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Dear Sirs,

Introduction

This is the response to the DWP consultation ‘Strengthening and Clarifying Trustees’ Investment Duties’ from the Atlas Master Trust. Each of our three independent Trustee Directors (Alan Whalley, Penny Green and Steve Delo) has contributed to this response, as has our independent Chair of Atlas’ Investment Sub Committee, Paul Trickett.

In general we are supportive of the direction of travel. Taking account of financial impacts of ESG issues is sensible and the transparency of publication ought to be a good thing (although see our comments below). However, there are significant challenges and – potentially – outcomes which defeat the policy objective and which may induce poorer member outcomes. We suggest that – post implementation – there is a full review of how things are going after, say, a 3 or 5 year period. Since the policy is necessarily focussed on longer term horizons, it may be necessary to repeat such reviews regularly. 
Rather than address each of the questions in order, we have restricted our response to the key issues that we have identified and the key risks that we perceive under the headings below. 

Members’ Views

This is possibly the most contentious of the proposals that we wish to comment on. Whilst it is understood why members’ voices are important considerations to trustees, there are significant risks, as follows. 

· This could become a platform for campaign and activist groups who may persuade members to their viewpoint.    

· [bookmark: _GoBack]The proposal is that every year trustees must report on how we take member views into account (if at all) when setting our strategy.  We do not have a concern about this objective in principle, but cannot see that it should be necessary to do it every year. If anything, to do so with that frequency may weaken the event’s significance.   

· It may be more difficult for trustees to reject member opinion than it is to accept it, even if that requires them to adopt a sub-optimal investment strategy. Some schemes might even make a virtue of being more member centric than others for commercial purposes. This could result in an outcome that the consultation paper specifically identifies as not desirable - members (or campaign/activist groups) dictating investment strategy.

· For large schemes (national employers) and Master Trusts, the option for an AGM or member panel is logistically flawed. Our experience of holding such AGMs is that they tend to attract a demographic of financially sophisticated, white-collar members of sufficient seniority within their workplace that they are able to attend without employer permission - and then only members who are close, geographically, to the AGM. Thus representation from a demographic of the membership is possible, but it is highly unlikely to be representative of the whole membership in a large scheme or Master Trust. Their voice may, in fact, serve to cloud the trustees’ understanding of member opinion rather than clarify it. Similarly, our expectation (again from experience) of member panels is that they would be populated mainly by members who are unrepresentative of the whole.  
· Leading on from this, the practical difficulties in such Master Trust forums giving the trustees ‘good reason to think the scheme members hold the concern’ are such that it is difficult to conceive that the first condition of the test can ever be met. 
 
· Also leading on from the point above, default funds, by definition, have unengaged members. Any attempt to seek views (AGM, member forum) will likely be biased and unrepresentative. We question whether there should be any obligation on trustees to take members views into account for default funds.

· Climate risk is identified as a specific ESG factor on which to focus. Other considerations exist and others still will emerge over time. Is it right to give climate change pre-eminence over other corporate governance issues which are – in a wider ESG sense – equally compelling? Might that not relegate other issues to a sub-list?

· The work implied in this paper will demand significant interaction with asset managers. Requiring trustees to ‘pull’ relevant information from them is inefficient, costly and open to variable outcomes. We believe that asset managers must be compelled by the FCA to ‘push’ the information necessary, in a standardised format, to make this work. 

· A corollary of this is that it may encourage schemes to limit the range of asset managers they use. This may be a good thing or a bad thing but DWP should be mindful of the potential impact, on market competition in particular.  
Charges, VFM and Index Investing
The predominance of passive investment solutions in DC – commercial schemes in particular – needs to be given more consideration. Generally these are used in order to meet the legislative charge cap and/or to induce as low a fee as possible in order to win new business since – irrespective of other quality features of any particular scheme – consultants tend to favour the cheapest  option available when advising employer clients. It is difficult to see how trustees will – or perhaps even can - relinquish cost effective investment strategies for less cost effective strategies. We suggest that consideration should be given to opting out of the regulatory cap – assuming that defaults are impacted (see above) - if it is necessary to do so to satisfy member demand. That is, DWP should consider the possibility that price should be subordinate to ESG considerations if scheme members so demand. It may not otherwise be possible to facilitate the changes members require.    
Introducing more active management in any investment solution introduces additional cost – including ESG filtering and stewardship activism.  Even assuming that an adequately competitive and diverse ESG index market can and does evolve, it is unlikely to compete with traditional indices on price. Commercial Master Trusts which embrace greater ESG activism risk appearing uncompetitive to consultants and therefore to employer clients – potentially undermining their Business Plans. We do not believe that this situation cannot be resolved but we suggest that it requires FCA involvement in order to compel consultants to (understand and) take ESG into consideration in their recommendations. Otherwise it is likely that price will continue to be the key determinate of their recommendation. If so, this may undermine the policy objective, especially since the majority of DC assets are predicted to reside in Master Trusts rather than single employer trusts.    
We suggest that further thought is given to the impact on trustees’ current VFM obligations – does facilitating member preference over trustee prudence characterise good or poor value?    
  Publication of the SIP
Your paper makes the point that there is a currently a degree of boiler plating SIPs because they are largely written by, or at least strongly influenced by, Investment Consultants. Whilst we do not disagree with that opinion, we are unable to see that the position will change after they are published – we do not see the divergence that you have suggested. If anything, we expect that publication will lead to a greater degree of convergence/boiler plating than hitherto, on the principle that there is regulatory safety in numbers. Some aspects – such as the methodology used to collate member views and how (if at all) they have been incorporated in the strategy – may differ, but we would otherwise expect a significant degree of structural convergence in order to avoid being a compliance outlier. 
If so, this suggests that there will be little of value for the audience (scheme members) to derive from the SIP to discern how their scheme differs from others.
In a commercial Master Trust such as Atlas, there are two additional audiences that may be interested in the SIP - employers and Third Party Evaluators/EBCs. Boiler plated SIPs are no more likely to help them evaluate how one Master Trust differs from another. The only practical way that this can be done is to publish, in reasonable detail, how the Trustee has implemented the philosophy and strategy set out in the SIP. Employers cannot be expected to understand this level of detail and for those consultants who support employers through a scheme selection process, this is not a widespread skill. Our points above (in relation to the FCA compelling consultants to (understand and) consider ESG) are equally relevant here. 
Social impact investment
There is a well versed conflict between a company’s social responsibility to employees and its legal duties to shareholders. Negative market sentiment towards a business – reflected in its share price – can often induce a panicked ‘rationalisation’ programme of sufficient magnitude to influence analysts to slow or reverse that sentiment. Whilst that may satisfy the immediate interests of shareholders – including pension scheme trustees  – the rationalisation programme (a euphemism for redundancies) clearly delivers a negative social outcome in the local communities and in the wider economy (since State support is inevitable). It is difficult to see how trustees and asset managers can square their fiduciary responsibilities with the negative social impact of such circumstances. We suggest this is a matter for further consideration.  
The final points we wish to make are:
Scheme members choose their employer, not their pension scheme. Most will change jobs – and schemes – frequently. The ESG voice of members can never be more than muted in this situation.     
Significant DC assets reside in Workplace GPPs and Stakeholder schemes. Will similar obligations be given to IGCs by the FCA?  

We hope you find these comments helpful.

Paul McBride
Head of Governance
Atlas Master Trust 
July 2018
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