The Fund’s approach to pooling investments including the use of collective investment

vehicles and shared services

The Council has signed a memorandum of understanding with the administering authorities
of the Greater Manchester Pension Fund and the West Yorkshire Pension Fund to create the
Northern LGPS (‘the Pool’) in order to meet the criteria for pooling investments released by

Government on 25 November 2015.

The three funds submitted their pooling proposal to Government in July 2016 and the
Department for Communities and Local Government (now MHCLG) provided confirmation
in January 2017 that it is content for the funds to proceed with the formation of the Pool as

set out in the July 2016 proposal. The proposal is available on MPF’s website.

Based on 31 March 2015 asset values, the total value of assets, across the three
participating funds, to be invested in the Pool is £35.4bn, which is in excess of the £25bn
criterion set by Government. All assets other than day-to-day cash used for scheme

administration purposes will be invested via the Pool once transition is complete.

The principal benefits of pooling for the funds in the Northern LGPS are in respect of
alternative assets where there is greatest scope to generate further economies of scale and
to combine resources to make increasingly direct investments. Following detailed
discussions and consideration of professional advice, it was agreed in March 2017 by each of
the participating funds that in order to meet the Reduced Costs and Excellent Value for
Money criterion set by Government most effectively, the Northern LGPS should focus on
collective investment in private market assets such as private equity and direct
infrastructure. Subject to value for money requirements being fulfilled, private equity and
direct infrastructure investments would be made via joint ventures and partnerships to
enable material cost savings from an early stage. Such structures would in all cases be
compliant with relevant financial services law. Legacy private market assets (i.e. those

entered into prior to the formation of the Pool) will be run-off on a segregated basis.

The Scale and Strong Governance and Decision Making criteria are met by:

i) aloint Committee providing monitoring and oversight of the operations of the
Northern LGPS with the Joint Committee constituted so as to separate elected
members from any manager selection decisions and;

ii) appointing an FCA regulated common custodian for the Pool, which has custody of

all the pool’s actively managed listed assets (i.e. internally and externally managed



equities and bonds) and acts as master record-keeper for all pool assets.

Strategic asset allocation will continue to be set by each fund’s pension committee with the
selection of individual investments and investment managers for external mandates carried
out on a pooled basis by appropriately qualified and experienced officers, operating under

the legal framework of specialist investment vehicles where appropriate.

All public-market assets and new commitments to private equity and direct infrastructure
will be monitored and overseen by the Northern LGPS Joint Committee with all assets other
than day-to-day cash used for scheme administration purposes being held under the
common custody agreement. Day-to-day cash is assumed to be 1% of total assets for each
fund.

It is intended that the Pool will procure the following services, as required, on behalf of the

participating funds

e External fund management for public-market mandates
e Common custodian for Pool

e Investment management systems

e Performance analytics

e Responsible Investment advisory services

e Other professional advice

The Northern LGPS Joint Committee is created via the approval of an inter-authority
agreement between the administering authorities to the participating funds. The role of the

Joint Committee is to:

i) provide monitoring and oversight of the Northern LGPS to ensure that the pool is
effectively implementing the participating authorities’ strategic asset allocation
decisions;

ii) oversee reporting to the participating authorities’ pension committees.

iii) act as a forum for the participating authorities to express the views of their pension
committees;

iv) ensure segregation of duties in investment decision-making between elected
members and officers;

v) monitor performance of portfolios;

vi) monitor the appointment of investment managers



Reporting processes of the Northern LGPS include regular written reports on the
performance of Northern LGPS investments to the Joint Committee, which are discussed at

formal meetings. The Joint Committee will not be undertaking any regulated activities.

The Northern LGPS’ governing documentation grants the Joint Committee and each
administering authority certain powers regarding the operation of the Northern LGPS, which
can be used to ensure the effective performance of Northern LGPS. MPF’s approach to
pooling, set out above, will be reviewed periodically to ensure this continues to
demonstrate value for money, particularly following any changes to funds’ strategic asset
allocations, pool management arrangements or taxation policy in the UK or internationally.

The reviews will take place no less than every 3 years.

A report on the progress of asset transfers will be made to the Scheme Advisory Board on at

least an annual basis.



