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I am an independent trustee currently serving a number of smaller mastertrusts. Formerly I co-founded and chaired the AMNT from its inception and for its first 6 years. I have experience of serving as a MNT and as an Independent Trustee of a number of DB and DC pension schemes and mastertrusts. I am also a member and former chair of the Security of DC Assets Working Group.

I would like to offer some views in respect of the above consultation – from a personal perspective; though obviously with the experience gained from the roles identified above. 

General

I am in general agreement with the proposals as a whole. It is apparent to me that careful thought has been given to this subject and I believe the proposals are considered and well balanced. 

The more specific comments I would like to make relate to Q5 Stewardship and Q11 Other Areas:

Stewardship


Q5: We propose that trustees should be required to include their policy in relation to stewardship of the investments, (including monitoring, engagement and voting) in the SIP. a. Do you agree with the policy proposal?

Most DC schemes do not hold their investments in segregated mandates. Typically, many hold the major part of their investments via platforms – where they effectively hold ‘a promise’. It is significantly unclear in these circumstances as to which party in the investment chain holds the voting rights and in consequence, any engagement responsibility also. Much has been speculated as to voting rights - perhaps following the beneficial ownership, which might thence default to trustees, but this is far from clear in practice. 

Whilst the Law Commission may have proposed that stewardship policies be included in an amended SIP there is a need which the Law Commission could themselves fulfil to clarify stewardship rights within the complex investment chain.

This issue is further exacerbated by pooled funds and nominee account holdings, both commonly used by DC pension schemes. The Consultation recognises the pooled fund issue but not the nominee account complexity – which may be more significant.

So pension schemes may have their investment holdings registered through nominee block accounts (to ease computerized trading) along with hundreds or thousands of other investors. There is a lack of adequate synchronization between the records held by registrars, custodians and voting platform such that the exact ownership at any single point of time (ie the Record Date) of specific investors in a nominee account may not be known. This situation arises through stock-lending, timing differences re overseas deposits and generally poor record systems. As a consequence, ‘under-voting’ and even ‘over-voting’ are common place (and no doubt we would consider scandalous were this a political election in an emergent country).

The upshot of all the above is that it can be impossible to allocate an exact vote to a specific investor such as a pension scheme. To attempt to split out votes in a nominee account may require extensive labour and additional costs - no doubt then to be covered eventually within fees to the member. Further it is understood that in some countries to split a nominee block account for voting purposes is illegal. And it should be mentioned also that there are players in the investment chain who may have vested interests in not splitting out nominee holdings (voting platform rebaters, voting intentions researchers, voting proxy agents etc).

The roles and rights of all the players in the investment chain are far from transparent and the governance process urgently requires the spotlight of review and transformation. There are however many other bodies which carry more related responsibility for this and certainly this does not include pension scheme trustees. 

So the points being made are:

· It can be very unclear whether trustees have voting power or not (and that position may be different from holding to holding and country to country).
· It may be even harder to exercise voting rights (and to know the vote has been made) even if it is established that they can be with the trustee.
· Doing more with current processes may add costs which may not be in member interests.
· The aspirations for engagement will tend to follow the voting position.

[bookmark: _GoBack]It follows that regardless of desires a pension scheme may have to play an active role in long term sustainable investments, practical reality will inhibit most DC schemes from doing more than charging their investment managers with general ESG responsibilities and monitoring them accordingly.

The exception to this may be single topic subjects – and climate change is perhaps the most significant to date. These can be addressed more in the same manner as ethical concerns or where there is believed to be a specific view of the members – and I think this is adequately covered in the proposals.



I am in agreement with the caution and caveats expressed in the consultation regarding setting ESG policy. I think it is reasonable that trustees state their policy within the SIP and then execute accordingly – but I would caution against any strengthening of the expectations on the specifics of voting or engagement in particular.

Other Areas

Q11: What evidence or views do you have of how well the other requirements in the SIP are working? What areas for further consideration and possible future change would you suggest? 

There is an area of investment which I consider should be given more focus and to members is at least as important as the topic of ESG. The area of concern relates to investment security.

DC code requires that trustees should understand the security of their investments and be able to explain that to members. They should also understand what compensation may be available should one of the parties fail.

I believe as a general statement that this subject is poorly understood by Trustees and certainly by the members (who will mostly believe that their investments are fully safeguarded). The topic is also poorly appreciated by the industry itself including the regulatory bodies. 

When does FSCS compensation apply for example and when does it not? What happens if it is an investment platform which fails and the funds used are life funds or other structures?

Issues are also changing as investment companies build-in more protection for their businesses and as investment companies plan new structures for a post Brexit world.

What policies should Trustees adopt? What protection should they maintain?  What liquidity should be retained in case of market failure? What action should they take in the event of a market failure and the FSCS has insufficient funding to cover?

The cross-industry working group has been addressing some of these issues and has produced some useful guides but more work is required and it should be an important element in a SIP. Further information can be provided on request.
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