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Executive summary as at 30 September 2015 

  
 

 

Source: Legal & General Investment Management 
 

Plan overview 

The Plan's assets are managed by investing in the pooled funds shown in the table below. 

 
 

Funds held 

Fund Market index 

Global Eqty 70:30 Index (chgs) Composite 

UK Equity Index (chgs) FTSE All-Share 

North America Index (chgs) FTSE World N America NetTax (UKPN) 

Europe (ex UK) Index (chgs) FTSE Dev Europe ex UK NetTax (UKPN) 

Japan Equity Index (chgs) FTSE Japan NetTax (UKPN) 

Asia Pacific exJap Eqty Index (chgs) FTSE World Asia Pac ex Jap NetTax (UKPN) 

AAA-AA-A Bonds All Stocks (chgs) Markit iBoxx GBP Non-Gilts ex BBB All Sk 

Over 5y Index-Linked (chgs) FTSE A Index-Linked > 5 Years 

Pre-Retirement (chgs) Composite 

Cash (charges included) Libid 7-Day 
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Valuation summary as at 30 September 2015 

  
 

 

Source: Legal & General Investment Management 
 

Commentary of rebalancing activity and asset allocation 

A breakdown of any investments, disinvestments and switches is detailed in the Transaction Statements which have been issued to your nominated recipients.  Copies are also available 
through your website access or upon your request. 

 

 

 Value at start of quarter Net transactions 

(GBP) 

Value at end of quarter 

Fund GBP (mid) Units GBP (mid) Units 

Global Eqty 70:30 Index (chgs) 10,707,684  2,954,268  308,740  10,373,633  3,040,258  

UK Equity Index (chgs) 262,918  87,260  (14,464) 234,705  82,621  

North America Index (chgs) 149,032  11,241  3,384  146,969  11,497  

Europe (ex UK) Index (chgs) 117,470  11,408  3,353  115,317  11,729  

Japan Equity Index (chgs) 86,029  67,241  1,213  80,221  68,228  

Asia Pacific exJap Eqty Index (chgs) 121,663  40,494  4,743  111,467  42,193  

AAA-AA-A Bonds All Stocks (chgs) 136,803  63,613  4,614  143,107  65,734  

Over 5y Index-Linked (chgs) 152,216  37,773  3,663  159,314  38,652  

Pre-Retirement (chgs) 286,847  140,733  112,472  407,852  195,487  

Cash (charges included) 93,745  14,814  38,365  132,207  20,875  

Total 12,114,407   466,083  11,904,792   



 
AFFINITY WATER PENSION PLAN (DC) 6 

 

 

 

  
Performance 

 



 
AFFINITY WATER PENSION PLAN (DC) 7 

 

Performance summary as at 30 September 2015 

  
 

 

Source: Legal & General Investment Management 
 

 
Bought/(Sold)  

date
1
 

Quarter's performance (%)  1 Year’s performance (%)  3 Year’s performance (%) 

 Fund Index
2
 Relative  Fund Index

2
 Relative  Fund Index

2
 Relative 

Global Eqty 70:30 Index (chgs)  (5.86) (5.82) (0.04)  (1.56) (1.46) (0.10)  - - - 

UK Equity Index (chgs)  (5.72) (5.70) (0.01)  (2.30) (2.30) 0.00   - - - 

North America Index (chgs)  (3.59) (3.55) (0.04)  4.40  4.59  (0.20)  - - - 

Europe (ex UK) Index (chgs)  (4.51) (4.48) (0.03)  (1.04) (0.98) (0.06)  - - - 

Japan Equity Index (chgs)  (8.10) (8.01) (0.09)  5.91  6.18  (0.27)  - - - 

Asia Pacific exJap Eqty Index (chgs)  (12.07) (12.04) (0.03)  (11.78) (11.69) (0.09)  - - - 

AAA-AA-A Bonds All Stocks (chgs)  1.23  1.18  0.05   5.21  5.21  0.00   - - - 

Over 5y Index-Linked (chgs)  2.28  2.30  (0.01)  11.72  11.80  (0.08)  - - - 

Pre-Retirement (chgs)  2.36  2.35  0.01   7.51  7.51  0.00   - - - 

Cash (charges included)  0.08  0.09  (0.01)  0.32  0.36  (0.04)  - - - 

1
 All performance returns are for the entire period stated, except where a bought or (sold) date denotes part period. 

2
 For some funds a comparator will be shown instead of an Index. Comparators are shown for information purposes and the fund is not managed against these. 

 
Notes: 
 
The performance summary table shows the returns for each fund compared with the total return of the relevant market index, composite index or comparator. All fund returns are shown 
before the deduction of charges except those marked '(chgs)' or '(charges included)'. Some index returns are net of fees. Performance figures shown for periods in excess of one year are 
annualised. Externally managed funds, where applicable, are excluded. Additional information on fund level performance can be found in the fund sections later in the report. 
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Our views - Q3 2015 

  
 

 

Source: Legal & General Investment Management 
 

Generation DC – The pensions paradox: re-engineering default strategies 

Choice is not always welcome. When we are offered 24 different brands of tea in a 

supermarket, we often walk by without selecting one – choosing is simply too 'difficult'. This 

'paradox of choice' shows that if we are given a plethora of choices, then rather than rejoice 

in our good fortune, we do nothing. The end result is inertia. 

This behavioural insight shapes our DC pensions landscape. Since 2012, employees have 

been automatically enrolled into a retirement savings scheme, overcoming exactly that 

inertia that afflicts people when they are asked to make complex financial decisions about 

their futures. And while many savers are given a range of investment choices for the 

accumulation phase of their pension savings, the vast majority end up in the default fund.  

The move away from an annuity-only world, and the introduction of greater choice into the 

equation, significantly changes the way DC default investment strategies need to be 

designed. If trustees are to support the retirement hopes of Generation DC, then the design 

of default investments needs a complete rethink 

  

Macro Matters – Don't sweat the small stuff 

Most fund managers haven't been able to enjoy the summer trends as much as they might 

have wanted, as this August stocks saw their worst performance since 2011. It was pretty 

much all hands on deck for most macro investors.  

Our macro mapping work shows that equities typically deliver the best risk-adjusted returns 

throughout the expansionary phases of the economic cycle, so 'long equities' should be the 

default position for the majority of the expansion.  

Assuming investors have imperfect timing skills for the start of a recession, it would be 

prudent to become more cautious on equities as the economic cycle progresses into its late 

cycle phase. It also suggests that while the economy remains in a mid-cycle environment 

and recession risk is deemed to be very low, it is important not to get too stressed about 

things that are unlikely to change one's view of the cycle.  

  

LDI Monthly Wrap – Loss aversion and glidepath design 

A glidepath is a plan for how the investment strategy of a pension scheme will evolve over 

time. For both Defined Contribution (DC) pension investors and Defined Benefit (DB) 

pension investors (i.e. trustees), glidepath design is like choosing a series of bets. 

In an ideal world, the choice of bets wouldn't depend on the frequency with which an 

investor reviewed their strategy. However, the reality of loss aversion (a now well-

established description of risk preferences), means that this is not the case.  

In the case of a DC retiree choosing to purchase an annuity at retirement (from an 

insurance company), loss aversion implies that they will not want to take much risk relative 

to annuity prices shortly before they retire. Similar to the example above, they are 

effectively refusing any risky bet. 

But when the investor is further from retirement, the strategy is reviewed less frequently 

and they will be aware that they cannot access their retirement money for decades. This 

should encourage a longer-term outlook (i.e. considering the series of bets as grouped) 

and a higher allocation to growth assets. 

  

Fundamentals – Examining capitalism's Achilles Heel 

Back in 1989, the Nobel prize-winning economist James Tobin, described excess leverage 

and credit growth as the 'Achilles heel of capitalism': a point of acute vulnerability for the 

global economy and markets.  

Our analysis of global credit cycles shows that these operate at a slower tempo than the 

standard business cycle, producing infrequent but spectacular busts. It puts particular 

attention on early warning indicators of those costly busts: namely the 'credit gap' and the 

debt service ratio. Neither signal is particularly concerning today for major developed 

markets, but there are clear warning signs in emerging markets (notably China). 

  

For the full articles, go to www.lgim.com 
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Global equities: market background 
  
 

 

Source: Legal & General Investment Management 
 

Global equity markets 
 
With fears over China’s economic slowdown intensifying and an agreement reached in 
Greece, the focus of investor concerns shifted as the summer wore on. What began as a 
relatively contained fall in local Chinese equity markets morphed into something altogether 
more global as China took the decision to devalue its currency. Global equity markets were 
highly volatile in the third quarter as a result, with sharp falls across all major regions. 
Returns for the S&P 500 Index were the weakest since the third quarter of 2011. 
 
US equity markets moved sideways initially, before falling sharply in August as investor 
fears over China spread. From a domestic economic perspective, the picture in the US 
remained broadly positive over the summer, with lower prices at the pump feeding through 
into higher disposable incomes. European markets outperformed, meanwhile, as investors 
responded to dovish comments from the European Central Bank. Volkswagen shares 
provided a notable exception to the European outperformance, however, as the company 
was found to have cheated emissions regulations.   
 
The international nature of the FTSE meant that UK-listed stocks did not escape the rise in 
global risk aversion. The high weighting in resource and energy stocks was a drag to UK 
index returns as investors assessed the implications of lower commodity prices and weaker 
prospects for global growth. Mining giant Glencore provided a focus for investor attention 
as its share price fell particularly sharply. Domestically focused mid-cap stocks 
outperformed, with the environment for the UK consumer remaining relatively robust.  
 
China’s economic woes and the government’s decision to devalue the yuan caused a sell-
off in Chinese markets (which had their weakest quarter since 2008) and created a ripple 
effect across Asia. The equity indices of major exporters to China such as Taiwan, South 
Korea and Vietnam also suffered, as did Australian equities, given the country’s particular 
sensitivity to falling iron ore prices.  
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Global government bonds: market background 
  
 

 

Source: Legal & General Investment Management 
 

Global sovereign markets 
 
As global risk aversion rose sharply amid fears of slowing growth, particularly in emerging 
markets, demand for safe haven assets increased. Core government bond markets were 
the primary beneficiaries of this, particularly towards the end of August. A second factor 
behind the rally in government bonds was a change in expectations surrounding the timing 
of the first interest rate rises in the US and UK.  
 
Given the sharp rise in risk asset volatility levels across the globe, investors effectively 
wrote off the possibility of a rate hike in either country during 2015, and government bond 
yields fell accordingly. In September, Fed Chair Janet Yellen duly sounded a distinctly 
dovish tone and cited the rise in market volatility as the rationale for holding off on hiking 
rates. This put further downward pressure on government bond markets. 
 
In Europe, continued quantitative easing by the European Central Bank (ECB) contained 
euro zone government bond yields over the period. With fears of a potential Greek exit 
from the euro zone falling, the additional yields on other peripheral European bonds over 
German equivalents fell markedly over the quarter. Spain, Greece, Portugal and Italy all 
saw their bond yields fall despite the overall rise in risk asset volatility, as investors bet on 
continued monetary easing from the ECB.  
 
With oil prices remaining only just above recent lows and other commodity prices remaining 
equally low, breakeven inflation rates dropped, leading inflation-linked government assets 
to underperform, particularly in August and September as commodity price falls 
accelerated. 
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Global corporate bonds: market background 
  
 

 

Source: Legal & General Investment Management 
 

Global credit markets  

 
Global credit markets were volatile in the third quarter of the year as fears over global 
growth – centred on China – rose sharply. Credit spreads had already begun to rise during 
the second quarter of the year, and this trend continued throughout the summer as risk 
aversion rose. However, wider credit spreads were offset by falling underlying government 
bond yields, leading to a broadly flat performance from credit markets overall.  
 
The first part of the quarter saw unseasonably high issuance of corporate bonds in the US. 
Firms continued to offer deals in large volumes, taking advantage of historically low interest 
rates to issue debt and use the cash for shareholder-focused activities such as buying back 
shares or engaging in mergers and acquisitions. This led US credit markets to 
underperform initially, although all corporate bond spreads widened in August as global risk 
aversion rose.  
 
Towards the end of the period, stability returned to credit markets. This was driven by three 
main factors. First, global growth fears reduced from earlier in the summer and commodity 
prices held above August’s lows. Second, the Federal Reserve supported investor 
confidence by keeping short-term interest rates on hold. Third, there were lower issuance 
levels in the corporate sector, with companies having already issued a significant amount 
of debt over the summer months in anticipation of higher interest rates. 
 
European credit markets were weak over the period in total return terms despite the 
agreement between Greece and its creditors but still proved more resilient than other major 
corporate bond markets. Volatile areas of the fixed income universe such as high yield 
bonds and emerging market debt underperformed as investors shunned higher-risk assets. 
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Currencies: market background 
  
 

 

Source: Legal & General Investment Management 
 

Currency markets 
 
The US dollar moved sideways over the quarter as it continued to consolidate gains made 
in the second half of 2014 and early 2015. However, equity market volatility caused the 
world’s reserve currency to fall sharply in late August, as investors priced in a reduced 
probability of an interest rate hike by the Federal Reserve in September. The Fed left rates 
unchanged, but the dollar recovered to end the quarter where it began. 
 
A reduction in the rate of improvement in the UK economy and an increase in the UK 
budget deficit both contributed to a steady fall in sterling over the quarter. From an interest 
rate perspective, the Bank of England kept short-term borrowing costs at historic lows over 
the period, and market expectations for the first interest rate rise moved out into 2016. 
  
The euro stabilised in the third quarter of the year, as an improving growth backdrop and 
an agreement between Greece and its creditors provided support to the single currency. 
Renewed political stability in Greece towards the end of the period was also beneficial for 
the euro, although this was countered somewhat by a very dovish announcement from the 
European Central Bank. 
 
The Chinese yuan made headlines in August as the currency fell 3% versus the US dollar 
following the Chinese authorities’ decision to devalue and increase exchange rate 
flexibility. Following a long period of pronounced weakness, the yen rose slightly over the 
period as investors deemed the currency had fallen too fast and focused on the currency’s 
safe haven qualities amid rising volatility across risk asset markets.  
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Fund Sections 
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Managing the Fund 

  We manage the Fund to maintain a fixed asset allocation of 70% UK equities and 30% 

overseas equities. The overseas assets are managed in line with the overseas equity 

distribution of the average UK pension fund as reported in the CAPS Pooled Balanced 

Fund Survey 

 

 Changes to the distribution of the Fund are achieved by the application of cash flows 

and where necessary, switches between the investment sector funds 

 

 

Global Equity (70:30) Index Fund (chgs) 
  

 

Fund Activity 
  

 Cash flow during the quarter was applied to maintain the benchmark 
allocation between UK and Overseas Equities, and to adjust the Overseas 
Equity allocation towards the distribution given in the latest monthly CAPS 
Pooled Pension Fund Survey 

  The North American allocation increased by 0.3%, while the Asia Pacific ex 
Japan Equity allocation decreased by 0.2%. These were the only significant 
changes in the CAPS Pooled Fund Survey 

  Where switches were required to maintain the distribution in line with the 
latest survey distribution these were effected at no cost to the fund wherever 
possible 
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UK Equity Index (chgs) 
  

 The Fund returned -5.7% matching the index return over the quarter  

 At the quarterly review Sophos Group, PureTech Health and Kainos Group were 

added to the index. No deletions were made 

 Acquisitions for cash by non-index constituents were: TSB Banking Group by Banco 

de Sabadell (Spain), CSR by Qualcomm (USA), Anite by Keysight Technologies (USA) 

and Colt Group by Lightening Investors (USA) 

 HMRC sold down stakes in Royal Bank of Scotland and Lloyds Banking Group, 

resulting in holdings of 73% and 13% respectively 

 Capital raisings for acquisitions and growth were made by Renewables Infrastructure 

Group, P2P Global Investments, Britvic, GKN, Ladbrokes, Woodford Patient Capital 

and VPC Specialty Lending Investments. Raisings for debt repayments included 

Glencore, Empiric Student Property and NextEnergy Solar Fund   

 

 

 
AFFINITY WATER PENSION PLAN (DC) 16 

 

 

Source: Legal & General Investment Management 
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North America Index (chgs) 
  

 The Fund returned -3.6% compared with the index return of -3.5% over the quarter  

 The September quarterly index review resulted in 18 additions and 11 deletions. There 

were 198 changes to the free share capital of constituents, with the largest increases 

being NXP Semiconductors, Jarden and LinkedIn, and the largest decreases being 

Bank of America, Merck and Coca-Cola. Two-way index turnover was 1.5% 

 There were various mergers and acquisitions in the index during the quarter. In the 

US, DirecTVwas acquired by AT&T in a cash and stock deal worth $67 billion. In the 

pharmaceutical sector, Pfizer acquired Hospira in a cash deal worth $17 billion. Other 

cash acquisitions during the quarter included CVS Health Corp's takeover of Omnicare 

and Danaher's takeover of Pall Corp 

 There were numerous decreases in shares in issue due to continued share buy-back 

schemes. These included Apple, Microsoft, Wal-Mart  and Oracle 
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Europe (ex UK) Index (chgs) 
  

 The Fund returned -4.5% matching the index return over the quarter  

 The quarterly index review resulted in 12 additions, the largest of which were Vonovia 

(Germany) and Roche Holdings BR (Switzerland), and six deletions. There were 63 

changes to the free share capital of constituents, with the largest increases being 

CaixaBank (Spain) and Atlantia (Italy), and the largest decreases being Nestle 

(Switzerland) and Kone B (Finland). Total two-way index turnover was approximately 

2.4% 

 Other corporate activity included Holcim's (Switzerland) merger with Lafarge (France) 

in July 2015, creating the world's largest cement producer with a market value above 

$50bn. This resulted in the deletion of Lafarge from the index while Holcim's weight in 

the index was increased and the company renamed LafargeHolcim. Following a 

reorganisation of Altice (Netherlands), a B line was added to the index in August 2015 

 At the end of the quarter, the largest countries in the index were Switzerland (21.2%), 

France (21.0%) and Germany (19.5%) 

 

 

 
AFFINITY WATER PENSION PLAN (DC) 18 

 

 

Source: Legal & General Investment Management 
 

 



Source: Legal & General Investment Management 
 

Japan Equity Index (chgs) 
  

 The Fund returned -8.1% compared with the index return of -8.0% over the quarter  

 The quarterly index review resulted in five additions and six deletions. The largest 

addition and deletion were Asahi Intecc and Anritsu respectively. There were 267 

changes to the free share capital of constituents, with the largest increases being 

Mizuho Financial Group, Denso Corp and Nidec Corp, and the largest decreases being 

NTT, Kubota and Nissan Motor. Two-way index turnover was 2.7% 

 Outside the review, Heiwa increased its weight in the index after acquiring PGM 

Holdings in a JPY 31bn deal. In the largest event during the quarter, Sony increased 

its index weight following the completion of secondary offering. In September, Higo 

Bank completed a stock merger with fellow constituent Kagoshima Bank to form 

Kyushu Financial Group 
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Asia Pacific exJap Eqty Index (chgs) 
  

 The Fund returned -12.1% compared with the index return of -12.0% over the quarter  

 The quarterly index review resulted in 23 additions and five deletions. FTSE changed 

its index ground rules to include eligible secondary equity company lines. As a result, 

the largest addition was Samsung Electronics Preferred (Korea). There were also 119 

changes to the free share capital of constituents, the largest down-weight being 

Samsung Electronics (Korea) 

 Outside the review, Commonwealth Bank of Australia raised AUD 5 billion through a 

rights entitlement offer to boost its capital. In addition, SK C&C (Korea) merged with 

SK Holdings (Korea) in a deal worth £17.9 billion 

 At the end of the quarter, the index was distributed Australia (31.2%), South Korea 

(20.4%), Hong Kong (17.3%), Taiwan (16.4%), Singapore (6.1%), Malaysia (4.6%), 

Thailand (3.1%) and New Zealand (0.9%) 

 

 

 
AFFINITY WATER PENSION PLAN (DC) 20 

 

 

Source: Legal & General Investment Management 
 

 



Source: Legal & General Investment Management 
 

AAA-AA-A Bonds All Stocks (chgs) 
  

 The Fund returned 1.2% matching the index return over the quarter  

 During the quarter, Centrica Plc, Credit Suisse Guernsey, Green King Finance Plc, 

Mitchells & Butler Finance Plc and THPA Finance Ltd left the benchmark index having 

been downgraded to a BBB rating. ESB Finance Ltd joined the index after being 

upgraded to an A rating. The Fund participated in eight new issues, seven additional 

issuance and three corporate action events 

 At the end of the quarter, the Fund held 654 bonds issued by 282 different issuers. The 

index consisted of 644 bonds issued by 276 different issuers. The redemption yield of 

the Fund was 3.18% and its modified duration was 8.19 years, compared with 3.21% 

and 8.20 years respectively for the index 

 The Fund's credit rating exposure was 27.2% AAA, 28.8% AA (including 1.5% in gilts), 

43.3% A, 0.6% BBB and 0.1% in new issues expected to join the index but currently 

unrated by iBoxx 
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Over 5y Index-Linked (chgs) 
  

 The Fund returned 2.3% matching the index return over the quarter  

 The UK economy continues to meander along nicely, with RPI inflation only edging up 

slightly in August to 1.1% year-on-year and preliminary estimates of Q3 GDP falling 

only modestly to 2.6%. The UK base rate remains at 0.5%, but the time is fast 

approaching for lift off, particularly if the US Federal Reserve decides to raise US rates 

this year 

 During the quarter there were two auctions and a single syndication.  The auctions 

were used to tap the existing 2058 maturity bond as the DMO looks to build this to 

benchmark weight.  A second auction was held to launch a brand new 10-year 2026 

maturity bond. The syndication was held to tap the ultra-long 2068 maturity bond; 

these operations collectively raised approximately £7bn for government funding 

 The Fund held all 22 stocks contained within the benchmark index. The Fund and 

index had a modified duration of 23.93 years at the end of the quarter and the real 

yield was -0.83% (yield curve basis) 
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Managing the Fund 

 We manage the Fund to maintain the asset distribution close to the benchmark and 

within prescribed control ranges. This is achieved by the application of cash flows and, 

where necessary, switches between the investment sector funds 

 

 The benchmark for the Fund broadly reflects the investments underlying a typical non-

inflation linked pension annuity product and is reviewed quarterly 

 

 

Pre-Retirement Fund (chgs) 
  

 

Fund Activity 

 We manage the Fund to maintain the asset distribution close to the benchmark and 

within prescribed control ranges. This is achieved by the application of cash flows and, 

where necessary, switches between the investment sector funds 

 

 Following the Q1 review, a new target allocation was set, decreasing 5-15-year gilts by 

2.25% to 3.25%, decreasing the 2038 gilt allocation by 0.75% to 0.75% and adding 

new holdings in the 2046 gilt of 1.25% and 2049 gilt of 1.75%. Rebalancing occurred 

on the 1st May 2015 dealing point at a cost of 0.0007% to the Fund vs. the original 

cost estimate of 0.0006% of the Fund. 

 

 Cashflow in Q2 0215 was applied to move the Fund weightings towards benchmark 

and was sufficient to maintain the asset allocation within tolerance ranges 
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Our Corporate Governance & Responsible Investment 
   

Source: Legal & General Investment Management 
 

Policy and Practice 
 

We aim to maximise and protect shareholder value on behalf of our clients by exercising their voting 
rights. We also engage with companies both directly and collaboratively with other investors to reduce 
risks of corporate failure and promote best practice. We comply with the principles set out in the UK 
Stewardship Code and are a signatory to the UN Principles of Responsible Investment (PRI) 
http://www.lgim.com/uk/en/capabilities/corporate-governance/ 
 
In order to demonstrate key governance issues, voting statistics are divided up into main voting 
categories. We engage on a range of Environmental, Social, Governance (ESG) and Financial issues 
and integrate all components where appropriate. All UK votes are disclosed on our website. 
 
We have extended our public voting disclosure to cover the North American and Japanese markets. 
These can also be found on our webpage.  
 
LGIM votes in all major developed markets including: Europe, North America, Japan and Asia Pacific, 
and have minimised abstentions. We also vote in the major emerging markets and have started 
reporting on our activities in this region. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Latest News and Development 
 
Appointment of new Corporate Governance Manager 
We are pleased to announce the appointment of Jeannette Andrews to the LGIM Corporate 
Governance team. Jeannette has over 12 years of experience in Corporate Governance, most recently 
as the Senior Analyst at USS Investment Management Ltd.  Jeannette also holds the CFA Chartership 
and was recognised by Financial News as one of the 40 under 40 Rising Stars of Asset Management 
in 2014. 
 
Presence in the US and International Corporate Governance Network (ICGN) Conference 
Clare Payn, Head of Corporate Governance North America, has been relocated to our Chicago office 
for a minimum of a year. Her presence in the region will build on our growing profile and will enable 
LGIM to gain better access and to meet many more companies and market participants.  
 
In addition, Clare was a panellist at the ICGN conference in Boston on the topic of ESG integration 
where we shared with the audience how to integrate ESG into the investment process, the obstacles 
and successes around this. 
 
Principles of Responsible Investment Conference in London 
We attended the annual Principles of Responsible Investment (PRI) conference in September where 
800 global delegates attended. We presented our work on corporate tax on a panel and attended 
events on a variety of topics including:  Climate Change, Japanese FSA, CEO-level discussion on 
future of responsible investment. 
 
Master Trust Annual Forum 
For the second year running, LGIM presented to the Master Trust Annual Forum on Corporate 
Governance. The purpose of the presentation is to educate the trustees on the topic of Corporate 
Governance as well as discuss recent trends and issues. The feedback has been positive on 
understanding Corporate Governance. 
 
Italy Trip 
LGIM was a panel member at the Georgeson Annual Conference in Rome covering the 2015 Proxy 
Season in Italy.  The presentation centred upon corporate governance practices in the UK but also 
covered European topics such as double voting rights.   
  
Hong Kong Stock Exchange (HKSE) consultation on ESG 
We submitted a response to the HKSE giving our views around guidance on ESG reporting in 
companies. There were six main areas of focus in our submission including materiality, integrated 
reporting and the use of global reporting standards. 
 
Fundamentals – Climate Change 
In the latest LGIM thought piece, Fundamentals, we discussed the impacts of climate change and 
energy transition. We outline some of the biggest changes that are taking place in the policy and 
energy space and the role of investors, like us, to engage on the topic and provide solutions. A link to 
this report will shortly be available on our website. 
 

 

For (91%)

Against/Abstain (9%)    

Voting Decisions Against/Abstain Votes by Topic

Director related (39.3%)

Remuneration (21.0%)

Capital Structure (17.1%)

General Governance (0.7%)

Audit, Routine & Other business (10.7%)

Anti-takeover related (0%)

Takeover/Merger (7.1%)

Environmental issues (0.2%)
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Key Voting Decisions 

United Kingdom 

Sports Direct 
International 

M.Cap: £4.6bn Retail UK 

LGIM voted against the re-election of the Board Chairman for two years in a row to express our 
continuing concerns of the governance at the Company and slow pace of change on the Board.  We 
also requested increased transparency surrounding their supply chain which has not been 
disclosed.  The acquisition strategy still remains unclear and while communication with 
shareholders has improved the company fails to be supported by the usual communication lines 
you would expect from a FTSE company.  The Chairman received a 22% vote against his re-
election by independent shareholders. 
 Dairy Crest M.Cap: £838m Food Producers UK 
We voted against the Remuneration Report due to the lack of transparency surrounding bonus 
payments and the decision to go ahead with the one-off transaction award to the CEO despite 
significant opposition from us and other shareholders.  The resolution received a 36.6% vote 
against.  We subsequently engaged with the company to explore why they went ahead with the 
award despite a high opposition. 

Intermediate Capital 
Group 

M.Cap: £1.7bn Financial Services UK 

We voted against the Remuneration Report due to poor disclosure of management’s total 
remuneration package. The resolution received a 34% vote against. We subsequently met with the 
company’s Chairman and Chairman of the Remuneration Committee to discuss remuneration as 
well as other governance topics. 
 

 

Europe 

Compagnie Financiere 
Richemont SA 
 

M.Cap: CHF41.3bn Luxury Goods Switzerland 

The company’s Board does not satisfy the criteria of independent balance under corporate 
governance guidelines. We engaged with the company and decided to vote against a number of 
non-independent directors where the reasons that affect their independence were due to long 
serving tenure and lack of shareholding in the business.   
   

US 

 Bank of America M.Cap: $163.8bn Banking and 
Finance 

US 

An EGM was called asking support to combine the roles of Chairman and CEO.  After engaging 
with the company we voted against this proposal as the company had previously revoked a majority 
supported proposal to ensure the company would always have an independent Chair.  We also had 
concerns about the balance of power on the Board and the robustness of the succession policy for 
board members. The EGM proposal only received yes votes from 63% of shareholders, meaning 
that 37% of shareholders did not support the company’s proposal which is relatively a high protest 
vote in the US. 
 

Japan 
 Kuroda Electric Co Ltd. M.Cap: ¥92.1bn Industrial Japan 

Shareholder activist, Yoshiaki Murakami’s private companies requested the nominations of four 
outside directors (including himself) to the board. Their concern was about the company’s major 
surpluses of cash which wasn’t paid out to its shareholders, and they believed that the appointment 
of new outside directors would provide valuable insight through their extensive knowledge and 
experience in finance.  We voted against the appointment of the outside directors to the Board as 
we believed their proposed dividend payout ratio was too aggressive at 100% and not in line with 
promoting long-term shareholder value. 
 
Asia –Pacific 

Samsung C&T M.Cap: KRW28.8tn Industrial South Korea 

We voted against the takeover deal by Cheil Industries Inc. Samsung C&T was facing tough 
economic conditions due to competition in the construction sector and falling commodity prices in its 
trading business. The company argued that the deal would bring about synergies, but we did not 
believe this would compensate for both the significant undervaluation and dilution of shares. 
Instead, it appeared the interests of the founding family were put above shareholders as Samsung 
Group and the affiliates’ stake in the company increased significantly from 14% to 40%. The merger 
passed in a landmark proxy, with 69.5% of shares in favour, just 3.5% above the required amount. 
This was a big protest vote in South Korea. 
 AGL Energy M.Cap: AUD10.9bn Utilities Australia 

We supported the shareholder resolution to amend the company’s constitution to require the board 
to develop a business model that incorporates climate change mitigation efforts. Despite having 
some commitments to address climate change, such as decommissioning all coal-fired power 
plants by 2050, the company does not have quantitative emissions reduction targets or emissions 
intensity reduction targets. Since AGL is Australia’s largest emitter of greenhouse gases, we believe 
that the company needs to take a more ambitious approach towards mitigating climate change. 
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Our Corporate Governance & Responsible Investment 
   

Source: Legal & General Investment Management 
 

LGIM Voting Summary by Topic and Region 

Between 01/07/2015  and 30/09/2015 

UK Europe North America Japan Asia Pacific Emerging Markets Total 
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Management 
Proposals 

Director related 998 5  60 15  241 4 10 42 15  107 6  374 109  1986 

Remuneration 209 15  12 9  33 12  3   32 6  60 46  437 

Capital structure 455 5  14 5  3 3     22 10  350 52  919 

Voting rights                    

General governance                    

Audit, Routine and company 
business 

610 2  56 10  38 4  4 1  48 1  568 24  1366 

Anti-takeover related 108      8      1      117 

Takeover/merger/reorganisation 25 2  3 2  12   4   6 3  86 24  167 

Social issues                    

Shareholder 
Proposals 

SP – Anti-takeover measures                    

SP – Director related    2   4    6   1  8  1 22 

SP - Remuneration       1 4           5 

SP - Capital structure                    

SP - Voting rights                    

SP – Corporate Governance     3     1      12   16 

SP - Routine and company 
business 

    2  1      3   11   17 

SP – Health/Environment        1           1 

SP - Social issues                    

SP - Other     3  5 2   12        22 

Total Votes 2405 29  147 49  346 30 10 54 34  219 
 

27  1469 255 1  

Total number of resolutions 2434 196 386 88 246 1725 5075 

Annual General Meetings (AGM) 146 10 31 7 26 124 344 

Extraordinary General Meetings (EGM) 28 9 10 2 10 116 175 

Number of companies voted at 165 19 40 9 34 204 471 

The above table details the voting that has been carried out for the PMC UK, Europe, North America, Japan, Asia Pacific and Emerging Markets – Equity Index Funds 
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Our Corporate Governance & Responsible Investment 
   

Source: Legal & General Investment Management 
 

 

 

 
Meetings covering one or more of 
ESG and F topics* 

Number of meetings 

E                        S                   G F 
104 

18 24 97 41 

 

Environment/sustainability 18 

Social/employee issues 24 

Board Structure 20 

Remuneration 14 

Capital Structure 2 

Takeover/merger 12 

General Governance** 49 

*Please note meetings may be double counted as we often 
discuss more than one issue in a meeting. 

**General Governance category covers topics including general 
corporate governance issues, company performance and 
strategy, audit and risk, and voting rights. 

 

 Engagement Topics & Frequencies

E - Environment/ Sustainability

S - Social/employee issues

G - Board Structure

G - Remuneration

Capital Structure

G - Takeover/Merger

G - General Governance

Key Company Engagements on E(Environmental), S(Social), G(Governance) and F(Financial) Topics  

 
BP  M.Cap: £67.5bn Oil & Gas  UK EGF  

Subject: Board structure, Environment and strategy 

A meeting was held with the Board Chairman to discuss the performance of the company and strategy in a low oil price environment and 
following the settlement in the US. Furthermore, we raised the issue of succession planning for management to ensure that there is an 
orderly process. Lastly, we discussed the issue of climate change and went through the opportunities and risks for the business in a low 
carbon environment and pushed for increased disclosure. 
 
Ladbrokes M.Cap: £1bn Gaming UK G  

Subject: Merger and board structure 

Earlier in the year it was announced that the Chairman and CEO were to leave the business and a new CEO took over on April 1st 2015. In 
July, the company announced a proposed merger with the Coral Group, as well as a new strategy. We engaged with both Ladbrokes and 
Coral regarding the strategic rationale for the deal, the risks around completion (particularly in relation to the Competition and Markets 
Authority Review) and the governance arrangements for the combined group. It has subsequently been announced that the Ladbrokes 
CFO will be leaving the company in early 2016.  We are continuing to engage with the company to push for a stronger Board going 
forward, whether in combination with Coral or as a standalone entity. 
 
BHP Billiton M.Cap: £58.4bn Mining UK E  

Subject: Sustainability 

The Company presented to investors a Climate Change Portfolio Analysis.  The aim was to provide an insight in to the scenario planning 
approach on the issue of climate change including the potential portfolio implications of a transition to a 2 degrees world i.e. a low carbon 
future. The Company described four scenarios which have also been tested against shock events.  Its conclusion was that the company’s 
portfolio remains resilient in a 2 degrees world with opportunities to mitigate the impact on the portfolio and to invest in many capital-
efficient growth projects.  We will continue to engage with the Company to ensure this analysis remains robust and relevant. 
 
Monsanto/Syngenta 
 

M.Cap:$41bn/CHF30bn Agriculture US/Switzerland G 

Subject: Takeover 

We met both management teams individually on the potential hostile takeover by Monsanto of Syngenta.  Monsanto has subsequently 
walked away from the transaction.  However, we continue to engage with Syngenta on governance concerns to help reduce the substantial 
discount to the potential offer and hold the board accountable for creating shareholder value in the future. 
 
McKesson 
 

M.Cap: $44bn Pharmaceuticals US G 

Subject: Board structure and remuneration 

We collaborated with two other investors and spoke to the Lead Independent Director of the Board regarding board leadership, and 
remuneration concerns.  The company has an evergreen contract in place with its CEO which brings into question the likelihood of the 
CEO/Chair roles ever being split.  Positive remuneration changes have been made in the past but there is still room for the company to 
improve termination agreement specifics for the CEO. 

 Interserve M.Cap: £869.8m Support Services UK ES 

Subject: Environmental and Social 

We met the Company to discuss how they integrate ESG into the company’s vision, strategy and operations, and to understand how this 
could translate into stronger, sustainable financial performance.  The company also sought our views on how to effectively communicate 
this to investors.  As a result of our meeting, the company will review their ESG disclosure policies, as well as their integrated reporting 
structure and content.  The targeted result is to ensure their sustainable business strategy is more readily valued by the market. In addition, 
the Company changed its long serving auditors in line with best practice.   
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Dealing costs as at 30 September 2015 

  
 

 

Source: Legal & General Investment Management 
 

Costs of dealing in units during quarter (GBP) 

 
Total unit 

transactions 

Total dealing 

costs* 
Average dealing 

costs (%)* 

Excluding Assets 862,641  1,617  0.19  

Including Assets 862,641  1,617  0.19  

* Where applicable, figures shown in brackets represent total savings made rather than costs incurred

 

Fund dealing cost during quarter (%) 

Fund 
Explicit dealing costs 

(% within fund) 

Global Eqty 70:30 Index (chgs) less than 0.01%  (*) 

UK Equity Index (chgs) less than 0.01%  (*) 

North America Index (chgs) less than 0.01%  (*) 

Europe (ex UK) Index (chgs) less than 0.01%  (*) 

Japan Equity Index (chgs) less than 0.01%  (*) 

Asia Pacific exJap Eqty Index (chgs) less than 0.01% (*) 

AAA-AA-A Bonds All Stocks (chgs) nil 

Over 5y Index-Linked (chgs) nil 

Pre-Retirement (chgs) nil 

Cash (charges included) nil  (*) 

*Fees are deducted from within the Fund - the fee scale is shown in your proposal form

#Custody and administration costs are borne by the Fund where applicable

 

Investment association's pension fund disclosure code 

The voluntary Code (Third Version) which has been adopted by the Investment 

Management Association and strongly endorsed by the National Association of Pension 

Funds is intended to assist those responsible for the pension fund assets in the 

understanding of the charges and costs levied on the assets. The code sets out the direct 

costs and related topics which fund managers should be able to report to their pension fund 

clients. 

There are two levels of disclosure required by the Code. 

Level One – house policies, processes and procedures in relation to the management of 

costs incurred on behalf of clients. LGIM has issued to clients a paper covering Level One 

Disclosure and this is updated yearly. 

Level Two – client specific information. The code requires details to be available of 

counterparties used and the split of commissions between execution and research. It further 

requires a comparison with appropriate firm-wide figures. For investors in pooled funds this 

comparison is at the pooled fund level; it is available on request from your Client Account 

Manager. 

 
Notes to level two disclosure - client specific information for pooled 
fund clients 

Proportion of portfolio covered by the Code at period end: All asset classes are 

covered with the exception of Property which is outside of the Code. 

Fund management fees:The fees applicable to your arrangements are shown in your 

quarterly invoice (unless otherwise stated). 

Custody costs borne directly by the fund:Custody costs are included in the fund 

management fees and are, therefore, not borne directly by the pooled fund (except in the 

circumstances stated opposite). 

Transaction values/explicit dealing costs:There are two tables within this dealing cost 

section. The first give details of the total cost to the scheme of dealing in units during the 

reporting period calculated by comparing the actual value of the units dealt with their mid 

value. The second table provides an estimate of the total explicit dealing costs incurred by 

each of the pooled funds during the quarter, after allowing for the dealing costs received by 

the pooled fund through the bid/offer spread from the dealing in units. In the second table, 

only the explicit dealing costs are shown. 

Underwriting/sub-underwriting commissions received: Any commissions received are 

credited to the funds that underwrote the share issue. 

Stock lending:Stock lending occurs in limited number of overseas equities index funds. All 

income arising from stock lending less the custodian/administrator's costs are credited to 

the funds lending the stocks. LGIM does not receive any revenue from the stock lending. 
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Dealing costs as at 30 September 2015 

  
 

 

Source: Legal & General Investment Management 
 

Taxation:Any UK stamp duty and overseas taxes are included in the costs shown. VAT is 

not payable on the fund management fees under current legislation. 
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LGIM news 

  
 

 

Corporate news 

LGIM's H1 results showed respectable growth with AUM up 12% to £715bn with tight control of costs, and L&G Group results were sufficiently robust to see adjusted earnings per share up 

15% and the interim dividend raised by 19%. It was encouraging to see strong progress continue in the smaller DC, Retail and International businesses as well as in the traditional core UK 

DB business. 

Senior appointments 

LGIM has appointed Katharine Photiou as Head of Workplace Savings – Product & Proposition. As part of the Senior Leadership team for Workplace Savings her role is to ensure we have a 

market leading DC proposition that attracts and retains corporate clients and delivers good member outcomes. Katharine joins us from Barclays where she had a similar role as head of 

Workplace Savings. 

LGIM has appointed Simon Hynes as Head of UK Retail Sales. The market is changing fast in response to regulation and pension reforms in particular. Simon's role will be to work even more 

closely with advisers, platforms and other distributors so that they fully appreciate LGIM's range of products and expertise. He was most recently Head of Global Distribution at Jupiter. 

 

Awards for excellence 
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Important information 

  
 

 

Legal & General Investment Management does not provide advice on the suitability of its products or services for pension fund clients. 

The FTSE UK, FTSE All-World and FTSE4Good™ indices series are calculated by FTSE 

International Limited ("FTSE™"). FTSE™ does not sponsor, endorse or promote these 

funds. The FTSE Global Bond index series is operated by FTSE International Limited in 

conjunction with Reuters, the Institute of Actuaries and the Faculty of Actuaries. FTSE™, 

Reuters, the Institute of Actuaries and the Faculty of Actuaries accept no liability in 

connection with the trading of any products on these indices. All copyright in the indices' 

values and constituent lists belong to FTSE™. Legal & General Investment Management 

Limited has obtained full licence from FTSE™ to use such copyright in the creation of this 

product. 

  

"FTSE™", "FT-SE®" and "Footsie®" are trademarks of the London Stock Exchange Plc 

and The Financial Times Limited and are used by FTSE International Limited ("FTSE") 

under licence. "All-Share", "All-World" and "FTSE4Good™" are trademarks of FTSE™. 

  

IMPORTANT LEGAL NOTICE 

  

The data, information and/or analysis (the "Information") contained in this document is for 

information only. Although the Information contained in this document is believed to be 

reliable as at the date of publication, due to the possibility of human, operational or 

administrative error, Legal & General Investment Management Limited cannot guarantee 

the accuracy, adequacy or completeness of the Information or that it is free of errors or 

omissions. 

  

The Information is provided "as is" and "as available" and is used at the recipient's own 

risk. Under no circumstances should the Information be construed as: (i) legal or 

investment advice; (ii) an endorsement or recommendation to invest in a financial product 

or service; or (iii) an offer to sell, or a solicitation of an offer to purchase, any securities or 

other financial instruments. 

  

To the fullest extent permitted by applicable law, Legal & General Investment Management 

Limited accepts no liability for any loss or damage arising from any use of , or reliance on, 

the Information howsoever caused and on any theory of liability (including, tort, strict 

liability or otherwise). 

  

  

 Legal & General Investment Management Limited provides investment services to Legal & 

General Assurance (Pensions Management) Limited, the operating company for the 

Managed Funds. 

  

For unit linked life policies. 

  

Issued by Legal & General Assurance (Pensions Management) Ltd. 

Registered Office  

One Coleman Street,  

London,  

EC2R 5AA. 

  

Registered in England and Wales.  

Registered No. 01006112.  

  

Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 

Authority and the Prudential Regulation Authority Firm Regulatory Reference Number 

202202. 

  

For segregated mandates. 

  

Issued by Legal & General Investment Management Ltd.  

Registered Office  

One Coleman Street,  

London,  

EC2R 5AA. 

  

Registered in England and Wales.  

Registered No. 02091894.  

  

Authorised and Regulated by the Financial Conduct Authority.  

Firm Regulatory Reference Number 119272.  

  

Ultimate holding company - Legal & General Group plc. 
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Important information 

  
 

 

With respect to the Information, you are hereby notified that: 

  

(i) the value of any investment and any income taken from it is not guaranteed and can go 

down as well as up. You may not get back the amount you originally invested; 

  

(ii) past performance is no guarantee of future performance; 

  

(iii) the Information may not take into account any relevant events, facts or conditions that 

have occurred after the publication or printing of this document; and 

  

(iv) the Information may be based on general assumptions or simplifications. 

  

Unless otherwise stated, the source of the Information is Legal & General Investment 

Management Limited and the Information is subject to change. 

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

  

If you would like any further information or assistance on the above then please do not 

hesitate to contact the Client Reporting Team via email at 

clientreportingteam@lgim.com or by telephone on 020 3124 3277. 

    


