
          Agenda item: 15 
 
Wolverhampton City Council  OPEN INFORMATION ITEM  
 
Committee / Panel   PENSIONS COMMITTEE        Date        27/02/2013 
 
Originating Service Group(s)  WEST MIDLANDS PENSION FUND 

 
Contact Officer(s)/   GEIK DREVER  
Telephone Number(s)  2020                  
 
Title/Subject Matter COMBINED GOVERNANCE REPORT   
 
 
 
Recommendation 
 
Members are requested to note the contents of the attached report. 
 



Combined Governance Report

February 2013



RECOMMENDATIONS

Members are requested to note the issues being raised and 
discussed by the Local Authority Pension Fund Forum (LAPFF) as
described in the attached minutes of the Business meeting held
on 24th October 2012. Also attached are the Quarterly 
Engagement Report and the Autumn Newsletter.

BACKGROUND TO LAPFF

The West Midlands Pension Fund has adopted an approach of
wanting to position itself as following good corporate governance
practices. This is reflected in its approach to active proxy voting
and its shareholders’ engagement approach with companies.  

The approach is actioned through the Fund’s voting arrangements
and its membership of the LAPFF. Joining with other funds that
have similar views to the Fund, produces a large shareholding
group which companies are more likely to take note of and 
respond to. LAPFF has a current membership of 55 public sector
pension funds.

The mission statement of the Forum is “to promote the 
investment interests of local authority pension funds and to 
maximise their influence as shareholders to promote corporate
social responsibility and high standards of corporate governance
amongst the companies in which they invest, commensurate with
statutory regulations”.

TOBACCO INVESTMENT

In recent months, local authority pension funds have received
press coverage over their investment in international tobacco
companies. It is claimed that these investments are in conflict
with councils’ work and campaigning on health and anti-smoking.
It is expected that the media activity will continue into 2013
when the responsibility for public health is transferred from the
NHS to local authorities in England.

As at 31 December 2012, the Fund had around £58m invested in
tobacco companies. This equates to just 0.6% of the total Fund. 
In addition, the majority of this amount is included in passive 
equity funds that are designed to reflect the performance of the
entire market.

Rather than adopting a policy of exclusion to companies, the Fund
has sought to ensure that all of the companies in which it invests
adhere to the highest standards of social, environmental and 
governance standards through a programme of engagement. 
This is carried out with other like-minded investors through
groups such as the Local Authority Pension Fund Forum. During
the coming year, LAPFF will be considering the important issue of
public health as part of their 2013 workplan.  

Members will be updated as these discussions progress.

VOTING ACTIVITY

During the period the Fund voted at a total of 174 company
meetings – 99 UK, 19 European, 40 US, 8 Japanese and 8
Asian. In respect of these meetings (a mixture of EGMs and
AGMs) the Fund opposed, abstained or withheld* 683 
resolutions out of a total of 2,147, representing 
approximately 32% of all resolutions.  During this period 
there were 16 meetings where the Fund supported all the 
resolutions put forward by companies.  

The Fund has a bespoke template for voting at UK meetings,
however, the Fund currently follows the voting advice of the
Pensions and Investments Research Consultants Ltd (PIRC) 
for European US and Japanese company meetings. 

* It should be noted that due to a combination of US state 
law and individual company bye-laws, votes pertaining to 
individual directors cannot be cast as “oppose” but have to 
be cast as “withheld”.

UK VOTING ANALYSIS

The major issues of contention during the period are 
typically illustrated in the examples in the table below:
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Resolutions Shareholders 
causing shareholder opposing or

Company Meeting concern abstaining

Easyjet PLC EGM To remove 53%
Sir Michael Rake 
from office as  
director and  
Chairman of the 
Company

Investec PLC AGM Investec PLC – 46%
Issue shares 
for cash

Investec PLC AGM Authorise the 41%
directors to  
issue up to 5%  
of the unissued 
Investec Ltd 
ordinary shares

Babcock AGM Approve a new 41%
Int’l Group Deferred Bonus 

Matching Plan

Big Yellow AGM Re-elect 40%
Group PLC Philip Burks

Imagination AGM Approve the 33%
Technologies Remuneration 
Group PLC Report



Although the Fund may often oppose a resolution, it will 
support a resolution if it believes the company has followed
best practice, even if there is significant opposition from
other shareholders. Background details on some of these 
resolutions where opposition was significant are detailed
below:

EASYJET PLC (EGM)

A request from easyGroup Holdings Limited (EHL) was 
received in July 2012 to remove Sir Michael Rake from 
office as director and Chairman of the Company under the
Companies Act 2006. The two principal reasons relate to 
both his time commitments and his conduct in relation to 
Barclays involvement in the London Interbank Offered 
Rate (LIBOR) fixing scandal. Concerns raised over time 
commitments relate to the fact that Sir Michael holds a
number of Board positions which lesson his ability to 
dedicate sufficient time to his role as Chairman of easyJet,
also compounded by the contributions he will be required to
make to the ongoing public and Parliamentary inquiry into
the LIBOR scandal. In turn, it was claimed that Sir Michael’s
involvement would generate bad publicity for easyJet and
risks tainting the ‘easy’ brand more generally.

The Board recommended voting against the proposal as 
Sir Michael had made a ‘very significant contribution’ since
his appointment in January 2010. Additionally, the good 
corporate governance of the Company generally which, in
compliance with the UK Corporate Governance Code affords
shareholders the opportunity to vote on re-election of 
individual directors on an annual basis, was another reason
for the Board’s opposition to the proposal.

The Board also pointed out that this was the third time in 
11 months that EHL had issued a statutory request to 
remove a director referring to their “continued campaign to
undermine the good governance of the Company”. 

As previous concerns had been raised regarding potential 
aggregate external time commitments, Sir Michael’s time
was assessed and the Company provided specific details of
the number of days he was contractually obliged to give to
each of his various roles. However, despite his various 
commitments, Sir Michael still fulfilled all of his duties and
obligations in respect of his role as Chairman of easyJet.

With regard to the LIBOR scandal EHL failed to demonstrate
any clear evidence of either Sir Michael’s culpability or, more
specifically, of the negative consequences either for easyJet
or the ‘easy’ brand generally.

The Fund opposed the resolution

MITCHELLS & BUTLERS PLC (AGM)

The resolutions to issue shares for cash and to issue up to 
5% of the unissued ordinary shares of the company both 
attracted a high level of opposition. However, each of the
resolutions fell within the recommended limits and as a 
result, the Fund was able to vote in favour of both.

The Fund supported the resolution

BABCOCK INTERNATIONAL GROUP PLC (AGM)

Shareholder approval was sought for the proposed introduction
of a Deferred Bonus Matching Plan (DBMP) that allowed for
matching share awards of up to 2 for 1 to be made on deferred
bonus shares and additional voluntarily invested shares held for
3 years. The company stated that “although the proposed
DBMP will still allow the Committee to grant share awards 
instead of paying out bonuses in cash, the DBMP will also give
the Committee to make matching share awards”.

Any matching share awards were to be subject to performance
conditions based on EPS growth, relative Total Shareholder 
Return and Return on Capital Employed (ROCE) performance.
The target for maximum vesting was ROCE of 20.5% and for
threshold vesting it would be 17.5%.

This new DBMP will be used for Executive Directors and other
senior employees of Babcock International Group PLC and its
subsidiaries.  However it was felt this resolution would only
boost the maximum limit of future pay, making an already 
excessive remuneration structure even more excessive.

The Fund opposed the resolution

BIG YELLOW GROUP PLC (AGM)

The company proposed to re-elect Non-Executive Director,
Philip Burks. However he was not independent as he was a 
co-founder and former Executive of the Company. Therefore, 
it was recommended the vote be opposed as there was 
insufficient independent representation on the Board.

The Fund opposed the resolution

IMAGINATION TECHNOLOGIES GROUP PLC (AGM)

Remuneration proved to be a contentious issue at the AGM 
of UK technology company Imagination Technologies. Whilst
the report was adequate with regard to disclosure of cash 
remuneration and pension arrangements, remuneration 
policy failed to go beyond a generic need to “attract, develop
and retain” key employees.  There were insufficient links 
between the performance criteria used for performance-based
executive compensation and the key strategic objectives of 
the company. The performance targets for the schemes were
disclosed, but the maximum awards were not.
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All of the remuneration plans that are currently in operation are
based on share-price based performance criteria. However the
use of share-price criteria as an incentivising tool remains 
questionable as share price movements are dependent on 
various factors most of which are outside the management’s
control. Uplift by favourable macroeconomic influences could
see executives disproportionately rewarded for minimum effort,
on the other hand downward and negative influences may lead
the Remuneration Committee to exercise some discretion and
still reward executives despite poor economic conditions.

The Fund opposed the resolution

OVERSEAS ISSUES

TNT EXPRESS NV (EGM) – NETHERLANDS

Following the takeover bid (from UPS) and subsequent approval
of TNT Express NV existing board members it is proposed to
appoint new board members. UPS have proposed a conditional
appointment of Mr J Barber as member of the Supervisory
Board, however the overall board independence will suffer 
from the takeover and outgoing executive board members will 
receive a lucrative severance payment. As a result, the Fund 
decided to oppose the resolution.

The Fund opposed the resolution

ELECTRONIC ARTS INC (AGM) – USA

The Board was seeking shareholder approval of the proposed
Executive Bonus Plan that would allow the Company to 
continue to award annual bonuses with full tax deductibility
under Section 162 (m) of the Internal Revenue Code. The 
individual cap per individual per year was $5 million.

It was noted however, that whilst performance conditions may
be attached to discretionary awards, the Committee would still
have considerable flexibility in the payout of such awards.
There were also concerns that awards may not have been 
subject to robust performance targets or be sufficiently 
challenging. In addition, the plan made no reference to 
comparative measures with peer company performance 
which is considered best practice.  

The Fund opposed the resolution

LIBERTY INTERACTIVE CORP (AGM) – USA

The company proposed to appoint KPMG as the auditors. 
Non-audit fees represented 19.82% of audit fees for the year
under review, which is a level that initially did not raise 
concerns over the independence of the auditor. However it is
noted that the chair of the Audit committee was a former 
audit partner of the firm’s external auditors which did raise
concerns over the Auditor’s independence.

The Fund opposed the resolution

This information is provided by PIRC in accordance with the
Fund’s voting template.
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Private Equity Cooperation Platform (PECP) for Limited Partners 

Voting and securities lending 
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THE FORUM IN THE NEWS 

Bloomberg TV, CNN, CNBC, Sydney 
Morning Herald, Independent, Guardian, Telegraph

Financial Times 

The Independent, Employee Benefits, Board 
Talk, Global Proxy Watch

Responsible-Investor.com, Financial 
News, IPE, Financial Times

Public Finance, Guardian
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LEADERSHIP ON KEY CAMPAIGNS 

PROMOTING GOOD GOVERNANCE 
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MANAGING ENVIRONMENTAL RISK 

TARGETING SOCIAL ISSUES 
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ENGAGING POLICY MAKERS 

CONSULTATION RESPONSES 
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 parliamentary report launch  

Board Evaluation seminars by Board Insight & Ffion Hague 

Institutional Investor Group on Climate Change AGM 

Church Investors Group observer during CDP session 

Plastic Disclosure Project webinar on plastic risks 

Focussed on the Future, Martin Currie conference on global 
investment 

West Midlands Pension Fund 2013
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AUTUMN 2012 
EDITION
www.lapfforum.org

forum
Pension Funds Investing 
for Growth

Forum Calls for Independent
Chair at News Corp 

FRC Consultation on 
Corporate Governance Code 
& Audit Committees

Response to FRC 
Stewardship 

Code Consultation

Robert Swannell, 
Chairman of M&S, 
to speak at LAPFF 

Conference

Local Authority
Pension Fund
Forum

the view from the

Page 21West Midlands Pension Fund 2013



For more information about 

the Forum, contact 

Forum Officer, Keith Bray on 

07811 800612. 

Alternatively, you can email 

postmaster@keithbray.plus.com 

or visit our website at

www.lapfforum.org   

The Local Authority Pension Fund
Forum (LAPFF) is a voluntary association
of 55 public sector pension funds based
in the UK. LAPFF exists to promote the 
investment interests of local authority
pension funds, and to maximise their 
influence as shareholders in promoting
corporate social responsibility and high
standards of corporate governance
among the companies in which they 
invest.

• Avon Pension Fund

• Bedfordshire Pension Fund

• Cheshire Pension Fund

• City of London Corporation

• Clwyd Pension Fund

• Derbyshire County Council

• Devon County Council

• Dorset County Pension Fund

• Dyfed Pension Fund

• East Riding Pension Fund

• Falkirk Pension Fund

• Greater Gwent Fund

• Greater Manchester Pension Fund 

• Gwynedd Pension Fund

• Lancashire County Pension Fund

• London Borough of Brent

• London Borough of Camden

• London Borough of Croydon

• London Borough of Ealing

• London Borough of Enfield

• London Borough of Hackney

• London Borough of Haringey

• London Borough of Harrow

• London Borough of Hillingdon

• London Borough of Hounslow

• London Borough of Islington

• London Borough of Lewisham

• London Borough of Newham

• London Borough of Southwark

• London Borough of Tower Hamlets

• London Borough of Waltham Forest

• Lincolnshire County Council

• London Pension Fund Authority

• Lothian Pension Fund

•Merseyside Pension Fund

• Norfolk Pension Fund

• Northamptonshire County Council

• North East Scotland Pension Fund

• Northern Ireland Local Government Officers
Superannuation Committee (NILGOSC)

• North Yorkshire County Council

• Nottinghamshire County Council

• Rhondda Cynon Taf Pension Fund

• Shropshire Council

• Somerset County Council

• South Yorkshire Pensions Authority

• South Yorkshire Integrated Transport Authority

• Surrey County Council

• Teesside Pension Fund

• Tyne and Wear Pension Fund 

•Warwickshire County Council 

•West Midlands Pension Fund 

•West Midlands PTA Pension Fund

•West Yorkshire Pension Fund

•Wiltshire Pension Fund

•Worcestershire County Council

LAPFF membership as at 1 October 2012

2
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Pension Funds Investing
for Growth
Many local authority pension funds are starting to show an interest in capital 
projects (like social housing) that offer wider socio-economic benefits as part of
their investment strategies, according to a study produced by The Smith Institute
and a research consortium of the Institute, the Centre for Local Economic 
Strategies (CLES), PIRC and LAPFF. 

The report identifies the challenges facing
large scale investment in economic growth
potential by local authority government
pension funds. The report calls on 
Government, local government, and the
pension fund industry to do more to 
catalyse the sector including: 

– blending and pooling funds, 

– better guidance and training for trustees
and pension fund officers, 

– reforming the rules on the management
and investment of funds, and 

– establishing a new independent 
platform (clearing house) to assess the
economic, social and environmental
value of projects. 

The local economic development world, 
including local enterprise partnerships,
also need to improve engaging with and
presenting investment opportunities to
local authority pension funds. 

The detailed and wide-ranging study
found that almost all funds have responded
to the turbulence in world markets by 
increasing their exposure to ‘alternatives’ –
private equity and infrastructure. 
Infrastructure investment was cited in 
approximately four-fifths of the research
interviews. There is a growing interest and
action by trustees towards developing new
and alternative sources of investment. 

But fiduciary responsibilities and ‘finance
first’ were cited as the main reasons for 
not developing extensive impact 
investments for wider economic benefit.
The question of social return cannot 
intrude on return or fiduciary 
responsibilities. No funds said they 
would be prepared to accept ‘less returns’
in exchange for achieving social benefit.
Equally, current examples of layered 
investments were in a minority, 
despite a growing interest to learn more
about these types of opportunity. 

The report will be launched at Parliament
at an event on Wednesday 24th October.

Local Authority
Pension Fund
Forum
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The Forum has continued to make the headlines during the so-called ‘shareholder
spring’ as a result of its role in challenging pay and accounting standards at UK
banks.

Forum Calls for Independent Chair
at News Corp 

The Forum is stepping up the pressure to
reform corporate governance at News
Corp, which holds its AGM in Los Angeles
on October 16th. As LAPFF members will
be aware, some of our members co-filed a
shareholder resolution at the company
with US-based shareholder group 
Christian Brothers Investment Services.
This called on the company to adopt a
policy that the chair of the company
should be independent. 

This is similar to the resolution the
Forum filed at Marks & Spencer in 2009.
The Forum has engaged extensively with
the company for a number of years over
the need for more independent 
representation on the board, and this 
escalated again when the hacking 
scandal broke last year. The engagement
with News Corp directors has been 
positive in tone throughout, and the
Forum welcomes the efforts the company
has made, albeit belatedly, to clear up the
mess left by the scandal. 

Nonetheless, on the specific issue of 
governance reform LAPFF believes that
there has not been significant change and
we, therefore, decided to proceed with
the shareholder resolution. Forum 
members were sent a LAPFF Alert on
News Corp including voting guidance for
the AGM encouraging members who 
hold News Corp to vote in favour of the
resolution. In addition, members were 
encouraged to find out how their asset
managers plan to vote on the resolution.

In order to build support for the 
initiative, the Forum’s chair, Ian 
Greenwood, has met and talked with
major News Corp shareholders. LAPFF
also held a PRI webinar in order to reach
out to global investors. Initial indications 
indicate that the resolution could achieve
a significant vote in favour. We will 
update members on the level of support
following the AGM, which the LAPFF
Chair is to attend, in person, to speak in
favour of the resolution.

©
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FRC Consultation on Revisions to 
the Corporate Governance Code 
and Guidance on Audit Committees
In LAPFF’s view, the Financial Reporting Council (FRC) needs to be very careful
about creating a governance framework that is departing from those duties and
protections offered in company law.  

This particular consultation demonstrates
how the Code is becoming further 
removed from the approach of the 
Cadbury Committee. The Cadbury Report 
was actually entitled ‘The Financial 
Aspects of Corporate Governance’ and it
was explicitly linked to the respective 
responsibilities of directors and auditors
in law, which is to have properly audited
accounts that give a ‘true and fair view’
which provides a standard of accounting
practice aimed at the protection of the 
interests of shareholders and creditors

In our response to the consultation, we
have noted the following examples of the
FRC moving away from the Cadbury
model based on the law:

– The responsibilities of auditors, audit
committees and directors are now be-
coming confused by the Code com-
pared to the law, as well as the
proposed amendments to the Code
being contrary to other statements by
the FRC on preserving the concept of a
unitary board. The FRC is proposing to
give audit committees a specific report-
ing duty that is different to assisting the
discharge of the duties of the whole
board. 

– The FRC is proposing to introduce the
non-statutory term ‘fair, and balanced’
for the ‘annual report as a whole’, when
in law it is the ‘true and fair’ view 
standard of accounting for the 
accounts, on which the creditor and
shareholder protection aspects of 
financial governance depends. 

– The proposal to make it a requirement
in the Code for directors to ‘engage 
on governance’ with individual 
bondholders. However, in law, directors
already have duties to the company 
for the protection of its creditors 
collectively (solvency, going concern
and not paying dividends out of 
capital). Bondholders also have class
rights, often policed by trustees to 
the issue, for which audited financial
accounting to a ‘true and fair’ view 
standard is evidence of the directors
having discharged their duties. 
Shareholder-led governance, (properly
accountable to the shareholders as a
class) is then built on top of that. 

The core problem is that the accounting
regime is creating less assurance for
creditors and shareholders due to IFRS
accounts overvaluing assets and 
leaving out losses and contingent 
liabilities. 

continued overleaf �
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However, in our view, this FRC 
proposal, rather than dealing with 
this is proposing to have creditors 
individually interfering in corporate
governance instead.

In summary, the proposed Code
changes are not acceptable as they 
are deviating from the model of 
responsibilities of a unitary board in
law. The Code is becoming further 
removed from the approach of the 
Cadbury Committee. The proposals
also suggest the Audit Committee 
will be expected to take on a new 
responsibility, beyond that of 
discharging the duties of the whole
board. The proposal suggests the 
Audit Committee must report on
whether the annual report and
accounts as a whole are fair, balanced
and reasonable. This will require 
directors to make superfluous 
statements potentially exposing 
them to countersuits from auditors 
for contributory negligence when, in
fact, the operational fault is with 
executives and auditors for providing

directors with faulty information. 
This does not give a true and fair view,
an audited test of director discharge,
which has not been adequately 
considered in the proposed Code
changes. There continue to be 
concerns about the governance of the
FRC itself.

LAPFF favours the ‘true and fair view’
standard of accounting, in accordance
with the UK Companies Act and EU law
and is opposed to the inclusion of any
reference to the non-statutory term
‘fair and balanced’ for the ‘annual 
report as a whole’. 
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Quarterly Engagement Report - 
April to June 2012 
As from the March 2012 business meeting, LAPFF now publishes a research and 
engagement report as a public document entitled the ‘Quarterly Engagement Report’.
This report sets out Forum policy on relevant consultation responses, company 
engagement and voting recommendations as well as some of the more innovative 
discussions with companies, such as around the use of non-monetary tools to attract,
retain and motivate staff.

The latest report which lists Forum activities and achievements during the last quarter
is available at http://www.lapfforum.org/engagement-reports
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Forum Appoints 
Joint Deputy Chair 
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LAPFF 17th 
Annual Conference
Robert Swannell, Chairman of
Marks & Spencer, will be the
headline speaker at this year’s
annual conference. Following its
high profile engagement with
M&S in 2009, the Forum has
built a very positive relationship
with the company, so this will be
an ideal opportunity to hear the
inside story from the company.
Other confirmed speakers 
include John Kay, author of the
recent review on behalf of the
Government into short-termism
in the equity markets, and Sir
Michael Darrington, former
head of Greggs plc and vocal
critic of current executive 
remuneration practices. 
In addition, Michael Woodford
MBE, the former Chief Executive
of Olympus, will speak about his
experience of the scandal that
engulfed the company, and his
role in uncovering it. Topics on
the agenda of this year’s event
include the ‘shareholder spring,’
the reputational crisis in the UK
banking sector, and the future of
the LGPS.

The conference takes place at our
usual venue, the Bournemouth
Highcliff Marriott Hotel, from
November 28th to 30th. To book
your place, contact Janice 
Hayward at JaniceH@pirc.co.uk
or telephone 020 7392 7894
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Response to FRC Stewardship
Code Consultation
The Forum has discussed the Code at a number
of meetings, in addition to producing a number
of briefing papers to assist members in both 
applying it, and understanding how their asset
managers might seek to apply it. As a group of
UK asset owners, the LAPFF is interested in 
promoting long-term investment interests of 
its beneficiaries. The Forum was created as a
collaborative body of shareholders who aim 
to enhance the long-term value of companies
in which it invests. It is a body of active owners.
LAPFF is therefore supportive of the aims of the
Stewardship Code.

We are, of course, responding in detail but 
believe that the revised text is generally clearer,
and we welcome the emphasis on stewardship
being a shared responsibility, rather than 
something that is done by shareholders to
companies.

The LAPFF is pleased to announce that Peter
Brayshaw (above), currently chair of the London
Borough of Camden  Pension Fund, has been 
appointed as a Joint Deputy Chair of the Forum
alongside Councillor Cameron Rose of the Lothian
Pension Fund. Councillor Brayshaw, who also
chairs Camden’s audit and corporate governance 
committees said: “I believe LAPFF continues to 
grow in numbers and influence. The coming year
will one of great opportunity for our voice to be
heard.”


