAI

The Council has appointed AllenbridgeEpic to manage the procurement of Fund Managers for
the new mandates, and they have provided a brief report and indicative timeline for MAI Funds
attached as Appendix 1.

Multi Asset Income Funds

It is proposed that two managers be appointed for MAI Funds, to increase diversification and
to aid performance appraisal, and that the tender be a two-stage restricted process advertised
on the Official Journal of the European Union (OJEU).

Members are requested to delegate authority to the Director of Finance to agree the shortlist
of Fund Managers (the recommended list to be submitted by AllenbridgeEpic) to be invited to
submit a tender following the PQQ process, in consultation with the Chairman and Vice-
Chairman of this Sub-Committee.

It is anticipated that the award of the mandates will take place following a “beauty parade” at
the meeting of this Sub-Committee on 27" November 2017.

Property Funds

Discussions at previous meetings of this Sub-Committee have indicated that members would
prefer some of the property allocation to be managed via direct investment, similar to the
Investment Fund within the Council’s revenue budget. As a result, it is proposed that £50m be
initially managed in a pooled property fund, and the remaining balance (around £27m based
on fund values as at 30" March 2017) be managed directly.
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3.3.2

3.3.3

3.34

3.4

3.4.1

4.1

5.1

6.1

It is proposed that the pooled fund be tendered using the same process as, and alongside the
MAI tender i.e. two-stage restricted OJEU process, with the shortlist to be agreed by the
Director of Finance in consultation with the Chairman and Vice-Chairman.

Given the importance of selecting the fund managers for each asset class, and the likely
number of managers on each shortlist, it is recommended that a Special Meeting of the Sub-
Committee be held for the Property “beauty parade” on 12" December 2017.

Officers are currently investigating the potential for Cushman and Wakefield, the Council’s
current strategic property provider, to also manage the direct property investments for the
Pension Fund. This will include, for example, consideration of whether to pool funds with the
Investment Fund, resulting in shared ownership, and the arrangements for a “Chinese wall” in
the event that investments are kept separate.

Sale of Assets

In order to implement the revised strategy, it will be necessary to sell all of the Diversified
Growth Funds, and around 23% of the total Global Equities assets (based on values as at 31
March 2017). It is proposed that the decision on which Global Equities assets to sell be
deferred until a later meeting of the Sub-Committee.

POLICY IMPLICATIONS

The Council's Pension Fund is a defined benefit scheme operated under the provisions of the
Local Government Pension Scheme (LGPS) Regulations, for the purpose of providing pension
benefits for its employees. The investment regulations (The LGPS (Management and
Investment of Funds) Regulations 2016) allow local authorities to use all the established
categories of investments, e.g. equities, bonds, property etc, and to appoint external
investment managers who are required to use a wide variety of investments and to comply
with certain specific limits.

FINANCIAL IMPLICATIONS
Details of the Pension Fund performance are provided in a report elsewhere on this agenda.
LEGAL IMPLICATIONS

The statutory provisions relating to the administration of the Local Government Pension
Scheme are contained in the Local Government Pension Scheme (LGPS) Regulations 2013.
The investment regulations (The LGPS (Management and Investment of Funds) Regulations
2016) set out the parameters for the investment of Pension Fund monies.

Non-Applicable Sections: | Personnel Implications, Impact on Vulnerable Adults and
Children, Procurement Implications

Background Documents: Pension Fund Asset Allocation Strategy Review, Pensions
(Access via Contact Investment Sub-Committee, 22" February 2017
Officer) Pension Fund Asset Allocation Strategy Review — Follow-up

Report, Pensions Investment Sub-Committee, 5™ April 2017
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Appendix 1

AN

Allenbridge

Bromley Pension Fund
Proposed actions and indicative time lines
For the
Procurement
of

Multi-asset income and property investment
managers

May 2017

Alick Stevenson

AllenbridgeEpic Investment Advisers Limited (Allenbridge)
alick.stevenson@allenbridge.com

www.allenbridge.com

This document is directed only at the person(s) identified above on the basis that
they are a professional investor or professional customer. It is issued by
AllenbridgeEpic Investment Advisers Limited, an appointed representative of
Allenbridge Capital Limited, which is Authorised and Regulated by the Financial
Conduct Authority.
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At the Pension and Investment sub Committee meeting on 5 April 2017 it was resolved to
change the strategic asset allocation benchmark of the Fund as follows:

Asset Class Current New
% %
Global Equities 70 60
Fixed Interest 20 15
Diversified Growth 10
Multi Asset Income 15
Property 10
Total 100 100

The diversified growth fund investments with Baillie Gifford and Standard Life are to be
terminated and the proceeds used to part fund the new allocation to multi-asset income
funds and property. The balance of funding will come from a reduction in the global equity
mandates. These reductions will be effective in the latter part of 2017 once the manager
selection programmes have been completed.

The small reduction in the fixed interest allocation will bring the actual exposure in line with
the new strategic benchmark but with no physical movement of funds.

In value terms, multi-asset income funds will have an initial asset allocation of £140m.
Property will be split roughly two thirds (E50m) into a pooled vehicle and one third to be
invested by the fund in direct assets.

The £50m property investment and the £140m multi asset income fund investment will be
through pooled vehicles which distribute income on a regular monthly or quarterly basis.

At a subsequent meeting at the Allenbridge offices on 3 May 2017 between ClIr K Onslow,
Mr P Turner and John Arthur and Alick Stevenson of Allenbridge the following matters were
also discussed and proposed:

1. Both procurements would be executed under OJEU restricted guidelines
Final presentations to the PISC would be made at separate meetings

3. Allenbridge would prepare and circulate indicative OJEU procurement timelines for
both multi-asset income and property funds.

4. In parallel Allenbridge would draft the PQQ and ITT documentation for consideration
by L B Bromley officers at a meeting or meetings to be held in late May/early June at
the L B Bromley offices in order to agree the wording of the various proscribed
documents prior to launch via the London Portal.
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Indicative OJEU Procurement Time Line for Multi-Asset Funds

The table below indicates that an OJEU procurement process should take a minimum of 5 months.

6 abed

Elapsed
Multi-Asset Manager(s) mandate Time June July Aug Sept Oct Nov Dec
Draft Documentation to Bromley 19/05/17,
OJEU, PQQ and ITT approval given 15/06/17,
OJEU issued 16/06/17
PQQ issued against manager requests 16/06/17,
Deadline for clarification questions PQQ 07/07/17
PQQ's received (30 Days) 07/08/17
PQQ's reviewed and scored (21 Days ) 25/08/17
Long list review meeting 30/08/17
Long list agreed; ITT issued 31/08/17
Deadline for clarification questions ITT 14/09/17,
ITT responses (30 Days) 13/10/17,
ITT Evaluation (21 Days) 03/11/17
Short list review meeting 07/11/17
Beauty parade at LBB offices Week begin 27/11/17
Appointment 28/11/17
Standstill 06/12/17

Documentation
Award Notice to OJEU
Asset transfer/funding

From 28/11/17
Within 30 days|

Responsibility for action/decision

AllenbridgeEpic Investment Advisers
AEIA and LB Bromley Officers

LB Bromley Officers

LBB PISC

All

This timeline is for an
OJEU Restricted
Tendering Procedure.

It assumes that the
mandate is agreed and
PQQ and ITT set up by
mid June and the tender
is then published.

The time required for
the return of PQQ’s can
be shortened to 25 days
if published
electronically.

The timeline targets w/b
27/11 for the review
meeting with the full
pensions committee at
LB Bromley offices

Y I\
Allenbridge
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