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Overview 
The Hampshire Pension Fund is the ninth largest of the 89 LGPS funds in England and Wales, with a value of £4,600 million, over 136,000 contributors, pensioners and deferred members, and 303 employers with active members as at 31 March 2014. The Hampshire Pension Fund takes its fiduciary duty and responsibly for company ownership very seriously.

The Pension Fund publishes its own Statement of Investment principles for all of its members in line with the Local Government Pension Scheme regulations. This document explains to scheme members that all of the Fund’s assets are managed externally by specialist investment managers and how the Fund discharges its responsibility with regard to its investments. The Fund recognises that companies can enhance their long-term performance and increase their financial returns by adopting positive social, environmental and governance (ESG) principles in planning and running their activities.
Question 1 – How could regulation 2(3)(b) of the Investment Regulations be amended so that it more clearly reflects the distinction between financial and non-financial factors?
The Law Commission’s focus on ‘factors which are materially financial’ is very helpful in moving on the debate on the importance of ESG in effective corporate governance. ESG factors can be intrinsically difficult to define and therefore include in regulations. The Law Commission’s language effectively provides the means to identify where ESG factors (along with many others) are relevant for asset owners, for example consideration of the future of fossil fuel consumption in the investment decision for an oil company. 

The suggestion from the Law Commission that decisions can be based on non-financial factors if scheme members share the opinions on those non-financial factors is not helpful. This thinking takes no account of how a fund with over 136,000 scheme members effectively canvases views. There is a danger that fund’s become influenced by a vocal minority of members, or make assumptions of the views of scheme members, which in reality are likely to cover a broad spectrum of views.

The Hampshire Pension Fund is of the view that regulations should specify consideration of ‘factors which are materially financial’ only, and that non-financial factors should not be a consideration in investment decisions.

Question 2 – Do you agree that amending the Investment Regulations to require trustees to comply with the current requirements in the Stewardship Code or explain why they have not done so, is the most appropriate way to implement the Law Commission’s recommendation?
If not, what approach would be more appropriate to encourage trustee to consider their approach to stewardship?

Question 3 – What steps would trustees need to take to comply with any amendments to the Investment Regulations, as set out in Chapter 2?
What it any, costs would be involved in meeting any new requirements?

Hampshire Pension Fund agrees with the Principles of the Stewardship Code. As described in the Code Hampshire outsources day-to-day stewardship to its investment managers, setting clear guidelines to them on how they are expected to discharge their role in its Statement of Investment Principles and Investment Management Agreements.

Hampshire agrees with and complies with the requirements of the Code, with the exception of reporting on its voting activities, which it believes there is insufficient benefit for to justify the resource required in collating and publishing this information. It is difficult to quantify the additional resource that would be required for this, but given the pressures already on the Local Government Pension Scheme to reduce costs where ever possible this would be an unwelcome and unnecessary requirement to have to resource.

Voting information is disclosed to scheme members when requested on specific issues. The infrequency of these requests, two in the last two years, demonstrates the lack of demand for this information, and this would be willingly given as a justification for not publishing this information if the requirement was to ‘comply or explain’.

The requirement to comply with the Stewardship Code, including the publication of voting records, is perhaps an unnecessarily onerous approach to be included in Regulations and perhaps would be better included as best practice for pension funds to adopt.
