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Robotics leads
the way
PensionDanmark, this year’s
European Pension Fund of
the Year, is no stranger to
the winners’ roster at the
IPE Awards. The fund continues to lead the pack in
investments, particularly in
alternatives, but this year it
also demonstrated its leadership qualities by showcasing an artificial intelligence
platform
and
robotics
advanced digital messaging
process for its critical illness claims process, a core
component of its pension
and biometric risk coverage
offering.
This ingenious development is directly linked to
Denmark’s national health
service and ensures its
members can expect payments from their health
insurance to begin the day
they make a claim. The digital messaging service is
a highly personalised one-on-one communication
portal for a whole range of pensions matters.
Both services are highly beneficial to PensionDanmark’s members and surely a path others will
follow. This is the third time the Danish scheme
has won our European Pension Fund of the Year.

The ABB Group’s pensions management team is
another example of pensions innovation and creative thinking. With responsibility for some 150
global schemes, the firm’s sophisticated risk management and asset liability modelling capabilities
have earned the team and its CEO, Elisabeth Bourqui, both the Gold Award for Pension Fund
Achievement of the Year and the Swiss country
trophy.
A standout in last year’s Awards, Bosch Pensionsfonds has again impressed the judges – this
time for an innovative solution for the assets of
subsidiaries spun out of the group. Another increasing trend among entrants is the adoption of wideranging policies to reduce carbon footprints and
further integrate ESG factors into investment
portfolios.
This year we feature a Lifetime Achievement
Award. We do this on rare occasions; this time presenting the award to Alan Rubenstein, whose work
at the Pension Protection Fund in the UK has
helped shape the concept of liability-driven
investments.
This year we also welcome Georg Inderst as our
new Chair of Judges. He has supported the IPE
Awards as a judge for many years and is a natural
successor to Fennell Betson, IPE’s Founding Editor, who held the position until 2016.
Liam Kennedy, Editorial Director, IPE
Robert Melia Watson, Pension Funds Relationship
Manager, IPE

FROM THE CHAIR OF JUDGES
GEORG INDERST
On behalf of all the
judges, let me first thank
Fennell Betson for his
leadership and commitment as chair of judges
until 2016. Fennell was
instrumental in shaping
the judging from the
inception of the awards in
2001 and I inherited a
highly transparent and
comprehensive process.
It has been a great honour for me to help and
support Fennell and IPE over the years as a judge
for and share my thoughts on how to refine the
process each year.
The IPE Awards are instrumental in bringing
together a big pool of pensions funds from
across Europe. It’s as much a question of
sharing innovation and creating a meaningful

benchmark as it is about taking home a trophy
and I am confident we have once again met that
objective.
Judging the IPE Awards is a challenging
operation and features a process that runs for
several months. There were a record 88 judges
involved this year, reviewing 440 entries across 42
categories. There is a separate panel of judges for
each award. Some categories attract a large
number of entries, so judging is no easy task given
the tight deadlines involved. Furthermore, judges
also provide thoughts on each of the entries
reviewed. Each pension fund can thus obtain from
IPE feedback on any entry they submit.
Judging is done on a purely voluntary basis,
but it is a very time-consuming commitment
from people with busy jobs – often undertaken
over weekends. We would like to thank the
judges profoundly for their essential contribution. Their names are on pages 4 and 5.

HOW THE AWARDS WORK
●● Each entrant enters their Country/
Regional Award and as many of the
Themed Awards as they wish. This
includes the Bronze Awards, Silver
Awards for Active Management, Passive
Management and Small Pension Fund,
and Gold Long-Term Investment Strategy.
●● For the Silver Corporate, Multi-Employer/
Professional, Public, Sovereign Reserve
and Gold European Pension Fund of the
Year categories, the shortlists are based
on the best performing funds from across
the Country/Regional and Themed
Awards.
●● We use a streamlined online entry system
to process the entries. Once all the entries
are submitted, the judges can access
them online using a secure logon.
●● Each panel includes judges with appropriate country and/or subject knowledge. For
the Outstanding Industry Contribution and
Pension Fund Achievement of the Year, we
invite all the judges to rank their top three
for each category.
●● The first phase of the judging process
invites each member of each judging
panel to read and score the entries
according to a 20-point score matrix that
ranks each against their peers, nationally,
regionally and globally. The judges then
rank their top three for each category they
review.
●● We calculate an average of the judges’
scores to produce the ranking in each
category. This gives us the Country and
Regional Awards winners.
●● For the Themed, Bronze, Silver and Gold
Awards, if the result of an award is too
close to call, there may a second stage of
judging that invites each member of each
judging panel to join a conference call to
discuss it. The judges may revise their
score during or after the call. We then
recalculate the averages accordingly and
agree the winners.
If you would like to enter the IPE Awards
2018 or become a judge, please contact
Robert Melia Watson on +44 (0)20 3465 9327
or at robert.watson@ipe.com
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Avida International
UK
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Independent Consultant
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Michael Smurfit Graduate Business
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Ireland
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Asset Advisors
Netherlands
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Deloitte LLP
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Ravi Khanna
Independent
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Belgium

Petri Kuusisto
Esko Advisors
Finland
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Moritz Consulting GmbH
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M. Langensjö & Company AB
Sweden
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Prometea Advisors
Italy

Morten Linde Sørensen
Willis Towers Watson
Denmark
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Wassum
Sweden
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Linnemann Actuarial Consulting
Denmark
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Independent
UK
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JFP Advisor y
France

Stefan Lundbergh
Cardano Insights
Netherlands

Claudio Pinna
Aon Hewitt
Italy

David Lunsford
Carbon Delta
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EUROPEAN PENSION FUND OF THE YEAR

The future has arrived
“This entry is so innovative and so refreshing.
PensionDanmark once again proves how far ahead
it is. The scheme effectively operates in the future”
Judge’s comment

PensionDanmark
Denmark

Founded: 1992
Type: Defined contribution
multi-employer scheme
Assets: €29,770m
Performance:
5.86% (one year)
Members:
Active – 653,000
Retired – 42,000
As at 31 December 2016

SHORTLISTED
ABB Group Pensions
Management Switzerland
Alecta Sweden
AP4 Sweden
ATP Denmark
Bosch Pensionsfonds AG
Germany
SEB Life & Pension Denmark &
Sweden

KEY POINTS
Advanced artificial intelligence
for healthcare insurance
One-to-one digital messaging
system
25% real assets and property
exposure
Majority internally managed
lifestyle product
€30bn under management for
700,000 members

W

hile there are many
aspects of PensionDanmark that keep it
among the higher
echelons of Europe’s
pensions, there was one overriding
feature of its 2017 entry that wowed
the judges: the highly advanced
enhancement of its digital platform
to include artificial intelligence. This
featured two areas of innovation.
Firstly, to accelerate and enhance
claims against critical illness, a key
benefit of its pensions package, it has
largely replaced the previous manual
claims process involving lengthy
form-filling and time-consuming
activities, such as sending in
documents and obtaining doctors’
certificates, with an advanced robotic
programme linked to the national
health service’s online platform.
Called Claims Benefits Robotics,
the initiative is an automated digital
platform that speeds the process up
to such an extent that members can
expect pay-outs to be approved and
processed on the day they make the
claim. This in turn significantly cuts
waiting times for treatment or
PensionDanmark to approve a claim.
Moreover, it creates an efficient link

between the scheme and the health
service, such that treatment may
begin immediately as a payment
schedule is in place. Internally, too, it
frees up the scheme’s resources to
innovate in other areas.
PensionDanmark believes its
robotics concept could act as a
blueprint for its competitors to
develop similar systems for the
benefit of their members and the
levels of care they receive.
The second innovation was the
development of a highly personalised
and timely digital messaging system
that effectively allows PensionDanmark to speak to each member
individually about a whole spectrum
of benefits, including pensions
positions, investment choices and
other insurance such as healthcare. It
tested the new system with a number
of members. Using the digital
messaging system during the test
phase more than doubled the
response rate compared to those
PensionDanmark did not contact.

T

here is much more to
PensionDanmark than digital
platforms. It has been at the
forefront of investing in real
assets for many years,
especially in sustainable infrastructure
projects such as offshore windfarms
and biomass plants. It built on this
reputation last year by entering a new
niche sector of buying, selling and
leasing ships in Africa. This takes the
form of a special maritime fund it has
created. Overall, some 25% is now
allocated to direct investments in
infrastructure and renewable assets,
real estate and direct lending.
In broad terms, PensionDanmark’s
primary focus is to build a welldiversified portfolio with an attractive risk-return profile and good

downside protection. It achieves this
by combining investments in public
markets complemented by alternative investments to diversify risk and
harvest illiquidity premia.
The fund is now among Europe’s
largest, with €30bn in gross assets
under management and approximately 700,000 members. The
majority of its investment management is undertaken internally, with
mandates outsourced depending on
the complexity of accessing an asset
class or niche market or whether a
more active style is appropriate.
PensionDanmark’s investments
are based on a lifestyle product. Up
to age 41, members’ assets are
allocated to equities, non-investment-grade fixed income and
alternative investments. Once they
turn 41, PensionDanmark initiates a
gradual reweighting towards less
volatile holdings with a more
conservative risk-return profile in
bonds such as European government,
mortgage and investment-grade
corporate types. In contrast, other
less volatile investments in credit,
real estate and infrastructure are
held at a constant throughout until
retirement age. The current allocation comprises:
●●Global equities – 35.3%;
●●European government and
mortgage bonds – 17.3%;
●●Infrastructure and renewable
assets – 10.1%;
●●Real estate – 7.2%;
●●High-yield bonds – 6.5%;
●●Senior bank debt – 6.1%;
●●Emerging market debt – 4.7%;
●●Index-linked bonds – 3.6%;
●●Private equity – 3.2%;
●●Mezzanine and distressed debt
– 2.5%; and
●●Investment-grade corporate bonds
– 1.4%.

JUDGED BY: HERMANN AUKAMP l TREVOR COOK l ASTRID GAMBIHLER l HELEN KOBÆCK
l ALFRED KOOL l ANNE MAHER l KRISTOF WOUTTERS
INVESTMENT & PENSIONS EUROPE 2017

REAL ASSETS & INFRASTRUCTURE
INVESTMENT STRATEGIES CONFERENCE
FOR GLOBAL PENSION FUNDS

LONDON STOCK EXCHANGE, 16 + 17 OCTOBER 2018

realassets.ipe.com
For Further inFormation please contact
Janet pearch on +44 20 3465 9303
or janet.pearch@ipe.com
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LIFETIME ACHIEVEMENT AWARD

The pensions protector
“Alan Rubenstein’s long career in asset management
and pensions investment has helped shaped the
industry, especially liability-driven strategies”
Editor’s comment

Alan Rubenstein

Long career in asset and
pensions investment
industries
Chief executive of PPF from
2009–18
Oversaw ten-fold increase in
PPF asset value to current
€33bn
Implemented project to bring
asset management in-house
Self-sufficiency objective
for the PPF by 2030 based
on a low-risk liability-driven
investment strategy

A

lan Rubenstein has a long
and distinguished career
serving the pensions
industry on both the sell
and buy sides. As he
prepares to step down as chief
executive at the UK’s Pension
Protection Fund (PPF), IPE takes a
look back at his many positions in
the industry, with particular focus
on his achievements at the PPF.
Rubenstein qualified as an
actuary with Scottish Widows before
moving into senior executive
positions with BZW Asset Management, Lucas Varity Fund Management, Morgan Stanley and Lehman
Brothers. He is also a former
chairman of the investment council
of the UK’s National Association of
Pension Funds as well as former
vice-chairman of the body as a
whole. Rubenstein acts as an
investment adviser to the British
Coal Staff Superannuation Scheme
and has sat on the supervisory board
of Dutch financial services group
Robeco and the UK’s Institute and
Faculty of Actuaries.
The PPF was set up by the British
government in 2004 and acts as a
lifeboat fund by taking over the
defined benefit plans whose sponsors have gone into administration
and which have insufficient funds to
maintain a minimum level of
solvency.
Rubenstein took over as chief
executive in 2009. At the time he
took office, the PPF’s assets under
management stood at £2.9bn
(€3.3bn). Today it is practically 10
times that value at £28.7bn. This is
equivalent to an overall funding
ratio of 121.6% and the scheme is
well on the way to meeting its
objective to be fully self-sufficient by
2030, without the need to rely on

the levy it currently charges eligible
schemes. This is very much part of
Rubenstein’s legacy and it is thanks
to a long-term low-risk liabilitydriven investment strategy and
objective to bring the scheme’s asset
management in-house.
Internal investment management
has been a key aspect of the fund
that Rubenstein has driven. By 2017,
it had completed the first two phases
of the project. Internal asset
management teams give the PPF
greater control over its investments
and costs. The next phase will bring
the management of its private and
listed credit portfolio in-house and
examine the rationale behind
insourcing its currency hedging.

T

he primary objective of the
fund’s investment strategy
is to ensure it has enough
reserves to pay the
pensions of those members
who have transferred to it and any
potential new members. To achieve
this, it has designed a bespoke
liability-driven investment strategy
that targets an expected outperformance over the liability benchmark of 1.8% per annum. This is
within a tracking error relative to
the liabilities of between 3% and 4.5%
annually. Cash and bonds make up
by far the largest portion of its
strategic allocation, supported by a
healthy alternatives portfolio and
lesser exposures to equities and
hybrid assets comprising illiquid
assets with hedging characteristics.
This is supplemented by a special
overlay portfolio consisting of swaps,
bonds to ensure the PPF continually
matches its liabilities. Tactical
adjustments are also permitted
within the scheme’s market risk
target range of 3.5% to 5%.

The strategy differs fundamentally from regular DB schemes in
that it must remain relatively
uncorrelated to the funding levels of
the schemes it protects since the
PPF needs to be solvent at times
when general pension schemes are
significantly underfunded.
The PPF undertakes a special
review every three years and 2017
marks the last review Rubenstein
oversaw. But, as he steps down, he
leaves the PPF in excellent health,
even when potential extra liabilities
it might need to assume are taken
into consideration. The reviews set
out the PFF’s vision for that period
and its progress towards its longterm target to be self-sufficient by
2030.
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TO ACHIEVE SUCCESS,
ONE NEEDS CONVICTION.
WWW.CANDRIAM.COM

Candriam, conviction and responsibility
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OUTSTANDING INDUSTRY CONTRIBUTION

Guiding light
“There can be no question over PRI’s outstanding
contribution. It has truly influenced the pension fund
industry on a global level by driving the integration
of ESG”
Judge’s comment

T

he idea behind the Principles for Responsible
Investment (PRI) dates
back to 2005. At that time,
United Nations SecretaryGeneral Kofi Annan brought
together some of the world’s largest
institutional investors to ask them
to develop voluntary guidelines to
KEY POINTS
help investors incorporate environWorld’s foremost ESG
mental, social and governance
and socially responsible
factors into their long-term portfoinvestment body
lios to stimulate the evolution of an
institutional investment industry
Set of six overarching
making increasing use of sustainprinciples written by
ability concepts.
investors for investors
This first forum consisted of a
20-strong investor group from
Over 1,750 signatories worth
institutions from 12 countries
collectively in excess of
supported by 70 experts from the
€60trn
investment industry, intergovernmental organisations and civil
Large-scale consultation
society. This led to the formal
process in 2016
launch of the PRI in 2006.
An investor initiative in partnership with
The number of signatories has
UNEP Finance Initiative and the UNsince
Global
Compact
risen
from 100 to over 1,750
and the PRI is now widely accepted
as the world’s leading proponent of
responsible investment and ESG
ethics. The signatories are based in
over 50 countries and their combined assets exceed €60trn.
The PRI’s remit extends beyond
the long-term interests of its
“The PRI works with its international network of signatories to put the
to include
six Principles for Responsible Investment intosignatories
practice. Its goals
are to the financial
markets and
economies
in which
understand the investment implications of environmental,
social
and
governance issues and to support signatories they
in integrating
into the
operatethese
andissues
ultimately
investment and ownership decisions.”
environment and society itself. It
encourages investors to use responsible investment practices to
enhance returns and better manage
their risks.
The PRI is an independent body
and does not operate for its own
profit. While it engages with global
policymakers, it is not associated
with or dependent on any government. PRI is supported by the
United Nations but not a formal UN

PRI

PRINCIPLES FOR
RESPONSIBLE INVESTMENT

entity. Currently there are six
concise but meaningful principles.
These are:
●●The signatories will commit to
incorporating ESG issues into their
investment analysis and decisionmaking processes.
●●They will become active owners
and therefore incorporate ESG
issues into their ownership policies
and practices.
●●They will seek the appropriate
disclosure concerning ESG issues
from the entities in which they
invest.
●●They will commit to promote the
acceptance and implementation of
the principles within the wider
investment industry.
●●The signatories agree to work
together to enhance their effectiveness in implementing the principles.
●●They will each report on the
activities and progress they have
each made towards implementing
the principles.
Financially, the organisation is
supported by the annual membership fee paid by the signatories.
Further support comes from grants
from governments, foundations and
other international organisations.

surrounding sustainability and any
revisions it made need to make to the
six principles.
The occasion also included a
number of special events such as
anniversary conferences in London,
New York and Singapore and more
than 20 regional workshops, roundtables and webinars to gather feedback
from the consultations.
The findings from these events
and consultations formed the
outline of an ambitious publication
released in 2017 setting the agenda
for the coming decade for further
action for the PRI and the wider
responsible investment community
to take.

T

he PRI celebrated its 10th
anniversary in 2016 and
marked this milestone by
carrying out a number of
initiatives designed to
review its progress in bringing
responsible investing into the
mainstream, as well as how far it has
come in shaping the future direction
of the industry and the organisation
itself. This included global signatory
and stakeholder surveys, publishing
an independent evaluation of the
PRI’s impact and implementing two
major consultations on the accountability of signatories, challenges

JUDGED BY A PANEL COMPRISING ALL 88 IPE AWARDS JUDGES
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Partner with a
currency market
leader.

Clients partner with Mesirow Financial
Currency Management to access our collective
knowledge of implementing custom currency
risk management solutions for some of the
largest institutional investors in the world.

Mesirow Financial Currency Management and
Perreard Partners Investment have an exclusive
partnership in Switzerland and across various
European countries to provide European clients
with customized currency management services.
Please contact us to learn more about how
we can help you manage your currency risk.
perreard.com | +41 22 919 7777
mesirowfinancial.com/currency

Investment management services offered by Mesirow Financial International UK Ltd, authorized and regulated by the FCA, and Mesirow Financial Investment Management, Inc., an SEC-registered investment advisor.
Copyright © 2017 Mesirow Financial Holdings, Inc. All rights reserved.
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PENSION FUND ACHIEVEMENT OF THE YEAR

Queen bee
“Realising a complex project with a new
methodology is a shining example to the industry
and driving a pensions scheme from a risk
perspective is a ahead of its time”
Judge’s comment

Elisabeth Bourqui
Head of ABB Group
Pensions Management

Centrally managed multiview model covering 150-plus
plans globally
Development of bespoke risk
management framework
Asset liability modelling
to determine strategic and
dynamic allocation
Analysis based on
quantitative mathematical
methodology

E

lisabeth Bourqui heads the
Zurich-based ABB Group
Pensions Management team
whose remit is to oversee
the collective management
of the multitude of pension schemes
that ABB sponsors worldwide. This
includes more than 100 defined
benefit and 50 defined contribution
funds – both open and closed with
different liability and pay-out
structures – covering more than
400,000 members.
Bourqui joined ABB in 2012 and
since then the team has conceived
one of the most advanced methodologies for running multiple
arrangements in multiple jurisdictions. This is a risk-based approach
that is tailored to the needs of each
scheme allowing for the best
risk-adjusted returns. Rather than
rely on a single set of assumptions,
the methodology Bourqui’s team
applies is designed continuously to
question the basis for investment
based on both established processes
and other sources of information.
There are several key challenges
that need to be addressed when
centrally managing a full range of
pension funds that differ fundamentally. Each plan has its own governance structure, independent trustee
board and investment committee
and operates in a distinct regulatory
environment. ABB has to reconcile
how different countries expect
solvency to be calculated with a
whole raft of accounting standards.
Overall for the group, Bourqui’s
team applies the US Generally
Accepted Accounting Principles
(GAAP) and then adjusts the results
to take account of local practices.
The next practical challenge is
how best to implement asset
allocation strategies consistently

across the group. One solution is the
use of asset/liability modelling
(ALM) to help draft strategic asset
allocation policies for each country.
Although locally the plans may then
make changes – and these can be
significant – Bourqui insists the
risks inherent in each local asset
allocation are presented coherently
for the group as a whole.
Tweaking the central allocation
to adapt to local markets could
depend on different jurisdictions
limiting the asset classes a pension
fund can invest in. To overcome the
challenge this poses, the team
attempts to include local laws as
much as possible in its central
asset/liability studies.

A

n example of how the
group needs to accommodate local regulations
is equity portfolios and
how much exposure or
risk a scheme can take depending on
the local market. The question the
team has to ask is how much the risk
affects both the local plan and ABB
Group Pensions as a whole. The
solution lies in a specially designed
risk management framework built in
conjunction with a specialist risk
consultancy that relies on both
customised and central asset/liability
modelling in addition to scenario
analyses. This allows the studies to
be undertaken at group and local
level. The team can change the
assumptions and analysis
accordingly.
Each pension plan has to
undertake an ALM exercise once
every three years and the result
leads to both strategic and dynamic
strategies. The strategic allocation is
based on a long-term 10-year
outlook and will consist of the asset

classes and building blocks alongside
the relevant benchmarks it will
follow. The individual boards will
then determine the plan’s risk
tolerance and budget.
The dynamic strategy typically
lasts one to three years and depends
on the team continually monitoring
the market for changes to relative
values in its holdings across asset
classes. The dynamic decisions are
reviewed at least once every six
months.
Although ALM models provide a
good insight into the expected
development of each plan, Bourqui’s
team also considers non-quantitative factors that could be considered
equally important in the investment
decision-making. These include
quantitative mathematical models
and the outlooks of analysts and
economists.
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LONG-TERM INVESTMENT STRATEGY

A long time coming
“An extremely sophisticated investor with a strong
corporate governance structure, AP4 is undoubtedly
among the best in the business”
Judge’s comment

KEY POINTS

AP4
Sweden

Long investment horizon
covering a maximum 40 years

Founded: 2000

Comprehensive investment
analysis framework

Type: Defined contribution
sovereign reserve fund
Assets: €34,670m
Performance:
10% (one year)
As at 31 December 2016

SHORTLISTED
ATP Denmark
Bosch Pensionsfonds AG
Germany
Geroa Pentsioak EPSV Spain
Merchant Navy Officers Pension
Fund (MNOPF) UK
SEB Life & Pension Denmark &
Sweden
Trafalgar House Pension Trust
UK

Focus on carbon footprint
reduction and corporate
governance

A

s a national reserve fund,
AP4 has a very long-term
mandate and, unlike
schemes with active and
retired members, it is not
affected by ongoing liquidity flows in
and out of the fund.
This creates a good environment
to pursue successful long-term
management and means AP4 can
take a long view on its role as an
active shareholder, giving it a certain
degree of influence over corporate
governance issues and the capacity to
maintain constant dialogue with the
companies it invests in, without the
need to factor in short-term volatility. The primary source of information concerns meetings with the
senior management of the holdings,
with the fund typically conducting
more than 200 a year.
AP4 uses several investment
strategies. The main focus is
identifying companies with good
long-term value growth as well as
valuation potential. Examples of key
identifiers are strong market
positions, good profitability on
operating capital and good growth
opportunities through structural and
industrial trends. Consideration of
economic and stock market cycles
and the companies’ record on
sustainability are also included in the
fund’s assessment of a share’s
relevant price risk and potential. To

identify stocks that may be undervalued as a result of lack of knowledge,
disinterest or the fact they are new to
the market, AP4 will hold meetings
with any potential firms to make a
fair and just assessment. The most
important criterion for an investment
is a more positive view on the
company’s earnings growth than is
indicated by the share price.
Besides criteria such as the
company’s accounting and share
valuation ratios, the structure of a
company’s ownership and its
governance is equally important. AP4
believes the behaviour of the owners,
the board and general management
can have a significant impact on a
stock’s long-term potential. Acquiring
good knowledge of a company’s
overall constitution and history is
therefore very useful for the fund.
AP4’s own management structure
is centred on three investment
horizons: 40 years, three to 15 years
and up to three years. This set-up
provides high measurability and
transparency regarding return, risk
and costs and allows the board and
other stakeholders to better oversee
the way the scheme is run. Since this
structure was implemented in 2013,
all three time horizons have contributed positively to earnings.

Recent activity includes a decision
not to invest further in tobacco
companies and divest its current
holdings in the sector, but without
excluding it from its benchmark
index. This is based on the belief that
they will underperform over time and
they are now considered ‘stranded
assets’ because of the increasingly
restrictive regulatory environment
the tobacco industry is suffering.
Within corporate governance, AP4
participated in 27 Swedish nomination committees during 2015 and
2016. AP4 is committed to efforts to
ensure greater diversity and more
women on boards. During 2016, it
voted at the annual general meetings
of 100 Swedish and 798 foreign
companies.
In 2016 more than 14% of AP4’s
assets were actively managed
in-house for listed Swedish equities.
This portfolio has consistently
outperformed its benchmark index
with good levels of risk-adjusted
returns. There are four sub-portfolios; a concentrated portfolio
featuring 30-40 stocks, a large-cap
portfolio, a small and mid-cap
portfolio and a concentrated listed
Swedish real estate portfolio.

A

P4 works chiefly in two
focus areas – climate and
the environment, and
corporate governance.
Each area has a number
of publically stated goals. For climate
and the environment, this translates
as a policy to reduce the risk posed
by climate change by adopting
various low carbon strategies and
investing in green bonds. Moreover,
AP4 measures and publishes its
carbon footprint annually.

JUDGED BY: ANDREW CHAPMAN l TREVOR COOK l HELEN KOBÆCK
l JEAN-FRANÇOIS PINÇON
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CORPORATE PENSION FUND

Road to independence

HSBC Bank UK
Pension Scheme

“Outstanding large sophisticated fund. This is a really
interesting entry and the return and matching portfolios prove
a dynamic approach by 13 independent trustees”

UK

Founded: 1951
Type: Hybrid corporate
scheme
Assets: €27,000m
Members:
Active – 45,000
Retired – 46,000
Deferred – 100,000
As at 31 December 2016

Trafalgar House
Pension Trust
UK

Founded: 1967
Type: Defined benefit
corporate scheme

Judge’s comment
KEY POINTS
De-risking programme to
achieve self-sufficiency by 2025
Innovative mix of return seeking
and matching portfolios

W

ith approximately
180,000 members
and a 13-strong
independent trustee
board, the HSBC
Bank UK Pension Scheme is a hybrid
pension fund split between a defined
benefit arrangement and defined
contribution plan.
At the time of its 2011 actuarial
valuation, the DB section achieved a
100% funding level on an ongoing
basis, signalling a recovery from an
approximate €3.7bn deficit at the

Performance:
19.3% (one year); 14.4%
(three years); 9.8% (10 years)

“An innovative and savvy approach where the focus is
liability-driven, with excellent risk management and long-term
performance”

Members:
Retired – 12,209
Deferred – 9,520
As at 31 December 2016

Judge’s comment
KEY POINTS
Mature self-sufficient pension
trust with no accruals or
contributions
Efficient risk management
based on return and liability
return tracking error

ABB Group Pensions
Management Switzerland
Accenture Defined Contribution
Pension Plan Ireland
Bosch Pensionsfonds AG
Germany
British Steel Pension Fund UK
Linde Vorsorge Aktiv e.V.
Germany

A core component of the General
Framework is the investment
strategy that is constructed in line
with the 2025 self-sufficiency target.
The strategy consists of two parts.
Firstly, there is a return-seeking
portfolio comprising assets designed
to outperform the return needed to
match the scheme’s liabilities and so
allow further de-risking towards the
TMP. This portfolio consists mainly
of equities, credit and standard
commercial real estate.
A matching portfolio complements the return-seeking portfolio.
This comprises high-quality assets
with long -dated cash flow characteristics similar to the scheme’s DB
liabilities. This consists of government bonds, high quality long-dated
credit and other illiquid assets with
similar features.

Taking control

Assets: €2,218m

SHORTLISTED

2008 triennial equivalent. It was
during 2011 that the trustees and
sponsor agreed on a longer-term
strategy that would result, when
funding permitted, in the DB section
de-risking further to a self-sufficiency position. This would increase
the security of the scheme to keep
its pension promise to the members
and reduce the probability of any
further necessary funding from the
sponsor.
This is known as the General
Framework and is fully integrated in
the plan’s funding principles. The
self-sufficiency is called the target
matching portfolio (TMP), consisting of primarily high-quality assets
with long-dated cash flows that
should match the DB liabilities. The
aim is to reach self-sufficiency by
2025.

I

n 2006 the trustees of the
Trafalgar House Pension Trust
found themselves without a
sponsor capable of making
significant contributions.
Seeking to avoid entering the UK’s
Pension Protection Fund and with
the agreement of the regulator, the
trustees chose to continue running
Trafalgar themselves, so that the
members’ benefits might be paid in
full. A radically different approach to
the management of the assets was

therefore adopted and implemented.
With no future accrual and no
contributions, the objective is
relatively straightforward in that
Trafalgar needs only match the value
of its liabilities going forward and
this is expressed as an annual rate of
3.5% above the liabilities after fees.
The scheme assumes no more risk
than is needed to achieve this. The
strategy is set and run by an invest
committee that meets monthly
comprising experienced investment
professionals. The strategy is split
between a return-seeking portfolio
allocated to 54 fund managers and a
liability-managed portfolio that is
predominantly invested in cash,
swaps and Gilts and managed on a
segregated basis against portfolio
parameters set by the trustees.
The primary risk measure is the

tracking error of the asset return
against the liability return, which
Trafalgar House measures on both a
forward-looking and a realised basis.
The realised tracking error is
typically around 4–5% per annum.
Risk is generally kept below the
maximum allowable levels, especially
at times of economic uncertainty.
Economic scenario and stress test
analyses are carried out monthly, as
is an assessment of asset allocation,
risk exposures, cash flows, collateral
and liquidity.
With an efficient and aligned cost
structure in place, performance and
risk are both measured against the
liability return. The funding level is
calculated monthly using market
factors and triggers are in place to
review the risk return objectives if
there is any deviation.

JUDGED BY: JAMES KAVANAGH l GRAZIANO LUSENTI l NEIL MCPHERSON l EDWIN MEYSMANS
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You can’t add real value to your client’s business
until you’re truly on their wavelength.

Legal & General Investment Management
With a heritage dating back over 180 years, we have
built our business through tuning in to what matters
most to our clients.
The more you listen, the more you understand.
The more you understand the more value you can
add. It’s a simple philosophy but, for us it has proved
a remarkably successful one. It explains why our
clients trust us with over €1 trillion* of assets
worldwide and more than 80% of our new business
comes from our established clients.
It’s how we’ve become one of the world’s largest
asset managers.

Volker Kurr, Head of Europe, Institutional • Volker.Kurr@lgim.com • lgim.com
The value of an investment and any income from it can go down as well as up, you may not get back the amount you originally invested. Issued by Legal & General Investment Management Limited.
Registered in England and Wales No 02091894. Registered office: One Coleman Street, London EC2R 5AA. Authorised and regulated by the Financial Conduct Authority. *as at 30 June 2017, including
derivative positions. These figures include assets managed by LGIMA, an SEC Registered Investment Advisor.
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MULTI-EMPLOYER/PROFESSIONAL PENSION FUND

Calm seas
“Great combination between matching assets and
a diversified return portfolio. Seems to be on good
track to full funding in a robust way”
Judge’s comment

Merchant Navy
Officers Pension
Fund (MNOPF)
UK

Founded: 1938
Type: Hybrid multi-employer
scheme
Assets: €3,600m
Performance:
20.0% (one year); 14.1%
(three years); 10.2% (five
years)
Members:
Retired – 17,229
Deferred – 8,090
As at 31 December 2016

SHORTLISTED
Alecta Sweden
Pensioenfonds PGB Netherlands
PensionDanmark Denmark
Sampension Denmark
SEB Life & Pension Denmark &
Sweden

KEY POINTS
Innovative Journey Plan to derisk and reach full funding level
Focus on reducing unrewarded
risk
Mature profile with low equity
exposure in highly diversified
portfolio

T

he Merchant Navy Officers
Pension Fund (MNOPF)
was set up in 1938 to
provide defined benefit
pensions for merchant
ships’ officers and their families. The
fund was closed to new entrants in
1996 and, since March 2016, it has
been closed to future accrual. Since
then all the active members’ future
contributions invest in a new
defined contribution arrangement
within the scheme known as the
Ensign Retirement Plan (for the
MNOPF). The combined employer
and member contribution rate is a
high 30%. The Ensign Retirement
Plan is a new modern master trust
developed for the maritime industry
in conjunction with the MNOPF
Trustee.
The £3.3bn (€3.7bn) defined
benefit MNOPF is mature and the
majority of its 25,000 members are
already retired and claiming a
pension; the rest will join them
within 10 years. The fund’s Journey
Plan, believed to be the first of its
kind when established several years
ago, sets out the target funding
position over time and is delivered
through a combination of deficit
contributions from employers plus
investment returns. It currently
targets a funding level of 103% on a
gilts basis by 2025. The MNOPF
continues to see excellent results,

proving resilient to market fluctuations. At 31 March 2017, the
funding level stood at 85%, which is
broadly in line with the Journey
Plan.
The MNOPF Trustee employs a
delegated chief investment officer
(DCIO) and was an early adopter of
fiduciary management establishing a
clear and dynamic governance
structure. An agreed set of trustee
investment beliefs informs the
decisions made by the fiduciary
manager, which is monitored by an
independent adviser to ensure the
DCIO is operating consistently with
the fund’s investment strategy.
With clearly defined responsibilities and accountabilities, the
fiduciary manager mandate allows
for portfolio construction and
decision making to be more dynamic
and opportunistic, with value added
through manager selection, asset
allocation and benchmark selection.

A

ggregation of investment
capital by the DCIO
ensures that keen pricing
can be obtained by the
fund and the independent adviser reviews and reports on
the value for money that is being
delivered by the DCIO across the
investment portfolio.
The focus of the MNOPF
portfolio has been on reducing
unrewarded risk while remaining on
track with the Journey Plan. The
portfolio has diversified away from
mainstream equity and credit
markets, and significantly increased
the allocation to liability-matching
assets. It makes use of a range of
implementation routes for its
strategy including active and passive
management and smart beta.
The MNOPF now invests just 7%
of its assets in equities. This is

materially lower than nearly all UK
pension funds and has asset
allocations in a range of other
investment areas. This diversification has played, and will continue to
play, an important part in the
success that the MNOPF has
achieved in recent years.
Equity investments are diversified across manager and styles with
the portfolio well diversified across
sectors. On the fixed-income side,
the fund invests in the DCIO’s
in-house alternative credit fund,
which allows it to access a broad
range of opportunities, including
loans, private debt, securitised
credit, emerging market debt and
bridging loans, which serve to
diversify the credit layers from
traditional corporate bonds.
Delivery of the Journey Plan
requires careful consideration of
risk. Diversification of risk forms a
key part of the investment strategy
and liabilities are well hedged to
minimise inflation and interest rate
risks. A successful programme of
risk reduction strategies continues
to be carried out by the fund, which
is most exposed to the risk of falling
equity values and longevity.

JUDGED BY: PATRICK FERGUSON l PETRI KUUSISTO l STEFAN LUNDBERGH l GERALD MORITZ
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Renewable energy powers returns.

ClearBridge believes investors shouldn’t have to choose between principles and performance.
Thirty years of experience shows us that long-term, active Environmental, Social and Governance
(ESG) investing is good business. Case in point, one of our technology companies is the world’s
largest corporate purchaser of renewable energy. Through their energy efficiency measures,
they sustain the resources needed to power their networks. To date, they saved over $1 billion
in energy costs—savings that adds financial power into the investment.
Offer your clients return on their investments and their values. ClearBridge.com/esg

Experience is our ESG advantage.

ClearBridge Investments, LLC is a Legg Mason Company. All investments involve risk, including loss of principal.
©2017 ClearBridge Investments, LLC.
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PUBLIC PENSION FUND

Infallible public servant
“With its positive cash flows for many years, ERAFP
has taken a real long-term approach to investing,
with much weight given to the whole spectrum of
ESG issues”
Judge’s comment

KEY POINTS

ERAFP
France

Fully funded mandatory public
sector scheme

Founded: 2005

Integrates SRI charter across all
asset classes

Type: Defined contribution
public sector scheme
Assets: €26,201m

E

Performance:
4.95% (one year)
Members:
Active – 4,835,307
Retired – 86,346
Deferred – 396,519
As at 31 December 2016

SHORTLISTED
Empleados Públicos en la
Comunidad Autónoma de
Aragon, FP Spain
Environment Agency Pension
Fund (EAPF) UK
Royal County of Berkshire
Pension Fund UK

Diversification into private
equity, infrastructure and
decarbonisation strategies
RAFP is a fully funded,
mandatory pension fund for
France’s 5m or so civil
servants. Its assets under
management are expected
to reach €100bn by 2050.
ERAFP carries the values of
public service to which its members
and the trustees are deeply committed. For this reason, environmental,
social and governance (ESG) issues
have been a defining feature of the
development of investment policy
since its inception. In 2005 the
trustees decided that all the fund’s
assets would be invested and
managed according to a socially
responsible investment (SRI) policy.
This decision translated into the
adoption of a detailed SRI framework covering all asset classes and
shareholder engagement guidelines,
as well as the development of a
specific climate change strategy.
●● The commitment to SRI in
general and the fight against climate
change in particular is consistent
with ERAFP’s long-term investment
horizon. Most pension funds have
long-dated liabilities, but, since
ERAFP is still a relatively young
scheme, it is in the more unusual
situation of having predictable and
sizeable positive net cash flows for
the coming decades. It intends
therefore to use its particularly low
need for liquidity to the advantage

of its beneficiaries. Thus, since the
first investments were made in
sovereign bonds in 2005, ERAFP has
strived progressively to diversify its
portfolio, which already includes
investments in euro-denominated
equities, international equities,
credit bonds, listed small and
mid-caps, and convertible bonds.
The next move will be towards less
liquid assets such as real estate,
private equity and infrastructure. To
highlight this shift in focus, in 2016,
ERAFP committed €200m to a
private equity mandate and €100m
to an infrastructure fund.
ERAFP’s asset allocation has thus
turned from being predominantly
geared towards a fixed allocation to
a more diversified balanced portfolio. As of June 2017, ERAFP’s asset
allocation was:
●● Fixed income: 60%, of which 40%
is in sovereign bonds and 20% in
corporate bonds;
●● Listed equities: 30%;
●● Real estate: 7%; and
●● Private equity, infrastructure and
other: 3%.

E

xcept for sovereign bonds
which are managed
in-house, ERAFP, under
French law, has to delegate
the management of its
assets to external investment
managers. As a public sector
organisation, ERAFP has to comply
with the French public procurement
code, meaning asset managers are
selected via a public tender process
before being invited to manage
dedicated accounts on ERAFP’s
behalf. However, since a regulatory
change in 2015, ERAFP has been
allowed to invest a limited total of 3%
of overall assets directly in openended mutual funds. It has notably
used this new opportunity to speed

up the diversification process – for
example, towards emerging markets
– as well as to test more innovative
approaches such as funds implementing decarbonisation strategies.
ERAFP’s investment policy relies
on three pillars that are closely
linked: long-termism, responsibility
and innovation. In terms of asset
liability management, the fund has
been following very cautious
approach and solvency frameworks.
Using a low discount rate allows it to
keep expected returns realistic,
enabling stable allocation decisions.
Although ERAFP has reduced the
rate it uses to discount its liabilities
from 1% to 0.8%, its coverage ratio
has remained fairly high at 108% in
book value and 118% in economic
terms.
A key development at ERAFP in
2016 was the revision of its SRI
Charter. The objective was to adapt
it to two key challenges: the need for
an ecological transition and the
responsibility of large groups and
their suppliers to comply with
international standards and the fight
against tax havens. Beyond this, its
priority is to increase the impact of
its investments decisions on the
economy and society.

JUDGED BY: JOHN JONES l PETER KRANEVELD l GERARD MOORE
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IT’S A COMPLEX FINANCIAL
WORLD OUT THERE.

WE MAKE SENSE OF IT.
Old Mutual Global Investors is the London-based
asset management arm of Old Mutual Wealth.
We manage £36.4bn* on behalf of UK and International
clients, including public pension schemes, sovereign wealth
funds and financial institutions.
We don’t believe in house style. Instead, our fund
managers actively manage assets using their own expert
judgement, giving them the freedom to seize opportunities
in a fast changing market.
Today’s complex, interconnected and increasingly
globalised world requires fund managers to be more
transparent and accountable than ever. But more
importantly it calls for a simple, clear and sensible
investment approach.
Please remember that past performance is not a
guide to future performance. Investment involves risk.
The value of investments and the income from them can
go down as well as up and you may not get back the
amount originally invested.

www.omglobalinvestors.com
institutional@omglobalinvestors.com
For investment professionals only. *Source: OMGI, AUM as at 30/06/2017. This communication is issued by Old Mutual Global Investors (UK) Limited (trading name Old Mutual Global
Investors), which is a member of the Old Mutual Group. Old Mutual Global Investors is registered in England and Wales under number 02949554 and its registered office is 2 Lambeth Hill
London EC4P 4WR. Old Mutual Global Investors is authorised and regulated by the Financial Conduct Authority (“FCA”) with FCA register number 171847 and is owned by Old Mutual
Plc, a public limited company limited by shares, incorporated in England and Wales under registered number 3591559. OMGI 10/17/0144. Models constructed with Geomag.

SILVER AWARDS 23

SMALL PENSION FUND

Small but perfectly formed
“A good entry that covers investment areas very
well and highlights the scheme’s good rates of
returns”
Judge’s comment

Unifondo V
Pension Fund

KEY POINTS
Conservative strategy based on
85% fixed income

Spain

Return of 3% in 2016 with 0.7%
alpha

Founded: 2002

Increased US fixed-income and
absolute return strategies

Type: Defined contribution
corporate scheme
Assets: €226m
Performance:
3.0% (one year); 4.5% (three
years); 6.2% (five years);
4.1% (10 years)
Members:
Active – 4,220
Retired – 1,050
Deferred – 590
As at 31 December 2016

SHORTLISTED
DuPont Pension Fund Spain
Pensio B Belgium
Pensions Caixa 2, FP Spain
Repsol II FP Spain
Swedbank Pension Plan
Dinamika+100 Latvia

E

stablished in 2002, the
€226m defined contribution
Unifondo V Pension Fund is
the official name of Spanish
banking group Unicaja’s
pension arrangement for its
employees. It is actively managed by
Unicorp Vida, Compania de Seguros
y Reaseguros with a conservative
investment strategy that has
obtained outstanding risk-adjusted
returns, with annualised returns for
the three-year period to 31 December 2016 totalling 4.5%.
The fund’s investment objective is
to maintain its level of reserves
while seeking a long-term return
outperforming consumer price
inflation in Spain. To achieve this, it
splits its allocation into an 85%
fixed-income portfolio and 15%
equity exposure. This is implemented mostly via European
securities that suit the scheme
profile and level of governance of the
trustees.
The fixed-income strategy has a
traditional low-risk profile based
around European government and
corporate bonds with low to
mid-duration of between one and
five years and investment-grade
bonds with at least average ratings.
The equity strategy follows a value
style with stock selection based on
fundamental analysis of the European companies in which it invests.
Over the past few years, the
trustees have joined the scheme’s

fiduciary and investment consultant
in analysing the implications of low
expected returns in the current
low-yield environment. As a result,
the scheme has implemented some
changes by adding new sources of
return and reducing the allocation to
traditional fixed income through the
inclusion or increase of alternative
credit, increasing the diversification
within the fixed income portfolio
with international high-yield bonds
absolute return fixed-income
strategies, and alternative assets,
which Unifondo V uses to exploit
the illiquidity premium via loans,
private equity, real estate and
infrastructure, resulting in a higher
than average alternatives weighting
among Spanish pension funds.
Specifically, it has incorporated
more US fixed income to capitalise
on higher interest rates and
increased exposure to absolute
return strategies. More diversification also serves to reduce the
scheme’s dependence on equity risk
premium.
The strategy would seem
appropriate as Unifondo V boasts a
positve risk-adjusted return profile.
In 2016, it generated alpha of 0.7%
with an overall performance 3%
versus the benchmark’s 2.3%. There
are several reasons behind this
investment, including:
●● Coherence between the scheme’s
governance, its investment objective
and strategy;
●● Not assuming unknown risks and
investing only in assets that are well
known by the manager;
●● Successful relative value management within euro-denominated
bonds in the fixed income portfolio;
●● Successful stock picking within
European equities via fundamental
analysis with a long-term focus and
preference for companies with solid

business models, low financial risk
and high cash flow generation;
●● Dynamic asset allocation and
taking overweight positions in
equities during the last three years;
and
●● Cost optimisation by maintaining
low management fees and low
turnover through a long-term
management structure.
The key drivers for the alpha
include:
●● Successfully exploiting fixedincome opportunities that have
arisen in peripheral countries in the
euro-zone, particularly Spain, in
recent years;
●● Exploiting relative value provided
by the peripheral sovereign bonds
versus core European sovereign
bonds;
●● Being ahead of the general
market movements in the Spanish
fixed-income markets;
●● Exploiting the Spanish government and government-related yield
compression before focusing on
Spanish regional bonds;
●● Benefiting from the dramatic
reduction of the risk premia versus
government bonds, while at the
same time accumulating Spanish
covered bonds trading at attractive
yields;
●● Partially mitigating peripheral
risk by investing with limited
duration;
●● Actively managing interest rate
risk using German government bond
futures;
●● Rotation between Spanish and
Italian government bonds to exploit
Italian spread differentials; and
●● Actively managing cash using
short-term bank certificates of
Spanish financial institutions with
immediate liquidity.
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Generating income in
all-rates environment
ODDO BHF Asset Management, the largest independent asset manager in the Eurozone with a unique Franco German
identity has been delivering solutions to institutional investors for over 30 years.

Your challenges

ODDO BHF AM
Key figures

• Low interest rates
• Risk of rising rates
• Fears relative to credit spread levels

Our investment solutions
Our fixed income strategies combine our long-standing successful track
record of conviction-based issuer selection and our proven ability to manage
interest rates and credit risks across the cycle.

Selected credit strategies
Flexible credit
short duration
• Generate returns
while reducing
exposure to
duration risk

Multi asset credit

Buy and maintain

• Unconstrained and
flexible fixed income
strategy based on
dynamic allocation
between investment
grade, high yield,
emerging markets
corporates and
covered bonds

• Fixed maturity high
yield strategy to
generate returns
without default and
with a risk profile
declining over time

€61bn
Assets under
management

3 key investment centres
Düsseldorf, Frankfurt
and Paris

8 locations
Düsseldorf, Frankfurt,
Geneva, Luxembourg,
Madrid, Milan, Paris
and Stockholm

Source: ODDO BHF AM, ODDO BHF AM FT.
Data as of 06/30/2017

These strategies present a risk of capital loss.

Contacts
Bertrand Levavasseur
Head of Global Key Accounts
Country Head Switzerland I ODDO BHF AM SAS
Tel.: + 33 144518866 I Mob.: + 33 630788870
bertrand.levavasseur@oddo-bhf.com

David-Anthony Carenco
Country Manager Nordics I ODDO BHF AM SAS
Tel.: + 46 87566841 I Mob.: + 46 702624659
david-anthony.carenco@oddo-bhf.com

Disclaimer
Oddo BHF AM is the asset management division of the Oddo BHF Group. It is the common brand of two legally separate asset management companies: Oddo BHF AM SAS
(France) and Oddo BHF AM GmbH (Germany). This promotional document has been drawn up by Oddo BHF ASSET MANAGEMENT SAS and is exclusively dedicated to name of
the prospect. It may not be circulated among the public. The investor is informed that the strategy presents a risk of capital loss but also many risks linked to the financial
instruments/strategies in the portfolio. The value of the investment may vary both upwards and downwards and may not be returned in full. The investment must be made in
accordance with investors’ investment objectives, their investment horizon and their capacity to deal with the risk arising from the transaction. Oddo BHF AM cannot be held
responsible for any direct or indirect damages resulting from the use of this document or the information contained in it. This information is provided for indicative purposes
and may be modified at any moment without prior notice. Investors are reminded that past performance is not a reliable indication of future returns and is not constant
over time. Any opinions presented in this document result from our market forecasts on the publication date. They are subject to change according to market conditions
and Oddo BHF AM shall not in any case be held contractually liable for them. Frankfurt Trust is a asset management company of ODDO BHF Group based in Frankfurt.

am.oddo-bhf.com
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SOVEREIGN RESERVE FUND

National treasure
“Clear and strong governance with distinct
objectives and high transparency across value
creation and risk assessment and management”
Judge’s comment

ATP
Denmark

Founded: 1964
Type: Defined contribution
sovereign reserve fund
Assets: €102,111m
Performance:
10.1% (one year); 11.1%
(three years); 7.3% (five
years); 9.5% (10 years)
Members:
Active – 3,898,998
Retired – 1,081,459
Deferred – 63,734
As at 31 December 2016

SHORTLISTED
AP4 Sweden
FRR France

KEY POINTS
€100bn supplementary staterun pension scheme
Fully integrated factor investing
approach
Efficient dynamic risk
framework

F

ounded in 1964, ATP is a
supplementary state
pension scheme Denmark’s
workforce. This means it
now has 5m members and
assets under management of more
than €100bn. In 2016, it paid out
pensions worth €2bn to 1m beneficiaries. The overarching, long-term
objectives of ATP are to:
●● Honour the issued pension
guarantees;
●● Generate a substantial excess
return in addition to the guaranteed
return; and
●● Protect the purchasing power of
the pensions against high inflation.
A defining feature of ATP’s
business model is the separation of
activities into hedging, investment
and inflation protection portfolios.
Each portfolio is responsible for
achieving one long-term objective
only. This adds clarity of purpose
and allows a highly efficient implementation of each portfolio. ATP’s
investment activities and overall risk
management rest on four fundamental principles: hedging of pension
guarantees, risk diversification,
protection against tail risks and
dynamic adjustment of risk level.
The hedging portfolio consists of
interest-bearing instruments to
ensure that ATP can always honour
its guarantees. Investments are
allocated on the basis of risk, not on
the basis of invested capital. The
investment portfolio is broadly

invested with the purpose of
reducing the risk of simultaneous
losses and optimising the risk
reward ratio. Tail risk protection
ensures ATP can absorb rare,
high-impact events such as large
stock market drops, or surging
inflation undermining the purchasing power of pensions. Dynamic
adjustments provide an efficient use
of the risk capacity while protecting
the guarantees, while investment
risk is dynamically adapted to the
size of free reserves.
These principles foster both
transparency and high long-term
value creation while protecting the
pension guarantees. The business
model has proven extremely viable
and it has enabled ATP to generate
an average annual return of 8.8% on
total assets over the past 20 years.
Despite historically low interest
rates, ATP has a current funding
status of 118% based on a 1.29%
discount rate and the indexation of
pensioners’ benefits exceeded
inflation in three of the past four
years.

R

emaining committed to its
core principles, ATP
continually develops and
optimises its business
model. In recent years, it
has developed and implemented a
factor-based approach to investing,
radically improving the diversification of the investment portfolio and
its expected return. This replaces a
more traditional multi-asset
approach.
In essence, ATP views assets not
in terms of their labelling as stocks,
bonds or real estate, for example,
but in terms of their exposure to a
well-defined set of common factors,
of which there are four investable
types: equity, rate, inflation and a

composite factor capturing the
special risks associated with illiquid
investments and liquid alternative
risk premia strategies.
The factor approach is now fully
integrated into the allocation
process, risk management and
reporting. Through the specification
of factor risk premia, an asset’s
factor profile can be converted to a
required rate of return. This defines
a common yardstick for price on risk
allowing a consistent comparison
and evaluation of individual assets
within and across asset classes. In
the screening process, it defines a
threshold of expected return that
potential assets must exceed.
Since the beginning of 2016, the
investment portfolio has delivered a
high risk-adjusted Sharpe ratio
return of 0.89% and it has more than
met the annual return target of 7%
after tax. Still issuing guarantees,
the route taken by ATP differs from
most pension providers domestically
and abroad. However, through
determined innovation ATP has
shown by example that guarantees
and consistent value creation can
co-exist, even in current market
conditions. Indeed, the investment
return for the first half of 2017 was
very strong with an after tax return
of 11.6%.
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Congratulations
to the Winner for
Active Management

IPE
Award
2017
Value through Insight
Whatever the needs of institutional investors are, as an active
investor Fidelity takes pride in delivering insights to create
value for clients across all asset classes. One of the largest
global research capabilities with around 400 investment
professionals work closely together combining insights from
equity and credit research, to form a 360° view on the health
and prospects of companies.

www.fidelity.co.uk/institutional

This information is for Investment Professionals only and should not be relied upon by private investors. It must not be reproduced or circulated without prior permission. Fidelity,
Fidelity International and the F symbol are trademarks of FIL Limited. Issued by FIL (Luxembourg) S.A. (registered in Luxembourg), authorised and regulated in Luxembourg
by the CSSF (Commission de Surveillance du Secteur Financier). MK9486
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ACTIVE MANAGEMENT

Less is more
“Very sensibly managed, structured and well
governed fund. Risk and investment management
are both impressive. A worthy winner of this
award”
Judge’s comment

Alecta
Sweden

Founded: 1917
Type: Hybrid multi-employer
scheme
Assets: €80,355m
Performance:
Defined benefit – 5.1%,
defined contribution – 5.8%
(one year); Defined benefit
– 8.9%, defined contribution –
12.5% (five years)
Members:
Active – 2.3m; 34,000
employers
Retired – 519,000
Deferred – 1,155,200
As at 31 December 2016

SHORTLISTED
AP4 Sweden
CERN Pension Fund
Intergovernmental
Industriens Pension Denmark

KEY POINTS
Active style based on one
portfolio of 100 holdings across
asset classes
Dual aspect framework
managing insurance and
financial risks
Analytical process based on
quantitative fundamentals and
multipoint scorecard

A

lecta’s asset management
model is based on active
management of just about
100 holdings. This has
significant advantages
compared with index management
and all its asset management is
performed internally.
ESG is fully integrated, with
Alecta undertaking a sustainability
review of each decision prior to any
actual investment. If it does include
the asset, it takes an active view on
engagement as a shareholder –
becoming the largest in most cases
– and participates in dialogue with
the company via various channels.
Alecta’s in-house asset management framework enables the fund to
keep costs low by cutting out
intermediaries. All potential
investments are carefully analysed
and its active style removes the
constraints often associated with
index tracking. Alecta thus invests in
carefully selected shares, debt
securities and real estate in Europe
and the US.
For Alecta, internal portfolio
management based on a judicious
level of diversification increases its
prospects of achieving high returns.
Furthermore, managing just one
portfolio with a carefully selected
limited number of securities

removes the need for tactical
overlays to maintain the desired
allocation strategy.
A small but experienced team
with complementary skills implements the investment strategy. Most
of the analysts and portfolio
managers have more than 10 years’
experience at Alecta alone, with
many having gained more elsewhere
in the industry.
The analytical framework is
based on a core of classic quantitative fundamentals combined with an
increasingly important subjective
scorecard, including factors such as
business culture, management
quality and ESG factors, which have
become increasingly important and
fit well with Alecta’s highly selective
business model and long-term
investment horizon.
It’s not just the investment
management that is active at Alecta.
As part of this strategy it takes a
positive view on active ownership. It
votes at all the annual general
meetings of the companies in which
it invests. Since the mid-1990s, it
has also actively engaged at nomination committees for its listed
Swedish holdings – specialist
committees ensuring fair representation on the boards of directors of
Swedish firms. This is part of
Alecta’s long-term ownership
commitment. Current emphasis is
on fair representation with regard to
gender.

T

o ensure Alecta remains
competitive, it regularly
measures the level of
efficiency against other
pensions and life insurance companies. According to some
measures, Alecta is the third most
cost-effective in its class in the world.
The target for its defined benefit

portfolio is an average annual return
that is 0.5 percentage points higher
than the average in the life insurance
industry, excluding Alecta, over the
past five-year period. The return for
its defined contribution savings
product, Alecta Optimal Pension,
should exceed Morningstar’s SEK
Aggressive Balanced Funds index by
1.5 percentage points per year.
Alecta manages risk to ensure it
can meet its obligations and
insurance commitments. This is
based on a strategy to generate the
highest possible return without
risking the level of cover it offers its
members. Risk management is based
on two frameworks: insurance risk
and financial risk. There is a supply
chain for each structure,
Within the insurance risk model,
the board starts by defining actuarial
guidelines before the chief executive
officer determines the basis of the
actuarial calculations. The chief
actuary then takes over to manage
and monitor the risk.
For the financial risks, the board
adopts Alecta’s investment guidelines, which regulate, among other
things, the portfolio structure and
risk limits. The board is responsible
for ensuring compliance with the
guidelines. The board’s finance
committee then adopts guidelines
for the scheme’s daily investment
activities, prepares any matters
related to asset management and
takes decisions on investmentrelated matters that fall outside the
chief executive officer’s remit.
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Deutsche
Asset Management

THINK ETF. THINK .
Since launch in 2007 our objective has been to provide our investors with a broad range of
eﬃcient index tracking products. With your support we are today one of the leading
providers of ETFs globally with over 180 products. We look forward to the next
ten years with you. And remember when you think ETF, think Xtrackers.

Xtrackers
Xtrackers.com
No assurance can be given that investment objectives will be achieved. Investors should note that the Xtrackers ETFs are not capital protected or guaranteed and investors in each
Xtrackers ETF should be prepared and able to sustain losses up to the total capital invested. An investment in a Xtracker ETF will not match the performance of the underlying index
precisely due to the impact of costs. This tracking diﬀerence may be greater for physical replication ETFs. Not all Xtrackers ETFs are suitable for all investors. The value of an investment
in a Xtrackers ETF may go down as well as up and past performance is not a reliable indicator of future results. For further information regarding risk factors, please refer to the risk factors
section of the prospectus and/or the Key Investor Information Document.
© Deutsche Bank AG 2017. This advertisement has been prepared solely for information purposes and does not constitute an oﬀer or a recommendation to enter into any transaction. Please
refer to the Xtrackers full prospectus and the relevant Key Investor Information Document for more information on Deutsche Bank ETFs, which are available in English free of charge at www.
etf.deutscheawm.com This advertisement has been issued and approved by Deutsche Bank AG London Branch. Deutsche Bank AG is authorised under German Banking Law (competent
authority: European Central Bank) and, in the United Kingdom, by the Prudential Regulation Authority. It is subject to supervision by the European Central Bank and by BaFin, Germany’s Federal
Financial Supervisory Authority, and is subject to limited regulation in the United Kingdom by the Prudential Regulation Authority and Financial Conduct Authority. Deutsche Bank AG is a joint
stock corporation with limited liability incorporated in the Federal Republic of Germany, Local Court of Frankfurt am Main, HRB No. 30 000; Branch Registration in England and Wales BR000005
and Registered Address: Winchester House, 1 Great Winchester Street, London EC2N 2DB. Shares purchased on the secondary market cannot usually be sold directly back to the ETF. Investors
must buy and sell shares on a secondary market with the assistance of an intermediary (e.g. a stockbroker) and may incur fees for doing so. In addition, investors may pay more than the current
net asset value when buying shares and may receive less than the current net asset value when selling them.
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PASSIVE MANAGEMENT

Keeping track
“Well governed, sophisticated scheme with complex
stakeholders, rules of engagement and investment
strategy”
Judge’s comment

KEY POINTS

FRR
France

Founded: 2006
Type: Sovereign reserve fund
Assets: €36,004m
Performance:
5.1% (one year); 5.7% (three
years); 6.5% (five years)
As at 31 December 2016

SHORTLISTED
VBV-Pensionskasse AG Austria

Integration of ESG and carbon
reduction into smart beta
strategies
Use of options, futures and ETFs
to seek exposure
Diversification from minimum
variance, maximum Sharpe ratio
and equal risk

T

he French state reserve
fund FRR adopts a passive
investment strategy for
parts of its portfolio for
two reasons. It uses a
passive style firstly for any mandates
where it cannot find active managers
with robust expected levels of alpha,
and secondly for overlay management so that any new mandates or
overlay exposure match the scheme’s
targets.
At FRR, the overlay managers
oversee replicating the behaviour of
each asset class, especially equities
and investment-grade bonds. This
makes taking tactical positions
easier, while maintaining cash
positions. FRR can then deploy the
cash for foreign exchange hedging
and options strategies.
The quality of the replication is
verified quarterly and if deviations
are too wide, FRR may cancel it.
This issue is particularly acute for
FRR’s short positions in German
treasuries, because of the current
very negative value of the implied
repo rate. Though the overlay
manager mainly uses futures to
replicate high-yield bonds, the fund
is now looking into the use of
options on exchange-traded funds
(ETFs) instead. Indexed funds or
nominal ETFs are generally avoided
due to their higher costs.

Since June 2016, all FRR’s
passive mandates in developed
market equities are benchmarked
against smart beta indices except for
France, where it is still researching
the optimum solution. FRR’s first
goal has always been to gain modest
but robust alpha, sought by matching returns to the well-known risk
factors, such as market, value, size,
momentum and low volatility. When
the level of alpha appears sufficiently
robust, FRR checks to see if its
smart beta approach will enable it to
gain exposure to the desired factors,
especially where these do not occur
in its active managers’ portfolios.
Compared to capital weighted
benchmarks, FRR’s smart beta
investments must keep limited
annual downside deviations.
The next step is to integrate ESG
criteria. The fund stresses that this
must be undertaken with a limited
tracking error budget and their
inclusion should not alter the
existing characteristics of its smart
beta approach. To ensure the
tracking error is respected, FRR’s
smart beta programme focuses on
diversification, while taking a more
cautious approach to usual factor
indices based on value, small caps,
quality, dividends and momentum, as
these are not pure and other factors
can lead to underperformance.
FRR’s focus on diversification
relies on portfolio construction
processes like minimum variance,
maximum Sharpe ratio and equal
risk contribution. Combining these
three indexes enables more robust
alpha and decreases the tracking
error.
Again, this approach throws up
challenges. According to FRR, the
value and momentum exposures are
weak. The tracking error budget is
still too high compared to the capital

weighted benchmark because
market beta is too low. To overcome
these, the fund has added a noncapital weighted fundamental index
to reinforce the value exposure and
increase market beta alongside an
equally-weighted composite index to
reduce turnover costs and management fees.

T

he resulting composite
investment has been
successful on several
fronts. Alpha has proven
to be robust in US and
euro-zone securities and accounts for
the bulk of FRR’s outperformance.
The fund’s exposure to value, size
and low volatility are equally robust,
if not more so, and although there is
no current exposure to momentum,
the active managers make up for this.
Market beta is close to one and
back-tested annual relative performance levels are seldom below –2%.
Indeed, although, performance from
risk factors can be as low as –4%, the
alpha generally offsets the downside.
Smart beta characteristics are
maintained even when passive
managers substantially decarbonise
the portfolio, lower the amount of
fossil fuel reserves, exclude tobacco
and reach better overall ESG scores.
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A TRUSTED ADVISER
TO INVESTORS WORLDWIDE

Alternative perspectives
Amid today’s investment challenges, asset owners
are increasingly turning to alternative investments.
We believe the best place to start is a conversation.

Ask us how we can help you
contact:
Dennis Kwist
Tel: 44-20-7126-6107 | drkwist@wellington.com

www.wellington.com

alternatives that blend the best of both worlds
Big-firm benefits:
Broad expertise, global reach, resources of a €895b* manager

Small-firm agility:
Innovative culture, entrepreneurial teams, nimble strategies

Beijing | Boston | Chicago | Frankfurt | Hong Kong | London | Luxembourg | Radnor, PA | San Francisco | Singapore | Sydney | Tokyo | Zurich
*Data as of 30 June 2017 | ©2016 Wellington Management LLP | Artwork: Richard Raiselis, Floaters (detail), Oil on linen; Collection of Wellington Management
This material is provided by Wellington Management International Limited (WMIL), a firm authorized and regulated by the Financial Conduct Authority (FCA). This material is directed only
at persons (Relevant Persons) who are classified as eligible counterparties or professional clients and must not be acted on or relied on by persons who are not Relevant Persons.
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ALTERNATIVES

A different mindset
“A role model in terms of diversification of
alternatives, uncorrelated asset classes, risk-adjusted
return characteristics and planning for future
investments”
Judge’s comment

Royal County
of Berkshire
Pension Fund
UK

Founded: 1972
Type: Defined benefit public
sector scheme
Assets: €2,339m
Performance:
15.83% (one year); 8.70%
(three years); 8.4% (five
years)
Members:
Active – 22,110
Retired – 14,896
Deferred – 21,049
As at 31 March 2017

SHORTLISTED
PFA Pension Denmark
PGGM Netherlands
Strathclyde Pension Fund UK

KEY POINTS
Large overall to exposure to
diverse range of alternative
classes
Focus of niche and smaller than
usual long-term holdings
Alternatives strategy based on
reducing volatility and nonlisted markets

R

oyal County of Berkshire
Pension Fund is a public
sector defined benefit
scheme open to the
employees of the six local
authorities in the county of Berkshire, non-teaching school staff,
academies and further education
colleges as well as staff of companies
to which the local authorities
outsource services.
The investments are largely
externally managed – the exceptions
being UK Gilts and cash. Occasionally the scheme will internally
manage special situations investments such as synthetic positions. It
believes that risk is best controlled by
understanding the risks and attributes of each investment in a portfolio
and ensuring that no single risk or
asset class can dominate returns. The
scheme prefers this approach to
relying on the outputs of mathematical models.
Berkshire adheres to an investment policy of modest returns based
on a target of UK consumer price
inflation plus 4.5% over the economic
cycle of approximately seven years
with low volatility. Historically, the
scheme has successfully achieved this
aim.
The fund follows a highly diversified investment strategy and the
allocation (as at 31 March 2017) is:

●● 7% global private fixed income;
●● 2% sterling private bonds;
●● 3% global convertible bonds;
●● 24% global equity dividend growth
equities;
●● 13% emerging market equities;
●● 12% private equity;
●● 7% infrastructure;
●● 9% absolute return hedge funds;
●● 11% property;
●● 2% farmland;
●● 1% gold;
●● 2% oil via investment in oil
producing fields; and
●● 7% net cash pending investment
calls.
Alternatives continue to play an
important part and, in some respects,
are the cornerstone of the €2.3bn
fund’s investment strategy and
portfolio. The fund uses alternatives
to gain access to interesting investment opportunities not available on
the listed markets and to reduce
short-term volatility in the value of
the portfolio. Generally speaking,
Berkshire seeks alternative investments that will in theory and in
practice have little or no correlation
with its existing alternatives and
listed assets investments.

B

erkshire’s focus continues
to be on identifying
attractive investment
opportunities with a focus
on real assets. Investments it made in 2016 and 2017, or
committed to, as well as those it
continues to develop and further
invest in include:
●● A £15m (€17m) commitment to a
specialist fund buying secondary
interests in private equity funds;
●● A £25m commitment to an
opportunistic fund across the capital
structure in European real estate
credit;
●● A £15m cornerstone investment in

the British Innovation Fund to take
advantage of intellectual property
being spun out of UK universities;
●● A £15m commitment to a global
innovation fund with opportunity for
selective co-investments;
●● A £36m investment in two UK
share equity loans portfolios secured
against new-build UK residential
properties;
●● A $30m (€26m) commitment to a
successor opportunistic fund of
royalty stream investments;
●● A £2m commitment to three new
co-investments in UK venture
capital;
●● A £25m commitment to a
specialist fund buying secondary
interests in hedge funds;
●● A £30m commitment to two
agricultural buy-and-lease funds
distributing income from farms;
●● A £50m commitment to a UK
mid-market infrastructure fund;
●● A £50m commitment to a global
mid-market infrastructure fund;
●● A £20m commitment to an
emerging markets cleantech infrastructure fund;
●● A £6m “toe in the water” investment in a private rented residential
scheme;
●● A $50m investment in a North
America upstream energy opportunities fund; and
●● A $25m investment in a de-risked
energy strategy rather than a play on
the oil price. The idea is to buy
energy assets that have been
producing gas and/or oil for the past
three to five years and are all onshore
with no development or exploration
risk.
Looking ahead, Berkshire intends
to target areas that are smaller and
usually longer term than those that
interest the major investment
houses.
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Tomorrow:
Augmented
See how the future will be different
The rise of the digital economy, growing
demographics shifts and the changing climate
are just some of the forces fundamentally
altering how we work and invest today, and
how we will live tomorrow.
Learn more from today’s experts on:

tomorrowaugmented.com

This communication is for informational purposes only and does not constitute an offer to buy or sell any investments, products or services and should not be considered as a solicitation or as
investment advice. Investment involves risks, including the loss of capital. This communication is issued in the UK by AXA Investment Managers UK Limited, which is authorised and regulated by
the Financial Conduct Authority in the UK. Registered in England and Wales No: 01431068. Registered Office: 7 Newgate Street, London EC1A 7NX. In other jurisdictions, this document is issued by
AXA Investment Managers SA’s affiliates in those countries.
© AXA Investment Managers 2017. All rights reserved.
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EQUITIES

Mirror image
“Very sophisticated approach based on
decomposing risk factors and return drivers, creating
an efficient diversified portfolio of assets, managers
and styles”
Judge’s comment

KEY POINTS

SEB Life &
Pension

Development of equity
replacement strategies

Denmark and Sweden

Founded: 1872
Type: Defined contribution
multi-employer scheme
Assets: €35,400m (Denmark
and Sweden)
Performance:
Denmark – 7.8% (7.4% net of
liabilities; one year)
Sweden – 6.6% (one year)
Members:
Active – 1.5m (Denmark and
Sweden)
As at 31 December 2016

SHORTLISTED
HVB Pension Fund Germany

Separation of stock-picking and
investment styles
Integration of smart beta and
tilts strategies

I

n 2015, SEB Life & Pension
designed a new equity portfolio
emphasising transparency and
flexibility, achieved by fully
organising the portfolio into
return-driver components. In 2016,
new tail risk management and
tactical position-taking components
were successfully added. Both these
developments won SEB IPE’s
Equities award in their respective
years.
In 2017 another important
feature was implemented. In an
environment of depressed yields and
stagnating growth, the prospects
over the next five to 10 years are
challenging for equities with a risk
that long-term returns will be below
average. To combat this, SEB has
searched for smarter ways to take on
equity risk in the guise of ‘equity
replacements’ that are less dependent on valuations. Equity replacements are assets or strategies that
behave very similarly to equities, but
that outperform on average. This is
particularly attractive given the
current high valuation environment.
Equity replacements are expected to
comprise up to a fifth of the equity
portfolio over time.
Two concrete examples are
volatility carry and dividend curve
carry strategies. These tend to be
highly correlated with equities while
outperforming in most environments. To ensure the risk is

equivalent to that of equities, any
persisting ‘shadow delta’ risk is
hedged.
The portfolio structure is inspired
by a framework where portfolio
components are separated by return
drivers and correlations rather than
type. The main components are
market risk, alternative risk premia,
equity styles and idiosyncratic
return drivers. On top of this, there
is an active layer of tail risk management to offset the skew of equity
returns. This is particularly important in the addition of equity
replacement risk.
The framework is designed to
accelerate decision-making and
increase flexibility while preserving
full transparency. This set-up grants
SEB a comprehensive understanding
of what drives the performance of
the portfolio and how risk is taken.
Consequently, the equity portfolio
can be repositioned or scaled quickly
with uncompromised precision.
The portfolio is built from three
categories, each with sub-components. The most important return
driver in the equity class remains
beta, which is a completely commoditised risk premium and the
main objective of portfolio management comes from diversification and
cost vigilance. SEB implements
equity beta exposure primarily
through derivatives. This approach
gives access to diversified equities at
low cost, while freeing up liquidity
that can be re-invested. Low
transaction costs permit more
frequent rebalancing, ensuring
exposure is always on target.
Free liquidity is invested in
‘Cash+’ – a portfolio constructed to
capture a small liquidity risk
premium in low risk investments.
The separation of the pure equity
and interest-bearing components

ensures optimal liquidity management and provides the portfolio with
a head-start of 50–150 basis points
per annum compared with cash
implementation.

A

lternative risk premia,
such as smart beta and
style tilts, have become
increasingly popular. In
equities, these strategies
typically include tilts towards certain
styles such as value, quality or
momentum that perform well over
time. Many investors pool the
decision and choose the same
managers for both stock-picking
capabilities and styles. In contrast,
SEB has completely separated these
areas. Strictly rule-based long-short
strategies govern the investment
styles, while stocks are picked
separately and not for their ability to
overweight any areas, such as value
stocks. This means SEB does not
incur any fees from taking vanilla
bets.
According to SEB, equities
constitute the major asset class that
exhibits the strongest negative skew.
Moreover, smart beta and replacement strategies that have been
implemented in the portfolio also
display negative skew, as they are
highly correlated with equity
drawdowns. Adequately monitoring
and managing tail risk, drawdowns
and correlation are therefore crucial
for the fund.

JUDGED BY: TIM CURRELL l FELIX GOLTZ l JOSEPH MARIATHASAN
INVESTMENT & PENSIONS EUROPE 2017

We use our investment management
expertise to help people achieve a
lifetime of financial security

Our focus is on excellence
in everything we do,
consistently delivering the
performance, service and
solutions our clients seek

Aegon Asset Management is a global, active investment manager. We use our
investment management expertise to help people achieve a lifetime of financial
security, with a focus on excellence, trust and partnership.
Entrusted with €317 billion worldwide
Investors worldwide entrust Aegon Asset Management to manage approximately €317 billion on their behalf.
Positioned for success in our chosen markets (the UK, Continental Europe, North America and Asia), Aegon Asset
Management’s specialist teams provide high-quality investment solutions across asset classes
Clients benefit from our international capabilities and local knowledge
Our clients benefit from the extensive international research capabilities and in-depth local knowledge of Aegon
Asset Management, as well as Kames Capital, our UK investment team, and TKP Investments, our multi-manager
investment team in the Netherlands. Aegon Asset Management is part of Aegon Group, one of the world’s leading
financial services organizations, providing life insurance, pensions and asset management.

aegonassetmanagement.com
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FIXED INCOME

Harvest festival
“A thoughtful approach to managing risk, offering
a strong prospect of high returns. Congratulation on
implementing potentially expensive tail hedging”
Judge’s comment

SEB Life &
Pension
Denmark and Sweden

Founded: 1872
Type: Defined contribution
multi-employer scheme
Assets: €35,400m (Denmark
and Sweden)
Performance:
Denmark – 7.8% (7.4% net of
liabilities; one year)
Sweden – 6.6% (one year)
Members:
Active – 1.5m (Denmark and
Sweden)
As at 31 December 2016

SHORTLISTED
APK Pensionskasse AG Austria
Ärzteversorgung WestfalenLippe Germany
Bosch Pensionsfonds AG
Germany
Pensions Caixa 2, FP Spain
PFA Pension Denmark

KEY POINTS
Liability-driven investment
approach
Hedged tail risk in rates and
credit portfolio
Multi-faceted fixed income risk
framework

T

oday, SEB Life & Pension
is a leading life and
insurance company in the
Nordic region offering a
broad, attractive and
innovative product range to small,
mid-size and large institutions.
Currently, the leading product in
Sweden is unit-linked; in Denmark,
it is a guaranteed defined contribution plan. Synergies across the
organisation have increased in
recent years as the Danish branch
benefits from Swedish colleagues’
knowledge and experience in
managing unit-linked products, as
the Swedes gain from Danish
experience in managing non-guaranteed products, which are increasingly popular in Sweden.
In 2011, SEB introduced a highly
innovative approach to fixed income
investing by designing an active
strategy to harvest risk premia to
complement its conventional
liability-driven investment focus.
The approach was published in 2013
and won IPE’s Fixed Income title
that year. Since then, it has become
a crucial part of the portfolios and
its contribution to performance has
been consistently excellent.
In 2016, new tail risk management was added. Then, in 2017, SEB
added a layer to the fixed income
portfolio focusing on spread risk in
multiple dimensions. The fixed
income portfolio is now based on
three crucial pillars: liability-driven

investing, risk premium investment
and tail risk management.
Regarding the liability-driven
investment, each portfolio has a
unique liability structure and
therefore each has a tailor-made
derivative portfolio to hedge out
non-productive risk. The individual
LDI overlays are structured to suit
the guarantee rate, maturity profile
and solvency buffers specific to the
liability group.
The fixed income risk premium
approach seeks to exploit mispriced
interest rate, volatility and inflation
curves. The aim is opportunistically
to take risk where traditional players
such as banks can be increasingly
reluctant to assume long-dated
positions because of regulatory
pressure. This approach, using the
scheme’s balance sheet while
exploiting market discrepancies, has
been very successful over time.

I

n a financial market filled with
constrained balance sheets and
depressed liquidity, the market is
bound to experience more
deviation. Furthermore, as
interest rates are at historical lows,
market risk is asymmetric. SEB has
decided to hedge the tail risk in the
rates and credit portfolio with a
specific tail hedge component.
In addition to the pure timevalue component of fixed income,
SEB believes the credit component
is similarly important. Historically
this is typically quantified on the
basis of the probability of a default
and recovery rate. However, to
allocate capital efficiently, SEB
needs to model the credit component from multiple dimensions.
These include:
●● Conventional credit risk – the
probability of a default and recovery
rate;

●● Liquidity risk – the cost of
immediacy and crash risk; and
●● Complexity risk – the convexity,
shadow convexity and residual risk.
By adopting this framework
across credit investments, SEB can
analyse and compare otherwise very
different investments in a systematic
manner.
The credit premium can be
observed in the liquid market and be
formulated as the spread level for
liquid instruments adjusted for
expected loss due to defaults. An
example is the credit risk premium
between corporate bonds with CLO
liabilities.
SEB measures liquidity risk
premium based on underlying
volatility in the asset class and
number of days it takes to sell
holdings. This formula can be
applied to all asset classes across the
risk spectrum and creates an easy
way to compare the required
liquidity premium. Complexity
premium is a residual that captures
negative convexity and structural
dislocation in the supply demand
chain because of regulations.
The outcome is a successful
liability-driven investment approach
with smart risk taking that has
allowed SEB’s guaranteed portfolios
to thrive, with buffers continually
increasing over time.
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Ulla Fetzer, Astrid Joost-van der Spek and Karsten Holetzek,
planning customised investment solutions

Small details count
At Union Investment, we understand the specific needs of institutional investors and
their demands for a modern investment solution in a low interest rate environment.
By paying attention to all the small details, we make sure every source of income is
accessible to our investors.
Find out what we can do for you. +49 69 2567 7652 · www.union-investment.com
We work for your investment

Issued and approved by Union Investment Institutional GmbH, Weissfrauenstrasse 7, 60311 Frankfurt, Germany (www.union-investment.com), which is authorised and regulated by the
German Federal Financial Supervisory Authority (BaFin). The information and data presented in this advertisement should not be construed as advice on how to construct a portfolio or
whether to buy, retain or sell a particular investment, and does not constitute an offer or solicitation to sell or buy shares/units by anyone in any jurisdiction in which such offer, solicitation
or distribution would be unlawful or in which the person making such offer or solicitation is not qualified to do so or to anyone to whom it is unlawful to make such offer or solicitation.
The value of investments and the income derived from them can go down as well as up. Exchange rate movements can also have a positive or negative impact on the value of investments.
Past performance is not a guide to future returns and you may not get back your original investment.
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Allianz
Pensionskasse
AG

AUSTRIA – Pensionskasse

Real assets centre stage
“Allianz has shown over the years that its investment
approach puts them into the top performer category,
diversifying innovatively into new areas”

Founded: 1997
Type: Defined contribution
Austrian multi-employer
Pensionkasse
Assets: €655m
Performance:
4.93% (one year); 5.98%
(three years); 6.14% (five
years); 3.21% (10 years)
Members:
Active – 28,270
Retired – 4,879
As at 31 December 2016

SHORTLISTED
APK Pensionskasse AG
Austrian Lawyers Pension Fund
VBV–Pensionskasse AG

Judge’s comment
KEY POINTS
Umbrella structure featuring
nine pension schemes
Recent focus on expanding real
assets and infrastructure

W

ith €655m under
management, Allianz
Pensionskasse
remains a small
scheme serving
different industries without a
dedicated sector focus. It manages
nine open and closed and relatively
young funds. From the offset, it has
focused on a highly diversified and
unconstrained asset allocation
strategy with the support of the
Allianz group’s asset manager, Allianz
Invest, which runs a fundamental,
well-structured and active process.

APK
Vorsorgekasse
AG

Going green
“APK is constantly optimising its investment strategy to the
benefit of its beneficiaries”

Type: Defined contribution
Austrian multi-employer
Vorsorgekasse
Performance:
2.55% (one year); 1.73%
(three years); 2.36% (five
years); 41.82% (10 years)
Members:
Active – 185,287
Deferred – 249,461
As at 31 December 2016

SHORTLISTED
Fair-finance Vorsorgekasse AG
VBV–Vorsorgekasse AG

ture projects and invested in four
further real estate strategies.
The first infrastructure project
involves the acquisition and transference of Allianz group’s holding in Gas
Connect Austria, a regulated gas
transmission operator in Austria.
This asset offers an important and
strategic location, state-of-the-art
network and strong and stable cash
flows in a highly transparent
regulatory framework.
The second project is the acquisition in a consortium of investors of a
minority stake in Italian toll road
network Autostrade per l’Italia. This
is a mature asset featuring Europe’s
largest single motorway concession
and a substantial part of Italy’s tolled
network in terms of both length and
traffic. Despite a conservative capital
structure, this investment offers
strong inflation-linked cash yields.

AUSTRIA – Vorsorgekasse

Founded: 2003

Assets: €662m

This features a combination of top
down and bottom up elements and is
managed with a special regional focus
based on more than 300 diligently
analysed and assessed input factors.
This scoring model means the
scheme can efficiently pursue
exposure to different asset classes
that is appropriate to each of the nine
funds and their risk limits.
Although the Allianz Pensionskasse’s strategy comprises global
allocations to equities, fixed income,
emerging markets, real estate,
infrastructure and alternative
strategies, extending real estate and
building up and integrating real
assets has been the scheme’s main
focus during the past two years. This
is to add stability to its investment
results overall and minimise volatility
risk for its members. Most recently,
it has taken stakes in two infrastruc-

Judge’s comment
KEY POINTS
Large-scale integrated
expansion of ESG policy
Benchmarked-oriented active
management style

S

trengthening the ESG
profile of the €662m APK
Vorsorgekasse without
sacrificing performance or
giving up on investment
opportunities was the main focus
during the past year. For APK, it is
important that extending its ESG
approach does not encroach on its
central investment principles based
on a benchmark-driven active
management policy, as this has made
the group one of Austria’s most
successful institutional investors.

APK’s view is that ESG should not
be seen as just a means of investing
in a novel way with separate reporting processes and teams. Instead,
integrating an increased focus on
ESG into its existing investment
process seemed the most viable
means of ensuring it could expand its
ESG reach, while maintaining stable
returns overall.
This also means APK has not had
to review or restructure the asset
classes it invests in but does accept
that not all markets react equally
with respect to ESG factors. Nonetheless, thanks to its strong belief in
diversifying across regions and asset
classes, the early results have been
better than the scheme originally
hoped.
Moreover, by integrating more

ESG criteria into solid existing
investment processes but leaving
management responsibility with its
existing teams, APK found that it
could improve its investment
propositions without altering any
underlying structures on which it has
built up its strong track record and
reputation. In practical terms, this
means APK has added ESG as an
additional dimension to its investment philosophy. For example, a
fixed income manager will now use a
combination of bottom-up and
top-down analysis to construct the
portfolio, integrating ESG criteria on
an equal footing with traditional
financial metrics. This could lead to
APK declining to invest in a company
that is perfectly healthy except for its
ESG record.
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INVESTING FOR
THE LONG TERM
SINCE 1908

ACTIVELY
DIFFERENT.
Not all active investment strategies behave in the same way.
At Baillie Gifford we believe our unlimited liability partnership structure
gives us the ability to invest for the long term, creating truly differentiated
portfolios, and providing value-for-money active investment management
for our clients.
We trust our instincts and our proprietary research to go our own way.
We seek out well managed, visionary companies with the potential
for extraordinary growth, and we engage with the management of the
companies we invest in. We take a patient approach with the aim
to deliver after-fees outperformance in the long term.
To find out more about our convention-defying active investment strategies
call +44 (0)131 275 2000 or visit www.bailliegifford.com

Long-term investment partners

Your call may be recorded for training or monitoring purposes. Baillie Gifford Overseas Limited is wholly owned by Baillie Gifford & Co. Baillie Gifford Overseas Limited provides investment
management and advisory services to non-UK clients. Both are authorised and regulated by the Financial Conduct Authority. All investment strategies have the potential for profit and loss.
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BELGIUM

Buffer zone
“Very good long-term returns, with strong ALM
driven processes that show dynamism to adjust to
changing market conditions”
Judge’s comment

Pensio B
Founded: 2003
Type: Cash balance hybrid
industry-wide scheme
Assets: €586m
Performance:
5.02% (one year); 7.40%
(three years); 7.53% (five
years); 5.97% (10 years)
Members:
Active – 265,000
Deferred – 113,000
As at 31 December 2016

SHORTLISTED
Amonis OFP
Integrale
Pensioenfonds UZ Gent

KEY POINTS
Defensive but innovative
investment strategy based on
60% fixed income
Objective to secure minimum
statutory guarantee
Asset review in 2016 to combat
low interest rates

W

ith a joint management of employers
and unions, Pensio B
was established as a
second pillar fund
just 10 years ago in 2007 by the
social partners for workers in
Belgium’s construction industry. Its
rapid growth has seen it reach a
current asset total of around €600m
covering 265,000 members, 113,000
of whom are deferred.
Pensio B is an open scheme
running a hybrid cash balance plan
with a minimum legal guaranteed
return of 1.75%. The excess returns
serve as a buffer for the sponsor.
Furthermore, the relatively young
nature of the scheme means positive
net cash flows are expected for the
next 14 years.
One of the essential features of
Pensio B is its strong sponsor support
with a commitment to fully fund the
liabilities at the end of each year.
This also means it can run one of the
most defensive investment strategies
among its Belgian peers. The pillars
of the philosophy are to keep the
level of risk and volatility at a
minimum, while controlling downside risk. This is supported by:
●● A strong governance structure to
ensure transparency and secure
assets;
●● A very rigorous investment
process;

●● Strong risk management with
multiple layers;
●● A commitment towards a responsible investment policy;
●● Internally developed software to
manage liabilities;
●● Efficient execution in terms of
cost control.
The rationale behind the investment strategy is twofold. First is the
fiduciary objective to deliver the legal
minimum rate of return annually.
Secondly, the scheme is committed
to building and maintaining a buffer
reserve – which now totals 24% – to
offset the fact its members do not get
any additional benefits because the
sponsor takes any excess returns.
Capital protection is a must to avoid
a situation where the sponsor needs
to plug any unexpected deficits. Thus,
Pensio B relies on a highly conservative asset mix with 60% allocated to
fixed income instruments.

T

he current investment
targets comprise a return
of 3.6% and volatility of
5.4%, while the coverage
ratio should stay optimally
above 120% in the long run. The
results bear testament to Pensio B
having the best strategy with respect
to its constitution and objective to
protect its members’ assets and their
pensions. Pensio B can boast 10 years
of positive returns:
●● 6% annualised;
●● 157bps above the average return
of its Belgian peer group;
●● 266bps above average targets set
out in asset liability studies.
Moreover, the coverage ratio
gradually increased to 124% by the
end of 2016, while the volatility has
been restrained at 4.3% over the last
seven years.
In the current period of extremely
low interest rates, Pensio B’s main

challenge is to secure the Belgian
minimum legal rate of return, which
is now 1.75% or 2.5 times the current
Belgian government 10-year bond
reference rate, while keeping a low
level of volatility and avoiding
drawdowns. But, as a result of
conservative allocation constraints
based on ratings and currencies, the
portfolio has always been mainly
composed of traditional assets such
as euro-denominated investmentgrade bonds. To meet the challenge
to overcome the low interest rate
market, the scheme has therefore
sought innovative asset reweighting
to strengthen further its strategy. In
the period under review, the portfolio
underwent the following key changes:
●● It decreased its government bonds
exposure to the lower strategic limit
and reduced its holdings in insurance
products to allow for an increase in
absolute return bonds and the
introduction of loans at end-2016;
●● It increased its equities allocation
and enhanced its levels of diversification with a new dynamic overlay;
●● It undertook significant increases
in indirect real assets investments.
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‘The needs of German institutional investors 2017’
Key investor survey by IPE Institutional Investment
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Learn about the aims, needs and opinions of
institutional investors in the German market
from the ninth annual survey by IPE Institutional Investment among investors in Germany. The 2017 edition is available by early
March and will contain the aggregated data,
views and opinions of institutional investors
with more than €500bn in assets under
management, covering markets, investment
outlook, consultants and investment managers.
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Overcoming restrictions
“Investment focus on long-term SAA is underpinned
by a high-conviction investment belief and the move
to alternative assets is in line with more developed
pension systems”
Judge’s comment

Pension Plan
Swedbank
Dinamika
Latvia

Founded: 2001
Type: Defined contribution
multi-employer scheme
Assets: €871m
Performance:
2.50% (one year); 2.61%
(three years); 4.94% (five
years)
Members:
Active – 419,636
As at 31 December 2016

SHORTLISTED
JSC NPF Safmar Russia
NLB Nov penziski fond
Macedonia
Raiffeisen Mandatory Pension
Fund Category C Croatia

KEY POINTS
Largest second pillar fund in
Latvia
Long-term investment focus
based on strategic asset
allocation
High equity exposure depends
on market downturns and cycles

E

stablished in 2003, Pension
Plan Swedbank Dinamika
now has €947m under
management and remains
the largest second pillar
pension fund in Latvia, with the
number of active members exceeding
419,000. The plan has two statutory
goals: to maximise the members’
level of pension benefit when they
retire and to outpace inflation.
The scheme continues to achieve
both with positive returns thanks to a
strong investment approach and
market-leading performance among
active pension funds reaching 2.47%
despite strong risk controls throughout a turbulent first half in 2016.
Inflation outperformance has been
more challenging over time as a
result of the rate in Latvia peaking at
close to 18% in the pre-crisis years. It
has nonetheless outperformed this
target in recent years as the rate has
fallen and stabilised.
The cornerstones of Dinamika’s
strategy are:
●● Transparency;
●● Investment discipline;
●● Global diversification;
●● Calibrated local assets bias; and
●● Equity bias.
Latvian legislation means
Dinamika has no access to its
members’ profiles. As such, as a
defined contribution scheme it relies
on a one-size-fits-all asset manage-

ment solution based on the average
beneficiary’s age to retirement.
Neither does Dinamika have retirees,
since the accumulated assets at
retirement either supplement the
state pension or are used to buy
annuities. Thanks to the relative
youth of the Latvian pension system
and the age of its members, Dinamika’s assets have grown significantly, with limited retirement
outflows. Although this is slowly
changing, it will be some years before
it notices any significant material
decreases in its current positive
levels of capital inflows.

D

inamika employs a
portfolio construction
process that is based on
two low correlated layers
that correspond to the
following risk drivers. The first
covers global liquid assets, both
developed and emerging market
equities and fixed income and tactical
asset allocation. The objectives are to
provide global diversification using a
mostly low-cost beta portfolio that
the scheme accesses through
exchange-traded funds. The intention
is to gain global market, spread and
risk premium exposures.
The second revolves around less
liquid local and regional assets,
including private equity, real estate
and mezzanine funds, listed stocks,
investment-grade and high-yield
bonds. This is managed actively in
house and features direct investments. The intention is to seek alpha
opportunities as a result of market
inefficiencies as well as gain access to
generous liquidity and risk
premiums.
As part of its current allocation
programme, Dinamika maintains
similar positioning in the markets
with both local and global investment

layers, but it has also increased its
cash position as a result of stretched
valuations. Moreover, Latvian
legislation forbids Dinamika from
taking diversified positions in
non-euro-denominated fixed income
and exposure to holdings in US
dollars – whether hedged or not –
can only account for 10% of total
assets.
Dinamika takes a conservative and
long-term view of its investments and
thus believes it can best add value for
its members through its strategic
asset allocation. It does not pursue a
policy based on market timing or
radical equity weight shifts. That
said, in its annual strategic asset
allocation review in 2016, it provided
for portfolio managers to deploy
defensive risk-off moves, while
maintaining larger equity investment
allocations than its peers.
Dinamika only executes equity
transactions in downturns as it
believes this will add value in the
long term. This is unique among its
peer group and requires extensive
communication with its members
because of its already above-average
equity exposure. The scope to
restructure its equity portfolios in
this respect has decreased recently
due to the cyclical nature of the
markets.
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DENMARK

Factor of excellence
“Clever and serious portfolio construction. ATP
remains a true front runner in many ways”
Judge’s comment

KEY POINTS

ATP

Investment philosophy based on
separation, diversification and
leverage

Founded: 1964
Type: Defined contribution
sovereign reserve fund
Assets: €102,111m
Performance:
10.1% (one year); 11.1%
(three years); 7.3% (five
years); 9.5% (10 years)
Members:
Active – 3,898,998
Retired – 1,081,459
Deferred – 63,734
As at 31 December 2016

SHORTLISTED
Industriens Pension
PensionDanmark
PFA Pension
Sampension
SEB Pension

Adoption of factor-based
strategy to replace multi-asset
approach
Large sovereign supplementary
insurance-like scheme

T

he implementation of a
new factor-based approach
to investing has been the
main focus of ATP in the
past 18 months. The new
approach has wide-ranging consequences not only for the investment
portfolio, but also for risk management, performance evaluation and
risk perception within the organisation. Specifically, it has facilitated a
major reallocation of risk, with
total investment risk increasing by
30%.
Being part of the Danish population’s basic financial security, ATP
maintains that all pension entitlements are guaranteed and lifelong,
even in the light of low interest rates
and life expectancy increases. To
ensure consistently high long-term
value creation, it continually adapts
and innovates its business model
within this guaranteed framework.
Factor investing represents the
latest major innovation at ATP
aimed at increasing the level of its
portfolio diversification and higher
expected returns and it replaces a
more traditional multi-asset
approach.
Overall, ATP’s investment strategy
is based on three key principles
●● Separation. The interest rate risk

of the guaranteed pensions is fully
hedged in a separate hedging
portfolio. The role of the investment
portfolio is to generate excess returns
in addition to the guaranteed returns
generated by the hedging portfolio.
●● Diversification. True risk
diversification is the cornerstone of
ATP’s investment strategy. The factor
approach recognises that different
assets are exposed to the same risk
sources. The most important aspect
of the factor approach is that it
ensures a truly diversified portfolio at
the top level by highlighting the
underlying exposures of every asset
●● Leverage. The investment strategy
defines the total risk of the investment portfolio, not the capital
invested. Implementing a well-diversified portfolio with a sufficient
amount of risk requires leverage, and
ATP achieves this by using derivatives and repos.
In essence, ATP views assets not
in terms of their labelling as stocks,
bonds, real estate and so on, but in
terms of their exposure to a welldefined set of common factors. ATP
operates with four investable factors:
equity, rate, inflation and a composite factor capturing the special risks
associated with illiquid investments
and liquid alternative risk premia
(ARP) strategies.

T

he addition of an illiquidity factor represents a
novel contribution to the
factor investment paradigm. Combined, the four
factors create a unified framework
for allocation and assessment of all
assets, liquid and illiquid alike, based
on their factor profile. In contrast to
other factor investors, ATP uses the
factor paradigm to describe the
entire investment universe, including

long-short equity ARP strategies and
illiquidity.
In practice, each asset is decomposed into its underlying factor
exposures. Certain assets provide
pure exposure to one of the factors,
primarily listed equities and government bonds, but most assets are
exposed to two or more factors.
Commercial real estate is, for
example, exposed to all four factors:
rate and inflation via inflationadjusted rental income, equity via the
property’s market value, and
illiquidity as a result of limited
tradability.
The long-term reference for ATP’s
investment portfolio is defined in
terms of the relative factor risk
allocation. The equal amounts of
equity and rate risk reflects a strong
belief in the risk-parity paradigm.
The factor approach and the common
understanding of risk it entails have
been instrumental in the swift
decision and implementation of a
large-scale reallocation of ATP’s
investment portfolio towards the
long-term reference.
The factor approach is now fully
integrated in the allocation process,
risk management and reporting. An
asset’s factor profile can be converted
to a required rate of return, defining
a common yardstick allowing a
consistent comparison and evaluation of individual assets within and
across asset classes. In the screening
process, it defines a threshold of
expected return that potential assets
must exceed.
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Respecting
Risk
Clarity over intended risk sources helps us to target
superior outcomes through portfolio construction.
A focus on stock-specific risk has the potential for
greater risk-adjusted returns for the skilled investor. An
efficient alpha-capture mechanism is thus necessary to
deliver stock-picking led out-performance.
- Dag Wetterwald, RBC Global Equity

rbcgam.com
GAMUKMarketing@rbc.com

For Professional Clients only and should not be distributed to or relied upon by Retail Clients. The value of investments and any income from them can go down as well as up and investors may not get back the
original amount invested. Issued by RBC Global Asset Managenment (UK) Limited which is authorised and regulated in the UK by the Financial Conduct Authority. ®/™ Trademark(s) of Royal Bank of Canada.
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FRANCE

Source of national pride
“Sophisticated investor with a strong governance
framework and robust risk management, supported
by sophisticated simulations and an efficient
set-up”
Judge’s comment

KEY POINTS

FRR

LDI structure to support French
state pension

Founded: 2006
Type: Sovereign reserve fund
Assets: €36,004m
Performance:
5.1% (one year); 5.7% (three
years); 6.5% (five years)
As at 31 December 2016

SHORTLISTED
AG2R La Mondiale
ERAFP
Ircantec

Transition from cap-weighted
indices to smart beta strategy
Extensive ESG and
decarbonisation policy

F

RR, the French national
pension reserve fund, is a
closed scheme with an
asset base at 30 June 2017
of €35bn. It started to
invest in 2004 with a mission to help
balance the first pillar of the French
pension system between 2020 and
2040.
In 2010, however, following
pensions reform to address the huge
deficit in the French public pension
system caused by the global crisis,
FRR’s framework was changed. It was
given an explicit nominal liability
schedule consisting of €2.1bn in
yearly payments from 2011 to 2024
with no more inflows. FRR’s double
mission is now to hedge its liabilities
and maximise the remaining assets
until 2024. Thus, FRR’s management
is now based on liabilities and as such
it has adopted an LDI framework
comprising a liability hedging
portfolio and a performance-seeking
portfolio.
The hedging portfolio accounted
for 46.3% at the end of June 2017 and
is composed of a mix of French
government and investment grade
corporate bonds. The remaining
53.7% is made up by the performance-seeking portfolio, which
includes emerging and developed
market equities, emerging market
and corporate high-yield bonds, and
non-listed assets such as private
equity, real estate, infrastructure and

private debt. Geographically, the
private debt investments target
mostly French assets since FRR is
also keen to be a major player in
supporting the French economy.
FRR implements tactical decisions
with overlay managers and it is duty
bound to outsource all its investments in collective funds or specific
mandates it grants through request
for proposal processes. ESG plays a
significant role in the investment
policy and FRR defines a comprehensive socially responsible strategy plan
every five years with concrete
objectives that are applied to its
benchmarks and external managers.
FRR’s investment processes are
based on a prudent approach based
on solid quantitative analysis that
defines the following key elements:
●● Strategic asset allocation with a
clear focus on risk;
●● Tactical asset allocation;
●● Investment implementation via
active management or smart beta;
●● ESG, especially decarbonisation;
●● Non-listed assets.

W

ith around 60
external mandates
and 40 funds, FRR
has diversified the
implementation of
its asset allocation. It only invests in
active mandates when it can find
robust expected alpha. Otherwise, it
favours passive management, and has
gradually replaced capitalisationweighted benchmarks by smart beta
indexes. From June 2004 to June
2017, the cumulated gross performance of FRR’s active managers was
5.53%.
In terms of ESG, FRR is a
founding member of PRI (Principles
for Responsible Investment) and
socially responsible investing (SRI)
is an important factor in the

selection of every manager. The
reference framework it uses also
covers the principles of the UN
Global Compact and the Ottawa and
Oslo Conventions on prohibited
weapons, as well as the principles of
good governance. FRR actively
participates in various carbon
disclosure projects, has signed the
Montreal pledge and is at the
vanguard of the Portfolio Decarbonisation Coalition (PDC). Moreover, it
encourages its managers to actively
engage and expects them to vote all
shares.
Initially, FRR implemented
ambitious processes to decarbonise
all its passively managed developed
market equity mandates by measuring their performance against low
carbon indices. These were replaced
in 2017, however, as new mandates
on ESG passive management became
available. These closely track their
benchmarks, which are mostly smart
beta-based, while at the same time
seek to:
●● Reduce carbon emissions and
reserves;
●● Exclude coal intensive and
tobacco companies;
●● Improve their ESG rankings;
●● Invest more in companies engaged
in green technologies.
FRR also invests through pure SRI
mandates based on European small
and medium capitalisations or on
thematic investments supporting
energy transition and innovation in
environmental areas.
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For Professional Clients only.

Exploring the world
for high quality results.
Invesco is a leading independent global investment management
company, dedicated to helping people worldwide achieve their
financial objectives. With USD 917.5 billion of assets under
management and an operational network spanning more than
20 countries, Invesco has the global capability to deliver our
best ideas to investors around the world.
Our investment solutions range from major equity and fixed
income asset classes to more non-traditional asset classes
including real estate and private equity. These are delivered
through a diverse set of investment vehicles for our clients
such as open-ended funds, ETFs, cash products and more.
www.invescoeurope.com

This advertisement is for Professional Clients and Financial Advisers in Continental Europe, Qualified Investors in Switzerland and for Professional Clients in the UK only and is not for consumer use.
Source: Invesco, as at 30 September 2017. The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors may not get back the full amount invested.
Where Invesco has expressed its own views and opinions, these may change. The information contained in this advertisement is selective and this does not constitute an offer or solicitation by anyone in any jurisdiction
in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation. Issued in: the UK by Invesco Asset Management Limited, authorised and regulated by the Financial
Conduct Authority; Luxembourg, France, Finland, Greece, Netherlands, Norway and Portugal by Invesco Asset Management S.A.; Belgium by Invesco Asset Management SA Belgian Branch (France); Italy by Invesco Asset
Management SA Sede Secondaria; Spain by Invesco Asset Management SA, Sucursal en España; Sweden by Invesco Asset Management SA (France) Swedish Filial; Austria by Invesco Asset Management Österreich –
Zweigniederlassung der Invesco Asset Management Deutschland GmbH; Germany by Invesco Asset Management Deutschland GmbH; and Switzerland by Invesco Asset Management (Schweiz) AG. [CEUK992/2017]
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GERMANY – bAV

Bosch
Pensionsfonds
AG
Founded: 2002
Type: Hybrid German bAV
scheme

Friendly divorce
“Bosch Pensionsfonds is driving the development of modern
pensions in Germany. This revolutionary new transfer concept
is now standard procedure in every M&A”

Assets: €3,273m
Performance:
6.6% (one year); 6.8% (three
years); 8.1% (five years);
4.4% (10 years)
Members:
Active – 120,000
Retired – 40,000
Deferred – 20,000

Judge’s comment
KEY POINTS
Innovative pensions transfer
concept
Development of ring-fenced
separate plan within multiemployer fund

B

As at 31 December 2016

SHORTLISTED
Linde Vorsorge Aktiv e.V.

osch Pensionsfonds
(Bosch) is once again
setting the agenda for
Germany’s pension fund
industry. The latest
challenge it has overcome is an
innovative solution to deal with the
pensions arrangements of companies
leaving the Bosch group.
Previously, it was practically
impossible to transfer pension
accounts when a subsidiary left as
transferring pensions is subject to
distinct regulations in Germany. Not

Type: Hybrid German
Versorgungswerk scheme

Smart diagnosis
“ÄVWL’s investment process and diversified portfolio structure
are far above average among its German peers”

Assets: €12,594.5m

Judge’s comment

Performance:
4.20% (one year); 4.30%
(three years); 4.48% (five
years); 4.17% (10 years)

Three pillar strategy with recent
focus on infrastructure

Members:
Active – 41,933
Retired – 15,396

Lead investor in co-investments
to gain access to certain
markets

As at 31 December 2016

SHORTLISTED
WPV

Germany was planned. Bosch decided
to find a way to avoid getting
burdened again. It set about developing a concept untested so far in
Germany – establishing a pension
arrangement for the business unit
prior to its sale that is modelled
entirely on Bosch. The challenge was
how to make a pension fund for just
1,000 members cost-effective.
Bosch’s solution was to establish a
separate section in multi-employer
pension scheme. It thus worked
closely with a multi-employer on
developing a new business model to
ensure a separate ring-fenced section
would emulate Bosch to the highest
possible degree in terms of plan
design, investment policy, administration and member communication.
The German authorities agreed the
design offered no downside and the
transfer was approved.

GERMANY – Versorgungswerk

Ärzteversorgung
Westfalen-Lippe
Founded: 1960

only do all assets and liabilities need
to be transferred but so do all
existing regulations concerning
investment strategies and annuity
plans. The result is even the smallest
of differences have led to the German
authorities blocking transfers and no
actual transfer between pension
funds in Germany had yet been
achieved. By 2016, this resulted in
Bosch managing the pensions of
1,700 members in 14 companies that
are no longer part of the Bosch
group.
Moreover, changes to the scheme
could not be applied to these
accounts, resulting in increasingly
complex administration and costs
that all plan members, not just those
of former subsidiaries, assumed.
This all changed in 2016 when
another divestment of a business
with almost 1,000 employees in

KEY POINTS

W

ith current assets of
some €12.9bn,
Ärzteversorgung
Westfalen-Lippe
(ÄVWL) is among
Germany’s largest pension funds. It is
responsible for the pensions of more
than 55,000 doctors in the WestfalenLippe region.
ÄVWL’s investment is based on a
three-pillar strategy. Around 60%
constitutes investments with stable
cash flows from bond, real estate and
loans portfolios. This pillar, in

addition to a high real estate
weighting, includes an increasing
focus on investments in infrastructure and commercial finance. The
remaining 40% is increasingly seeking
higher-returning alternative assets to
enable ÄVWL to achieve its annual
4% return objective in the current low
interest rate environment.
All ÄVWL’s strategic mandates
follow smart beta principles. They
are not based on classic cap-weighted
indices, but aim to achieve market
returns while taking comparatively
fewer risks.
The scheme’s investment universe
is now expanding to include liquid
alternatives. The investment
principles it applies, some borrowed
from the hedge fund world, aim to
contribute towards compensating for
losses based on adjustments.
In emerging markets, ÄVWL

covers the entire range of investments, including listed and nonlisted equity and debt – both in hard
and local currencies. Volatility, too,
as an isolated asset class in the form
of externally managed mandates, is
an area of focus.
With regard to private equity,
ÄVWL focuses on small to medium
companies and employs only
managers with outstanding proven
track records in their market sectors.
After more than 10 years investing in
private equity, the fund has built a
solid network with managers it would
otherwise have little access to.
Building relationships and displaying
innovation have enabled ÄVWL to
take the lead in developing economies of scale by cooperating with
smaller pension funds to gain
meaningful exposure to investment
classes and developments.
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Aon Hewitt

EXPERT

fiduciary

SOLUTIONS
designed for

YOU

Balancing risk and return, while improving your
scheme’s funding level, can be a challenge. That’s why
many trustees look to fiduciary managers for help.
But every scheme is different, so you need a solution that’s built
around you. That’s why we begin by asking questions and
listening carefully to your answers. This way we can put together
a plan that matches your needs precisely. We then deliver this
plan for you with complete transparency. You’ll know exactly
what we’re proposing, what you’re investing in, and what
everything will cost. So the only surprise you’ll get is how much
we can achieve together and how easy we can make it all.
Talk to us now about how we can help you.
Call +44 (0)20 7086 9432, email sion.cole.2@aonhewitt.com
or visit www.aonhewitt.com/delegatedconsulting

Aon Hewitt Limited is authorised and regulated by the Financial Conduct Authority. Registered in England & Wales.
Registered No: 4396810. Registered Office: The Aon Centre, The Leadenhall Building, 122 Leadenhall Street, London EC3V 4AN.

Risk. Reinsurance. Human Resources.
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IRELAND

Intelligent branding
“The overall scheme design for this pension scheme
is very impressive and well thought out with aligned
communications to various strategies promoting the
scheme”
Judge’s comment

RetireSmart
(ESB Defined
Contribution
Pension
Scheme)
Founded: 1991
Type: Defined contribution
corporate scheme
Assets: €186m
Performance:
4.7% (one year)
Members:
Active – 2,002
Retired – 30
Deferred – 470
As at 31 December 2016

SHORTLISTED
Accenture Defined Contribution
Pension Plan
Construction Workers’ Pension
Scheme

KEY POINTS
Defined contribution scheme
based on auto-enrolment
Three distinct investment lines
Extensive and simplified
communication policy

W

hen ESB closed its
defined benefit
scheme to new
members in 2010, all
new employees
automatically joined its defined
contribution plan, which was
rebranded in 2016 as RetireSmart.
The scheme has a clearly defined
structure consisting of SaveSmart,
InvestSmart and LiveSmart, clever
use of risk-based investment
strategies, innovative personalisation of lifestyle strategies, a clear
and simple communication policy, a
smart contribution structure linked
to salary progression and service and
use of behavioural psychology.
Rebranding the fund was designed
to increase member awareness and
focus members’ thoughts on their
savings. It has over 2,400 members
and more than €186m in assets.
SaveSmart is strongly flavoured
with behavioural psychology. It is
compulsory for members to join this
arrangement when they join ESB.
Contributions start at 13%, but
increase to 24% over a member’s
working life on an opt-out basis,
where increases are smartly linked
to salary increases and service at
five-year intervals. These levels of
contributions are significantly
higher than the average Irish
contribution rate and play a key role
in helping retain members.
InvestSmart has two broad
investment options – Lifestyle or

Freestyle. Lifestyle is the default
plan and members can choose a
higher or lower-risk version of the
strategy if they wish. There are three
strategies and each is diversified
across beta long-only investments
and alpha low correlation with
traditional beta investments so as to
grow member accounts in a steady
way relative to solely relying on
equity markets, while limiting
drawdown risk in severe market
stress environments.
Another major innovation is
personalised life-styling, where a
member’s retirement account is
derisked during the consolidation
phase to match how they might take
their final benefits based on a
principle of cash maximisation.
Members are free to change any
aspect of the personalisation stage. In
the Freestyle option, where members
manage their own investments, the
investments provided are clear and
simple – cash, annuity matching,
multi-asset, including lower and
higher risk options, and global
equities.

L

iveSmart is where members
use their savings to fund
their retirement benefits.
The communication policy
around this is tailored so
that younger members are briefed
with a broad outline of the options
whereas members approaching
retirement get more detail on the
various options.
RetireSmart’s communication plan
is agreed yearly and much effort is
spent ensuring that it is simple,
interesting, multi-faceted and
non-technical, with lots of colours,
examples and pictures. This year’s
plan includes:
●● Benefit statements complying
with regulatory requirements that

were issued in bright colourful
envelopes.
●● Free one-to-one clinics offered to
staff with an independent financial
adviser after each 10 years of service
and at age 55 and 63. The advice at
age 55 and 63 is crucial in helping
members decide their retirement
options. All the members who have
attended these sessions found them
useful and would recommend them
to others.
●● An easy-to-access website where
members can view their account
value, investments and projected
benefits. They can change the
assumptions on their projected
benefits to see the effect of additional
contributions or amending their
investment options or retirement
age. They can also change the
investments while online. When ESB
launched the revamped website in
2016, it ran competitions to encourage members to log in over a period
of two weeks. Over 37% of active
members logged in during that
period with the login rate currently
in excess of 50%.
●● Several member presentations
were conducted at various ESB sites
around Ireland in breakfast or lunch
and learn briefings, ensuring high
attendance.
●● Newsletters are issued half yearly
to communicate with members
explaining pension related developments such as investment returns.
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International Institutional Capital Advisors –
IICA
IICA is an independent private partnership with no connection to financial intermediaries or
distracting investment arm, which operates free from conflicts of interest. We are able to focus
completely on the most effective and efficient way to support our Clients’ strategies to raise
capital.
Our independence allows our entrepreneurial and collaborative culture to work to deliver for
our clients across Europe, Africa, Middle East and South East Asia.
We specialize on advising on investments, raising capital and seeding investments for
Institutional Investors. Across the years we focused on all Asset Classes according to the
needs of our Clients and our Investors.
Our Clients are among the largest and the most successful asset managers in their Classes.
Our investors are between the largest institutional investors such as Pension Funds, Insurance
Companies, Endowments, Large Single Family Offices.
We actively and constantly search for the “Best in Class” asset manager and the best asset
classes according to the market momentum.
Thanks to of our extensive network of local partners-based business model and deep
knowledge of local markets, our success depends on the Client fund’s success.

Our activities
IICA can provide the following services:
• Marketing and Sales
• Communication
• Investment Advisory
• Fund Structuring
• Branch, Office and Structure set-up
• Capital Raising
• Seeding
• Secondary Advisory
• Manager Selection
Our deep sector knowledge, independence and insight into the private fund market across
several asset classes allows us to create insightful and effective strategies to support
our Clients’ management and sales force to raise capital efficiently. We thrive on working
alongside the most innovative funds and consistently partner with the highest-quality fund
managers.
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ITALY

Local champion
“A very innovative asset mix, with good
diversification, and remarkable progress in risk
management”
Judge’s comment

Fondo
Pensione
Laborfonds
Founded: 2000
Type: Defined contribution
multi-employer scheme
Assets: €2,375m
Performance:
4.08% (one year); 6.06%
(three years); 7.05% (five
years); 4.08% (10 years)
Members:
Active – 115,760
Retired – 41
As at 31 December 2016

SHORTLISTED
Cassa Nazionale del Notariato
Eurofer
Fondazione Enpam
Fondo Pensione Previbank
Fondo Pensioni del Personale
Gruppo BNL/BNP Paribas Italia
Fopen – Fondo pensione
complementare dipendenti
gruppo Enel

KEY POINTS
Largest Italian multi-employer
scheme
Recent expansion of alternative
investments
Extensive look-through risk
management model

W

ith 117,000 members
and total assets of
around €2.5bn, Fondo
Pensione Laborfonds
is the largest defined
contribution multi-employer
pension scheme in Italy. It serves
both public and private sector
employees in the Trentino Alto
Adige/Südtirol region.
Laborfonds’s strategy is separated
into four investment lines: Linea
Bilanciata, which is by far the largest
portfolio with some €2bn under
management, offers a balanced mix
of assets and risk. Linea Dinamica
offers a higher risk profile, Linea
Garantita provides a capital guarantee and Linea Prudente-Etica is a
specialised ESG investment
solution.
Both emerging markets bonds
and equities have been added
recently to Bilanciata’s portfolios.
Apart from a 10% alternatives
allocation, this line is structured as a
core-satellite fund that is split 40%
managed on an active and multiasset basis, including derivatives and
currencies, and 50% in a specialised
passively managed portfolio.
Integrating a long-term approach
to alternatives in its investment
strategy approach has been the focus
of Laborfonds’s attention in the past
two years. Linea Bilanciata has a 10%
quotient built into its strategic
allocation that is managed directly

by the board in alternative investment funds.
The first commitment of the
alternatives strategy – an implementation and analysis period that is not
yet complete – was to a private debt
fund. This is a mutual fund that was
structured in strict co-operation
with local governments in Trentino
Alto Adige/Südtirol region and
invests in small and medium-sized
enterprises. Working with the local
governments ensures Laborfonds
re-invests some of its members’
contributions and assets in local
communities to support the regional
economy.
Last year saw Laborfonds move to
the next phase in its alternatives
expansion. This focused on private
equity strategies, including global
private equity, European infrastructure, Italian renewable energy and
local social housing. To make this
possible, Laborfonds has already
agreed to commit to three alternative funds: Quadrivio Green Energy
fund, Fondo Social Housing Trentino and Partners Group Direct
Equity fund 2016. The search for the
appropriate infrastructure fund is
ongoing. The decision to add these
four strategies was based on the
results of beauty parades and the
objective is to flatten the J-curve
slope of its members’ assets. The
first commitment was made at the
beginning of 2017 to Fondo Strategico Trentino Alto Adige.

risk monitoring software to a
cloud-based version so that it can
monitor its portfolios at any time and
from any place, including on smart
devices. This greatly enhances the
scheme’s risk management, which
was already considered innovative in
Italy, through the adoption in 2010
of a look-through model that breaks
the funds it invests in into their
constituent parts to allow Laborfonds
to analyse more deeply the composition of its portfolios.
In early 2016, Laborfonds
recruited a new general manager,
who has already rebalanced its focus
to consider communication as well
as investments. This has seen the
scheme visit members at their
workplaces for face-to-face
meetings.
Another area of focus for
Laborfonds recently has been
integrating ESG best practices to
enhance its ethical strategy that
already involves screening and
exclusion policies for both equities
and bonds.
Finally, thanks to an efficient
management and fee structure and
local community support initiatives,
Laborfonds’s costs are consistently
below the average of the overall
Italian pensions industry.

B

y implementing an
efficient risk-based
investment approach in
line with its strategic
asset allocation reviews,
Laborfonds has been able to improve
its control mechanisms significantly.
In particular, it has hired an experienced risk manager and upgraded its
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When it comes to investing, consistency is beautiful.

Success is more closely connected to consistency than ever. Our global investment team is
built on a genuine culture of collaboration, where experts challenge and debate their best
ideas to make better decisions, leading to better outcomes for you and your clients. Find out
how partnering with us can help deliver the consistent success you and your clients demand.

columbiathreadneedle.com
Important Information. Past performance is not a guide to future performance. Your capital is at Risk. This material is for information only and does not constitute an offer or solicitation of an order to buy or sell any securities or other ﬁnancial instruments, or to provide investment
advice or services. Issued by Threadneedle Asset Management Limited. Registered in England and Wales, Registered No. 573204, Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority.
Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
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NETHERLANDS

Graphic approach to new strategy
“Dynamic approach to both adjusting its risk
budget to funding ratio as well as its interest
rate hedge”
Judge’s comment

KEY POINTS

Pensioenfonds
PGB

Multi-employer scheme with
2,400 participating companies

Founded: 1953

Redesigned investment strategy
based on risk factors

Type: Defined benefit and
defined contribution multiplan multi-employer scheme

Dynamic hedging strategy to
mitigate interest rate risk

Assets: €24,139m
Performance:
10.9% (one year); 9.8% (three
years); 8.7% (five years)
Members:
Active – 75,000
Retired – 74,000
Deferred – 160,000
As at 31 December 2016

SHORTLISTED
Stichting Algemeen
Pensioenfonds Unilever
Nederland
Stichting Calpam-Pensioenfonds

P

ensioenfonds PGB started
in 1953 as the pension
fund for the Dutch
graphics media and
printing industry. Since
2006, however, it has provided
provision for, among others, the
painting and print ink industry, the
cardboard production industry and
the wholesale flowers and plants
industry. Altogether, PGB manages
the pensions for 311,000 active,
retired and deferred members for
2,400 employers in both defined
benefit and defined contribution
arrangements.
PGB manages a diverse portfolio
that comprises the following asset
classes:
●● Equities – 43.8%;
●● Euro-denominated bonds – 17.4%;
●● Euro-denominated corporate
bonds – 15.4%;
●● Mortgage loans – 5.8%;
●● Inflation linked bonds – 4.4%;
●● Alternative fixed income – 4.0%;
●● Infrastructure – 3.8%;
●● Real estate – 3.1%; and
●● Cash and overlays – 2.3%.
The government and corporate
bond portfolios and the swap and
currency overlays are managed
internally. The scheme’s external
mandates team manages the other
investments.
The most important input for
determining the appropriate level of
investment risk is the members’ risk

appetite. Every three years PGB
organises a large-scale participant
survey. The most recent was held in
2016, and the investment strategy
was updated using the results in early
2017.
PGB runs a matching portfolio
comprising low-risk assets to match
liabilities and a return portfolio of
riskier assets to generate excess
returns over the risk-free interest
rate that can be used to increase
pensions entitlements in line with
consumer inflation. The share of the
matching and return portfolios at
overall scheme level is dynamic and
depends on the level of the funding
ratio. For very high or very low
funding ratios, the level of investment risk is reduced. For intermediate levels, investment risk can be
significantly higher.

P

GB believes that, to
provide its members with
the best pension benefits
possible, it is key to have a
forward-looking, longterm vision. This should then be
implemented in a consistent way
over a long period, but should also be
updated when there are clear
opportunities for improvement.
Until a few years ago, PGB
employed the traditional approach to
balance sheet management, whereby
the strategic asset allocation and
interest rate hedge remained static.
PGB invested roughly 50% in both the
return and matching portfolios,
which were each well diversified
across asset classes. However, since
2008, this approach proved less
successful than anticipated. The
funding ratio decreased significantly.
This led PGB to redesign and
improve its asset allocation strategy
in an innovative way.
Firstly, PGB now uses risk

exposures and factors instead of
allocations to asset categories. The
portfolio seemed very well diversified
across asset classes, but less so across
risk factors. In the new approach, the
matching portfolio has risk budgets
for interest rate risk and credit risk,
and exposure limits to avoid inappropriate risk concentrations. Previously, a bond was purchased because
it was in the benchmark. Under the
new approach, a bond is bought
because it adds value versus the
liabilities.
Secondly PGB introduced a
dynamic investment policy to help it
manage the risk versus funding ratio.
When the funding ratio is high, fewer
investment returns are needed to
achieve indexation to prices. The risk
budget is thus reduced. Similarly, the
risk budget decreases
Thirdly, PGB introduced a
dynamic interest rate hedging mode
that fluctuates in line with interest
rate movements as opposed to a
static policy that may not track
interest rates sufficiently to maintain
a fully funded position.
Finally, in 2017, PGB implemented a more systematic approach
to capture the most attractive
investment opportunities in a timely
manner so that it can take exposure
when risk is rewarded. To mitigate
unrewarded risk, it undertakes
market sensitivity analyses.
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PORTUGAL

Trump card
“Horizonte Valorização has been sustainably one
of the best and most innovative pension funds in
Portugal”
Judge’s comment

Fundo de
Pensões
Horizonte
Valorização
Founded: 1993
Type: Hybrid multi-employer
scheme
Assets: €138m
Performance:
2.01% (one year); 3.64%
(three years); 5.41% (five
years); 2.20% (10 years)
Members:
Active – 10,491
Retired – 506
Deferred – 632
As at 31 December 2016

SHORTLISTED
BPI Valorização
Fundo de Pensões Banco
Santander Totta

KEY POINTS
Increased equity exposure to
benefit from political impacts
Tactical commodities and
alternatives movements
Increased benefits flexibility and
digital services

W

ith some 11,629
members, Fundo de
Pensões Horizonte
Valorização is part of
Portuguese group
Ocidental Pensões’ range of open
pension funds.
The scheme’s asset management
is undertaken externally by BMO
Global Asset Management and is
based on a large range of multi-asset
and balanced solutions. As a hybrid
scheme with a life-cycle approach,
Valorização’s investment policy has
been designed around a mediumterm investment perspective.
Structurally, it has a central
allocation of 25% in equities, 50% in
fixed income (both government and
corporate bonds), 20% in floating
rate notes and 5% in alternative
investments. This allocation is in
line with the average policy of
Portuguese pension funds. There
was little change to the allocation in
2016 to protect against central bank
policies maintaining low interest
rates and market shocks like the
Brexit vote signalling the departure
of the UK from the EU and election
of Donald Trump as US president
Adopting the external manager’s
multi-asset strategy is based on
Ocidental’s core philosophy that
asset allocation is the primary driver
of returns over time and that
fundamental research and analysis
can extract value. Similarly, it

believes tactical asset allocation can
enhance the returns from strategic
asset allocation as asset prices can
deviate from fair value over shorter
time periods.
In considering an appropriate
structure for a client solution,
Valorização determines a risk budget
and expected pay-off across the
three most important drivers of
relative return: strategic asset
allocation, tactical asset allocation
and stock selection. The fund
expects each area to contribute to
excess returns and maintain
flexibility in the risk budget to
manage exposure according to
prevailing market conditions and
opportunities. Moreover, by
diversifying sources of return it can
create a more efficient portfolio that
should, over time, provide smoother
returns without sacrificing
performance.

T

hus Valorização’s approach
has the benefit of providing return streams that
add value across strategic,
tactical and stock selection
strategies but are also sufficiently
diverse to ensure that risk sits well
within the required range.
For equities, Valorização began
the period under review in an
underweight position but the level of
exposure was gradually increased
during the year to an overweight
position as markets responded to
key political events, notably Brexit
and Trump. Geographically, it began
the year overweight to Japanese
stocks but gradually shifted towards
emerging markets by the end of the
year. This was in response to
deteriorating performance levels of
Japanese holdings, while some
European sector stocks also
contributed to drags on returns.

Valorização’s bond portfolio was
more or less underweight throughout 2016, with expected higher yield
levels driven by inflation and
monetary policy offset by lower
duration and allocation. Within the
portfolio, it did take overweight
positions in some markets to benefit
from spread compression, particularly in Spain.
The main scope of the scheme’s
alternative asset allocation is to
provide diversification across several
types of investments that have low
correlation to traditional classes
such as stocks, bonds and cash.
Despite the portfolio remaining
largely unchanged throughout 2016,
there were a few notable adjustments. Firstly, to take advantage of
positive developments in Portuguese
property markets, it increased its
commitment to an open-ended
mutual real estate fund. Additionally
in 2016, Valorização maintained its
opportunistic approach to commodities to benefit from market volatility
and price corrections. Investing in
commodities is undertaken on a
tactical basis only.
Other than investments, Valorização benefited from operational
changes implemented by Ocidental
to improve its pensions management
platforms by creating digital
distribution channels and enhancing
flexibility in pensions and benefits
payments.
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SMALL COUNTRIES

Open borders
“What a joy to read about this model pension
scheme, driven by member satisfaction,
outperforming benchmarks and constant focus on
reducing costs”
Judge’s comment

Frjálsi
Pension Fund
Iceland

Founded: 1978
Type: Hybrid multi-employer
scheme
Assets: €1,560m
Performance:
0.5% (one year); 5.9% (three
years); 7.3% (five years);
6.9% (10 years)
Members:
Active – 20,934
Retired – 3,225
Deferred – 29,790
As at 31 December 2016

SHORTLISTED
Almenni Pension Fund Iceland
MAP Fund Cyprus

KEY POINTS
Increased exposure to overseas
assets
Two-pronged structure
featuring DB-like insurance
fund and DC plan
Efficient look-through risk
management model

T

he cornerstone of the
€1.6bn Frjálsi Pension
Fund’s structure is the
freedom of choice it offers
its 55,000 members. The
fund has two goals: to guarantee its
members a lifelong pension and to
provide them with flexible retirement
plans.
Pursuing two goals requires at
least two instruments. Thus Frjálsi
has adopted a unique hybrid
structure consisting of a co-insurance fund and a private pension
plan. The co-insurance fund is a
defined target benefit plan whose
objective is to provide lifelong
mandatory pension protection. As
the investment risk is borne by the
co-insurance fund’s members, its
investment objective is to minimise the risk of benefits reductions
by maintaining a healthy funding
ratio.
The private pension plan allows
fund members to allocate a part of
their contribution to one of four
investment paths, whose investment
objectives are governed by risk/
return profiles based on both capital
appreciation and preservation,
allowing fund members to achieve
their preferred risk return combination. Furthermore, these private
pension plans are inheritable and
allow for a considerably flexible
withdrawal structure, such that

members can construct a suitable
pay-out structure.
The key development at Frjálsi in
2016 was preparing to diversify
when capital controls were lifted in
2017. Frjálsi has a considerable
shortfall of foreign assets as a result
of the controls that were imposed
after the domestic economy crashed
during the crisis years. Moreover,
the fund’s in-house flow-of-funds
analysis shows that the Icelandic
pension fund system is set to grow
from 150% to 230% of GDP within a
decade, further amplifying the need
for foreign investments.
With the controls now relaxed,
the fund has positioned itself to
increase its allocations to foreign
assets to diversify. It is now looking
to build further strategic partnerships with foreign asset managers.
Furthermore, it has entered the
residential mortgage market to
supplement a shortage of long-terminflation linked bonds.
This builds on the strategy it
pursued between 2012 and 2015
when the capital controls were still
in place. During that time, Frjálsi
sought to diversify by investing in
commercial real estate, thanks to
prices being lower than building
costs, and domestic companies with
foreign revenues. This was made
possible with the re-emergence of
domestic asset markets.
Frjálsi’s long-term investment
strategy is guided by an in-house
long-term macroeconomic view
based on a three to five-year
horizon. The asset allocation is
implemented by employing a mix of
external and internal investment
managers. The fund invests in
various asset classes, such as cash
instruments, equities, fixed income
and alternative assets. The co-insurance fund has conservative alloca-

tions, in line with its investment
objective, holding 69% in fixed
income, 20% in equities, 7% in
various cash instruments and 4% in
other investments.
Allocations of the private pension
plans to equities range from 0% to
38%, and allocations to fixed income
from 51% to 88%, depending on the
level of risk the plan wishes to
assume. The rest is invested in
various cash instruments and other
investments.

R

isk management forms an
integral part of Frjálsi’s
investment strategy.
Exposures are monitored
on a look-through basis to
the underlying assets held in
external mandates. Traditional risk
measures are employed, such as
compliance checking, value-at-risk,
counterparty exposures, stress
testing and monthly actuary reports,
all of which enhance the likelihood
of the fund achieving its investment
objectives. However, effective risk
management does not only depend
on advanced systems and detailed
processes. Most importantly, it
relies on a sound risk management
culture, encouraging employees to
assume responsibility for unexpected risks. This culture enables
the fund to identify new risk factors
promptly.
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SPAIN – Multi-employer

Geroa Pentsioak
EPSV

Basking in glory

Founded: 1996

“Very good financial performance with a long track record,
also impressive sector-wide coverage and ESG integration”

Type: Hybrid multi-employer
scheme
Assets: €1,813m
Performance:
5.76% (one year); 6.75%
(three years); 9.83% (five
years); 5.58% (10 years)
Members:
Active – 105,235
Retired – 2,367
Deferred – 149,558
As at 31 December 2016

SHORTLISTED
Caja Ingenieros Multigestión, PP
Fonditel Gamma
PPI Deutsche Bank IV

Pensions Caixa
21, Pension Fund
Founded: 1999
Type: Defined contribution
corporate scheme
Assets: €29m
Performance:
4.73% (one year); 7.56%
(three years); 8.42% (five
years); 7.08% (10 years)
Members:
Active – 2,157
Retired – 16
As at 31 December 2016

SHORTLISTED
DuPont Pension Fund
Previsión Social, Empleados del
Grupo Endesa
Unifondo V Pension Fund

Judge’s comment
KEY POINTS
Regional multi-employer
scheme with 9,400 participant
firms
Conservative investment
strategy with ESG integration

T

he history of Geroa
Pentsioak goes back to
1996 when local companies and unions in
Gipuzkoa, the northern
province in the Spanish Basque
region, agreed to create a special
multi-employer supplementary
pension scheme.
A small fund, Geroa receives
annual contributions of €83.4m and
currently pays out €48m in pensions.
It covers 20 sectors, including some

9,400 companies representing more
than 105,000 members.
Geroa runs a conservative
investment strategy with a greater
weighting to fixed-income assets with
good credit ratings. The goal is to
preserve capital, while tripling the
value of its invested assets over a
35-year period. In the current
extremely low interest rate environment, the fund relies heavily on its
fixed-income manager to actively
generate returns where some rates
are zero or even negative.
To compensate further, the
fund’s equity exposure is at the
maximum strategic level with
innovative hedging to protect
against falls in values. Couple this
with its risk minimisation policy
and, since inception in 1996,
Geroa’s net asset value has risen

from €6.01m to €22.27m in 2016
– an increase of 370% or zero-coupon yield of 6.48%.
Future challenges include
gaining access to other sectors with
greater economic growth, allowing
companies the possibility to
increase their contribution rates
and improving access to the fund
for young people, who will benefit
most from the supplementary
pension as the value of state
pensions will reduce significantly by
the time they retire.
Other recent developments
include a commitment to socially
responsible investment principles
and integration. Geroa recognises
both its responsibility and power to
influence the companies it invests in
and that adopting a rigorous SRI
policy will add value for all parties.

SPAIN – Corporate

Insuring against youth
“The use of multi-manager funds is an ideal solution for a
small fund to diversify and allow a flexible asset allocation and
access to alternatives”
Judge’s comment
KEY POINTS
Discretionary strategy allowing
for 100% bond exposure
Multi-manager fund investment
structure

P

ensions Caixa 21 was
created in 1999 to provide
pensions to the employees
of the insurance firms of
Spanish financial services
group La Caixa.
Pensions Caixa 21 has a young
membership profile with the
average age being under 40. This
means it can run a balanced
investment strategy comprising half
in fixed income and half in equities
and alternative investments. The
strategy however is managed on a
discretionary basis by internal

group company VidaCaixa, meaning
it can take a 100% weighting in
bonds to minimise losses in equity
downturns. The last time it took
this action was in 2008.
VidaCaixa’s business model
focuses on third-party multi-manager funds, which allows Pensions
Caixa effective access to any asset
class, while identifying the best
specialists for each category. This
model has been highly successful in
recent years.
The scheme’s equities strategy
follows a global approach where all
major geographic areas are covered,
including the US, Europe, Asia and
emerging markets. The fixed-income
portfolio includes government bonds,
investment-grade corporate bonds,
high-yield and emerging markets
bonds.

The alternatives exposure includes
hedge funds and private equity, in
which the scheme seeks opportunities at discounted prices in the
secondary market to reduce the
impact of the J-curve. In addition,
investing in a mature and highly
diversified private equity portfolio,
has allowed Pensions Caixa 21 to
effectively take advantage of investing in unlisted assets. Alternatives
provide an ideal source of diversification and another asset class the fund
considers is infrastructure, in both
equity and debt.
Pensions Caixa 21’s strategy also
includes the use of put options to
hedge against losses from equities.
This is an efficient means to avoid
giving up any potential upside in a
global bull market, and it measures
risk against volatility.
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SWEDEN

Stock clearance
“A very well developed and aware risk
management-based fund, with a very clear link
between asset management and objectives”
Judge’s comment
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SHORTLISTED
AP4
SEB Pension och Försäkring

KEY POINTS
Reduced equity weighting as
part of new allocation policy
Dual objective investment
strategy
Makes use of extensive
proprietary risk map model

S

PK is the Swedish savings
banks’ industry pension
scheme. A defined benefit
plan, it has a staff of just
19, providing pension
provisions for 132 employers and
close to 39,000 members. The plan
is based on an internationally
well-diversified asset portfolio.
SPK outsources the majority of
its investments to active external
managers but retains overall market
risk management in-house to
control duration, foreign exchange
and equity risk. The entire operation
is run at a very low cost of 18bps.
SPK follows a two-fold investment strategy; a long-term asset
allocation policy focusing on
growing assets at a sufficient rate to
pay pensions in the future and a
short-term risk management
approach with a focus on meeting
short-term regulatory buffer
requirements. The track record of
this dual approach is solid. Over the
past decade, SPK’s funding level has
not fallen below 116% and it has met
its long-term return target as well as
delivered superior risk-adjusted
returns.
The Brexit vote, the surprising
US presidential result and the then
forthcoming European elections
were all sources of concern for SPK
in 2016. Acting on signals from its
proprietary R-MAP risk system, it
decided to temporarily de-risk the

portfolio by cutting its equity
exposure in half by November.
Political risks were not the only
reason behind this decision. The
Swedish pensions regulator is
developing a policy of severe stress
tests and tough capital requirements
over the shorter rather than long
term. While this is yet to be
implemented, SPK decided to move
sooner to avoid the volatility a high
equity exposure would incur when
the new rules come into force.

T

he decision to de-risk has
not been reversed and SPK
has decided not to return
to the 30% strategic equity
weighting it enjoyed
previously. Moreover, its previous
asset/ liability modelling study
revealed that any further deterioration in long-term market return and
risk assumptions would no longer
make its existing return target of 5.5%
viable. Indeed, optimising the risk
budget would only produce a total
expected return of about 3.6%. These
conclusions raised two fundamental
options:
●● Should the scheme keep the
return target and increase the
portfolio’s risk level and risk budget?
●● Should it keep the prescribed risk
budget and reduce the return target?
Following discussions with the
board and stakeholders, SPK
decided on the second option, as it
was not considered the right time to
increase the portfolio’s overall risk
level given the political landscape,
central banks actions and policies,
ambiguous regulation, stretched
equity valuations and many global
government bond yields being below
1%.
After reviewing the assumptions
in the four building blocks that
determine its return target – a safety

margin, inflation, cost and tax and
actuarial evaluations – SPK proceeded with another asset/liability
modelling exercise to determine its
new strategy. Only the actuarial
assumption was altered. Rather than
increasing the risk level of the
portfolio the stakeholders preferred
to increase their yearly contributions by 10%.
With the new return target of
3.5% in place and overall risk
budgets kept intact, SPK’s former
strategic equities weighting was
reduced by 10 percentage points to
20%. The proceeds of this divestment
enabled the scheme to fund an
increase in its real assets budget by
2% and in its wider alternatives
portfolio by 8%. Although the
expected return of this reweighting
totals just 3.4%, SPK is confident it
can make up the shortfall with alpha
generated by active management.
The new strategy is also well within
the scheme’s allocated risk budgets,
taking account of downside risk for a
really bad year with an estimated
total negative return of 6%.
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SWITZERLAND

Going global
“This entry demonstrates a considerable and
convincing level of sophistication, expertise, analysis
and control, and an excellent approach to strategic
thinking”
Judge’s comment

ABB Group
Pensions
Management
Type: Defined benefit
and defined contribution
corporate schemes
Assets: €8,087.1m
Members:
Active – 400,000 globally
As at 31 December 2016

SHORTLISTED
CERN Pension Fund
CPEG, Caisse de prévoyance de
l’Etat de Genève
Pensionskasse SBB

KEY POINTS
Centrally managed multi-asset
fund covering 150 global group
schemes
Sophisticated strategic and
dynamic allocation process
Specially designed risk
management framework

S

wiss engineering group,
ABB sponsors more than
100 defined benefit and
about 50 defined contribution plans around the
world, with the majority of assets in
Switzerland, other major Western
European countries and the US. The
range includes both open and closed
plans with different payment
structures that cover more than
400,000 members.
Managing pension liabilities
spread over so many different
pension plans is challenging. To
overcome this obstacle, ABB created
ABB Group Pension, a dedicated
team based in Zurich to oversee the
many plans collectively from a risk
management perspective. This is no
easy task as the schemes often differ
fundamentally, with distinct
governance structures and independent trustee boards to ensure
they comply with local pensions
laws.
On top of the risk management
structure, the Swiss-based group
pensions team employs a successful
dynamic asset allocation process
that has consistently delivered
excess returns. The strategy is based
around market cycles. The team
believes that medium-term cycles
present the optimal opportunities to
generate excess returns and
undertaking quantitative cyclical

scenario testing provide early
indications of potential dynamic
investments. Running a cyclical
strategy is also conducive to efficient
risk management as different points
in the cycle act as indicators to when
to increase or decrease the level of
portfolio risk the plans can assume.
The team’s management has
produced a strong track record,
producing a risk-adjusted performance of just under 25% in the four
years to 2015 for the large multiasset fund it runs in several jurisdictions. Risk is linked to liabilities and
is optimised to ensure it is not
excessive.
In essence, the team acts an
internal consultant for all the group
plans and supports them during the
investment process. This collective
set-up also ensures the dissemination of expertise and generates
economies of scale. This support
extends to:
●● Strategic asset allocation
decisions;
●● Dynamic asset allocation
decisions;
●● Investment manager selection;
●● Performance and risk
measurement;
●● Overall process review.
The strategic asset allocation
requires each local arrangement to
perform its own asset/liability
modelling exercise every three years.
This covers a multitude of areas.
The boards should decide the asset
classes and building blocks for their
individual investment strategy. They
should then set the appropriate
benchmarks and consider economic
outlooks and test certain scenarios
using assumptions. Next, they need
to determine the level of risk their
strategy can tolerate or afford. This
will lead ultimately to a strategic
asset allocation based on a 10-year

outlook and dynamic strategy
covering a short to medium-term
perspective between one and three
years.
The dynamic strategy is designed
to allow the pensions team to
monitor the markets continually to
ensure it can optimise its risk across
asset classes to capture or protect
against revaluations. Dynamic
decisions are reviewed at least every
six months or when the team
receives qualitative or quantitative
evidence that changes to the price of
an asset class warrant a short-term
dynamic allocation adjustment.
Dynamic decisions are also taken if
changes to a benchmark’s constituents based on market developments
pose a risk to the portfolio.

E

xamples of dynamic
allocation in recent times
include rebalancing equity
exposures to benefit from
gains in the markets at the
top of the equity cycle. Once the
recovery levelled out, many plan
boards turned to strategic real estate
investments using a fund-of-funds
strategy complying with the many
local regulations. Since late 2015,
there has also been rebalancing of
the allocation to corporate and
inflation-linked bonds in favour of
the latter.
The investment process is
supported by a risk framework that
was specially designed to meet the
challenge of centrally managing risk
for group pension plans scattered
around the world.
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UK

Metamorphosis
“The standout entry. The focus on risk
management, whilst innovating to include more
private market investments, is unusual and groundbreaking for a UK public scheme”
Judge’s comment

Strathclyde
Pension Fund
Founded: 1975
Type: Defined benefit public
sector scheme
Assets: €23,048m
Performance:
23.1% (one year); 12.6%
(three years); 11.8% (five
years); 7.2% (10 years)
Members:
Active – 94,647
Retired – 74,748
Deferred – 53,465
As at 31 December 2016

SHORTLISTED
Local Pensions Partnership
Investments
Merchant Navy Officers Pension
Fund (MNOPF)
Railways Pension Scheme (RPS)

KEY POINTS
Large-scale transition from
growth strategy to focus on
liabilities
Superior performance of +23%
and highest ever fund value in
2016
Divestment of equities to finance
new investment classes

S

trathclyde Pension Fund
was established in 1975 to
provide the benefits of the
local government pension
scheme in Glasgow and the
west of Scotland. It comprises a
diverse range of employers, including 12 local authorities, Scottish
Police, Fire, and Water, colleges,
universities, charities and private
companies that provide services to
the public sector. It has over
220,000 members ranging from
apprentices to chief executives. It is
open to new members, and membership increased by 6,000 in the past
year. Both membership and fund
value are at their highest ever level.
Until recently, Strathclyde’s
investment strategy was focused on
growth. But it is maturing and is at a
tipping point where its pensioner
and deferred liabilities have begun
to outweigh its active members’
liabilities. This is driving the
development of its investment
strategy route map, which will see it
progressively reduce its equity
allocation in favour of a more
diversified asset base that will better
match its liabilities.
To facilitate the transition, the
route map features a new framework
and a phased implementation
process that will reduce risk,
increase diversification and ensure

that the strategy changes with the
liability profile over time. Although
the approach is now liability-driven,
it does not involve simply matching
liabilities with expensive bonds.
Instead, Strathclyde sources a broad
range of investments within five
categories that reflect cashflow, risk
and return requirements as well as
its six key principles:
●● Long-term perspective;
●● Diversification;
●● Efficiency;
●● Competitive advantage;
●● Pragmatism;
●● Stewardship.
The five investment categories
are equity, hedging insurance,
credit, short-term enhanced yield
and long-term enhanced yield. The
transition features a five-step
process to rebalance the portfolio
such that equities will reduce from a
starting point of 72.5% to 32.5%,
hedging insurance will go from 4.5%
to 2.5%, credit will increase from 3%
to 5%, short-term enhanced yield
from 7.5% to 30% and long-term
enhanced yield from 12.5% to 30%.
The return target over the same
period will decrease a touch from
6.1% to 5.5% within a volatility range
that will eventually be 9% from a
starting point of 13%.

T

he first step was completed
in 2016 and involved a
reblancing of equities in a
series of market trades
involving purchases and
sales each in excess of £2.5bn
(€2.8bn). The scheme re-invested the
proceeds of the sales in a broader
range of assets including a number of
new areas.
The total return for the year was
+23.1%, so there was no adverse
impact from the transition, as it
locked in significant market gains.

Indeed 2016 was the most successful
in the fund’s 40-plus year history. In
addition to the superior performance and the fact 2016 was the
eighth straight year of positive
returns, the gains also contributed
to the fund value reaching a new
high of over £19bn (€22bn). It is
now undertaking the next step to
achieve further diversification and
risk reduction while continuing to
take advantage of current investment opportunities to position
Strathclyde for the future.
The chief driver of performance
for the year was global equity, which
remains the mainstay of the
scheme’s strategy but its new look
represents a significant change of
direction. New investments included
its first allocations to private debt,
emerging market debt and multiasset credit. It also made a number
of new commitments from its direct
investment portfolio, which focuses
on private, niche and impact
investments.
Finally, towards the end of the
year, it completed its largest single
real estate acquisition – the Printworks in Manchester city centre.
This is Strathclyde’s first
£100m-plus property and the
landmark leisure and entertainment
venue has an annual footfall of over
7m people.
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Going further together
to meet your
highest expectations.
Strengthened expertise to better support
our institutional clients
With the acquisition of Pioneer Investments, we have
reinforced our expertise worldwide. We leverage on our
research-driven investment culture to partner closely
with our institutional and corporate clients. We have
the tools you need to make smart investment decisions.
Because that’s what you expect from a trusted partner.
Let’s go further together.

amundi.com
For professional investors only. Not intended for retail investors or for citizens or residents of the United States of America or any “U.S. Persons” as defined in the U.S. Securities Act
of 1933. This material is not of a regulatory nature and does not constitute a recommendation, advice or an offer or invitation to purchase or sell any Fund. The value of all investments
can go down as well as up and investors could get back less than what was originally invested. Financial promotion being issued inside the United Kingdom by Amundi Asset
Management, with a share capital of EUR 1,086,262,605. Registered office: 90 boulevard Pasteur 75015 Paris France - 437 574 452 RCS Paris - which is authorised by the AMF under
number GP04000036 and subject to limited regulation by the Financial Conduct Authority for the conduct of investment business in the UK under number 401883 with its registered
office at 41 Lothbury, London EC2R 7HF. Details about the extent of our regulation by the Financial Conduct Authority are available from us on request. August 2017. |
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CLIMATE RELATED RISK MANAGEMENT

Hot under the collar

nsion Funds

“Analysing energy investment, climate-related
policy for different asset classes, and defining carbon
footprint reduction aims makes this the strongest
entry this year”
Judge’s comment

conference

ate
APG Asset
Management
Netherlands

Hotel Type: 100% pensions-owned

asset manager with no thirdparty clients
Assets: €451,000m
Members:
Active – 4.5m
As at 31 December 2016

SHORTLISTED
AG2R La Mondiale France
Church Commissioners for
England UK
Environment Agency Pension
Fund (EAPF) UK
ERAFP France

KEY POINTS
16% carbon footprint reduction
of listed equity portfolio in 2016
Extensive climate risk analysis
within asset classes
Target to lower carbon footprint
per invested euro by 25% by
2020

A

s a long-term investor,
APG identifies, monitors
and manages risks
related to climate
change, while actively
investing in low carbon solutions and
renewable energy. Together with its
pension fund owners, it has established concrete and ambitious targets
with respect to the carbon footprint
of its listed equity portfolio and
exposure to renewable energy
investments. APG was awarded an
AAA rating by the Asset Owners
Disclosure Project in 2017 – the only
organisation of its type to gain such
recognition.
APG defines climate risk as the
risk that the value of an investment
will be significantly and negatively
influenced by climate change. It
distinguishes between various sorts
of climate-related risks:
●● Policy risks from new regulations
and public policies in response to
climate change;
●● Technology risks through the
emergence of new, cleaner
technologies;
●● Market risks from changing
demand drivers from consumers;
and
●● Physical impacts of climate
change if the transition to a low
carbon economy does not occur as
prescribed.
As well as risk, APG also identi-

fies investment opportunities that
contribute to a low-carbon economy,
such as renewable energy, energy
transmission, energy efficiency and
water management.
In terms of risk management,
APG conducted an analysis in 2014
into the potential impact of the
energy transition on its energy
investments. This included a
detailed breakdown of the fuel type
exposure for the entire portfolio
managed by APG. On the basis of
specially focused scenarios, a
qualitative stress-test was conducted
to establish the impact of a 2°C
differential. APG’s main stakeholder,
ABP, used a refined methodology
from this research to calculate its
energy-mix exposure and published
the results in a position paper. This
led to APG recalculating its own
energy exposure, as well as its
exposure to carbon-intensive
sectors. In the future it intends to
monitor this periodically.
While monitoring exposure in the
portfolio, APG manages climaterelated risks and opportunities
within specific asset classes. This is
because the risks and opportunities
of climate change differ per asset
class, region, sector and company.
Therefore, these are best managed
within the asset classes where
specific sector knowledge is available, for example by:
●● Integrating climate risks into
investment strategies and due
diligence;
●● Investing in energy efficient real
estate;
●● Engaging with companies and
policy makers;
●● Investing in clean alternatives,
such as renewable energy, green
bonds and high sustainability
investments. APG’s clients have
established a target to increase the

exposure to renewable energy
investments to €5bn by 2020; and
●● Reducing the carbon footprint of
the listed equity portfolio – APG’s
owners have established a target to
lower the carbon footprint per
invested euro by 25% in 2020
compared to 2015.

T

o achieve its listed equity
target, APG has developed
an innovative system that
measures the carbon
footprint of every individual portfolio on a daily basis. Each
is assigned a carbon budget, which is
gradually reduced over time to meet
the specified target in 2020. The
main advantage of the carbon budget
approach is its flexibility in implementation, as it works like to a risk
budget. The carbon reduction target
also applies to portfolios managed by
external managers contracted by
APG, who have fully committed to
APG’s carbon reduction ambitions
and implemented carbon reduction
strategies.
APG reports on the carbon
footprint of its listed equity portfolio
to its clients on a quarterly basis. At
the end of 2016, it reported a
reduction of 16% compared to the
previous year.
APG Asset Management (APG) is
the captive pensions asset manager of
the Netherlands’ largest and also one
of Europe’s largest pension funds,
ABP, as well as pension funds
bpfBOUW and SPW. On behalf of
these clients, it takes care of the
pensions of approximately 4.5m
people and manages €451bn.
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pension industry.
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DC & HYBRID STRATEGIES

Ahead of the game
“Excellent and innovative work designed and
implemented to handle difficult situations. Bosch
identifies the issues and then simply finds a solution”
Judge’s comment

Bosch
Pensionsfonds
AG
Germany

Founded: 2002
Type: Hybrid German bAV
scheme
Assets: €3,273m
Performance:
6.6% (one year); 6.8% (three
years); 8.1% (five years);
4.4% (10 years)
Members:
Active – 120,000
Retired – 40,000
Deferred – 20,000
As at 31 December 2016

SHORTLISTED
Almenni Pension Fund Iceland
NLB Nov penziski fond
Macedonia
Pension plan Swedbank
Dinamika Latvia
PensionDanmark Denmark
Sampension Denmark
Stichting Algemeen
Pensioenfonds Unilever
Nederland Netherlands

KEY POINTS
Consistent growth has seen
AUM double in five years
Diversified life-style investment
strategy
Defined benefit accumulation
supported by minimum
guarantee

B

osch Pensionsfonds AG
continues to grow. As the
corporate pension arrangement for workers in the
Bosch group in Germany,
the number of members now totals
180,000, annual contributions exceed
€290m and the value of its assets
have doubled in five years to their
current level of €3.5bn.
As it celebrates its 15th year in
2017, Bosch can look back on a
constant flow of award-winning
achievements and is now firmly
established at the forefront of the
German and European pensions
industry. Bosch was the first pension
fund of its kind to be offered by a
German corporate group and the
first in the heart of the group’s
workplace pension and benefits
concept, Bosch Vorsorge Plan. The
Pensionsfonds moniker applies to an
arrangement combining both the
employer and employee contributions in one entity.
The scheme’s latest innovation
was the concept that led to the
launch of defined ambition plans in
Germany in early 2017 based on the
so-called Bosch Law. This shook up
the annuity purchase process at
German schemes, introducing a high
level of flexibility for pensioners
about how to structure their
pensions payments from defined
contribution funds.

The core component and in many
ways the key to Bosch’s success is its
well-balanced combination of
pension promise and risk-bearing
capacity. This enables the fund to
successfully maintain its investment
strategy with excellent return
opportunities under even the
toughest of circumstances.
The pension promise to the
employees is a specific German
construction in that it is contributions-based and all earnings belong
to the employees. However, in
contrast to pure defined contribution systems, the nominal value of
the contributions is guaranteed,
meaning Bosch is a hybrid scheme.
The moderate guarantee level is the
basis for efficient risk budgeting
allowing a long-term and returnoriented investment strategy with a
broad level of diversification that
pursues a prudent-man approach to
provide the best possible long-term
returns for the scheme’s
beneficiaries.

B

osch’s investment strategy
is run by a fiduciary
manager and is returnoriented. It has consistently outperformed.
Despite tough market conditions,
especially during the financial crisis
of 2008, the sovereign debt crises and
the ongoing low-interest environment, in the short period since its
inception, the fund has generated in
its core segment an excellent annual
mark-to-market return of 6.1%.
The asset allocation strategy
follows a dynamic life-cycle
approach and is derived from
thorough asset liability studies.
Employees up to age 55 have more
growth orientated investments and a
higher share of equities at 50%. Once
they turn 55, their contributions are

invested with a greater focus on
capital preservation. Transitions
between the strategies are managed
smoothly by gradually decreasing
the equity share to 15%. Both
investment strategies take advantage
of long investment horizons by
allocating a meaningful portion of
15% of the portfolio to illiquid
alternative investments such as
private equity, real estate, infrastructure, commodities and hedge
funds. These strategies differentiate
Bosch fundamentally from other
German IORPs and insurance-like
provident funds.
The picture is completed by a
state-of-the-art proactive risk
management system supervised by
an independent investment controller, a lean and cost-effective
organisation built around best-inclass outsourcing partners, a
well-balanced portfolio of 23 active
and passive fund managers broadly
diversifying investments and
effective, thoughtfully developed
communication including online and
mobile access to accounts.
Key to Bosch’s uniqueness is the
concentration of all the members in
one single pension plan regardless of
the group company they work for,
business divisions or salary levels.
This ensures that all immediately
and fairly benefit from plan
improvements like last year’s
pension fund-like annuity based on
the Bosch law, while keeping
administration lean and
cost-efficient.
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Eight years is a long
time in a bull market.
Can an active approach
help avoid the pitfalls
of passive investing when
the markets turn sour?
For a fresh perspective
on active investing,
visit LombardOdier.com

Past performance is not a reliable indicator of current or future results, and an investor may receive back less than was invested, as the value of investments and the income they may generate may go down as well as up. Some
investments may not be suitable for all investors. It may be necessary to obtain independent professional advice prior to making an investment.
Lombard Odier (Europe) S.A. UK Branch (“Lombard Odier”) is authorised and regulated by the CSSF in Luxembourg and in the UK by the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct
Authority (‘FCA’) and the Prudential Regulation Authority (‘PRA’). Details of the extent of our authorisation and regulation by the PRA and regulation by the FCA are available from us on request.
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DIVERSIFICATION

Expanding universe
“I like the fact they have diversified across the
balance sheet by hedging inflation risk and interest
rate sensitivity and that they limit exposure to an
asset category”
Judge’s comment

Merchant Navy
Officers Pension
Fund (MNOPF)
UK

Founded: 1938
Type: Hybrid multi-employer
scheme
Assets: €3,600m
Performance:
20.0% (one year); 14.1%
(three years); 10.2% (five
years)
Members:
Retired – 17,229
Deferred – 8,090
As at 31 December 2016

SHORTLISTED
DuPont Pension Fund Spain
Empleados de Telefonica de
España Spain
Industriens Pension Denmark
Pensions Caixa 2, FP Spain
Royal County of Berkshire
Pension Fund UK

KEY POINTS
Innovative dedicated CIO
mandate
Low 7% equity weighting
Highly diversified strategy with
maximum 10% per asset class

T

he innovative appointment
by the Merchant Navy
Officers Pension Fund
(MNOPF) of a delegated
chief investment officer
(DCIO) paved the way for the fund
to diversify investments and target
asset classes not accessible via a
traditional governance model based
on a trustee investment
sub-committee.
The fund’s Journey Plan, which
targets 103% funding on a Gilts basis
by 2025, means that the DCIO has a
target annual investment return of
Gilts plus 1.8% and diversification is
key to ensuring that return-seeking
assets support outperformance
against liabilities, while minimising
volatility risk.
As a result, the MNOPF now
invests just 7% of its assets in
equities. This is materially lower
than nearly all UK pension funds
and it has asset allocations in a large
range of other investment areas.
This diversification has played an
important part in the success that
the MNOPF has achieved in recent
years.
Other than liability hedging
assets which reduce total risk, no
asset category has an allocation
above 10% and the MNOPF invests
in asset classes such as hedge funds
and other diversifying strategies that
have very low correlation to equities
and credit. Within these investments there is material diversifica-

tion; for example, within the
diversifying investments seven
different strategies are used,
including reinsurance, merger
arbitrage and momentum.
Investment diversification is
delivered in many different ways.
The majority of the fund’s returnseeking investments are globally
diversified, ensuring that the
MNOPF is protected from localised
investment downturns.
The fund invests in the DCIO’s
in-house hedge fund and diversifying strategies funds. These are
invested across a range of external
investment managers with differentiated strategies and styles and the
investments are designed to have
very low correlation to equities and
credit. Indeed, the correlation with
equities has actually been close to
zero since inception. Overall, the
portfolio is well diversified across
sectors.

T

he MNOPF also invests in
private market strategies
such as property, infrastructure and renewable
energy, which further
diversify risks away from traditional
equity markets. These strategies
allow the fund to access an illiquidity
premium – adding a further diversified source of return.
Equity investments are diversified across manager and styles with
the portfolio well diversified across
sectors and the fund invests in the
DCIO’s in-house alternative credit
fund, which grants access to a broad
range of opportunities, including
loans, private debt, securitised
credit, emerging market debt and
bridging loans, which serve to
diversify the credit layers from
traditional corporate bonds.
In addition, a range of implemen-

tation routes are used including
active and passive management and
smart beta.
The MNOPF invests in hedge
funds which have the objective of
generating returns over a relatively
short time horizon and uses active
management, particularly in its
equity and credit investment. The
managers in these areas use
fundamental and macroeconomic
analysis to outperform their
benchmarks.
Within the DCIO mandate, the
DCIO is able to make medium-term
tactical asset allocation decisions
based on its view of the attractiveness of certain asset classes at a
specific time. At present the fund is
running an underweight equity and
investment-grade credit position
and the range of asset classes used
allows the DCIO to employ such
tactics.
A key feature of the MNOPF
investment strategy is to reduce
investment risk while maintaining
its target return. Diversification of
investment supports this and has
resulted in a reduction of the fund’s
funding level volatility. Moreover,
thanks to diversification and the
implementation of other risk
management strategies, the
MNOPF’s funding position has
remained on track and, crucially,
over the past five years there has not
been a month or quarter where the
funding level has had a material fall.
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NAVIGATING
EMERGING MARKETS

Janus Henderson
Global Emerging
Market Equities
An absolute return mindset for
seeking out EM opportunities
The landscape of investable emerging market
companies is expanding – with the lines
blurring between developed and emerging
market opportunities.
Our benchmark-agnostic approach weighs risk
in absolute – not relative – terms, identifying the
highest quality opportunities.
We’ve shaped our process through years of
experience, focusing on balancing opportunity
against risk, guided by our belief that long-term
performance is defined as much by the paths
you don’t take as well as the ones you do.

janushenderson.com/GEM

For professional investors only. The value of an investment and the income from it can fall as well as rise and you may not get back the amount originally invested.
This document is intended solely for the use of professionals, defined as Eligible Counterparties or Professional Clients, and is not for general public distribution. Janus Henderson Investors is the name under which Janus Capital International Limited
(reg no. 3594615), Henderson Global Investors Limited (reg. no. 906355), Henderson Investment Funds Limited (reg. no. 2678531), Henderson Investment Management Limited (reg. no. 1795354), AlphaGen Capital Limited (reg. no. 962757),
Henderson Equity Partners Limited (reg. no. 2606646), Gartmore Investment Limited (reg. no. 1508030), (each incorporated and registered in England and Wales with registered office 201 Bishopsgate, London EC2M 3AE) are authorised and regulated
by the Financial Conduct Authority to provide investment products and services.Telephone calls may be recorded and monitored. © 2017, Janus Henderson Investors. The name Janus Henderson Investors includes HGI Group Limited, Henderson Global
Investors (Brand Management) Sarl and Janus International Holding LLC.
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EMERGING MARKETS

Charting new territory
“Far-sighted approach going beyond emerging
markets to look at the real underlying opportunities
and be prepared to invest in those sub-classes with
the greatest potential”
Judge’s comment

Royal County
of Berkshire
Pension Fund
UK

Founded: 1972
Type: Defined benefit public
sector scheme
Assets: €2,339m
Performance:
15.83% (one year); 8.70%
(three years); 8.4% (five
years)
Members:
Active – 22,110
Retired – 14,896
Deferred – 21,049
As at 31 March 2017

SHORTLISTED
APK Pensionskasse AG Austria

KEY POINTS
High 17% emerging markets
exposure at present
Diversified strategy across
sector and regions
Focus on pre-emerging and
frontier markets

T

he Royal County of
Berkshire Pension Fund’s
emerging markets portfolio
currently represents 17.1%
of the fund’s overall assets.
This comprises a 13% allocation to
quoted equities, including a significant investment in frontier markets,
1% to private equity, 1% to infrastructure and 2% to property.
Moreover, the overall emerging
market strategic weighting is now
25%
Berkshire believes that market
efficiency in developing economies is
low and it adopts an active
approach. However, the fund
continually reviews and re-evaluates
what constitutes an emerging
market and how they should be
approached as well as where the
next best opportunities exist.
While the fund’s initial exposure
to emerging markets was through
both quoted equities and liquid
bonds, over the past few years the
exposures have diversified to include
more alternative and multi-asset
investments in both public and
private markets. The rationale for
the increase in emerging markets
exposure and expansion to other
asset classes is explained by a
number of factors:
●● The increasing correlation
between developed markets equities
and emerging markets equities;
●● The highly variable correlation

between economic growth and stock
market performance; and
●● The thesis that the broader scope
will have a higher correlation to
long-term economic growth and less
volatility.
Taking these factors into account,
the scheme decided to expand its
investment scope beyond traditional
emerging market investments to
both frontier markets that comprise
pre-emerging markets and other
alternative emerging market
sub-classes such as infrastructure,
private equity, property and
multi-asset class exposure. Many of
these investment opportunities do
not appear in either quoted stocks or
traditional indices but better
represent GDP growth and growth
potential supported by the rapid
emergence of the middle classes and
more mature legal and political
frameworks. This expansion has
resulted in further commitments
across a range of strategies and
countries.

F

irstly, Berkshire has
recently agreed a £20m
(€23m) commitment to the
mezzanine tranche of an
emerging markets infrastructure fund, which will target a
return of 15% and have an evergreen
structure focusing on the construction of small renewable energy
projects in emerging markets. The
unique feature of this fund is that it
is a collaborative venture between
the public and private sector. The
first three projects identified feature
electricity generating solar photovoltaic installations with pumped
hydro-electricity storage facilities in
the Philippines, Rwanda and
Zambia.
Berkshire’s Indian emerging
markets exposure now involves two

key investments. The first is an
Indian side-car vehicle which targets
two portfolios of roads and other
related forms of infrastructure. The
other is a core-plus India infrastructure fund that invests in a wider
range of asset types, including
mobile telephony masts, airports,
roads, power generation plants and
sources. The Africa emerging
markets infrastructure investments
also include a wider range of asset
types, including toll roads, telecommunication tower infrastructure,
wind-farms and other renewable
energy related investments. The
China investments concern water
treatment plants, waste management, renewable energy-related
investments, ports and storage.
Kuramo is an African-focused
multi-asset class fund of funds
Berkshire invests in targeting both
public and private investments with
smaller, regional and sector managers, as well as transactions across
various asset classes. Berkshire also
invests in Sarona, an emerging
markets private equity fund of funds
focusing on local funds that invest in
growth-stage companies in highgrowth countries across frontier and
emerging markets. Sarona’s investable universe generally includes
countries with GDP per capita below
$12,000 and very small, very poor
and failed states. Additionally, it is
considering a new allocation to
emerging market debt in local
currency and active currency
management, drawing the fund
closer to its 25% long-term target.
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OUTCOME #13
Active ownership of our investments helps to
identify areas of improvement in environmental,
social and governance practices. Helping to invest
better and build a better society.

Hermes believes that good governance is a strong indicator of a company’s quality, which can
deliver a consistent source of value and enhanced investment returns. Companies with strong
corporate governance outperformed their poorly governed peers by an average of over 30bps
per month since 2009, according to our research.1
With our investors’ interest at heart we prefer to engage with companies rather than divest. In our
view, successful engagements reduce risks to shareholders, unlock value, and benefit wider society.
OUR APPROACH TO HOLISTIC RETURNS MEANS WE ARE COMMITTED TO DELIVERING EXCELLENT
LONG-TERM INVESTMENT PERFORMANCE AND STEWARDSHIP, WHILE IMPROVING THE LIVES OF MANY

Call today 020 7702 0888 or visit www.hermes-investment.com
Past performance is not a guide to the future. The value of investments can fall as well as rise and you may not get back the original amount invested.
For professional investors only. 1 Source: “ESG investing: It still makes you feel good, it still makes you money,” published by Hermes Investment Management July 2016.
Past performance is not a guide to the future. Issued and approved by Hermes Investment Management Limited which is authorised and regulated by the Financial Conduct
Authority. Registered address: Lloyds Chambers, 1 Portsoken Street, London E1 8HZ.
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ESG

Pillar of virtue
“Alecta has incorporated its ESG strategy in
perfectly with its investment processes: managing inhouse a portfolio based on deep bottom up research
closely linked to ESG analysis”
Judge’s comment

Alecta
Sweden

Founded: 1917
Type: Hybrid multi-employer
scheme
Assets: €80,355m
Performance:
Defined benefit – 5.1%,
defined contribution – 5.8%
(one year); Defined benefit
– 8.9%, defined contribution –
12.5% (five years)
Members:
Active – 2.3m; 34,000
employers
Retired – 519,000
Deferred – 1,155,200
As at 31 December 2016

SHORTLISTED
AG2R La Mondiale France
AP4 Sweden
APG Asset Management
Netherlands
Environment Agency Pension
Fund (EAPF) UK
ERAFP France
Ircantec France

KEY POINTS
Fully integrated ESG policy
across all equity and fixed
income
Comprehensive engagement
and carbon reduction policy
Significant holdings in green
bonds

W

ith over €80bn under
management, 2.3m
members and
roughly 34,000
corporate clients,
Alecta benefits from economies of
scale. But instead of investing in a
very large number of holdings,
often replicating an index, Alecta
has an equity portfolio of about 100
holdings and a corporate bond
portfolio with equally few issuers.
This allows Alecta to assess the
sustainability of the business model
as well as compliance with ESG
criteria in every investment.
Alecta’s long investment horizon is
also aligned with its sustainability
approach and running a limited
portfolio of key holdings enables
the fund to maintain strong
dialogue with the companies it
invests in.
Alecta’s strategies and procedures
for ensuring that it delivers on its
mission over the long term include
diligent governance principles. This
features a corporate policy with an
underlying principle that investee
companies must follow international
conventions and agreements
endorsed by the Swedish government that cover environment,
human rights, labour law, corruption and controversial weapons as
well as initiatives such as the UN
Global Compact, the Paris climate

change agreement and the OECD
Guidelines for Multinational
Enterprises.
Each decision to invest in a new
company is preceded by specific
screenings carried out by a specialist
research firm to assess the company’s compliance with international conventions and practices.
Alecta refrains from investing in any
company that is deemed to violate
these codes.
The research firm also helps
Alecta keep track of its existing
holdings’ compliance with detailed
screenings twice a year. Alecta will
open dialogue with any holding if
required. If this first course of action
fails within two years, it will sell the
holding. In 2016, Alecta entered into
dialogue with five companies
suspected of violating conventions
and a further 10 for other sustainability-related matters.

A

lecta integrates ESG
criteria in every investment decision for
equities and fixed
income. It evaluates
companies with respect to corporate
culture, management and, most
importantly, their business model. It
expects companies not to make
profits at the expense of customers,
employees, owners or society at
large.
Each investment, new and
existing, is scrutinised with the help
of ESG research from Sustainalytics,
which includes a relative rating of
each company within their respective sector. The rating is based on
company performance within areas
such as climate and waste management, corporate governance,
management of employees and
human rights.
As an active owner, Alecta is

aware it can influence the companies
it invests in by ensuring through
special nomination committees that
management boards have a strong
pool of expertise and diverse
composition.
In 2017 to date, it has voted at
the AGMs of all the companies it has
a stake in bar one. Since the
mid-1990s Alecta has been actively
engaged in the nomination committees at Swedish listed companies.
Moreover, in the run-up to the 2017
AGM season, it participated in the
process to form 17 of these. With
respect to diversity, the Swedish
companies in Alecta’s portfolio now
boast an average of 41% female
directors on their boards.
Alecta also assesses certain
climate related financial risks in its
equity portfolio. This is to measure
the carbon footprint of its holdings,
which serves as a basis for Alecta to
influence companies to reduce their
emissions – for example, by introducing targets for emissions cuts,
risk management, business strategies and transparency.
Alecta also invests in ESG
products. This includes a significant
SEK14bn (€1.4bn) in green bonds
and $100m in an impact fund in
emerging markets run by Dutch
development bank FMO. In its real
estate portfolio, some 20% are
environmentally certified buildings
and Alecta is signed up to major
codes such as UN PRI, Global
Compact and the Montreal Pledge.

JUDGED BY: OLIVER DRAEGER l ANDREAS HOEPNER l KARIN KISLING l RUSSELL PICOT
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We compose Smart Beta
in harmony with your objectives.

Amundi supports you in selecting,
designing & implementing
your unique smart beta strategy.
Risk efficient & factor investing
solutions with both active & passive
implementation
Research-backed innovation &
customisation capabilities
A dedicated platform benefiting
from the size & resources
of the No. 1 European Asset Manager*

Find out more on amundi.com

For Professional Investors only. INVESTORS MAY NOT GET BACK THE ORIGINAL AMOUNT INVESTED AND MAY LOSE ALL OF THEIR INVESTMENT.
This document is not intended for citizens or residents of the United States of America or to any “U.S. Person”, as this term is defined in SEC Regulation S under the U.S. Securities
Act of 1933. The US person definition is indicated in the legal mentions section on www.amundi.com. Promotional and non-contractual information; this document should not
be regarded as investment advice or an investment recommendation, a solicitation of investment, an offer or a purchase. Smart beta strategies are varied and distinct; each
strategy will therefore be exposed to different types of risks. Financial Promotion issued in the United Kingdom by Amundi Asset Management which is authorised by the AMF
under number GP04000036 with its registered office address: 90, Boulevard Pasteur 75015 Paris Cedex 15 - France - 437 574 452 RCS Paris. Subject to limited regulation by the
Financial Conduct Authority for the conduct of investment business in the UK under number 401883 with its registered office at 41 Lothbury, London EC2R 7HF. Details about
the extent of our regulation by the Financial Conduct Authority are available from us on request.
* Amundi scope - No. 1 European asset manager based on global assets under management (AUM) and the main headquarters being based in Europe - Source IPE “Top 400 asset
managers” published in June 2017 and based on AUM as at December 2016. |
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FACTOR INVESTING

More than a carbon copy
“Innovative way of combining factors and including
ESG in the mix while creating an index that other
investors can benefit from”
Judge’s comment

HSBC Bank UK
Pension Scheme

KEY POINTS

UK

Innovative smart beta concept
based on ESG and carbon
reduction

Founded: 1951

Development of dedicated factor
index and pooled fund

Type: Hybrid corporate
scheme
Assets: €27,000m
Members:
Active – 45,000
Retired – 46,000
Deferred – 100,000
As at 31 December 2016

SHORTLISTED
FRR France
Ircantec France

Lowered exposure to the carbon
emissions equivalent to 20,000
cars

H

SBC Bank (UK) Pension
Scheme’s smart beta
strategies, rather than
using only traditional risk
premia factors, incorporate climate change parameters to
reduce long-term portfolio risk.
HSBC is increasingly aware that
climate change, alongside other ESG
issues, represents economic risks
and opportunities that could have a
bearing on future total portfolio
performance. In response there is a
desire from a fiduciary perspective
to integrate climate change parameters alongside more traditional
financial factors in investment
decisions. This is all the more
remarkable as it is applied to HSBC’s
defined contribution scheme as its
equity default fund, which in early
2017 was worth £2bn (€2.3bn).
HSBC’s commitment to this
concept led to it engaging FTSE
Russell to develop a new index series
and Legal & General Investment
Management (LGIM) to create a
new pooled fund. This was developed over an 11-month period and
the result is the FTSE All-World ex
CW Climate Balanced Factor index
and the LGIM Future World fund,
which is run on a pooled basis, and
therefore open to other investors,
and is benchmarked against the
newly formed aforementioned index.

This development ensures HSBC
meets two objectives. It provides the
scheme with an index with a better
risk-adjusted neutral position that
also incorporates climate change
risk protection than the market
capitalisation equivalent does.
Secondly, it improves the efficacy of
its passive management engagement
policy, which it undertakes with its
fund manager, LGIM.
The index is FTSE Russell’s first
smart sustainability index, combining a smart beta multi-factor
approach alongside climate change
parameters in its design with tilts in
constituent weights to provide
increased but balanced exposures to
the following factors:
●● Value;
●● Quality;
●● Low volatility; and
●● Size (small).
This combination is rebalanced
every six months and resulted in a
return of 9.59% per annum versus
7.05% per annum from the market
capitalisation index over the review
period, but for a lower level of
volatility: 14.79% against 16.29%.
The index then incorporates
climate change considerations
through three parameters:
●● Fossil fuel reserves;
●● Carbon emissions; and
●● Revenues from green products.
The climate change protection
was important to HSBC as approximately 60% of its DC membership is
under the age of 40 and will be
invested in the fund for a long time.
The climate change tilts were set so
that the tracking error from their
inclusion was less than 60 basis
points compared to the index
without them. This allowed the
trustees to satisfy their fiduciary
responsibility. Compared to the
market capitalisation index, the

climate change tilts resulted in a 69%
reduction in carbon reserves, 28%
reduction in carbon emissions and
105% more exposure to green
revenues.

C

ompared to traditional
index investing, the index’s
approach lowered exposure to the carbon
emissions of the fund’s
underlying companies equivalent to
that produced by 20,000 cars.
Furthermore, by reducing holdings
in companies that hold fossil fuel
reserves, the fund has reduced its
exposure to the fossil fuel reserves
of the underlying companies to the
equivalent of 40m barrels of oil
compared to an investment based on
a traditional index.
The challenge for HSBC was to
seek techniques to diversify across
less-correlated factors to reduce
drawdown risk while maintaining
outperformance. It believes welldesigned multi-factor indices help to
build diversification. By adopting the
FTSE All-World ex CW Climate
Balanced Factor index as the key
benchmark, HSBC benefited from
tilt-tilt methodology, an approach
which has been proven to provide
significantly greater levels of factor
exposure for any potential combination of factors, involving applying a
bottom-up process of sequential tilts
towards each factor, using the
product and not the sum of the
factor scores.

JUDGED BY: TIM CURRELL l FELIX GOLTZ l CASPER HAMMERICH l ANDREAS HOEPNER
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Lightdale would like to congratulate all
the winners at this year’s IPE Awards
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IN-HOUSE INVESTMENT TEAM

Credit where credit’s due
“Resilience through credit cycles with no negative
returns, is outstanding, especially as it goes hand in
hand with emphasis on social responsibility”
Judge’s comment

PGGM
Netherlands

Founded: 2008
Type: 100% pensions-owned
asset manager with no thirdparty clients
Assets: €206,000m
Performance:
PFZW – 12.0% (one year);
6.4% (10 years)
Members:
Active – 1,155,800 (PFZW)
Retired – 412,900 (PFZW)
Deferred – 1,063,600
As at 31 December 2016

SHORTLISTED
Alecta Sweden
AP4 Sweden
British Steel Pension Fund UK
Dobrowolny Fundusz
Emerytalny PZU (PZU VPF)
Poland
Railways Pension Scheme (RPS)
UK

KEY POINTS
Large pensions-owned asset
manager
Investment strategy based on
public and private markets
platforms
Development of credit risk
sharing as a standalone strategy

P

GGM is a leading pension
fund service provider in
the Netherlands and as of
June 2017 manages
€206bn of pension assets
for Dutch pension funds, including
€186bn for PFZW, the pension fund
for the care and healthcare sector.
PGGM was founded in 2008 by
the social partners in the care and
healthcare sector; as a cooperative it
is owned by the employees and
pensioners in the sector. It has its
origins in PFZW, but separated from
the scheme in 2008 when pension
policy was separated from asset
management and pension administration. PGGM still acts as PFZW’s
proprietary asset manager and runs
all its assets internally.
PGGM’s asset management is
divided into two areas, public
markets and private markets. The
public markets portfolio accounts
for the majority of PGGM’s assets
under management with €163bn at
the end of 2016, which is equivalent
to approximately 79% of the portfolio. It runs actively and passively
managed portfolios across fixed
income worth €80bn, listed equity
totalling €61bn, listed real estate
worth €11bn, commodities of €9bn
and mortgages with a value of
€1.3bn.
The private markets portfolio
focuses on non-listed asset classes

such as private real estate worth
€12.9bn, private equity amounting
to €11.3bn, and infrastructure of
€7.5bn, as well as the specialist
strategies including credit risk
sharing transactions totalling €5.5bn
and insurance-linked investments
worth €3.8bn.
PGGM’s mission is to apply its
investment expertise to build and
maintain a portfolio that generates
attractive risk-adjusted returns
throughout the economic cycle while
providing diversification to its main
client’s overall portfolio.
PGGM and PFZW are both
not-for-profit organisations and
strongly believe that financial return
and social responsibility go hand in
hand. Consequently, they have
developed a social agenda and a
responsible investment philosophy
through which PGGM invests in
companies, projects and assets that
meet specific environmental, social
and governance standards. Through
these initiatives PGGM seeks to take
responsibility as a financial institution and actively contribute to a
more sustainable financial system.

O

ne of the more recent
developments for PGGM
as PFZW’s proprietary
in-house manager is the
extension of an exclusive
mandate awarded by the scheme to
invest up to 2.5% of its assets in credit
risk sharing transactions. Through
these deals, also known as balance
sheet securitisations or capital relief
transactions, PGGM takes first loss
exposure to portfolios of core credit
exposures residing on the bank’s
balance sheet and reimburses the
bank for credit losses on a slice of the
portfolio. This is typically done
synthetically, which means that the
underlying loans are not transferred

and remain on the bank’s balance
sheet.
PGGM’s first investment dates
back to 2006 and it has executed
new transactions every year since.
Adding all transactions together, the
amount invested in specialist risk
sharing transactions to date is close
to €8bn and references loan
portfolios of over €90bn. PGGM has
thus become one of the most
experienced and largest in-house
investors worldwide in this segment
of the securitisation market and,
rather uniquely for one client,
PFZW.
The credit risk sharing mandate
is part of PGGM’s private markets
platform. The strategy has its own
strategic allocation in PFZW’s asset
mix, making PFZW the largest
institutional investor in credit risk
sharing transactions and one of the
few that has embraced the asset
class as a standalone strategy. The
strategy is buy-and-hold.
By engaging in risk sharing
transactions, PGGM and PFZW help
the banking sector to manage its
credit risk exposures, leading to less
systemic risk and a more sustainable
financial system – one of the pillars
of PGGM’s responsible investment
philosophy.

JUDGED BY: GER GORIS l NEILL HAMILTON l RAVI KHANNA l FELIX KOTTMAN
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LET’S
OPEN
PERSPEC TIVES.
More than an
asset manager, an
architect manager.

$141.1BN IN
TOTAL ASSETS*

OPEN ARCHITECTURE
FIDUCIARY PLATFORMS

SOLUTIONS IN PASSIVE, ACTIVE AND
ALTERNATIVE ASSET MANAGEMENT

NUMBER 2 ETF
PROVIDER IN EUROPE**

Visit lyxor.com or contact solutions@lyxor.com

CREATING SOLUTIONS FOR YOUR FUTURE.
THIS ADVERTISEMENT IS FOR THE EXCLUSIVE USE OF INVESTORS ACTING ON THEIR OWN ACCOUNT AND CATEGORIZED EITHER AS “ELIGIBLE COUNTERPARTIES” OR “PROFESSIONAL CLIENTS” WITHIN THE
MEANING OF MARKETS IN FINANCIAL INSTRUMENTS DIRECTIVE 2004/39/EC.
*Source: Lyxor group. Equivalent to .123.8bn - Assets under management and advisory as of end of June 2017.
**Source: Lyxor group. $70.9bn equivalent to ;62.2bn - Assets under management as of end of June 2017.
Lyxor group is composed notably of two subsidiaries: Lyxor Asset Management S.A.S and Lyxor International Asset Management S.A.S.
Not all advisory services and products are available in all jurisdictions due to regulatory restrictions. The advisory services and products described herein are suitable only for certain qualified and professional investors in accordance with applicable laws in the
relevant jurisdiction. Interested Investors should first consult with their professional advisors in order to make an independent determination regarding such advisory services or products. This document should not be construed as an offer to buy or a solicitation
to sell any security or financial instrument, as such an offer or solicitation may only be done pursuant to an offering document. An investment in any security or financial instrument involves a high degree of risk, including potential loss of capital. Lyxor Asset
Management, société par actions simplifiée 418 862 215 RCS Nanterre and Lyxor International Asset Management, société par actions simplifiée 419 223 375 RCS Nanterre, having each their registered office at Tours Société Générale, 17 cours Valmy, 92800
Puteaux (France), are each a French management company authorized by the Autorité des marchés financiers and placed under the regulations of the UCITS (2009/65/EC) and AIFM (2011/61/EU) Directives. The Lyxor Group is represented in the United Kingdom
by Lyxor Asset Management UK LLP, which is authorized by the Financial Conduct Authority in the UK (FCA Registration Number 435658).
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INNOVATION

Robotic enhancement
“This is real innovation. These two innovations
improve the customer experience and are both
ahead and in the spirit of the times”
Judge’s comment

PensionDanmark

KEY POINTS

Denmark

Innovative sophisticated robotics
development to automate claims

Founded: 1992

Targeted personalised pensions
messaging

Type: Defined contribution
multi-employer scheme
Assets: €29,770m
Performance:
5.86% (one year)
Members:
Active – 653,000
Retired – 42,000
As at 31 December 2016

SHORTLISTED
Almenni Pension Fund Iceland
Amundi Pension Fund Luxembourg
Environment Agency Pension
Fund (EAPF) UK
Stichting Calpam-Pensioenfonds
Netherlands

Enhancement to highly costefficient structure

A

lthough PensionDanmark
is widely respected as an
innovator in pensions
investment, it is the
administration side that
impressed the judges this year with
the introduction of artificial
intelligence and robotics. Two areas
have already been covered: using
robotics in processing insurance
claims and automating, data-driven
advisory messages that are sent only
to members who should receive
them in a timely and highly personalised manner.
Both innovations are used to
enhance customer communication
and simplify processing benefits
insurance claims. The main driver is
a continuous focus on improving
customer experience while strengthening PensionDanmark’s position as
Denmark’s most cost-efficient
pension plan.
Several reasons led PensionDanmark to develop its artificial
intelligence platform. Firstly,
pensions notoriously arouse little
interest until people come very
close to retiring. Information is
readily available, but is rarely
targeted or timely. And when
people do seek help from their
pension plan, it often involves
laboriously filling out forms and
sending in documents. PensionDanmark believes its automated
solutions will inspire other pension

funds to develop similar processes.
The aptly named Claims Benefit
Robotics concept has completely
revamped the process for insurance
claims on critical illness, which is
one of the fund’s key retirement
benefits. Previously, dependents
needed to fill out lengthy forms that
had to be signed off by their doctor.
This took time. This has been
replaced by a fully automated and
integrated process whereby members can expect pay-outs to begin
the day they make a claim, using
data drawn by the robotics development from eHealth, the official
portal for Denmark’s public health
service.
PensionDanmark believes its
Claims Benefit Robotics development is a blueprint for how pensions
and insurance companies can
further digitise their workflows and
effectively integrate and exploit
official data portals, eliminating
manual tasks and shortening
processing times substantially.
Those working in the healthcare
sector, such as nurses, will also see
their time freed up significantly by
the robotics and will better understand how the pension plan can help
members to access care in the
important early stages of an illness.
PensionDanmark will measure
the success of its robotics innovation
by how much waiting time is saved
for those seeking treatment and how
much resource in terms of time and
cost is freed up internally to process
claims, with much of the former
manual processing eliminated.
The Digital Dialogue initiative
was created to automate, datadriven advisory messages to
members – and eventually employers – to ensure the right person gets
the right message on time. Currently, PensionDanmark makes use

of 20 automated advisory ‘flows’ on
topics such as early retirement, lack
of use of healthcare benefits and
fluctuating pension contributions.
The vision is that getting individual
and relevant information to members when they need it will help
them tailor the benefits more closely
to their needs as they become aware
of the choices the pension plan
offers.

M

easuring the success of
the Digital Dialogue
service will depend on
an increased uptake in
the use of PensionDanmark’s services. For example,
PensionDanmark tested the response
rate to one message by creating a
control group of 44,000 members
with a similar healthcare need. Some
received the message; some did not.
Of those who did receive it, 8.5% of
men and 9.8% of women booked
themselves in for treatment. But for
those who did not receive and only
had access to the fund’s previous
information channels, just 4.1% of
men and 4.6% of women sought care.
Moreover, members who have been
engaged in PensionDanmark’s new
digital universe are 40% more
satisfied than those who are not.

JUDGED BY: FREDERIC DEBAERE l RUDYARD EKINDI l HAITSE HOOS l PER LINNEMANN
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Enjoy a smoother ride
in equity markets
Eaton Vance Parametric Global Defensive Equity Strategy
This strategy aims to deliver steady, equity-like returns over the long term with much
less volatility than that of the equity market. It employs a sophisticated, proven options
strategy to target a persistent risk premium that is backed by academic research.
The strategy can offer a compelling solution for investors seeking to de-risk their equity
portfolio without sacrificing long-term return potential.
• A focus on lower volatility, equity-like returns
• Access to a distinct, persistent and diversifying risk premium
• Sub-advised by engineered portfolio solutions specialist Parametric*

Targets a compelling risk/return profile, using a disciplined and
systematic process**
For more information please contact:
Tjalling Halbertsma – 020 3207 1931 – THalbertsma@eatonvance.com
David Morley – 020 3207 1978 – DMorley@eatonvance.com
Sebastian Vargas, CFA – 020 3207 1984 – SVargas@eatonvance.com
* Parametric Portfolio Associates LLC (Parametric) is a majority-owned subsidiary of Eaton Vance.
** This strategy is available as a UCITS fund, the Eaton Vance International (Ireland) Parametric Global
Defensive Equity Fund (“the Fund”). For detailed information about the risks of the Fund, please refer
to the Fund prospectus.

eatonvance.com/Viewpoints
Source: Eaton Vance. All information as at 30 September 2017. Issued by Eaton Vance Management (International) Ltd which is authorised
and regulated by the Financial Conduct Authority in the UK. For Professional investors (as defined by the FCA Handbook) and professional
advisers ONLY. Not intended for use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to
local law or regulation.
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PORTFOLIO CONSTRUCTION

Building the future
“An excellent entry with practically all the boxes
representing all the steps in a modern, cutting-edge
portfolio construction process ticked”
Judge’s comment

Sampension
Denmark

Founded: 1945
Type: Hybrid multi-employer
scheme
Assets: €35,992m
Performance:
9.6% (one year); 10.9% (three
years); 8.4% (five years);
7.6% (10 years)
Members:
Active – 115,000
Retired – 55,000
Deferred – 105,000
As at 31December 2016

SHORTLISTED
Bosch Pensionsfonds AG
Germany
FRR France
Linde Vorsorge Aktiv e.V.
Germany

KEY POINTS
Life-cycle strategy based on
asset class base funds and age
sub-funds
Separation of alpha and beta
using factor investing and risk
Use of derivatives to manage
market risk strategy

I

n 2007 Sampension introduced
an unguaranteed life-cycle
product with a life-long annuity
pay-out. The €36bn fund
describes the investment
strategy as state-of-the-art, relying
on the most modern portfolio
construction ideas and techniques.
The five most important ways
Sampension adds value are:
●● Robust asset allocation;
●● Strong diversification;
●● Core-satellite approach;
●● Low costs; and
●● Structured process with ongoing
rebalancing.
The investment philosophy is
based on return, strategy, flexibility,
robustness, costs, management and
ethics, while the portfolio construction follows a top-down approach to
best align clients’ goals and risk
profiles. A key feature is a coresatellite approach with clear alpha
and beta separation seeking to
deliver the best of both worlds. The
core strategies provide an effective,
diversified, low-cost exposure to
asset classes that are broadly
representative of the market. The
core investments are centred around
global equities, fixed income, credit,
commodities and currencies. The
satellite strategies generate higher
returns derived from skilled active
management or specialist index
funds.
The separation of alpha and beta

is especially clear in Sampension’s
listed equity portfolio, where 25% of
the exposure is in traditional active
mandates comprising Danish and
emerging market stocks, while the
remaining 75% relies on index
strategies. A separation of alpha and
beta also takes place within fixed
income, credit, commodities and
currency management. For example,
in credit the fund achieves low-cost
market exposure to investmentgrade credit through credit default
swaps indices.
Sampension has implemented
alternative – or enhanced smart beta
– strategies in global listed equity.
The construction is rules-based with
an eye on keeping management fees
and transaction costs low and it is
implemented as tilted direct equity
holdings as opposed to derivatives.
Currently the strategy seeks to add
value through three factors: value,
size and low volatility. Recently, a
rules-based approach was implemented for part of the emerging
markets equity portfolio, too.

A

ccording to Sampension,
there are more risk
premia than equity beta
risk. Much of what is
traditionally considered
alpha therefore disappears in a
multi-risk factor environment as
alpha gets lost in the crowd of
alternative beta risk premia. New
indices and other products provide
access to these and Sampension seeks
to exploit them when constructing an
optimal and robust portfolio to
achieve better diversification and
avoid paying alpha fees for what is
really smart beta.
There are other sources where
the fund seeks alpha from beta,
including the empirical method
whereby low-risk assets present

higher risk-adjusted return potential
compared to high-risk assets. For
example, Sampension has increased
the risk in its equity base fund using
leverage as it wanted to maintain the
level of diversification in the
portfolio rather than seek higher
risk via more concentrated exposure. It also uses liquidity risk as an
alternative beta risk by investing in
illiquid assets like real estate,
infrastructure and private equity.
The basic construction behind
the life-cycle product revolves
around age-based sub-funds, with
younger generations having a return
target based on stock markets with
risk minimised by diversification,
while older members depend on the
bond markets with expected returns
kept higher by a degree of
diversification.
Some of the constraints imposed
are exposure-based limits relating to
the allocation of each age fund to
the base funds of equities, bonds and
alternatives in the life-cycle
products. For each base fund,
Sampension sets overall market risk
limits based on an internal value-at
risk model as many investments are
executed using derivatives with
exposure close to zero. The limits
help Sampension achieve its targets.
For instance, the market risk for the
equity base fund has to track the
market risk of the global equity
market within a certain range.

JUDGED BY: HERMANN AUKAMP l TOMAS FRANZÉN l GER GORIS l STEPHAN LODS
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of experience to
create outcomefocused solutions
for our clients.
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REAL ASSETS & INFRASTRUCTURE

Fabric of society
“Strong entry with a long history of investment
and relatively high weighting with stable returns.
Interesting diverse mix of direct and indirect
investments”
Judge’s comment

Ärzteversorgung
Westfalen-Lippe
Germany

Founded: 1960
Type: Hybrid German
Versorgungswerk scheme
Assets: €12,594.5m
Performance:
4.20% (one year); 4.30%
(three years); 4.48% (five
years); 4.17% (10 years)
Members:
Active – 41,933
Retired – 15,396
As at 31 December 2016

SHORTLISTED
PensionDanmark Denmark
Royal County of Berkshire
Pension Fund UK

KEY POINTS
Significant 16% infrastructure
weighting
Mix of direct and indirect
investments with 6% target
return
Development of internal fund
platform for pooled direct
investments

T

he investment strategy of
Ärzteversorgung Westfalen-Lippe (ÄVWL) is
characterised by the
stability of its capital
investments, innovation and
counter-cyclical approach. It adheres
to the following principles:
●● Appropriate asset class mix;
●● Focus on internal skills; and
●● Compliance with a theme-based
investment policy beyond the
mainstream.
Infrastructure has played an
important role in ÄVWL’s strategy
since its first investment in 2006.
The portfolio is now worth some
€2bn, representing approximately
16% of overall assets. This makes
ÄVWL one of the largest infrastructure investors in the world, according to statistics published by IPE.
The background for this strong
commitment is its positive risk/
return profile. Compared to traditional investments, infrastructure
provides stable cash flows and
smaller failure rates. Moreover,
thanks to infrastructure’s long-term
nature, it is also an ideal match with
ÄVWL’s long-term objectives.
Initially, infrastructure was part
of the real estate or alternatives
portfolios, depending on the nature
of the investment, but since 2010 it
has constituted a portfolio in its own

right. The objective is a balanced
mix of internal and external capital.
The infrastructure portfolio now
consists of approximately 45% of the
company’s own capital and 55%
external finance. As a result of
further decreasing returns, however,
this ratio will be adjusted in favour
of internal investments. ÄVWL
believes this will produce positive
contributions to earnings and
facilitate re-investment in fixed
income.
ÄVWL believes that infrastructure risks are more complex and
direct investments are particularly
more expensive to administer.
Against this backdrop, ÄVWL has
invested strongly in establishing
internal management resources in
recent years to master the administrative, structural, audit and
tax-related challenges involved with
infrastructure. This places ÄVWL in
a favourable position to smoothly
expand its infrastructure investments further.
The direct investments are
analysed, invested and managed
internally. Some of these are
administered by a specifically
created Luxembourg-based fund. To
use the current administration
set-up to its fullest and expand its
direct infrastructure investment
portfolio, ÄVWL is building a
proprietary fund platform for
pooling direct infrastructure
investments.
In addition to reducing costs, this
creates economies of scale in terms
of due diligence, consulting and
structure, with ÄVWL acting as the
lead investor in many investments
that attract smaller German
institutional investors, granting
them access to markets they may
otherwise not access.
The past year has seen ÄVWL

again close some significant direct
investment deals in the core
infrastructure sector. These were all
chosen carefully for their long-term
earnings potential. Examples include
the direct investment in a portfolio
of infrastructure assets in the Czech
Republic and Slovakia and the
mezzanine financing of a logistics
real estate portfolio of cold storage
facilities in Germany. Another
example worthy of mention is an
investment in a large listed German
rail logistics plant.

T

he infrastructure funds
commitments are combined with other funds
from ÄVWL‘s alternatives
investments in a special
Luxembourg fund. The scheme
benefits from its internal alternatives portfolio managers’ expertise
and market access when selecting
the best managers that match its
objectives. Outsourcing the
administration while maintaining
the investment management
in-house means ÄVWL’s costs are
efficiently managed. The share of
the portfolio that the allocations to
infrastructure funds comprises is
some 20%.
ÄVWL concentrates on managers
and strategies that are not currently
being considered for direct investment, usually as a result of their
complexity. These indirect investments include commitments to
value-added and opportunistic
strategies, and vehicles focusing on
greenfield sites and projects.
Combining direct and indirect
strategies allows ÄVWL to build a
portfolio featuring an attractive and
diversified mix of assets generating a
high level of cash flow and returns.
The target performance net of costs
for the portfolio is 6%.
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REAL ESTATE

Lord of the manor
“Incredibly diverse. Interesting and informative. Well
laid out with superb case studies providing good
insight into the wide variety of investments in the
portfolio”
Judge’s comment

Church
Commissioners
for England
UK

Founded: 1948
Type: Defined benefit
sovereign fund
Assets: €8,930m
Performance:
17.1% (one year); 13.2%
(three years); 13.0% (five
years); 8.3% (10 years)
Members:
Active – 3,400
Retired – 13,500
Deferred – 1,600
As at 31December 2016

SHORTLISTED
Ärzteversorgung WestfalenLippe Germany
Integrale Belgium
Pensam Denmark
PensionDanmark Denmark

KEY POINTS
Diverse mix of investment styles
and sectors
Total real estate portfolio return
of 11.6% in 2016
Recent allocations to alternative
assets like timberland and
forestry

R

eal estate acts as a key
diversifier and matching
asset class for the Church
Commissioners for
England, serving to offset
inflation-linked investments and
fixed-income instruments. The
property portfolio delivered a strong
performance in 2016, providing a
total return of 11.6%. They continued to work actively with tenants
and stakeholders to improve and
maintain their holdings, which in
turn increased their values, notwithstanding the levels of uncertainty in
the property markets. The Commissioners benefit from a long-term
approach and stewardship of
well-diversified and high-quality
holdings.
The year was a productive one for
the Commissioners’ rural holdings,
and saw the completion of a number
of purchases and sales across the
portfolio. Construction of a 5MW
solar farm in the north-west of
England was completed in March
2016. It is now generating electricity
for around 1,200 homes. Planning
consent was also granted for a 4MW
solar farm in Wales, which is now
operational. Opportunities to
restructure a number of tenancies to
the benefit of both the Commissioners and their farmers were pursued
over the year, and investment was
focused in a number of key areas,

including water management,
horticulture and agricultural
infrastructure. Overall, the rural
portfolio generated a return of 9.5%.
The Commissioners’ strategic
land portfolio generated sales
receipts of £17m (€19m)for the
year. This included the sale of land
at Glastonbury Road, Wells, for 150
new homes and further sales of land
at North Hykeham, Lincolnshire.
During 2016, planning permission
was received for new market and
affordable dwellings across the UK.
The Commissioners also made
planning applications for 1,700 new
residential developments. Local
authorities continued to identify the
Commissioners’ land as suitable for
residential development, with all
pre-existing site allocations continuing to be confirmed in local development plans. In addition, new draft
allocations were proposed in Kent
and South Yorkshire. The strategic
land portfolio delivered a return of
13.8%.
The Commissioners’ residential
portfolio includes the Hyde Park
Estate, which generated £23m from
lease extensions and sales, of which
£9.9m was reinvested in improving
the estate and refurbishing properties. There was a high level of active
management which brings material
benefit to the residents and the
Commissioners, despite the broader
market slowdown caused by UK
property tax changes in spring 2016.
A number of residential refurbishment projects were completed, and
work began on a further 14 properties. Overall, the portfolio generated
a total return of 14.1%.
The Commissioners have
continued to focus on active
management of the existing assets in
their commercial portfolio, having
undertaken significant sales in

recent years. They have monitored
the commercial property markets
closely and have funds to reinvest
when they think the time is right.
The commercial property portfolio
returned 7.9% in the year.

T

he Commissioners’ focus in
2016 for its indirect
strategy was on achieving
key sales and seeing a
return of capital, as well as
considering bespoke opportunities
with trusted managers. The indirect
portfolio saw the greatest volume of
sales of all the property portfolios,
generating £66.3m. US and European investments all performed well
and were further boosted through
currency with the dollar and euro
gaining against the pound. In
aggregate, the indirect property
portfolio delivered a return of 17% in
2016.
Since the Commissioners began
investing in global timberland
markets five years ago, they have
built a high-quality portfolio valued
at over £360m. The Commissioners’
forestry estate covers 120,000 acres
in the UK, US and Australia. All of
their UK and US forests are operated to the highest standards and all
wood produced is fully certified as
sustainable to international standards. The timberland and forestry
portfolio delivered a return of 24.3%.
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RISK MANAGEMENT

Betting on security
“One of the strongest and most comprehensive
entries evidencing risk management. More DB
schemes with weak sponsors should apply a similar
approach”
Judge’s comment

Trafalgar House
Pension Trust
UK

Founded: 1967
Type: Defined benefit
corporate scheme
Assets: €2,218m
Performance:
19.3% (one year); 14.4%
(three years); 9.8% (10 years)
Members:
Retired – 12,209
Deferred – 9,520
As at 31 December 2016

SHORTLISTED
Amonis OFP Belgium
FRR France
HVB Pension Fund Germany
Merchant Navy Officers Pension
Fund (MNOPF) UK
SPK Sweden

KEY POINTS
Efficient framework developed
to offset lack of sponsor
contributions
Initial short-term liability
risk complements long-term
solvency risk
Highly diverse returns portfolio
with 1% exposure cap on new
investments

T

rafalgar House Pension
Trust’s efficient risk
management framework
stems from the absence of
a strong sponsor, meaning
that there is little prospect of future
employer contributions.
The risk budget sets out the
maximum level of risk, expressed as
a tracking error and the trust’s
initial assessment is based on the
maximum fall in funding level that
can be tolerated. This is then
translated into a maximum tracking
error for the asset return relative to
the liability return. In addition to
monitoring the tracking error,
Trafalgar considers several other
types of risk analysis, such as
position analysis, scenario analysis,
stress testing and option price
monitoring.
The starting point is a one-year
risk limit derived from an assumption about the form a future
recovery plan might take to be
acceptable to both the trustees and
the UK’s pensions regulator.
Trafalgar House currently assumes
that the limit is a 15-year recovery
plan requiring a return of 4.5% per
annum relative to the liabilities.
Next it estimates how far the
funding level could fall over the next

year before the implied recovery
plan exceeds the above limit before
calculating the tracking error
consistent with a 10% chance of this
fall occurring.
In general, Trafalgar House runs
risk levels comfortably below this,
although higher risk levels may be
appropriate depending on prevailing
market conditions and investment
opportunities. The risk budget sets a
ceiling on how high the risk level
can be. This approach led to a
maximum risk level of 8% during
2016. With a funding position
around 69%, a 7% funding level fall is
the maximum permissible one-year
deterioration.
The initial risk limit presents a
short-term maximum but long-term
risk must also be considered. This is
because the cumulative probability
of no realistic prospect of reaching
solvency increases if a high risk level
is maintained for an extended
period. Trafalgar House’s long-term
risk level is therefore set at a lower
level than the initial limit. The
current long-term level is 5%, with
the expectation that it will typically
be nearer 4%.

T

rafalgar House has also
established a contingency
plan to monitor progress
against the recovery plan
and to trigger action if
required. Achieving the target
outperformance over liabilities of
3.5% should lead to full funding by
2034. The contingency plan plots the
funding positions and shows the
various levels of outperformance it
requires to achieve this.
The trust hedges changes in its
liabilities resulting from movements
in interest rates and inflation
expectations through its liability
matched portfolio. The default

position is to hedge the liabilities to
the funding, which has been
resilient to the continuing falls in
interest rates.
Trafalgar House only takes risk
where the prospective return
justifies it. Thus, every decision is
based on a risk return ratio. It
assesses risk primarily at total
portfolio level and equity risk is
managed through overall portfolio
diversification rather than by having
a permanent level of downside
protection, although it uses option
overlays from time to time.
Trafalgar House diversifies across
asset classes and, since 2015,
economic clusters. In its returns
portfolio, the range of investments
and managers is very wide. Its policy
deems that new investments should
account for just 1% of total assets but
larger investments are sometimes
made where the operational or
manager-specific risks are lower.
Over time, it may increase the size
of a particular investment where the
trust’s conviction in it has increased.
The managers it prefers are those
focusing on absolute returns,
downside risk and capital protection. To align interests, it has a
strong bias to performance-related
fees, which it uses for both its
investment adviser and most of its
fund managers.
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SPECIALIST INVESTMENT MANAGERS

Sharing the load
“Financial returns and social responsibility go hand
in hand. This unique credit-risk-sharing approach is a
great alternative for equities but with lower risk”
Judge’s comment

KEY POINTS

PGGM
Netherlands

Niche 2.5% maximum PFZW
mandate in credit risk sharing

Founded: 2008

Returns of over 10% per annum
since inception in 2006

Type: 100% pensions-owned
asset manager with no thirdparty clients
Assets: €206,000m
Performance:
PFZW – 12.0% (one year);
6.4% (10 years)
Members:
Active – 1,155,800 (PFZW)
Retired – 412,900 (PFZW)
Deferred – 1,063,600
As at 31 December 2016

SHORTLISTED
Merchant Navy Officers Pension
Fund (MNOPF) UK
Royal County of Berkshire
Pension Fund UK

Mandate offers risk-efficient
non-listed investments

W

hat is unique about
the winning entry in
the Specialist
Investment Managers
award this year is that
PGGM presented itself as the
specialist manager based on a
bespoke niche credit risk sharing
mandate that it runs for PFZW, the
large Dutch healthcare sector
pension fund that PGGM was spun
off from to manage its €186bn in
2008.
This exclusive mandate involves a
maximum 2.5% of PFZW’s assets and
the first investment took place in
2006 with new transactions every
year since. Adding all transactions
together, the amount invested thus
far is fast approaching €8bn in a
loans portfolio worth some €90bn.
The mandate is run as a standalone
asset class.
The focus of the credit risk
sharing strategy is PGGM’s participation in core credit and lending
processes of leading banks. It
achieves this by gaining a thorough
understanding of the bank’s strategy
and origination, credit risk management processes, models and
systems. The benefits are mutual:
●● It provides PFZW with an
opportunity to generate attractive
total returns through exposure to
unique types of credit risk not
available in public markets; and
●● The bank can free up capital and/

or manage its credit exposure and
credit lines more efficiently.
PGGM’s principal belief is that
there should be a genuine sharing of
risk and any losses it experiences as
part of any transaction should be
equal to the losses the originating
bank incurs.
PGGM’s mission is to apply its
investment expertise to build and
maintain a portfolio that generates
attractive risk-adjusted returns
throughout the economic cycle while
providing diversification to PFZW’s
overall portfolio. It aims to achieve
this using the following five core
investment beliefs:
●● Risk-sharing core activities of
top-ranking market players fundamentally support the lending lines of
the originating banks;
●● Being a reliable risk-sharing
partner that values alignment of
interest between the parties ensures
continuing prudent risk management by the bank;
●● Bilaterally negotiated investments of significant size improve
governance and thus give power to
negotiate robust high-quality
transactions at low cost;
●● Diversifying across counterparties, geography and type of risk
grants access to smaller groups of
core banks, supplemented by select
opportunities with niche players;
and
●● Understand the underlying the
type of credit risk, its importance to
the bank and the performance
through the cycle.
By engaging in risk sharing
transactions PGGM and PFZW help
the banking sector to manage its
credit risk exposures, leading to less
systemic risk and a more sustainable
financial system – one of the pillars
of PGGM’s responsible investment
philosophy.

The mandate has returned over
10% per annum since inception and
has demonstrated resilience through
the credit cycle with no negative
return years, including during the
financial crisis. Indeed, to date, the
portfolio has produced returns well
in excess of base expectations
comfortably within the agreed risk
parameters set by PFZW.

C

onstructing the portfolio
is based on diversification
across a select group of
core counterparties and
types of credit risks,
regions and industries, by focusing
on exposures not available in public
markets. Currently, PGGM has
transactions outstanding with more
than 10 risk sharing partners,
referencing five types of credit risk in
over 80 different countries and more
than 20 different sectors.
Every potential investment is
assessed against the long-term
minimum return expectation and
maximum risk budget that PFZW
sets for the mandate. Each transaction is evaluated on its ability to
perform in a base case, headwind
and stress scenario. The benefits of
diversification are also considered.
The current team consists of nine
people with complementary
expertise, experience and skill sets.
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92 SPONSORS DIRECTORY
Aegon Asset Management
Fernand Schürmann, Commercial
Director
+31 (6)51994594
fernand.schuermann@
aegonassetmanagement.com
Aegonplein 6, 2591 TV The Hague,
Netherlands
Amundi Asset Management
Laurent Bertiau, Global Head of
Institutional Clients
+33 1 76 37 84 32
laurent.bertiau@amundi.com
90 Boulevard Pasteur, 75015 Paris, France
Amundi ETF, Indexing & Smart Beta
Fannie Wurtz, Managing Director,
Amundi ETF, Indexing & Smart Beta
fannie.wurtz@amundi.com
91 boulevard Pasteur, 75015 Paris, France
Aon
Sion Cole, Senior Partner
+44 (0)20 7086 9432
sion.cole@aonhewitt.com
The Aon Centre, The Leadenhall Building,
122 Leadenhall, London EC3V 4AN, UK
Asset Management One International Ltd
Anthony Catachanas, Director, Head of
Investment Solutions EMEA
+44 (0)20 7329 3777
info@am-one-int.co.uk
Mizuho House, 30 Old Bailey, London
EC4M 7AU, UK
AXA Investment Managers
Francisco Arcilla, Global Head of Sales
+33 1 44 45 77 05
francisco.arcilla@axa-im.com
Tour Majunga La Defense, 6 Place de la
Pyramide, 92800 Puteaux, France
Baillie Gifford
Gavin Scott, Head of EMEA Client Service
+44 131 275 2000
gavin.scott@bailliegifford.com
Calton Square, 1 Greenside Row,
Edinburgh EH1 3AN, UK
Calamos Investments
Terry O’Malley, Senior Vice President,
Director – International Institutional Sales
+44 (0)20 3744 7024
tomalley@calamos.com
62 Threadneedle Street, London EC2R
8HP, UK
Candriam Investors Group
Renato Guerriero, Global Head of Client
Relations EMEA, Member of the Group
Strategic & Executive Committees
+39 02 31 82 83 60
renato.guerriero@candriam.com
Via dei Bossi 4, 20121 Milan, Italy
CFA Institute
Philip Lowther, Marketing Director, EMEA
+44 (0)20 7330 9545
philip.lowther@cfainstitute.org
67 Lombard Street, London EC3V 9LJ, UK
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ClearBridge Investments, LLC
Ryan Virag, Director, Client Portfolio
Manager
+44 (0)20 7070 7392
rvirag@clearbridge.com
201 Bishopsgate, London EC2M 3AB, UK
Columbia Threadneedle Investments
John Crees, Institutional Distribution
Benelux
+31 20 262 4023
john.crees@columbiathreadneedle.com
Atrium Building – 5th Floor,
Strawinskylaan 3021, 1077 ZX
Amsterdam, The Netherlands
Deutsche Asset Management
Constantin Nicklas, Passive Institutional
Strategy Europe and Asia
+49 69 910 30526
constantin.nicklas@db.com
Mainzer Landstrasse 11-17, 60329
Frankfurt, Germany
Eaton Vance
Tjalling Halbertsma, Managing Director
+44 (0)20 3207 1931
thalbertsma@eatonvance.com
125 Old Broad Street, London EC2N 1AR,
UK
eVestment
Christophe Frerebeau, Head of EMEA
Business
+44 (0)20 3651 0809
christophefrerebeau@evestment.com
60 Fenchurch Street, London EC3M 4AD,
UK
Fidelity International
Steve Edgley, Head of Institutional, Europe
steven.edgley@fil.com
25 Cannon Street, London EC4M 5TA, UK
FTSE Russell
Henry Odogwu, Managing Director, Head of
Asset Owner & Consultant Sales, Europe
+44 (0)20 7866 1807
hodogwu@ftserussell.com
10 Paternoster Square, London EC4M
7LS, UK
Hermes Investment Management
Paul Voute, Head of European Business
Development
+44 (0)20 7680 8092
paul.voute@hermes-investment.com
Lloyds Chambers, 1 Portsoken Street,
London E1 8HZ, UK
Invesco Asset Management Österreich
GmbH
Thomas Kraus, Head Institutional
Business DACH region
+43 1 31 6200
info@vie.invesco.com
Rotenturmstrasse 16-18, 1010 Vienna,
Austria
International Institutional Capital Advisors
Ben Davis, Director
+44 (0)20 3205 7266
b.davis@iicapitaladvisors.com
1, Devonshire House, One Mayfair Place,
London W1J 8AJ, UK

Janus Henderson Investors
Mark Fulwood, Head of UK Institutional
Business Development
+44 (0)20 7818 2782
mark.fulwood@janushenderson.com
Sylvain Agar, Head of EMEA ex-UK
Institutional
+44 (0)20 7818 5635
sylvain.agar@janushenderson.com
Sander van der Ent, Head of Institutional
Business, Benelux
+31 (0)20 675 0 146
sander.vanderent@janushenderson.com

Old Mutual Global Investors
Johan Fogsgaard
Director, Consultant Relations
+44 (0)20 7332 7530
johan.fosgaard@omglobalinvestors.com

Legal & General Investment Management
Volker Kurr, Head of Europe, Institutional
+49 151 212 011 21
volker.kurr@lgim.com
1 Coleman Street, London EC2R 5AA, UK

Prudential Financial, Inc. (PFI)
Amy Kessler, Senior Vice President and
Head of Longevity Risk Transfer
+1 973 367 8511
amy.kessler@prudential.com
William McCloskey, Vice President and
Head of International Transactions
+1 973 367 8510
william.mccloskey@prudential.com
655 Broad Street, Newark 07102, New
Jersey, US

LGT Capital Partners Ltd.
Pius Fritschi, Managing Partner
+41 55 415 96 40, pius.fritschi@lgt.com
Pascal Pernet, Principal
+41 55 415 96 30, pascal.pernet@lgt.com
Tom Carstensen, Executive Director
+41 55 415 96 24, tom.carstensen@lgt.com
Schuetzenstrasse 6, 8808 Pfaeffikon,
Switzerland
Lombard Odier Investment Managers
Marcel van Ostaden, Head of Sales
Benelux
+44 (0)20 3206 6000
j.clenshaw@lombardodier.com
Queensberry House, 3 Old Burlington
Street, London W1S 3AB, UK
Lyxor Asset Management
Amber Kizilbash, Global Head of Sales
and Client Strategy
+33 1 42 13 31 31
client-services@lyxor.com
Tours Société Générale, 17 cours Valmy,
92987 La Défense Cedex, France
Mesirow Financial Currency Management
Joseph Hoffman, Chief Executive Officer
+1 312 595 7019
jhoffman@mesirowfinancial.com
353 North Clark Street, Chicago, 60654
Illinois, US
Morgan Stanley
Urich Vilstrup, Managing Director
+44 (0)7429 7200
ulrich.vilstrup@morganstanley.com
30 Bank Street, London E14 4AD, UK
Nuveen
John Panagakis, EVP, Head of
International Advisory Services
+1 212 207 2072
john.panagakis@nuveen.com
90 Park Ave, New York 10016, US
ODDO BHF Asset Management
Switzerland: Bertrand Levavasseur,
Country Manager
+33 1 44 51 88 66
blevavasseur@oddomeriten.eu
Nordics: David-Anthony Carenco,
Country Manager
+46 8 756 68 41
dacarenco@oddomeriten.eu

PGIM Fixed Income
Philip Vlieghe, Principal, Head of EMEA
Client Advisory Group
+44 (0)20 7766 2583
philip.vlieghe@pgim.com
Grand Buildings, 1-3 Strand, Trafalgar
Square, London WC2N 5HR, UK

RBC Global Asset Management (UK)
Limited
Anne-Sophie Girault, Head of European
Distribution
+44 (0)20 7429 8188
anne-sophie.girault@rbc.com
Riverbank House, 2 Swan Lane, London
EC4R 3BF, UK
State Street
Oliver Berger, SVP, Head Asset Owner
& Official Institutions, Sector Solutions,
EMEA
+49 69 6677 45277
oberger@StateStreet.com
20 Churchill Place, London E14 5HJ, UK
Tobam
Laura Vu Thien, Managing Director
Ulrich Koall, Managing Director
Joe Kiwan, Vice President
Union Bancaire Privée, UBP SA, Zurich
Branch
Stefanie Steurer, Marketing Specialist
+41 58 819 63 31
stefanie.steurer@ubp.ch
Bahnhofstrasse 1, 8027 Zurich,
Switzerland
Union Investment Institutional GmbH
André Haagmann, Managing Director
+49 69 2567 1031
andre.haagmann@union-investment.de
Weissfrauenstrasse 7, 60311 Frankfurt/
Main, Germany
Wellington Management
Dennis Kwist, Business Development
Manager
+44 (0)20 7126 6107
drkwist@wellington.com
Cardinal Place, 80 Victoria Street,
London SW1E 5JL, UK
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BRINGING EUROPE’S
PENSION FUNDS
TOGETHER FOR
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WINNERS

GOLD AWARDS
European Pension Fund of the Year
Outstanding Industry Contribution
Pension Fund Achievement of the Year
Lifetime Achievement Award
Long-Term Investment Strategy

PensionDanmark
PRI
Elisabeth Bourqui
Alan Rubenstein
AP4

SILVER AWARDS
Corporate Pension Fund
Corporate Pension Fund
Multi-Employer/Professional Pension Fund
Public Pension Fund
Small Pension Fund
Sovereign Reserve Fund
Active Management
Passive Management

HSBC Bank UK Pension Scheme
Trafalgar House Pension Trust
Merchant Navy Officers Pension Fund (MNOPF)
ERAFP
Unifondo V Pension Fund
ATP
Alecta
FRR

BRONZE AWARDS
Alternatives
Equities
Fixed Income

Royal County of Berkshire Pension Fund
SEB Life & Pension
SEB Life & Pension

COUNTRY AWARDS
Austria (Pensionskasse)
Austria (Vorsorgekasse)
Belgium
Central & Eastern Europe
Denmark
France
Germany (bAV)
Germany (Versorgungswerk)
Ireland
Italy
Netherlands
Portugal
Small Countries
Spain (corporate scheme)
Spain (multi-employer scheme)
Sweden
Switzerland
United Kingdom

Allianz Pensionskasse
APK Vorsorgekasse
Pensio B
Pension plan Swedbank Dinamika
ATP
FRR
Bosch Pensionsfonds
Ärzteversorgung Westfalen-Lippe
RetireSmart (ESB Defined Contribution Pension Scheme)
Fondo Pensione Laborfonds
Pensioenfonds PGB
Fundo de Pensões Horizonte Valorização
Frjálsi Pension Fund
Pensions Caixa 21, Pension Fund
Geroa Pentsioak EPSV
SPK
ABB Group Pensions Management
Strathclyde Pension Fund

THEMED AWARDS
Climate Related Risk Management
DC & Hybrid Strategies
Diversification
Emerging Markets
ESG
Factor Investing
In-House Investment Team
Innovation
Portfolio Construction
Real Assets & Infrastructure
Real Estate
Risk Management
Specialist Investment Managers

APG Asset Management
Bosch Pensionsfonds
Merchant Navy Officers Pension Fund (MNOPF)
Royal County of Berkshire Pension Fund
Alecta
HSBC Bank UK Pension Scheme
PGGM
PensionDanmark
Sampension
Ärzteversorgung Westfalen-Lippe
Church Commissioners for England
Trafalgar House Pension Trust
PGGM

