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Summary: MTFS 

The initial Medium Term Financial Strategy (‘MTFS’) covered the five year 
period from 2017/18 to 2021/22. This report highlights progress against 
that MTFS and covers the MTFS period from 2018/19 to 2022/23.A 
summary presentation will be given to the PSJC on 31st January 
highlighting key matters, particularly in respect of the financial year 
2018/19. 

LCIV Employee Pension Scheme 

In respect of the LCIV pension scheme, in 2015 the City of London (‘COL’) 
helpfully agreed to be the Scheme Employer to LCIV staff as LCIV could 
not offer an LGPS pension itself. However this was on the proviso that the 
City of London Pension Fund (‘COLPF’) would be afforded protection for 
any pension liabilities arising in consequence of LCIV’s admission to the 
COLPF. Eversheds have advised COL that the existing shareholder 
agreement does not provide sufficient protection against the pension 
liability. Consequently, Eversheds have opined that a separate agreement 
provided by all shareholders would be required. The agreement would 
take the form of a guarantee which would be the most cost effective 
solution compared to an insurance policy. It should be noted that the 
current exercise to formalise the pension arrangements does not 
represent a change to the agreed pension position in 2015.  

As noted in previous PSJC meetings, FRS102 creates a pension deficit 
even though there is no actuarial deficit. The accounting deficit creates a 
reduction in LCIV’s capital adequacy. As detailed below a recharge 
agreement, which does not create any additional cost or liability to 
shareholders, looks to be, although not elegant, a way to achieve 
resolution and allow LCIV to address the capital impact of the 
FRS102 deficit. The recharge agreement will allow LCIV to reduce the 
DFC in line with MTFS and prevent capital adequacy fluctuations. 
This recharge agreement would need to be signed by all shareholders. 
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 A key meeting with advisers is taking place on 24th January, following 
which a verbal update will be given to the PSJC including confirmation of 
the date that draft agreements will be circulated to LLAs. 

Recommendations  

The Committee is recommended :- 

1. To note and approve the Annual Budget for 2018/19 and the MTFS for 
the period 2018/2023  

2. To agree to the pension guarantee in favour of COLPF and the 
recharge agreement to address the FRS102 pension accounting 
deficit. 

 



 
 

1. London CIV MTFS 
 

LCIV is required to complete an Annual Budget for each Financial Year in accordance 
with clause 6.3 of the Shareholder Agreement. Clause 6.4 of the Agreement requires the 
budget to be submitted for approval by the Board not less than 90 days before the 
commencement of the next financial year and to shareholders no later than 60 days 
before the commencement of the next financial year. 
 
This report provides the detail required to satisfy the terms of clause 6.3 of the 
Shareholder Agreement.  
 
A draft of this report was circulated to the Board of LCIV for discussion and approval on 
the 13th December. 
 
The initial Medium Term Financial Strategy (‘MTFS’) covered the five year period from 
2017/18 to 2021/22. This report highlights progress against that MTFS and covers the 
period from 2018/19 to 2022/23. 
 
A summary presentation will be given to the PSJC on 31st January highlighting key 
matters, particularly in respect of the financial year 2018/19, following which the 
Committee is asked to discuss and approve the Annual Budget and MTFS. 
 
Recommendation: The Committee is asked to note and approve the Annual Budget 
for 2018/19 and the MTFS for the period 2018/2023  

  
2. London CIV LGPS Limited Employee Pension Scheme (‘LCIV Pension Scheme’) 
 
This report is a further update to the PSJC in respect of the LCIV Pension Scheme 
following previous reports to the PSJC in July, September and December 2017.  
 
There are currently three matters that need to be resolved and are summarised below:- 
 

- Admission Agreement. The City of London (‘COL’) and LCIV require written approval 
from the Secretary of State to allow LCIV to be an admission body to the Local 
Government Pension Scheme. Following this approval, a formal Admission Agreement 
into the City of London Pension Fund (‘COLPF’) will then require completion. 

- Guarantee. Any one (rather than all) of the Scheme Employers participating in the CIV 
could admit LCIV into their Scheme. COL has confirmed, and has in fact since 
September 2015, acted as the Scheme Employer provided that the COLPF is afforded 
sufficient protection from liabilities. It had been hoped that the existing Shareholder 
Agreement would provide adequate protection for COLPF, but Eversheds have advised 
to the contrary. 

- Recharge Agreement. As a limited company, LCIV must comply with accounting 
standards such as FRS102 (which is essentially a consolidation of existing accounting 
standards). This particular accounting standard has a specific disclosure for the 
accounting of liabilities for defined benefit pension schemes. If a particular form of 
wording is agreed by LCIV shareholders, which builds on the guarantee agreement 
above, the accounting anomalies of FRS102 can be resolved.   

 
Admission Agreement 
The Admission Agreement involves the need to formalise arrangements for LCIV to be a 
member of COLPF. The proposals covering pension arrangements for prospective 
employees were discussed by the original ‘Interim’ LCIV Board and set before the 
Pensions Sectoral Joint Committee (PSJC) in February 2015. The proposals were agreed 



 
 

by both bodies and LCIV began its participation in the Scheme in the COLPF from 1 
September 2015 with the intention that the necessary documentation would then be put in 
place. Following the legal advice from Eversheds to COLPF, COLPF and LCIV must seek 
approval from the Secretary of State for LCIV to be formally recognised as a public 
service admission body.  
 
The application was made to DCLG in December, but we have been notified that due to 
ministerial changes at DCLG where Marcus Jones has been replaced Rishi Sunak, the 
processing of the application may take a little longer. 
 
Guarantee Agreement 
It was explained that the LCIV could not be a Scheme Employer in its own right and in 
order to participate in the LGPS would need to be an admission body within an existing 
Scheme Employer, most logically by a Scheme Employer participating in the London CIV. 
COL helpfully agreed to be that Scheme Employer in 2015 but on the proviso that any 
liabilities arising in consequence of LCIV’s admission to the COLPF would need to be 
apportioned between the shareholders. 
 
The method proposed by the COL was that all thirty three London authorities participating 
in LCIV should enter into a multi-party guarantee to the effect that if liabilities arise, these 
would be apportioned in equal parts between the authorities. 
 
The draft guarantee agreement has been prepared by Eversheds and reviewed by LCIV 
and the COL. The COL believe that the agreement provides the protection it requires but 
also does so which in a way which spreads any potential liabilities arising from the 
pension scheme in an equitable way. It is recognised that individual Boroughs may wish 
to take their own legal advice on the agreement. 
 
Recharge Agreement 
It should be noted that COLPF and the COL have been extremely helpful in facilitating the 
pension arrangements for LCIV so that staff recruitment in 2015 was not delayed by the 
lack of available LGPS pension arrangements when LCIV was being set up.  
In respect of the year end to March 2017, the accounting deficit was £830k and due to 
pension transfers in during 2017/18, this is forecast to increase to £1.8m. It is important 
to emphasise that the accounting deficit is created by the assumptions required to 
be used under FRS102, the scheme is appropriately funded under the Scheme’s 
Actuary advised funding rates. LCIV has been in discussion with other LGPS Pools 
and understands that Brunel, Central and Borders to Coast are working on the same 
issues but are not at the same stage of development and so will not face the practical 
impact on this until late 2018 early 2019. 
 
LCIV does not believe that the recharge agreement increases the potential or actual 
liability to each Authority but seeks to clarify certain clauses in the Shareholder 
Agreement required to resolve the FRS102 accounting issue.  
 
It is also important to note that the approval and signing of the recharge agreement is 
time critical as the agreement needs to be in force for the end of the current financial year 
in order to obviate the £1.8m capital hit which will remain in force until the next accounting 
year in March 2019.  
 

Recommendation: The Committee is recommended to agree to the pension 
guarantee in favour of COLPF and the recharge agreement to address the FRS102 
pension accounting deficit. 
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1. BACKGROUND TO THE MEDIUM TERM FINANCIAL STRATEGY (‘MTFS’) 

The Company is required to complete an Annual Budget for each Financial Year in 
accordance with clause 6.3 of the Shareholder Agreement. Clause 6.4 of the Agreement 
requires the budget to be submitted for approval by the Board not less than 90 days before 
the commencement of the next financial year and to shareholders no later than 60 days 
before the commencement of the next financial year. 

This report provides the detail required to satisfy the terms of clause 6.3 of the Shareholder 
Agreement.  

A draft of this report is being circulated to the Board of LCIV for discussion at a board 
meeting on the 13th December, with a revised draft being submitted for shareholder 
approval at a meeting of the Pensions Sectoral Joint Committee on the 31st January 2018.   

The initial Medium Term Financial Strategy (‘MTFS’) covered the five year period from 
2017/18 to 2021/22. This report highlights progress against that MTFS and covers the period 
from 2018/19 to 2022/23. 

Whilst the report focuses on previously defined business and client priorities, it must be 
recognised that the governance review completed by Willis Towers Watson in December 
and recent executive changes at LCIV will impact these priorities both in the short term and 
throughout the MTFS. Therefore, it is proposed that any proposed changes to this MTFS will 
be discussed with stakeholders as part of any normal stakeholder engagement process. 

Furthermore, LCIV intends to proactively engage with a variety of stakeholders including 
shareholders, pension committees, LLA officers and members and treasurers and will make 
this a core priority in its business planning. 

As part of the input for the current MTFS, a review of the service offering was undertaken 
by the Board in its strategy review in September and summarised in the table below:- 
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It was also necessary to identify those activities and services which are in scope of the MTFS 
so that the required operating model and supporting systems could be identified in the 
analysis phase of the systems work being completed by the consulting firm, Alpha. 

At the strategy review meeting it was agreed that LCIV should obtain regulatory permissions 
to provide investment advice in the event that LCIV officers were asked to provide 
investment opinions by LLAs. 

It was also agreed that the services and activities listed below are not currently in the scope 
of the 2018-2023 MTFS but the Board recognises that changes in client demand and LCIV 
strategy may impact the services listed below. It was also recognised that widening the 
range of services would require an assessment of operational and resourcing requirements:-  

 

 
 

LCIV’s value proposition, initially articulated in the 2017/18 MTFS, has been reviewed by the 
Board and is captured in the table below:- 
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2. SUMMARY OF THE MEDIUM TERM FINANCIAL STRATEGY (‘MTFS’) 

A detailed financial plan has been prepared for the term of the MTFS, focussing on delivering growth 
in AUM and building on the costs savings that have been achieved to date. 

The key financial data for the years to March 2023 is summarised in the table below:- 

 

Assets under management 

Assets under management are forecast to increase as the number of assets classes is expanded to 
include fixed income, infrastructure, real assets and hedge funds. The table below shows the 
forecast allocation of the AUM growth across the asset classes. No change has been included for 
market moves. 

 

Overall, as a result of this expansion the number of fund is scheduled to increase to 31, which will be 
spread across the ACS and the non-ACS platform. At the time of preparation of this report an OJEU 
compliant tender was being prepared for the non ACS fund administration. 

LCIV is budgeting to increase the take up of LLA engagement from @31% currently to @69% in 2023, 
increasing the depth and breadth of funds offered by LCIV, including fixed income and infrastructure 
in 2018/19. 
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Profit and Loss 

A summary profit and loss for each of the years to 2023 is set out below:- 

 

Management fee income is budgeted to increase from the current level of £1.5m to £4.9m, 
which follows the increase in AUM and the higher fees relating to the additional asset classes. 
The MTFS assumes that the DFC will remain in place and reduce over the term of the MTFS 
and ceases in year ending March 2022 rather than March 2023. 

Staffing levels are forecast to reach 25 by March 2019, allowing headcount to grow from its 
current level of 15, with recruiting emphasis on client servicing and engagement. 

As LCIV moves from its build up phase to business as usual, the cost base of LCIV will flatten 
out next year with costs in the region of £5m over the remainder of the MTFS.   

Based on the financial forecasts above, the table below sets out LCIV’s 2018/19 Objectives and 
KPIs.:- 

LCIV 2018/19 Objectives  
Investments and Investment Oversight 

• Complete fund launches as budgeted – fixed income, infrastructure, equities 
• Implement investment oversight platform, including processes 
• Deliver quarterly investment oversight reporting  
Client Service 
• Complete assessment of LLA needs based on governance review results 
• Implement CRM system  
• Improve client and stakeholder engagement 
Finance and Business Operations 
• Variation of permissions to become a manager of unauthorised alternative 

investment funds (UAIFM) to be obtained 
• Appoint new administrator for unauthorised AIFs 
• Implement client reporting system 
• Complete OJEU tenders for investment oversight system and unauthorised 

fund administrator 
Governance 
• Implement governance review recommendations 
• Manage business in accordance with risk appetite statement 
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LCIV 2018/19 KPIs 
 
 

• AUM:  Achieve AUM of @£10bn  
• Income: Management fee income in line with budget of £2.5m 
• Expenses: Expenses managed in line with budget  
• Clients: Deliver products from which all 32 LLA pension funds benefit 
• Staff:  10 staff on-boarded 

 
 
 

 

3. KEY HIGHLIGHTS OF 2017/18 

• The forecast year end assets under management (‘AUM’) position is @£7.2bn 
compared to the £6.3bn in the MTFS. At the end of November AUM was £6.2bn. The 
increase in AUM is a combination of market growth (@£500m) and unbudgeted 
subscriptions (£400m).  

• LCIV has calculated that is has achieved annualised cost savings of £5.8m pa to LLAs 
based on the ACS at the end of September (£5.5bn) and passive assets (£7bn) on 
behalf of 26 London Boroughs .    

• The year end forecast AUM represents @31% of potentially available LLA assets 
(@£23.5bn as at March 2017). Available LLA AUM represents the total value of 
assets held in LLA pension funds less assets held in life funds (£6.9bn) and cash 
reserves (£570m) – all LLA figures as of March 2017.  

• Six funds launched this year, compared to the MTFS of 10 

  Planned Actual 
  Date AUM Date AUM 
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 

 

• Good progress on fixed income and infrastructure funds has been made and 
anticipating Q2 launch in calendar year 2018..  

• Income is @£295k ahead of the MTFS, principally due to the passive fee receivable 
from boroughs in respect of the fee savings negotiated by LCIV not budgeted in 
MTFS. 

• The full DFC of £75k per LLA will be billed in 2017/18. 
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• Staffing levels have been lower than planned, impacted by slower than expected 

recruitment and staff turnover not forecast. Current staffing of 15 is expected to be 
at @18 by year end. The lower actual headcount has led to a lower than budgeted 
staff costs. 

• Legal and Professional costs are lower than forecast due to fund launch costs being 
charged to funds. 

• The initial phase of the operating model work has been completed. An OJEU tender 
will be required for the investment oversight management system to be 
implemented  potentially in calendar year Q2/Q3. 

 

4. LLA COST SAVINGS 
 

LCIV is focused on delivering benefits to the LLAs. Regarding quantifiable benefits for 
the initial launch phase of funds, these have been calculated based on the fee scales 
pre and post transition and include the costs associated with the LCIV charges 
including asset servicer and custody costs. 

The following table sets out the London Boroughs and the City of London, and lists 
total pension fund assets as of the 31st March 2017 and shows assets under 
management with LCIV at the end of March 2018 (£7.2bn), and annualised fee savings 
of £2.6m on ACS managed assets, £3.2m on passive assets owned by LLAs but not 
managed by LCIV. 
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The below table shows the savings per fund based on September 2017 figures annualised.  

 
 
 
 
 
 
 
 
 
 
 
* 

 

**Majedie has not been included as it moved from a low fixed rate plus performance fee to 
a higher flat rate.  The two are not comparable so have been excluded. 

Assumptions: 

• Assumes a flat AUM equal to the September 2017 figures. 
• The saving on ACS is equal to expected cost inside ACS less cost outside ACS 
• Cost rates within the ACS are equal to the ongoing charges figures (OCF) per 

the interim report and accounts multiplied by the AuM 
• Rates outside the ACS use figures obtained from the LLAs as the total cost 

rate previously experienced multiplied by the current AuM, where no 
information was available estimates were made by reviewing other LLAs in 
the same fund. 

• For the LGIM passive investments the saving has been calculated as weighted 
average difference in annual management charge (AMC) from the old rate to 
the new rate card on the September 2017 holdings less the LCIV charge 
multiplied by the AuM. 

• For the Blackrock passive investments the saving has been calculated as the 
difference in average annual management charge (AMC) from the old rate to 
the new rate card as calculated by Blackrock at the time of negotiation 
multiplied by the AUM. 

Fund 

Period End 
AUM  £m 

No of LLAs 
Invested* 

Annualised 
Saving £ 

Allianz Global Equity Alpha  
          

709,175,735  3          69,741  
Baillie Gifford - Diversified 
Growth 

          
434,572,523  5       462,202  

BG Global Alpha Growth  
      

1,725,780,688  9       296,159  

Longview - Global Equity 
          

374,478,620  2       373,612  

Majedie - UK Equity** 
          

518,899,887  3 -  

Newton - Global Equity 
          

657,240,834  3       230,909  

Newton - Real Return 
          

342,563,272  3       229,356  
Pyrford - Global Total 
Return 

          
222,471,820  3       169,225  

Ruffer - Absolute Return 
          

536,772,142  6       744,050  

Active Total 
      

5,521,955,522  19    2,575,254  
LGIM 5,202,576,659 13 2,181,287 
Blackrock 1,859,668,909 5 1,084,187 
Passive Total 7,062,245,568 17 3,265,474 
Grand Total 12,584,201,090 28 5,840,728 
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5. FUND LAUNCHES AND ASSETS UNDER MANAGEMENT 

The prioritisation of the fund launch plans are based on the London LGPS Funds 
consolidated asset allocation as of March 2017, totalling @£33.9bn. of which @£6.9bn is 
allocated to passive equities and @£500m retained as cash within the pension pools. 

The assumptions underlying the growth in AUM is based on a greater allocation of the 
existing asset classes to LCIV, as well as a broadening of asset classes such as infrastructure 
which has assumed a greater allocation than is currently allocated. 

 

 
The table below compares the actual AUM compared to the planned AUM in the MTFS:- 

 

 

Fund launch AUM is behind plan for the FY due to two global equity funds of £150m being 
deferred, Longview launching with £164m less than planned and the latest equity launches 
being lower than forecast AUM, despite Newton Global Equity launching with £166m more 
than budgeted.  
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However, in light of recent comments about stakeholder engagement as outlined in the 
governance review and changes in the relationship management team, LCIV will be 
reviewing product launches in line with client demand to ensure that business activities are 
aligned to client requirements.   

 

 
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 
RWC Core Equity Dec-17 150 Sep-18 150 
Global Equity 5 Dec-17 150 Potential low carbon tracker off ACS 
Global Bonds Apr-18 200   
Liquid MAC long short Apr-18 200   
Liquid MAC long only Apr-18 100   
Liquid loans Apr-18 100   
Core Infrastructure Jul-18 300   
Direct Debt Aug-18 200   
Core infrastructure 2 Sep-18 250   
Illiquid MAC Dec-18 200   
Liability driven investment Dec-18 100   
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The total AUM forecast across asset classes including subscriptions and the fund launches is 
shown below:- 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The assumptions of the AUM forecast include:   

• Cash and passive investments are excluded 
• A low carbon passive investment of £300m off the ACS platform.  
• The infrastructure assets planned to launch are above 100% of the current 

allocation. This is because many LLAs have not yet invested in this asset class due to 
availability and knowledge we are expecting the allocation to increase once we have 
an offering in this space.  

• additional subscriptions are made to funds where no capacity constraints apply. 

• no fund redemptions or sub-fund closures during the planning period. 

• LCIV regulatory approvals are granted for unauthorised AIFs. 

 

818 3,576 7,277 9,788 11,797 13,321 14,986 16,346 23,550 

Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 Mar-21 Mar-22 Mar-23 Total
Available

Alternative Assets - - - - 500 700 900 900 1,546
Infrastructure - - - 550 550 970 1,461 1,899 458
Property - - - - - 200 240 288 2,623
Fixed Income - - - 1,100 2,160 2,376 2,614 2,875 4,529
Multi Asset 318 1,306 1,986 1,916 2,012 2,113 2,113 2,113 3,005
Active Equities 500 2,269 5,291 6,222 6,575 6,962 7,658 8,271 11,389

 -

 5,000

 10,000

 15,000

 20,000

 25,000
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• No market moves forecast  

Overall, the forecast AUM of £16.3 billion by March 2023 represents the transfer of 
69.3% of the total £23.5 Bn of LLA available assets (as of March 2017). The amount 
of each asset type expected to be transferred up to the end of FY 2019 has been 
shown compared to a percentage of the total available assets as per above the 
following Fig. 5.  

Further to this a review of the amount of available assets transferred per LLA is shown in the 
table below. This shows 19 LLAs are on board with an approximate average share of 31% of 
these engaged LLAs available assets. We have three further LLAs actively looking to invest 
before the end of FY 2018. 

 

6. OPERATING MODEL 

As LCIV grows its business operations, it is important that LCIV has an operating model 
which is scalable, cost-effective, risk controlled and allows LCIV to deliver tangible benefits 
to its stakeholders.  

LCIV has conducted an initial analysis of business and client requirements in the operating 
model in the following areas:- 

    Investment oversight                Client Reporting          Client Management 

 

The analysis has identified that the implementation of the systems requirements can be 
split into three separate but connected projects. The segmentation will also allow the risks 
of a single large IT project to be mitigated. 
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As part of the definition of the operating model framework, the following guiding principles 
have been established and will apply to any potential operating model. 

 

The four options for the type of operating model that would apply to LCIV are set out 
below:- 

 

LCIV has concluded that an outsourced or ‘best of breed’ approach involve too much risk, 
cost or a combination of the two factors. Due to the confidential and material nature of the 
costings and the need to proceed to a competitive tender, indicative costs have not been 
detailed in the MTFS.   

  

14 | London CIV Annual Budget and MTFS 2017/2021 



  

7. FINANCIAL ANALYSIS 

This section of the MTFS covers the following: 

• income and expenses 
• balance sheet 
• cash flow 
• regulatory capital 

 

Income 

Income is sourced from three areas:- 

• Service charge of £25k per shareholder 
• A DFC set at £65k for 2018/19, reducing over the next three years 
• An ad valorem fee which varies according to the asset class from 0.5bp for 

passives to 5bps for illiquid asset structures  

The average fee rate is 3bps reflecting the bias towards illiquid assets types with the higher 
management fee. 

As the AUM increases, the management fee becomes a greater proportion of income which 
leads to LCIV broadly matching costs by the end of the MTFS. However, the MTFS has not 
factored in market moves so that a 10% fall in asset values could reduce income by as much 
as £500k in a full year in 2023. Therefore a sensible and prudent financial policy would be to 
ensure that a minimum level of profitability is established in the annual budget setting 
process so that LCIV has a certain level of downside revenue protection. 
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Management fee income assumes flat passive revenues from the fee reduction on LGIM 
attracting a fee of 0.5bp on assets £5.2bn  

 

 

 

 

 

 

 

 

 

 
 

 

 

 

The assumptions of the above revenue forecast over the period include:   

• uses AUM forecast and opening dates of new launches  

• management fee rates are to be charged as follows: 

o Active Equities, Long short liquid MAC, and Liquid Loans 2.5 basis points (bps) 

o Long only liquid MAC 1 bps 

o Active Global Bonds 0.5 bps 

o Passive LGIM equities 0.5 bps 

o Off ACS  structures including Illiquid Fixed income, Infrastructure, Real Estate, 
and Alternatives 5 bps  
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EXPENSES 

Staff Costs – are based on a headcount of 25 being reached in 2018/19 and remaining flat 
thereafter. As mentioned in the introduction to the MTFS, the governance review 
references resources as being an area for review which may impact this cost line in future 
years. A key challenge for LCIV will be its ability to recruit and retain staff, given staff 
turnover in 2017/18 and the impact of the governance review. Staff cost increases have 
been set in line with existing public sector practices.  

Facilities - LCIV licenses its premises, desking and systems, including support, from London 
Councils on a cost per head basis. In 2018/19, LCIV has been advised that the charge will be 
£17k (incl. VAT) per head per annum, equating to @£450k per annum.  

Following discussions with London Councils about future IT support requirements, it will be 
necessary for LCIV to obtain alternative support arrangements and IT bandwidth due to  
specialist support needs and the use of more bandwidth intensive cloud based systems. 
These additional costs have been estimated in the MTFS pending more detailed costings 
becoming available. 

Legal and Professional – this cost category includes:- 

• consultancy fees in connection with the operating model and systems 
implementation for 2018/19,  

• internal and external audit 
• regulatory reporting (Annex IV) 
• recruitment fees 

Travel, conferences and Marketing – includes attendance at LGPS conferences and 
investment manager seminars for LLAs. 

Technology – the work on the operating model will lead to a number of systems being 
introduced in respect of:- 

• investment oversight and risk management 
• client reporting  
• client and data management 

The work will be project led by Alpha Consulting and will create a risk managed and scalable 
infrastructure in Q2/Q3. The implementation of the relevant investment system will be 
preceded by an OJEU compliant procurement tender. Due to the material level of costs 
involved, and the various pricing methodologies that could be used by vendors eg AUM, 
users, activity, funds, asset types a rigorous competitive tender process will be required.  

Due to the bandwidth and systems support requirements, additional band width supplied 
directly to LCIV and direct support arrangements will be required. 

2018/19 will be a transitional period for LCIV in respect of the build out of its infrastructure. 
If budgetary approval and the OJEU procurement progresses to plan, the implementation of 
the systems will be completed in financial year 2018/19.    
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Data Feeds – in addition to the actual systems costs, data, information and research fees are 
costed separately. As the number of asset types broadens, the level of data and investment 
research data will increase. 

General expenses – includes day to day operational expenses. 

 

CASHFLOW 

LCIV’s cash flows are straightforward, with few capital requirements. The systems 
expenditure outlined above are rented, cloud based services. There may be additional 
expenditure to ensure that the London Council’s premises are suitable for systems and staff 
but this is likely to be £10-20k rather than the substantial plans contemplated in last year’s 
MTFS. 

Service charges are invoiced in April for the year ahead. It is proposed that the DFC is again 
billed in two parts – two thirds in April and the balance in December. Based on the payment 
experience this year, this should generate a £1.5m cash flow in Q1. 

Management fees are paid on a monthly basis, with the exception of LGIM fees which are 
billed annually in arrears. 

LCIV expenses are either monthly or quarterly, with the exception of internal/external audit, 
and consultancy which is ad hoc. 

 
 
REGULATORY CAPITAL  

The regulatory capital requirement is determined by a FCA formula derived from a 
combination of AUM and the expenses of the business. As a regulated entity, LCIV is 
required to maintain a minimum of regulatory capital at all times and must formally report 
this to the FCA on a quarterly basis.  
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LCIV was capitalised to cover a budgeted AUM of £25bn with the issuance of £4,950,000 of 
B shares at £1 each.  The capital position will change following the completion of 
shareholder arrangements of Richmond and Wandsworth Pension Funds reducing the 
capital by £150k. LCIV will be able to meet its regulatory requirements based on the current 
capital position and the proposed financial plan. A summary of the capital adequacy 
requirements and surplus are below:-. 

 

 

 

8. RISKS TO THE DELIVERY OF THE PLAN 

A number of key assumptions have been made in respect of the fund launch schedule, value 
of asset transfer, AUM level and staffing requirements and costs.   

As mentioned elsewhere in the MTFS, the governance review will lead to changes in the 
operation of LCIV and its engagement with stakeholders. At the time of preparation of this 
MTFS, it has not been possible to assess the impact of the Review as this will require further 
discussion with stakeholders. 

 

 

 

 

 

 

 

19 | London CIV Annual Budget and MTFS 2017/2021 



  
 

REF RISK MITIGATION KEY RISK INDICATORS 
1.0 INVESTMENT AND INVESTMENT OVERSIGHT 
1.1 Investment offerings 

do not meet LLAs’ 
investment needs;  
LLAs do not transfer 
assets  

• Track individual LLA engagement, 
investment barriers 

• Ensure early LLA engagement in 
procurement process and 
identification of seed investors 

• Set clear and agreed investment 
principles 

• RAG status of LLA 
engagement by fund 
offering 

• Variance on target 
quarterly / annual AUM  

1.2 Investments do not 
deliver required 
performance 

• Complete effective and thorough 
investment manager due diligence 

• Monitor fund performance and 
challenge investment managers  

• Quarterly fund 
performance reporting 

• Investment managers 
reviews 

1.3 Fund launches delayed 
and LLA 
investments/asset 
transitions delayed 

• Establish disciplined programme 
management and tracking of 
milestones 

• Escalation of issues to Exco which may 
delay fund launch (eg LLA decisions, 
benefits business case, 3rd party 
timelines, etc) 

• Launch project 
milestone delays 

• Number of items 
escalated to Exco  

1.4 LCIVs success results in 
fee reductions by 
current LLA fund 
managers and LLAs do 
not transfer assets 

• Effectively leverage scale to negotiate 
material fee reductions 

• Close and ongoing engagement with 
LLAs to ensure strategic alignment 
with LCIVs purpose  

• Level and transparency 
of communications 
with fund managers 

1.5 Government views 
pace of LLA asset 
transfer as 
unacceptably slow 
creating a damaging 
response to LLAs/ LCIV 

• Ensure clear articulation of benefits to 
be gained by moving to LCIV 

• Continue to build trust and confidence 
of LLAs in LCIVs capabilities to deliver 
benefits and performance 

 

• RAG status of LLA 
engagement  

• Variance on target 
quarterly / annual AUM 

• Clarity of benefits in 
business case 

2.0 CLIENT SERVICE 
2.1 Failure to deliver 

defined benefits to the 
London Local 
Authorities 

• Establish ongoing and transparent 
engagement with LLAs during fund 
development process in order to build 
business case and identify benefits  

• Establish and agree standard benefits 
calculation approach with LLAs 

• Fund business case not 
clearly articulated 

• Variance on target and 
actual benefits 

2.2 
 

Failure to deliver 
effective client service 
and reporting 

• Establish and implement client service 
and reporting model  

• Develop and complete SLA and 
implement with each LLA 

• SLA breaches 
• Dissatisfied clients 
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REF RISK MITIGATION KEY RISK INDICATORS 
3.0       FINANCE AND BUSINESS OPERATIONS 
3.1 Insufficient staff, 

skills and business 
processes to deliver 
against business 
objectives 

• Deliver staffing and recruitment plan  
• Maintain appropriate organisational 

structure 
• Ensure staff performance objectives/ 

targets are documented and tracked 
• Implement target operating model and 

document business processes 

• Hiring plans not in place 
• Critical skill/functional 

gaps 
• Performance targets not 

met 
• Effective business 

processes not in place 
3.2 Financial controls not 

in place to ensure 
delivery against 
budget 

• Monthly budget reporting to ExCo 
• Quarterly budget reporting to Board 

and Stakeholders 

• Budget variance in 
monthly and/or quarterly 
reporting 

4.0       GOVERNANCE, RISK AND COMPLIANCE 
4.1 Lack of appropriate 

business governance 
to deliver against 
business plan and 
objectives 

• Ensure proper governance is followed 
for decision making  

• Deliver accurate, timely and 
comprehensive MI on KPIs and 
business plan progress  
 

• Inadequate/misleading MI 
for decision making 

• Individual decisions made 
without oversight which 
impact the budget, 
business priorities 

4.2 Lack of appropriate 
culture and tone 
from the top to 
establish high 
performing team and 
compliant behaviour 

• Ensure organisation has clear vision 
and purpose 

• Establish clear roles/responsibilities, 
performance objectives and targets 

• Ensure adherence to LCIV policies and 
procedures  

• Employee engagement 
• Underperformance 

(organisational/individual) 
• Compliance breaches 
 

4.3 Failure to comply 
with existing or new 
financial regulations 

• Implement thematic based review of 
controls 

• Deliver compliance monitoring plan 
• Complete consistent monitoring and 

reacting to new regulation 

• Items highlighted in 
compliance monitoring 

• Volume of new regulation 
• Items highlighted in 

external reviews 
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