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Summary: This report provides the Committee with a finance update on delivery 
against the 2017/18 business plan and MTFS. 

Recommendations: The committee is recommended to note and discuss the contents of this 
report. 
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Section 1. Financial Report for the four months to 31st July 2017 
1. The profit before tax is £591k compared to the MTFS budget of £222k, showing a 

positive variance of £369k. 

 

 

2. The principle reasons for the variance are: 

i. As noted at the July meeting, LCIV’s agreed fee for negotiating lower fees with 
LGIM was not included in the MTFS and continues to be a positive variance, 

ii. Timing differences arising on staff recruitment which were budgeted to start at the 
beginning  of the financial year, 

iii. Professional fees in respect of fund launches being charged to funds with effect 
from 1st April 2017 rather than being expensed in the management company and  

iv. Technology costs not yet incurred as the work on the operating model and 
systems development has yet to commence. 

  



 
 

Income 
3. The details of income variances are highlighted as follows: 

i. The service charge and DFC are in line with the MTFS. The service charge is 
billed annually in advance and recorded on an accruals basis. 

ii. The variance in active equity management fees arises from the increase in asset 
values over and above the MTFS (£4.7bn MTFS, £5.2bn actual) despite the small 
delays in the launch of Longview, Majedie and Newton which were budgeted for 
the beginning of April launch but transitioned at the end of May. 

iii. The positive variance on passive equity management fees relates to the LGIM 
fees which were not included in the MTFS as the fee charging arrangement had 
not been agreed at the time of the sign-off of the MTFS. 

Expenses 
4. The details of expense variances are highlighted below: 

i. Staff expenses – the MTFS had assumed a number of hires (5) effective the 
beginning of Q1 and a further four hires in Q2. The actual hiring was four so that 
staff recruitment was five under budget. The financial impact of the variation of 
timing in hiring has resulted in a cost saving of £150k.  

ii. Facilities – the arrangement with London Councils is that facilities costs 
(effectively rent, utilities, service charges) are based on headcount. As mentioned 
above as staffing levels are below MTFS, there is a positive cost variance. 

iii. Legal and Professional – these costs are below MTFS as third party fund 
launch costs primarily legal and investment consulting are now being charged to 
the funds when launched. It is important to note that although fund launch costs 
are to be charged to funds, the expenses are funded by LCIV and so there is a 
cash outflow from LCIV that will require careful treasury management. 

5. In respect of service fees, the following amounts are outstanding from 8 boroughs as of 
5th September :- 

 

 
 
 
  



 
 

Quarterly MTFS 
6. The MTFS by quarter is set out in the table below. The Committee is asked to note that 

it reflects the incidence of costs increasing quarter on quarter as headcount rises 
together with the increasing use of third party costs as the operating model and systems 
are built out. 

7. Fund launches were scheduled as follows: 

• Global Equity I - September £550m 

• Global Equity II – December £300m 

• Fixed Income - March £600m 

 

 
 

8. The Committee will recall that it was agreed in the MTFS that the Development Funding 
Charge was set at £75,000 for the financial year 2017/18, and that this was to be billed 
in two tranches, £50,000 in April 2017 and the balance of £25,000 to be billed in 
December 2017, subject to the financial position and the business requirements of LCIV 
at that time. The rationale for splitting the DFC into two billing cycles was to ensure that 
LCIV raised invoices only to cover anticipated costs in the current financial year and not 
to generate a large financial surplus. It would be possible to carry the surplus forward to 
future financial periods, but as LCIV is subject to Corporation Tax any profit in the 
financial period would therefore be charged to Corporation Tax. However, as a 
consequence of the operating losses incurred in 2016/2017, much of the potential 
Corporation Tax would be reduced.   

9. As explained above LCIV has a surplus of £592k compared to the MTFS of £222k for 
the four months to July and it is possible that the incidence of costs in the remainder of 



 
 

the year may take place later than scheduled in the MTFS. If this situation occurs a 
larger surplus may arise based on the scheduled billing   

10. The Committee is asked to note that a revised forecast for the year will be presented to 
the next Committee meeting in December where a recommendation will be made as to 
whether the balance of the DFC should be billed based on the actual and anticipated 
costs experience.    

Recommendation 
11. The committee is recommended to note and discuss the contents of this report. 

Section 2. An update to the Committee on the LCIV staff pension scheme  
12. At the Committee meeting in July, members were advised as to the status and operation 

of the LCIV pension scheme that is being administered through the City of London 
pension fund. 

13. Following the completion of the financial statements of LCIV for year end March 2017, it 
was agreed that LCIV staff pension scheme arrangements should be reviewed in light of 
the funding requirements of the scheme, the accounting impact of FRS102 and the 
potential impact on the capital adequacy calculations of LCIV.  

14. Meetings have been held with both Barnett Waddingham, the Scheme’s Actuary, and 
Deloitte, LCIV’s Auditor, to discuss the operation of the pensions scheme and options 
available. Barnett Waddingham are now finalising a report, which includes an 
assessment of potential options, and this will be presented to the LCIV board on 22nd 
September following which an updated proposal on pension arrangements will be 
presented to this Committee for discussion at its next meeting in December. 

15. The analysis below is intended to provide additional information to the Committee which 
will form the basis of the report to the Board. 

Background 

16. The London CIV became an employer in the LGPS in September 2015.  At outset 
therefore it had zero assets and liabilities but started to accrue liabilities and 
corresponding assets as staff joined the organisation and became members of the 
LGPS.  Some staff members had accrued pensions in previous employments and some 
transferred these benefits into the LGPS, increasing both the assets and liabilities for 
the London CIV in the City of London Fund. 

17. Scheme members only have the option of transferring in previous pension benefits in 
the first 12 months of joining the LGPS.  The terms of converting the transfer value into 
LGPS benefits is set nationally by the Government Actuary across all LGPS Funds. The 
assumptions underlying the conversion terms are different to both funding valuation and 
accounting valuation assumptions.  However they are much closer to the funding 
valuation assumptions than accounting assumptions.   

18. Thus when an LGPS Fund receives a transfer value which is then converted into 
additional LGPS pension benefits, the resulting value of the additional liabilities in the 
LGPS Fund and the assets received should, as a broad rule of thumb, be relatively 
close to what would be valued on the funding basis and so no additional funding deficit 



 
 

arises.  This is a broad generalisation and depends on the age of the individual and 
other factors.  However on an accounting basis the additional liabilities are almost 
certainly going to be higher than the additional assets received and so each transfer in 
will increase the accounting deficit. 

19. However, there is one aspect which is particular relevance to staff who are transferring 
in benefits from a previous LGPS Fund with benefits earned before 31 March 2014.  
There some very complicated rules but broadly speaking they get day for day service in 
the new LGPS Fund.  The transfer value paid by the former Fund will be based on final 
pay in that Fund whereas the benefits that are awarded in the new Fund will be based 
on their new pay. 

20. So, for example, if the individual’s new pay is say 10% higher than they pay in their 
former employment then they are awarded benefits that cost 10% more than the transfer 
value received.  This only applies to benefits earned before 1 April 2014.  CARE 
benefits earned after 31 March 2014 transfer across at face value. 

Accounting entries 

21. The following tables are lifted from Barnett Waddingham’s accounting valuation report 
as at 31 March 2017 for the LCIV.  The first table shows the changes in liabilities and 
the second table shows the change assets for accounting purposes. 

 



 
 

 

 

22. The key numbers to focus on are the “Estimated benefits paid net of transfers in” in both 
tables – this is the cash received in respect of transfers in.  The “Experience loss (gain) 
on defined benefit obligation” in the first table is the additional liability due to the benefits 
awarded from those transfers in being given a higher value on the accounting basis than 
the transfer basis.  The relatively higher number for 2016/17 reflects the much lower 
discount rates at March 2017 compared to March 2016. 

23. Another point worthy of note is how the Current Service Cost in the first table for 
2015/16 (£43k) compares with the employer contributions in the second table (£26k).  If 
the accounting basis was the same as the funding basis then these numbers would be 
the same.  However the lower discount rates underlying the accounting basis puts a 
higher value on the employer’s share of the extra accrual of benefits during the year 
than the funding basis and so adds to the deficit.  This is not unusual and is what 
happens in just about all LGPS employer accounting reports. The gap increases for 
2016/17. 

24. In the long term and assuming asset returns exceed corporate bond yields as expected, 
both these contributions to the accounting deficit should be offset by positive “Return on 
assets less interest” numbers. However this could take several years to materialise and 
of course is not guaranteed. 

Recommendation  

25. The Committee is asked to note the above progress report and that a final report will be 
presented at the next PSJC meeting.  

  



 
 

Section 3. Regulatory Capital 
26. As a FCA regulated entity, the Company is required to maintain sufficient regulatory 

capital as determined for a full scope Alternative Investment Fund Manager (‘AIFM’). 
The amount of capital required is determined by the higher of one quarter of annual 
expenditure or a certain percentage of actual assets under management (0.02% in 
excess of Euro250,000). A formal calculation is submitted to the FCA on a quarterly 
basis and a summary of the Regulatory Capital Statement as at 30th June 2017 is given 
below. 

27. Regulatory Capital Statement as of 30th June 2017 

 Tier 1 Regulatory Capital  £3,479k 

 Own Funds Requirement £1,053k 

 Surplus Capital             £2,426k 

Recommendations 
28. The Committee is recommended to note the regulatory capital position as at 30 June 

2017 

Financial Implications 

29. The financial implications are contained within the body of the report. 

Legal implications 
30. There are no legal implications for the Committee that have not been considered in the 

report. 

Equalities implications 

31. There are no equalities implications for the committee. 


