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WIRRAL COUNCIL 

PENSIONS COMMITTEE 

24 JUNE 2013 

SUBJECT: MEDIUM TERM ASSET ALLOCATION 

WARD/S AFFECTED: ALL 

REPORT OF: STRATEGIC DIRECTOR  

TRANSFORMATION AND RESOURCES 

KEY DECISION NO 
  
1.0 EXECUTIVE SUMMARY 

1.1 The purpose of this report is to request that Members approve a framework for 
active management of medium term asset allocation. 

 
1.2 Appendix 2 to the report contains exempt information. This is by virtue of 

paragraph(s) 3 of Part 1 of Schedule 12A of the Local Government Act 1972, 
i.e. Information relating to the financial or business affairs of any particular 
person (including the authority holding that information). 

 
2.0 BACKGROUND AND KEY ISSUES 

2.1 Members will be aware that on 12th March 2013 there was a specific meeting to 
deal with active management of medium term asset allocation. At this meeting 
there were presentations from both Aon Hewitt and the internal team. The core 
themes of the presentation were that  

 
• The Fund in its SIP targets out performance through tactical or medium term 

asset allocation from its strategic benchmark; 
 

• The Fund’s performance in this aspect has been poor but, to a greater 
extent, the underperformance has been caused by an inability to correct 
unintended asset allocation positions. The Fund has not been able to 
quickly move back to benchmark weightings; 

 
• It is very difficult to move assets between managers to implement changes 

to asset allocation and almost impossible for illiquid asset classes; 
 

• Asset allocation in the medium term should, in the first instance, focus on 
the balance between equities and bonds and then separately between 
different types of bonds and geographical equity regions; 

 
• Derivatives can provide a solution to these issues for the equity and bond 

split but there are risks that need to be clearly understood and 
controlled/mitigated where possible. The most likely solution would be an 
overlay manager using derivatives to complement the real assets of the 
fund with the objective to bring the fund to a net position either in line with its 
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strategic benchmark or implementing a deliberate medium term active 
position; 

 
• There needs to be a clear governance structure providing a framework for 

MTAA, including objectives, roles, investment limits and performance 
measurement for officers, advisers and fund management.  

 
2.2 The meeting concluded with broad agreement on the following action points 
 

• Officers to design a proposal for a framework for MTAA and present it to this 
meeting of Pensions Committee for further consideration. 

 
• Aon Hewitt would undertake due diligence on the operation of an MTAA 

framework and to attend this Pensions Committee to give a presentation to 
Members.  

 
3.0 RELEVANT RISKS  

3.1 The appendices include consideration of risks related to implementation of 
active management of medium term asset allocation. The control of risks is a 
key part of the due diligence. 

 

4.0 OTHER OPTIONS CONSIDERED  

4.1 The appendices include consideration of options for implementation of active 
management of medium term asset allocation. 

 
5.0 CONSULTATION  

5.1 Not relevant for this report. 
 
6.0 IMPLICATIONS FOR VOLUNTARY, COMMUNITY AND FAITH GROUPS 

6.1 There are no implications arising directly from this report. 
 

7.0 RESOURCE IMPLICATIONS: FINANCIAL; IT; STAFFING; AND ASSETS  

7.1 The aim of this exercise is to improve the overall returns and risk adjusted 
returns of Merseyside Pension Fund and therefore will have beneficial financial 
implications. The targeted return from medium term asset allocation is 0.25% of 
the Fund which at present would potentially improve returns by approximately 
£15m per annum. 

 
7.2 There are no Staffing or IT implications of this report. 
 
7.3 To date consultancy fees of £25,000 have been invested in the due diligence 

on this project and an on-going £50,000 per annum is estimated for the MTAA 
consultant as a variance to the Aon Hewitt contract under agreed draw down 
rates. 

 

8.0 LEGAL IMPLICATIONS  

Page 2



 
8.1 There are no implications arising directly from this report. 
 
9.0 EQUALITIES IMPLICATIONS 

9.1 Has the potential impact of your proposal(s) been reviewed with regard to 
equality? 

 
 (b) No because there is no relevance to equality. 
 
10.0 CARBON REDUCTION IMPLICATIONS  

10.1 There are no carbon usage implications, nor any other relevant environmental 
issues arising from this report. 

 
11.0 PLANNING AND COMMUNITY SAFETY IMPLICATIONS 

11.1 There are no planning or community safety implications arising from this report. 
 
12.0 RECOMMENDATION/S 

12.1 That Pensions Committee approves a framework for active management of 
medium term asset allocation including the following key aspects: 

 
• The setting up of a MTTA panel as outlined in the appendix 

 
• The appointment of an overlay manager subject to completion of due diligence 

work by Aon Hewitt (This will be delegated to officers and reported to 
Committee in September). 

 
• The provision of additional services from Aon Hewitt as MTAA advisors under 

their existing contract. 
 

 
12.2 Subject to approval, the Compliance Manual will be amended to reflect the 

MTAA framework. 
 
12.3 That Pensions Committee notes the additional consultancy fees paid to Aon 

Hewitt for conducting due diligence on the recommended arrangements.  
 
13.0 REASON/S FOR RECOMMENDATION 

13.1 The approval of investment strategy by Pensions Committee forms part of the 
governance arrangements of Merseyside Pension Fund.  

 
REPORT AUTHOR: Paddy Dowdall 
  Investment Manager 
  telephone:  0151 242 1310 
  paddydowdall@wirral.gov.uk 
 
APPENDICES 

There are 2 appendices to this report 
Appendix 1 Internal Report setting out governance framework and implementation of 

active management of medium term asset allocation. 
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Exempt 
Appendix 2 Initial Aon Hewitt discussion document with revisions for developments 

since 12th March 2013 
 
 
REFERENCE MATERIAL 

No reference material used in the production of this report. 

 
SUBJECT HISTORY (last 3 years) 

Council Meeting  Date 

IMWP minutes 

 

25 March 2013 
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Appendix 1 

 
Framework for Implementation of  

Active Management of Medium Term Asset Allocation 
 
 
1. Executive Summary 
 
1.1 The purpose of this note is set out the framework for the Implementation of 

Active Management of Medium Term Asset Allocation. 
 
1.2 The note will cover the background, objectives of the framework governance 

structure, role of the MTAA panel, role of the overlay manager, monitoring 
regime and next steps. 

 
2. Background 
 
2.1  The background to this note is covered in section 2.1 and 2.2 of the main 

report  
 
2.2 The MTAA framework excludes illiquid investments and therefore applies to 

76% of the Fund’s assets 
 
3. Objectives 
 
3.1 The objectives of the framework are two fold  
 

• To reduce risk of under performance caused by unintended asset allocation 
positions from the Fund’s strategic benchmark 

 
• To implement in a timely fashion intended asset allocation positions from the 

Fund’s strategic benchmark with a return target of 0.25% per annum on a 
rolling 3 year basis 

 
4. Governance Structure 
 
4.1 The structure for the MTAA would fit in with the current governance structure 

of MPF as detailed below and make use of current delegated powers.  The 
Compliance manual is currently being revised to reflect the new Constitution 
and has yet to be approved by this Committee. 

 
• The Compliance Manual of MPF with reference to the Constitution states that 

the Pensions Committee is; To be responsible for the overall investment 
policy, strategy and principles of the Fund and its overall performance of the 
Fund. 

 
• The Compliance Manual also states that  
• The Committee has delegated certain powers to the Director of Finance.  The 

following function is delegated to the Director of Finance pursuant to Section 
101 of the Local Government Act 1972 and by the Executive under Section 
15 of the Local Government Act 2000.  
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• “Undertake all day to day administration of Merseyside Pension Fund 
within the policy laid down by Pensions Committee including the 
authorisation of admission agreements with transferee admission bodies 
pursuant to Best Value arrangements, as required by the Local 
Government Pensions Scheme Regulations.”  

 
• “Terminate a contract of an external investment manager and enter into any 
consequential arrangements for the transitional management of the Fund’s 
investments pending the decision of the Pensions Committee on the award of 
a new contract.” 

 
• Investment Monitoring Working Party (IMWP) 
• Has responsibility for reviewing the performance of the Fund’s investments 

and its asset allocation and regularly reporting their findings to Pensions 
Committee 

 
• Head of Pension Fund 
• Responsible to the Director of Finance and has delegated authority to make 

investments or to delegate to other employees investment decisions in 
accordance with the Fund’s strategic benchmark and delegated dealing limits. 

 
4.2 The proposed governance structure for the MTAA complies with his role and 

broadly consists of 
 

• An MTAA Panel chaired by Head of Pension Fund (acting for DoF under 
delegated power and having a veto).  

 
• An overlay Manager appointed to implement decisions of MTAA and 

overseen by MTAA Panel 
 
4.3 The IMWP will oversee and monitor performance of the MTAA Panel and 

overlay manager and will receive reports from WM (the Fund’s independent 
performance analyst). 

 
5. MTAA Panel  
 
5.1 Membership  
 
 Head of Pension Fund, Senior Investment Manger, Investment Manager, 

Independent Advisor, Strategic Advisor and new MTAA Advisor (also in 
attendance Overlay Manager). 

 
5.2 Scope  
 

• Review performance of overlay manager in previous quarter and also 
longer term in implementing previous instructions 
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• To determine and implement, with the agreement of the Head of Pension 

Fund, any medium term asset allocation positions to be taken on the 
strategic asset allocation. 

 
5.3 Timings 
 

The panel will meet within 5 days of the quarter end to review previous 
quarter actions, performance and to reset benchmark weightings for coming 
quarter 

 
6. Overlay Manager 
 
6.1 Aon Hewitt are currently conducting due diligence on two prospective overlay 

managers Northern Trust and Black Rock. The procurement process is being 
done on the basis of existing arrangements for custodian services and the 
transition manager framework (all 4 were asked to submit bids but only 
BlackRock made a proposal. 

 
6.2 The overlay manager will receive data on the current asset allocation of the 

Fund and use derivatives and other financial instruments to rebalance the 
portfolio back to the strategic benchmark in the first instance and potentially to 
a revised benchmark with active positions around the strategic benchmark as 
decided by the MTAA panel. 

 
7. MTAA Adviser 
 
7.1 This will be a specialist from the Aon Hewitt team; the cost will be based on 

the contractually agreed daily rate.  Officers are still in the process of 
confirming the amount of time that will be budgeted for on an annual basis - 
an early estimate is around £50,000. 

 
8. Monitoring Regime 
 
8.1 The Fund’s performance is measured and reported independently by WM 

Company who will report on performance of the MTAA both separately and in 
the context of the Fund. The reports will go to the IMWP on a quarterly basis. 

 
9. Next Steps 
 
9.1 Aon Hewitt will complete due diligence on the selection of the overlay 

manager. 
 
9.2 Officers will then conduct contractual due diligence with the overlay manager 

who, once appointed, will set up the arrangements; the target date is end of 
September. 

 
9.3 The panel will be convened in October and the framework will be fully 

implemented. 
 
9.4 Officers will report to Pensions Committee on the final contractual 

arrangements. 
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10. Appendices 
 
10.1 Aon Hewitt are presenting a report on the Principles of MTAA and the 

proposals for implementation at this meeting. An earlier version of this report 
was presented to Members at the meeting of the IMWP on 12th March 2013. 
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WIRRAL COUNCIL 

PENSIONS COMMITTEE 

24 JUNE 2013 

 

SUBJECT: MINUTES OF THE INVESTMENT 

MONITORING WORKING PARTY 

WARD/S AFFECTED: NONE 

REPORT OF: STRATEGIC DIRECTOR 

TRANSFORMATION AND RESOURCES 

KEY DECISION?   NO 
  
1.0 EXECUTIVE SUMMARY 

1.1 The purpose of this report is to provide Members with the minutes of the Investment 
Monitoring Working Parties (IMWP) held on 10 April and 12 June 2013. 

 
1.2 The appendices to the report, the minutes of the IMWP’s on 10 April and 12 June 

2013, contain exempt information. This is by virtue of paragraph(s) 3 of Part 1 of 
Schedule 12A of the Local Government Act 1972, i.e. Information relating to the 
financial or business affairs of any particular person (including the authority holding 
that information). 

 
2.0 BACKGROUND AND KEY ISSUES 

2.1 The IMWP meets at least six times a year to enable Members and their advisers to 
consider investment matters, relating to Merseyside Pension Fund, in greater detail. 

 
3.0 RELEVANT RISKS  

3.1 There are none arising from this report. 
 
4.0 OTHER OPTIONS CONSIDERED  

4.1 No other options have been considered 
 
5.0 CONSULTATION  

5.1 There has been no consultation undertaken or proposed for this report.  There are no 
implications for partner organisations arising out of this report. 

 
6.0 IMPLICATIONS FOR VOLUNTARY, COMMUNITY AND FAITH GROUPS 

6.1 There are none arising from this report. 
 
7.0 RESOURCE IMPLICATIONS: FINANCIAL; IT; STAFFING; AND ASSETS  

7.1 There are no implications arising directly from this report. 
 
8.0 LEGAL IMPLICATIONS  

Agenda Item 14

Page 9



8.1 There are none arising from this report. 
 
 
9.0 EQUALITIES IMPLICATIONS 

9.1 Has the potential impact of your proposal(s) been reviewed with regard to equality? 
 
 (b) No because there is no relevance to equality. 
 
  

10.0 CARBON REDUCTION IMPLICATIONS  

10.1 There are none arising from this report. 
 
11.0 PLANNING AND COMMUNITY SAFETY IMPLICATIONS 

11.1 There are none arising from this report. 
 
12.0 RECOMMENDATION/S 

12.1 That Members approve the minutes of the IMWP’s which are attached as an appendix 
to this report. 

 
13.0 REASON/S FOR RECOMMENDATION/S 

13.1 The approval of IMWP minutes by Pensions Committee forms part of the governance 
arrangements of Merseyside Pension Fund. These arrangements were approved by 
Pensions Committee as part of the Fund’s Governance Statement at its meeting on 
27th June 2011. 

 
REPORT AUTHOR: Peter Wallach 
  Head of Pension Fund 
  telephone:  (0151) 242 1309 
  email:   peterwallach@wirral.gov.uk 
 
 
APPENDICES 

Exempt Appendix 1  
Exempt Appendix 2  
 
REFERENCE MATERIAL 

NONE 
 
SUBJECT HISTORY (last 3 years) 

Council Meeting  Date 

Minutes of all IMWP’s are brought to the 

subsequent Pensions Committee meeting.  
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Minutes of Investment Monitoring Working Party, 20th February 
2013 

 
 
In attendance: 
 
(Chair) Councillor Patricia Glasman 
(WBC) 
 

Peter Timmins (Interim Director of 
Finance) 

Councillor Geoffrey Watt (WBC) 
 

Peter Wallach (Head of MPF) 
 

Councillor Adrian Jones (WBC) 
 

Paddy Dowdall (Investment Manager) 
 

Councillor Tom Harney (WBC) 
 

Adam Williamson (Investment 
Assistant) 
 

Councillor John Fulham (St. Helens 
MBC) 
 

Adil Manzoor (Compliance & 
Valuations Officer) 

Paul Wiggins (Unison) 
 

Steven King (Fund Accountant) 

Phil Goodwin (Unison)  
 

Richard Gargan (Trainee Accountant) 

Noel Mills (Independent Advisor) 
 

Emma Jones (PA to Head of MPF) 
 

Louis-Paul Hill (Aon Hewitt) 
 

 

Emily McGuire (Aon Hewitt) 
 

 

 
Apologies were received from: 
 
Councillor Harry Smith (WBC) 
 

Councillor Sylvia Hodrian (WBC) 

Councillor Mike Hornby (WBC) 
 

Councillor Ann McLachlan (WBC) 

Councillor George Davies (WBC) 
 

Councillor Cherry Povall (WBC) 

Councillor Norman Keats (KBC) 
 

 

 
Declarations of interest 
 
There were no declarations of interest 
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Minutes of Investment Monitoring Working Party, 12th March 

2013 
 

 
 
In attendance: 
 
(Chair) Councillor Patricia Glasman 
(WBC) 
 

Peter Timmins (Interim Director of 
Finance) 

Councillor Geoffrey Watt (WBC) 
 

Peter Wallach (Head of MPF) 
 

Councillor Harry Smith (WBC) 
 

Paddy Dowdall (Investment Manager) 
 

Councillor Tom Harney (WBC) 
 

Adam Williamson (Investment Assistant) 
 

Councillor Adam Sykes (WBC) 
 

Adil Manzoor (Compliance & Valuation 
Officer) 

Councillor Mike Hornby (WBC) 
 

Owen Thorne (Investment Monitoring 
Officer) 

Phil Goodwin (Unison)  
 

Craig Cole (Investment Assistant) 

LP Hill (Aon Hewitt) 
 

Emma Jones (PA to Head of MPF) 
 

Emily McGuire (Aon Hewitt) 
 

 

 
Apologies were received from: 
 
Councillor George Davies (WBC) 
 

Councillor Sylvia Hodrian (WBC) 

Councillor Norman Keats (WBC) 
 

Councillor Ann McLachlan 

Paul Wiggins (Unison) 
 

Councillor Cherry Povall 

Councillor Tom Harney (WBC) Councillor Adrian Jones (WBC) 
 

Councillor John Fulham (St. Helens 
MBC) 
 

Noel Mills (Independent Advisor) 

 
 
Declarations of interest 
 
There were no declarations of interest. 
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WIRRAL COUNCIL 

PENSIONS COMMITTEE 

24 JUNE 2013 

 

SUBJECT: ESSENTIALS TRAINING FOR LOCAL 

AUTHORITY PENSION SCHEMES 

WARD/S AFFECTED: NONE 

REPORT OF: STRATEGIC DIRECTOR 

TRANSFORMATION AND RESOURCES 

KEY DECISION?  (Defined in 
paragraph 13.3 of Article 13 
‘Decision Making’ in the Council’s 
Constitution.) 

NO 

  
1.0 EXECUTIVE SUMMARY 

1.1 This report informs Members of a training opportunity on 10 September 2013 at the 
Monastery, Manchester and asks if Members wish to attend. 

 
2.0 BACKGROUND AND KEY ISSUES 

 
2.2 The training event is sponsored by AXA Investment Management.  As part of their 

long-term commitment to working in partnership with LGPS funds, they have designed 
a series of Investment Essentials training sessions.  The sessions are structured to 
help both newly elected and more experienced members and officers, who are 
responsible for the governance of LGPS funds, to develop their investment knowledge 
and skills.   AXA advises that places are limited. 

 
2.3   Two practical modules are offered on the day; designed to complement each other, 

they can be attended consecutively or independently. 
 

9.30am – 12.30pm - Spotlight on Asset Classes 
This session will provide an introduction to the core asset classes for new pensions 
fund committee members or a refresher for more experienced members. 
The session will concentrate on: 
 

• The different investment characteristics of bonds, equities and real estate 
• The level of risk and potential for delivering returns 
• Effective portfolio construction 
• Investment styles 
• Demystifying the jargon 

 
Lunch provided 
 
1.30pm – 4.30pm - Strategic Investment 
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This session looks at Strategic and Tactical Asset Allocation within investment 
strategy and how they can help to manage risk. 
Key areas of focus will be: 
 

• Understanding your strategic objectives 
• Evaluating the effectiveness of your strategy in relation to the management of 

your liability risks. 
• Diversifying a portfolio 
• Monitoring and managing your fund 

 
2.4 This event is supplementary to the training plan approved in January this year but 

will cover topics that should be relevant and useful to Members.  
 
3.0 RELEVANT RISKS  

3.1 The Fund is required to demonstrate that Members of Pensions Committee have been 
adequately trained.   

 
4.0 OTHER OPTIONS CONSIDERED  

4.1 No other options have been considered 
 
5.0 CONSULTATION  

5.1 There has been no consultation undertaken or proposed for this report.  There are no 
implications for partner organisations arising out of this report. 

 
6.0 IMPLICATIONS FOR VOLUNTARY, COMMUNITY AND FAITH GROUPS 

6.1 There are none arising from this report. 
 
7.0 RESOURCE IMPLICATIONS: FINANCIAL; IT; STAFFING; AND ASSETS  

7.1 All Investment Essentials training sessions are free to attend.  The cost of travel can 
be met from the existing Pension Fund budget. 

 
8.0 LEGAL IMPLICATIONS  

8.1 There are none arising from this report. 
 
9.0 EQUALITIES IMPLICATIONS 

9.1 Has the potential impact of your proposal(s) been reviewed with regard to equality? 
 
 (b) No because there is no relevance to equality. 
 
  

10.0 CARBON REDUCTION IMPLICATIONS  

10.1 There are none arising from this report. 
 
11.0 PLANNING AND COMMUNITY SAFETY IMPLICATIONS 

11.1 There are none arising from this report. 
 
12.0 RECOMMENDATION/S 
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12.1 That Committee approves attendance at this event for those Members who wish to 
avail themselves of the opportunity. 

 
13.0 REASON/S FOR RECOMMENDATION/S 

13.1 The event covers topics that should be relevant and useful to Members and is free to 
attend. 

 . 
 
REPORT AUTHOR: Peter Wallach 
  Head of Pension Fund 
  telephone:  (0151) 242 1309 
  email:   peterwallach@wirral.gov.uk 
 
 
APPENDICES 

NONE 
 
 
REFERENCE MATERIAL 

NONE 
 
SUBJECT HISTORY (last 3 years) 

Council Meeting  Date 
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WIRRAL COUNCIL 

PENSIONS COMMITTEE 

24 JUNE 2013 

 

SUBJECT: CORPORATE GOVERNANCE -  

GMI CONFERENCE AND UPDATE ON IFRS 

FRAMEWORK 

WARD/S AFFECTED: NONE 

REPORT OF: STRATEGIC DIRECTOR 

TRANSFORMATION AND RESOURCES 

KEY DECISION?  (Defined in 
paragraph 13.3 of Article 13 
‘Decision Making’ in the Council’s 
Constitution.) 

NO 

  
1.0 EXECUTIVE SUMMARY 

1.1 This report seeks approval for the Chair of Pensions Committee to attend the GMI 
Ratings’ 2013 Public Funds Forum – The Future of Corporate Reform in Newport, 
California. 

 
1.2 As an appendix to this report, Members are also advised of the potentially significant 

findings of a Counsel’s opinion commissioned by the Local Authority Pension Fund 
Forum in relation to the International Financial Reporting Standards (IFRS) framework.   
 
The issues identified in the opinion raise fundamental concerns about accounting 
practices in recent years, which have had a particularly damaging effect on the 
banking sectors in the UK and Ireland. This in turn raises significant questions about 
the decisions taken by bank directors which, in LAPFF’s view, were based on faulty 
numbers produced under the IFRS framework.  

 
2.0 BACKGROUND AND KEY ISSUES 

 
2.1 Rigour in corporate governance is an essential element of the Fund’s approach to 

Responsible Investment and the subject matter of the GMI Conference is pertinent to 
the role of the Chair on the LAPFF Executive. 

 
2.2 GMI Ratings was formed in 2010 through the merger of three firms – The Corporate 

Library, GovernanceMertrics International and Audit Integrity.  The predecessor firms 
had independently developed pioneering services to help institutional investors, 
insurers and corporate decision-makers quantify material risks typically overlooked in 
traditional approaches to risk modelling and mitigation. 

 
 Drawing on the shared vision and intellectual capital of its predecessor firms, GMI 

Ratings emerged as a clear leader in addressing systemic shortfalls in the 
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understanding of risks facing public companies.  Today, GMI Ratings provides the 
most extensive coverage of environmental, social, governance and accounting-related 
risks affecting the performance of public companies worldwide. 

 
2.3 The three-day educational conference is limited to approximately 200 public fund 

directors, managers, trustees and representatives, and is designed to give attendees 
the knowledge and tools to best fulfil fiduciary duties, protect portfolio assets and 
create long-term value. 

 
3.0 RELEVANT RISKS  

3.1 The Fund is required to demonstrate that Members of Pensions Committee have been 
adequately trained. 

 
4.0 OTHER OPTIONS CONSIDERED  

4.1 No other options have been considered 
 
5.0 CONSULTATION  

5.1 There has been no consultation undertaken or proposed for this report.  There are no 
implications for partner organisations arising out of this report. 

 
6.0 IMPLICATIONS FOR VOLUNTARY, COMMUNITY AND FAITH GROUPS 

6.1 There are none arising from this report. 
 
7.0 RESOURCE IMPLICATIONS: FINANCIAL; IT; STAFFING; AND ASSETS  

7.1 One of the sponsors of the event, Robbins Geller Rudman & Dowd (a law firm 
retained by MPF on a non-remunerated basis) is offering complimentary registration 
and travel to its invitees. 

 
8.0 LEGAL IMPLICATIONS  

8.1 There are none arising from this report. 
 
9.0 EQUALITIES IMPLICATIONS 

9.1 Has the potential impact of your proposal(s) been reviewed with regard to equality? 
 
 (b) No because there is no relevance to equality. 
 
  

10.0 CARBON REDUCTION IMPLICATIONS  

10.1 There are none arising from this report. 
 
11.0 PLANNING AND COMMUNITY SAFETY IMPLICATIONS 

11.1 There are none arising from this report. 
 
12.0 RECOMMENDATION/S 

12.1 That Committee approves attendance at this prestigious event by the Chair of 
Pensions Committee. 
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13.0 REASON/S FOR RECOMMENDATION/S 

13.1 The event covers topics that should be relevant and useful to Committee and is free to 
attend. 

 . 
 
REPORT AUTHOR: Peter Wallach 
  Head of Pension Fund 
  telephone:  (0151) 242 1309 
  email:   peterwallach@wirral.gov.uk 
 
 
APPENDICES 

1.  LAPFF press release in relation to the QC opinion 
2.  Counsel’s opinion 
 
REFERENCE MATERIAL 

NONE 
 
SUBJECT HISTORY (last 3 years) 

Council Meeting  Date 
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For immediate release: 19th June 2013  
 
 

Leading Counsel confirms substantial legal problems with 
accounting standards, and those applicable to UK banks in 

particular 
 

The Local Authority Pension Fund Forum (LAPFF) has called for a full review of 
the process of setting accounting standards having received Counsel’s opinion 
which confirms substantial legal flaws with International Financial Reporting 
Standards (IFRS).  

LAPFF was part of a group of investors which sought the opinion of leading 
Counsel George Bompas QC of Lincolns Inn. In addition to the Forum, the 
investors sought the opinion were, Universities Superannuation Scheme, 
Threadneedle Asset Management and the UK Shareholders Association. The 
opinion suggests that directors must override IFRS in order to comply with 
existent company law. The opinion also finds that directors may need to ignore 
the legal advice obtained by the Financial Reporting Council (FRC) on this issue. 

The issues identified in the opinion raise fundamental concerns about accounting 
practices in recent years, which have had a particularly damaging effect on the 
banking sectors in the UK and Ireland. This in turn raises significant questions 
about the decisions taken by bank directors which, in LAPFF’s view, were based 
on faulty numbers produced under the IFRS framework.  

The Forum is therefore calling for a full review into how the defective standards 
were adopted, including an investigation into whether the existing financial 
reporting regime requires fundamental structural reform. LAPFF also believes 
that the role that accounting firms played in both setting the accounting standards 
and signing off faulty accounts must be properly scrutinised.    

Given the significance of the opinion, the investor group submitted it immediately 
to the Parliamentary Commission on Banking Standards (PCBS) and agreed not 
to make it public until the Commission produced its final report today. 

Forum chairman Cllr Kieran Quinn said: “Over the past two years LAPFF has 
repeatedly made clear its view that the IFRS framework is legally faulty. The FRC 
has consistently denied that. However, this opinion suggests that something has 
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indeed gone very badly wrong in the standard setting process, leading to the 
conclusion that IFRS should be overridden.”   

“These are extremely significant issues, given that they directly affect the 
accounting practices of systemically important financial institutions, and in turn 
affect the decisions made by those institutions, including the legitimacy of 
dividends paid since 2005. This also suggests that the accounts used for banks’ 
rights issues were in fact defective.”  

“LAPFF welcomes the PCBS suggestion of a review of the method by which 
IFRS was introduced in the EU. The Forum also believes the role of accounting 
firms in signing off accounts that did not comply with law must be scrutinised, as 
must the involvement of particular firms in setting these defective standards.”  

LAPFF highlights the following key point from the opinion -  
 

· in his opinion the specified accounting outcomes required by IAS 39 (the 
standard particularly applicable to banks) are contrary to the true and fair view 
requirement of the law (para 10.1 and 11.1). These being; 

 
o marking up to model profit taking and marking up to market, 

 
o not accounting for likely losses, 

 
o not dealing with the distributability of profits (i.e. whether they are 

realised or not and whether expected losses have been accounted for 
properly) 

 
· in his opinion these defective accounting outcomes of IFRS should be 

overridden by invoking the overriding true and fair view requirment of the law 
(para 10.2 11.2), 

 
On this basis the accounts of banks have been faulty since 2005, or even earlier, 
given that some IFRS measures had been incorporated early into Accounting 
Standards Board standards. 
 
The opinion also raises significant questions about how the FRC has dealt with 
the matter:- 

 
· Mr Bompas cannot reach the same conclusions as the legal advice obtained 

by the FRC. He cannot reach the same conclusion as at the time of that 
opinion (para 54, 55), and further the opinion is also out of date (para 7), 
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· Mr Bompas notes that the FRC continues to publicise its advice on its 

website. (para 56) He is concerned that directors may in fact not be able to 
rely on it in discharging their statutory obligations to not approve accounts that 
do not give a true and fair view (para 63), 

 
He also raises the question of the EU’s adoption process: 

 
· a defective accounting standard could be challenged on the grounds of 

“illegality….on the grounds of lack of competence and infringment of an 
essential proceedural requirement…the failure of the adopted standard to 
satisfy the threshold condition in Article 3(2) of the IAS Regulation”. 
 

LAPFF has consistently been concerned not only with the quality and effect of 
IFRS, adopted in the EU in 2005, which can cause insolvent and loss making 
banks to appear solvent and profitable, but whether IFRS adoption by the EU 
was contrary to the “true and fair view test” required by EU and UK law.  

 
ENDS 
 
About LAPFF: 
 
The Local Authority Pension Fund Forum (LAPFF, www.lapfforum.org), which was 
set up in 1991, is a voluntary association of 56 public sector pension funds based in 
the UK. It exists ‘to promote the long-term investment interests of local authority 
pension funds, and to maximise their influence as shareholders to promote corporate 
responsibility and high standards of corporate governance amongst the companies 
in which they invest.’ The Forum’s members currently have combined assets of over 
£115 billion. PIRC is the Research and Engagement partner of the Forum. 
 
 
For further information contact:  
  
Tim Bush 
Head of Governance &  
Financial Analysis  
PIRC Limited 
(LAPFF research and engagement 
partner) 
Mobile: 07765 254604 
 
TimB@pirc.co.uk  
 

Tom Powdrill 
Head of Communicactions 
PIRC Limited  
(LAPFF research and engagement 
partner) 
Tel: 020 7392 7887 
Mobile: 07764 200896 
 
TomP@pirc.co.uk   
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