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LGPS Central
Explanation of LGPS Central Governance Structure

This advice note has been prepared solely for LGPS Central (and its participating authorities), and unless
expressly agreed in writing, we do not accept liability to any other person in respect of the advice
provided.

Detailed advice
1. Background

We have been asked to provide a high level summary of the LGPS Central governance structure,
in particular setting out the roles and interactions of the key bodies, including LGPS Central
Limited, the shareholder representatives, the joint committee and the Practitioners Advisory
Forum.

In broad terms the structure is summarised in the following diagram:

Proposed Governance Structure

9

T

Joint Committee

1.1 The Joint Committee will be the forum for dealing with common investor issues relating to the
Operator and the ACS.

1.2 Each administering authority will be individual investors in the ACS (and any other pooled
vehicles managed by the Operator) and each will have investor rights afforded by the suite of
key documents which, in the case of the ACS, are made up of the constitutive deed, application
form, key investor information, prospectus and FCA handbook of rules and guidance. These
investor rights are embedded in those documents and cover matters including the right to
withdraw from the pooled vehicle, investor reporting (including frequency and content) and
investor voting rights (including on proposed changes to the pooled vehicle).

1.3 We understand that the administering authorities do not want to delegate their actual key
decision making powers or investor rights to the Joint Committee. Instead these will be retained
for exercise by the individual authorities subject to consideration of any recommendations the
Joint Committee may make.
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1.4

1.5

1.6

1.7

1.8

1.9

It is expected the Joint Committee will meet twice a year (with support from the Practitioners
Advisory Forum) to discuss and agree a common consensus view on investor issues such as:

1.4.1 concerns over Operator service delivery and KPIs,
1.4.2 matters requiring investor approval; and

1.4.3 other Pool related investment issues, for example adopting common approaches to
investment policies (for example common social, environmental and corporate
governance policies or policies on voting rights).

The Joint Committee would not make binding decisions on these issues but would make
recommendations back to each authority (via the Practitioners Advisory Forum) to individually
approve.

Given the limited delegation to the Joint Committee, a formal joint committee structure is not
the only way this part of the governance structure could be delivered. However, a joint
committee structure provides a tried and tested structure that delivers a clear and transparent
separation of shareholder matters and investor matters. On the other hand, a formal joint
committee structure equals adds a level of bureaucracy, cost and effort which the structure
would necessitate. Pros and cons of a joint committee structure are set out below.

Shareholder Representatives

Shareholder meetings will be the forum for dealing with the shareholder rights of the
administering authorities as shareholder in the Operator. This is distinct from
investor/customers issues dealt with by the Joint Committee.

Certain major decisions (e.g. changes to articles of association, rights in shares, buy-back of
shares etc) which would have an effect on the shareholders’ rights are usually required, through
the Companies Act 2006, to be approved by the shareholders at a general meeting called by the
directors of the company. Shareholders can also via a Shareholders’ Agreement provide that the
company can only take certain actions with their prior approval (such as adopting strategic plan,
board changes, entry into/termination of certain key contracts, changes to key employee terms
and conditions).

In order to retain sufficient control over the company to address ‘Teckal’ issues from a
procurement perspective, the Shareholders Agreement needs to provide that certain key
strategic shareholder decisions will require unanimous approval of all the shareholders before
they can be approved at a shareholder meeting.

Meetings of the shareholders are subject to the requirements of the Articles of Association of the
Operator, the terms of the Shareholders Agreement and general company law. They are
therefore subject to different rules to a Joint Committee meeting (e.g. access to information and
voting rules) and for this reason need to be kept separate.

Each authority will be represented at shareholder meetings by an appointed representative of
that authority. This may or may not be the same individual that represents the authority on the
Joint Committee. It is intended that shareholders will meet quarterly.

Having different individuals at the shareholder level and on the Joint Committee would clearly
help to manage conflicts of interest (should they arise) and may assist in retaining clarity of
governance functions being carried out. However it would be possible to put in place an
appropriate conflicts policy to deal with potential conflicts.
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Practitioners Advisory Forum

1.13 The Forum will be made up of an officer from each administering authority (such as the Section
151 officer or a pension fund officer). The Forum is not a legal entity but a working group of
officers. The terms of the Forum will be set out in an Inter Authority Agreement confirming how
the Forum will be comprised, operate and be resourced and funded.

1.14 As this is a working group of officers, no statutory functions can be delegated to the Forum. The
Role of the Forum is:

1.14.1 To support the meetings of the Joint Committee and action its recommendations;

1.14.2 To act as a mechanism to facilitate discussions between the individual administering
authorities as investors and the Operator; and

1.14.3 To analyse the Pool-wide investment performance of the Operator, including its
investment costs, customer service and delivery of wider investor services such as
voting and responsible investment. They will also review risk management and
compliance arrangements from an investor perspective.

1.15 The Practitioners Advisory Forum would not have a formal role at shareholder meetings but
could attend to deliver presentations etc.
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2. Pros and Cons Analysis

PROS OF A JOINT COMMITTEE

Tried and tested structure used by local
authorities to provide joint working
arrangements.

Subject to clear and certain public law rules
governing the operation of joint committee
meetings (even if its actual delegated powers are
very limited).
Provide a clear and
shareholder
(especially

visible separation of
matters and investor matters
if different representatives attend
shareholder meetings) which would help to
manage conflicts (especially if different
representatives were on these two bodies).

Provides openness and transparency from a
public access perspective in terms of access to
minutes and papers. This would avoid potential
criticism that the authorities are not acting in a
transparent manner (especially given that
shareholder meetings will be private).

Potentially reduces the risk that other meetings
(including shareholder meetings) taking place are
perceived as being meetings at which collective
authority positions are being influenced which
should have been subject to rules on local
authority meetings.

To the outside world it represents confirmation
that authorities are working collaboratively (and
are seeking to manage the joint arrangements
collectively and consistently). Adoption of a Joint
Committee would be a recognition of the changes
being made in the way the LGPS pension funds
are being managed/invested i.e. collectively and
is not simply continuation of business as before.

In the event wider powers do need to be
delegated to the Joint Committee in the future
(or on an ad hoc basis) there would be an
existing structure in place to facilitate this.

bir_emp\2250786\1
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CONS OF A JOINT COMMITTEE

In the absence of the delegation of material
administering authority powers, it entails the
creation of a formal structure that doesn’t make
actual decisions and involves additional time and
cost.

In this case, the operation of the Joint Committee is
more formal and therefore open to public access
that it necessarily needs to be.

The costs of operating and supporting a Joint
Committee structure will be more expensive than
alternative solutions. However, if the Committee
only meets twice a year this will be limited.

The different rules covering meetings of
shareholders and Joint Committee meetings can
cause confusion especially if the representatives are
the same individuals and meetings are held
consecutively.

The role of the same chair (ideally with an
understanding of shareholder meetings and
company law) on both bodies will be vital to
manage the meetings in the appropriate way.
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X
i Marcus Jones MP

Department fUr Minister for Local Government

Communities and Department for Communities and Local
Government

LDCE.' Gﬂvernment 4th Floor, Fry Building

2 Marsham Street
London SW1P 4DF

Ms Geik Drever

Programme Director 122_0032003 74;24834%6003
LGPS Central E-Mail: marcus.jones@communities.gsi.gov.uk
On behalf of the participating funds: www.gov.uk/dclg
Cheshire Pension Fund

Derbyshire Pension Fund

Nottinghamshire County Council Pension Fund

Leicestershire County Council Pension Fund

Staffordshire Pension Fund

Shropshire County Pension Fund

West Midlands Pension Fund

West Midlands ITA Pension Fund

Worcestershire County Council Pension Fund

Dear Geik,
LGPS CENTRAL INVESTMENT POOL: FINAL PROPOSAL

| would like to thank you and all the authorities involved in the proposed Central pool for your
final proposal, which we discussed at our meeting on 15 November. | was glad to note your
strong commercial approach and commitment to use scale to drive down fees and improve
transparency on costs, as well as your ambition to increase infrastructure investment. |
appreciate the hard work and commitment from elected members and officers which the
proposal represents, and welcome your determination to deliver on time.

It is now coming up to a year since we set the framework for reform of the investment
function of the local government pension scheme, through the guidance and criteria for
pooling published in November 2015. | am pleased that authorities across the scheme have
responded to the challenge and come together to form partnerships of their own choosing
based on a shared view of investment strategy. We do not underestimate the scale of the
changes required, but the Government remains committed to pooling in order to deliver
reduced costs while maintaining performance as well as to develop capacity and capability
for greater investment in infrastructure.

| appreciate that overall costs are likely to rise in the early years, and that salaries are likely
to be high for key senior roles within pool operators. But | consider that this is a price worth

paying in order to achieve substantial savings, already estimated by the pools at £1-2 billion
by 2033 or up to £200 million pa in the medium term. | am confident that as the reform beds
in, there are further savings to be achieved.

| therefore expect every administering authority in England and Wales to participate in a pool.
| also expect authorities to place all assets in their chosen pool, unless there is a strong value
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for money case for delay, taking into account the potential benefits across the pool. In
addition my officials will be consulting with all pools on the potential to work with the Local
Pensions Partnership to help ensure it delivers the full benefits of scale.

I must also underline that all bodies effectively undertaking collective investments will need to
be authorised at the appropriate level by the Financial Conduct Authority (FCA). | appreciate
the significant costs and effort required to secure authorisation. However, given the scale and
complexity of the pools, and the substantial public funds involved, scheme members and the
local taxpayers who underpin the scheme have a right to expect the high level of assurance
which is provided by FCA authorisation. Individual funds will continue to be responsible for
their investment strategies and asset allocation and will continue to require high standards of
governance.

On the basis set out above | am pleased to confirm that | am content for you to proceed as
set out in your final proposal.

Turning to the future, | appreciate there has been some delay this autumn, but | have no
plans to extend the deadline for pools to become operational in April 2018. | will be reviewing
progress of all the pools in spring and autumn 2017 and will expect to see a core team in
place in spring 2017 and an application for Financial Conduct Authority authorisation, where
not already in place, in autumn 2017. | look forward to seeing more detailed plans for
delivering savings, and increasing your infrastructure investment in line with your stated
ambition. | will also expect detailed plans for reporting, including on fees and net performance
in each listed asset class against an index, standardised across the sector.

M.

MARCUS JONES MP
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