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The most fundamental duty of a pension fund trustee is to ensure that the best
possible benefits are paid to the right people at the right time. This involves
managing the cost-effective transformation of retirement savings into pension
payments. As a pension fund trustee you are responsible for shaping investment
strategies to achieve financial returns for beneficiaries. But how long-term are
those returns?

In the face of current crises, your role as a pension fund trustee has become more
important and, many would say, more challenging.

All too often attention is focused on the asset manager and others in a very complex
system with multiple intermediaries and many behavioural pressures. If the system
is to work and the interests of beneficiary are to be advanced we need to focus on
those responsible for the stewardship of the scheme – the trustee or equivalent. 

This guide will provide you with practical support in your role. This is a time
of opportunity, as well as of challenge. In securing the long-term interests of
beneficiaries, it is important to protect the interests of savers and to secure
the long-term interests of people, profitable companies and the planet. Linked
to this is a view of value, supported by evidence, which is fit for purpose and
which will support the judgements you reach. 

This guide covers and brings together a number of complex and related
arguments – they are too important to be left to the experts! We argue that:

• a new view of value is needed and provide the evidence for it

• behavioural pressures on trustees must be recognised and challenged

• fiduciary duty, properly understood, reinforces this view of value.

Introduction
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We believe trustees should therefore be encouraged to ensure that ‘Tomorrow’s
Value’ is reflected in the mandates for which they are responsible.

Five key principles frame and run through the guide:

• arrangements made for pensions must meet two key goals, affordability
and payment certainty – trustees need to meet and to balance short- and
long-term considerations

• trustees need to understand value as integrating a number of factors over the
long-term – rather than mainstream or environmental, social, and governance
(ESG) factors, the challenge is how to embed ESG and other considerations
into a new mainstream view

• trustees bear ultimate responsibility for the effective governance of the pension
scheme, ensuring that it achieves its mission in a cost-effective manner

• the responsibility of pension fund trustees must be applied according to
principles of good governance – trustees need to delegate to their executive

• trustees should be good stewards – supporting companies that create value
over the long-term. This does not however mean ‘picking winners’.

The guide is supported by an agenda and a resource for boards that want to
take this forward with asset managers and other suppliers.

We are sure this guide helps you and other key players to understand why and,
more importantly, how to promote long-term value creation in practice. 

Tony Manwaring
Chief executive,Tomorrow’s Company
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We are very pleased to welcome and to be associated with the
Tomorrow’s Value guide for pension fund trustees. We believe the
associated agenda will provide trustees with practical guidance on
how to best deliver long-term financial value within their own pension
schemes. This includes setting up a process, and an excellent range
of questions to ask themselves and their suppliers. We are confident
that this work will ensure progress is made towards the overarching
goals to which we all subscribe.

The Principles for Responsible Investment (PRI) was established eight
years ago by a global group of asset owners who believed that much
more needed to be done to promote responsible investment which
looks to the long-term. That initial vision has since blossomed, and
PRI signatories now number over 1,200, representing assets of over
$34tn. We have come a long way since those early days, but the
global financial crisis only highlights how much work there is left to do.

PRI supports a wide range of initiatives across the world, and
we applaud the work of Tomorrow’s Company which has focused
on long-term success – for business, investors, and savers – for
many years.

We encourage pension fund trustees to engage with this work. They
are the guardians of workers’ capital, a phrase which rightly highlights
the nature of the assets under their stewardship.

Fiona Reynolds, Managing Director, Principles for Responsible Investment
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The 13 largest pension markets held $29,754bn worth of assets at the end of
2012, representing an 8.9% rise compared to the 2011 year-end value.

The US has the biggest pension market (56.6%). Japan is the second largest
(12.5%) and the UK is third largest (9.2%).

In 2012, 89% of pension assets in the UK were held by private sector
companies. In Canada, this figure was 43%. Methodology does not
provide an estimate for 2013.

By 2018, nearly all workers in the UK will be automatically enrolled into a
workplace pension scheme.1

UK state pension deficit £7.1tn (2010, still lower than EU average – ONS).2

UK private sector final-salary schemes deficit £244.7bn at the end of
December 2012 (January 2013 – PPF). 

There are over 6000 defined benefit schemes in the UK.3

Different asset classes
At the end of 2012 the average global asset allocation of the seven largest
markets was 47.3% equities, 32.9% bonds, 1.2% cash, and 18.6% other
assets like alternative investments and property.

In 2013, the UK continued to have above average equity allocations at 45%
(although down from 61% in 2002), 37% invested in bonds, 1% in cash and
17% in other assets like alternative investments and property.4

Pension Funds – Key facts
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The guide focuses on the United Kingdom and on English Law. To keep the guide
a readable length, we decided to focus on one jurisdiction rather than a number
of jurisdictions superficially so as to include practical actions to implement the
principles identified. Other jurisdictions will be able to achieve similar results, by
applying the same principles while working within the remit of their legal system. 

Though the guide focuses on pension fund trustees, these principles are also
applicable to all other players in the investment chain.

We use a number of terms throughout the guide, agenda and resource – what we
mean by these is as follows:

• fundamental beliefs – trustees should be clear about their fundamental beliefs
and what factors they take into account when considering long-term financial
objectives and investment related risks

• board mandate – Trustee Boards should have a shared clarity of the most
fundamental principles of their own mandate, which helps them to formalise
their strategic intent in relation to values, standards, performance outcomes
and key issues of risk and forward development

• Statement of Investment Principles (SIP) – SIP can, in principle, provide
much of this information. However, they may often be completed without the
Board being clear about their own mandate

• mandates to suppliers – on the basis of shared clarity about fundamental
beliefs, the mandate and SIPs, this will better frame the parameters of the
mandates given to their suppliers.
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It is time to form a new and integrated view of value. One that is
intergenerational, takes into account economic, social and environmental
factors, and is measured using both financial and non-financial indicators.
This is what we call long-term financial value. It is a view that considers the
time horizons of both new and mature pensions and whether the pension
arrangement is likely to achieve its stated goal. This guide aims to support
pension fund trustees in forming and implementing this view.

The short-term view of value which underpins the current pension fund system
is arguably unfit for purpose. It makes it challenging for pension fund trustees
to ensure that their fund works in the best interests of its savers to deliver a
high quality and low-cost pension.

Post-war growth was fuelled largely by economic drivers of value and securing
financial returns. Social and environmental issues were largely seen as constraints,
‘a price to be paid’. 

The context has changed, compounded by general global volatility and uncertainty.
This is re-shaping how value will be created in the future. It is now necessary to
consider how to create long-term financial value. This is value that goes beyond
the estimated financial returns of an asset and considers its resilience in the context
of a changing business environment.

It is now more important than ever to take into account strategic risk factors which
might have a material impact on future returns. This includes social, environmental,
cultural, and behavioural factors, all operating over the long-term.

The current view of value is marred by behavioural pressures that affect all key
players in the investment chain. This myopic view has resulted in inconsistent
performance by funds in recent years, whether through speculation in equities,
bonds or commodities.

Executive summary
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The fundamental frameworks which inform understanding and behaviours are no
longer fit for purpose. The short-term economic view of value, sustainability, and
a responsible approach to investment all too often sit in a separate universe. This
makes it difficult to go beyond the short-term and to allow for more long-term
investment strategies which would take broader factors into account.

Through our discussions with pension fund trustees, we observe that these
pressures are at times further reinforced by the belief that there is no evidence
to support long-term investment and by a lack of understanding of trust law
principles and fiduciary duty. A narrow interpretation of case law and narrow
legal advice are common, with a fear of incurring liability. All of this steers
pension fund trustees away from making more long-term investment choices. 

We argue that we need to go beyond current compartmentalised measures of
success such as ESG, Responsible Investment (RI), Socially Responsible Investment
(SRI) as well as mainstream views of value. Discouraging compartmentalisation will
mean that every asset will be viewed in an integrated and complete way, recognising
that value lies in all perspectives and how they interrelate. 

This guide sets out how pension fund trustees can better fulfil their role and in doing
so reset the system.
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Why is there a need for a new view of value?
Why forming this view matters? 

What has been the evolution of value?
What is Tomorrow’s Value – achieving

long-term financial value?

Pages 14 to 21

What is the fiduciary duty and how does
it reinforce this new view of value?
How to strengthen the use of the

mandate as an important tool to achieve
long-term financial value?

Pages 36 to 48

If you are a defined contribution scheme
trustee, how does this apply to you?

What are the developments in the area?

Pages 50 to 52

What can a pension fund trustee
do to minimise the risk of value erosion

because of these pressures?
How would the ideal system flow? 

Page 33

How do current pressures along the
investment chain impact on behaviour,

and how does this impact implementing
a broader view of value?

How can pension fund trustees
achieve long-term financial

returns for their funds? 

Pages 28 to 32

What evidence is there that moving away
from traditional perceptions of value makes
business sense and maximises returns?  

Who is working towards this new view of value?

Pages 22 to 26

How this guide works
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Pension funds traditionally have long-term investment horizons as they face the
challenge of funding liabilities many decades ahead. Although day-to-day investment
decisions have been largely outsourced to asset managers and equities are a smaller
part of most portfolios, pension funds continue to have an ongoing interest in the
health of companies through their corporate bond holdings and sponsor covenant.
More thought is also being given to investments in non-traditional asset classes such
as infrastructure and private equity – both long-term investments requiring increased
consideration of extra-financial issues. 

Pension funds therefore continue to collectively own a significant share of the
economy and will do so for many years to come. Funds also understand that the
assets they own and oversee can play an important role in determining the future
society member’s face, and thus the real value of their retirement income.

Given the increasing range of challenges which require the focus of trustees,
the National Association of Pension Funds (NAPF) supports efforts to put the
stewardship agenda into a context which can be embraced by funds in a simple
but effective fashion. The NAPF has produced various tools for trustees to utilise
in meeting its Principles for Stewardship Best Practice, and encourages funds to:

• develop an investment policy which includes an appropriate understanding of
stewardship objectives and extra-financial risks within investment decisions

• select managers considering how they approach stewardship and whether
this is aligned to the fund’s own policy 

• structure the awarded mandates to enable accountability for stewardship
activities, encourage a strong focus on the appropriate time-horizon, and
establish an alignment of interest between manager and client.

We would encourage pension fund trustees to consider how they can make best use
of The Tomorrow’s Value: achieving long-term financial returns and accompanying
agenda to enable further consideration of this important agenda.

Joanne Segars, Chief Executive, National Association of Pension Funds
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We are now in a better position to form a new view of value,
one that will provide the resilience needed for continued
success. But value is entrenched by a complex investment
chain and is marred by systemic behavioural pressures.
When understood, these can be overcome. 

We can then embrace a view of value that is integrated and
long-term – where performance is measured using financial
and non-financial indicators against clear investment goals,
taking economic, social, environmental and behavioural
factors into account to generate superior and long-term
risk adjusted financial returns.


