
 
 

Pensions Sectoral Joint Committee Item no: 4
 

Finance Report and update on MTFS 

Report by: Brian Lee Job title: Chief Operating Officer 

Date: Date 1st December 2017 

Contact Officer: Brian Lee 

Telephone: 020 7934 9818 Email: brian.lee@londonciv.org.uk 

Summary: This report provides an update on the financial results for the six months 
actuals and the forecast to the end of the financial year 2017/18, 
including cash flow, capital adequacy calculations and a request to bill 
the balance of the Development Funding Charge. 

Recommendations:  

The Committee is recommended :- 

1. To note the finance report and  

2. To confirm the Development Funding Charge for the financial year 
2017/18 and 

3. To note the status of the MTFS 

 

 

 



 
 

1. Finance Report 
 
Income Statement 
 
This report provides an update to the Committee on the income and expenditure for the six 
months actuals and the six months’ forecast to March 2018. 
 

 
 
Comments on the major variances on the forecast for the full year compared to the MTFS 
are as follows:- 
 

1 -LCIV’s agreed fee of 0.5bp for negotiating lower fees with LGIM was not included in 
the MTFS as the PSJC agreed to this arrangement after the MTFS was approved. 
The agreed fee is calculated monthly and will be billed to the LLAs annually in 
arrears in April 2018. 

2 Timing differences on staff recruitment which were budgeted in the MTFS to start 
earlier than has been achieved have led to the positive expense variance. In addition, 
staff turnover which was not forecast has impacted staffing levels and the recruitment 
target in the year. We anticipate that headcount will be @15 by year end (currently at 
12) and that the recruitment for the additional ten staff as set out in the MTFS will 
continue in 2018/19. 

3 After the MTFS was approved by the PSJC, it was agreed by the Board, the PSJC 
and input from Treasurers that third party professional fees incurred in respect of 
fund launches should be charged to funds rather than being expensed in the 
management company as this was considered to be an equitable allocation of costs 
relating to fund launches. 

4 Technology, systems and related consulting costs have yet to be incurred in respect 
of the target operating model and systems development. Work began working with 
the consulting firm Alpha, who are working with a number of other pools including 
Brunel and Borders to Coast, in October and the initial discovery and analysis phase 
with recommendations are due to report to the Board in mid December. The project 
focuses on three areas, investment oversight, client reporting and data management.  



 
 

The investment oversight systems required will trigger a full OJEU process due to the 
contract values being in excess of OJEU limits and subject to Board approval will 
commence in January. LCIV is looking to implement the client reporting and client 
management during the first quarter of 2018 subject to Board approval and this has 
been included in the forecast for the second half of the year.  

 
It should also be noted that at this point it is unclear what impact, if any, the governance 
review will have on the forecast and this will need to be considered in due course. 
 
The forecast AUM at the end of the year is £7.2bn, ahead of the MTFS of £6.3bn. Market 
move to October has accounted for £500m of the increase which was not factored in to the 
MTFS with additional subscriptions of @£400m covering the balance. 
 
The table below shows the AUM of LCIV at the end of September and forecast AUM at the 
end of March. The number of boroughs with investments on the ACS platform is expected to 
increase to 22 and the number of boroughs benefitting both from either direct investment or 
fee reduction on the passive investment is forecast to be 27. 
 
 

 
 
 



 
 

The following table sets out the funds launched by LCIV to date and planned launches 
before the end if the financial year. Further details are set out in the fund launch report. 
 

   Planned  Actual 

   Date  AUM  Date  AUM 

Allianz Global Equity Alpha     Dec‐15  507

Baillie Gifford ‐ Diversified Growth    Feb‐16  511

BG Global Alpha Growth   May‐16  1,455 Apr‐16  931

Pyrford ‐ Global Total Return  Jun‐16  200 Jun‐16  188

Ruffer ‐ Absolute Return  Jun‐16  335 Jun‐16  301

Newton ‐ Real Return  Dec‐16  330 Dec‐16  321

Majedie ‐ UK Equity  Apr‐17  530 May‐17  526

Newton ‐ Global Equity  Apr‐17  500 May‐17  666

Longview ‐ Global Equity  May‐17  450 Jul‐17  286

EPOCH Income Equity  Sep‐17  200 Nov‐17  140

HD Emerging market equity  Sep‐17  200 Jan‐18  80

RBC sustainable equity  Sep‐17  200 Jan‐18  180

Global Equity 4  Dec‐17  150 Under review 

Global Equity 5  Dec‐17  150 Potential low carbon tracker off ACS 
 
 
Cash flow and Balance Sheet 

 
The cash flow analysis below shows cash movement for the first six months of the year and 
the forecast to March 2018. The service charge of £25k and the DFC of £50k per 
shareholder was invoiced in April 2017 and represents the large cash inflow in Q1. 
 
The forecast for the second half of the year includes the balance of the DFC totalling £800k 
being invoiced in December and paid before the end of March 2018. Cash balances are held 
by Barclays Bank. 
 
The Committee is asked note that although the fund set up costs are not expensed in LCIV 
and charged to the relevant sub-fund, LCIV funds the expense and recovers from the fund 
over a two year period so that LCIV is cash flow negative during this recovery period. At the 
end of September LCIV had funded £215k on behalf of fund launches. 
 
In addition, service charges are outstanding from the following boroughs:- 
 
Camden   £90,000 
Kensington and Chelsea £90,000 
Newham   £90,000 
Wandsworth    £90,000 
 
In respect of income and expenses, management fee income and expenses generally cycle 
on either a monthly or quarterly basis.  
 



 
 

 
 
 
The balance sheet for LCIV is set out below. The balance sheet is straightforward as there 
are very few capital assets. The premises and equipment are licensed from London Councils 
on an annual license, invoiced quarterly. LCIV currently pay £14k per desk pa which will 
increase in 2018/19 to £17k per desk pa. 
 

 
 
 
Capital Adequacy  
 
The calculation of regulatory capital follows a proscribed formula whereby the capital 
requirement is based on the higher of 0.02% of assets under management plus the GBP 
equivalent of Eur250m, compared to a quarter of the annual audited expenditure (excluding 
extraordinary items). 
 



 
 

The Committee will note from the table below that the capital requirement is expected to 
increase by @£850k this year as the AUM increases from £3.6bn to £7.2bn. A condition of 
the capital adequacy calculation is that current year profits are not allowed as an asset until 
audited. Consequently, the forecast surplus this year will be included in permitted capital 
next year and improve the capital position of LCIV. 
 
The Committee is asked to note that the FRS102 accounting deficit discussed at the PSJC 
meeting in July is currently included as a reduction in the surplus regulatory capital. After the 
exercise to address the accounting impact has been resolved, it is expected that the capital 
position will be increased by £831k if the resolution can be achieved before the end of the 
financial year. 
 

 
 
Recommendation  
 
The Committee is asked to note the finance report. 
 

2. Development Funding Charge (‘DFC’) 
 
As the Committee is aware the DFC was designed to provide funding to LCIV necessary to 
support and deliver its objectives of generating cost savings and improved investment 
performance, which invariably requires upfront funding of costs as AUM grows over time. 
Over the last 12 months LCIV has grown the AUM from £3.6bn to its forecast level of 
£7.2bn, ahead of the MTFS AUM of £6.3bn as further funds are launched. 
 
It was agreed with the PSJC that the DFC should be split into two parts, two thirds in April 
and the balance in December. Based on the foregoing financial analysis, it is recommended 
that the balance of the Development Funding Charge should be billed in order to ensure that 
the business is adequately funded to deliver benefits to stakeholders and investors. The 
Committee is asked to note that the DFC is an important source of funding for LCIV whilst it 
builds AUM. The balance of the DFC for 2017/18 totals £800k and will ensure that LCIV 
avoids a forecast financial loss in the year which would further erode LCIV’s regulatory 
capital. The intention of the B shares was to provide a contribution towards the Regulatory 
Capital Requirements of LCIV capital funding and not funding of the operating expenses of 
LCIV (s3.2 of the Shareholder Agreement).  



 
 

 
As mentioned in the finance report, LCIV is progressing recruitment and infrastructure 
development, although progress has not matched the MTFS, the Committee should note 
that favourable expense variances are timing differences rather than unnecessary 
expenditure. The DFC ensures that the regulatory capital of the business, which will be 
impacted by the growth in AUM, is not being additionally eroded through operating losses. 
LCIV still expects the DFC to reduce from its current level of £75k to £10k per shareholder 
over the next four years when AUM is forecast to be at £15bn and so the Committee is 
recommended to confirm the charging of the DFC of £25k per shareholder. This 
recommendation has also been discussed and agreed with the Board and LFAC. 
 
Recommendation: 
 

The Committee is recommended to confirm the charging of the full Development Funding 
Charge for the financial year 2017/18  

 
3. Medium Term Financial Strategy  

 
At the time of drafting this report, the Committee is asked to note that the MTFS is currently 
in progress and a draft is being presented to the Board for discussion on the 13th December. 
Following this meeting and subject to any comments from the Board, the updated MTFS will 
be circulated to the Committee for discussion and adoption at the next PSJC Committee 
meeting at the end of January. This timeline meets with the requirements of the Shareholder 
Agreement (s6.4). 
 
Recommendation: 
 
The Committee is recommended to note the status of the Annual Budget and MTFS. 

Financial Implications 

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

Legal implications 

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

Equalities implications 

There are no equalities implications for the Committee. 

 
 

Brian Lee 

1st December 2017 


