Local Authority
Pension Fund
Forum

The Local Authority Pension Fund Forum (LAPFF)
exists to promote the long-term investment interests
of member funds and beneficiaries, and to maximise
their influence as shareholders whilst promoting the
highest standards of corporate governance and
corporate responsibility at investee companies.
Formed in 1990, LAPFF brings together a diverse range
of 76 public sector pension funds in the UK with
combined assets of over £230 billion.
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REPORT

Continuing concerns
over board composition,
performance targets
and human capital
management at Tesla Inc.

Climate-related voting
alerts issued ahead of
company AGMs, Anadarko
resolution garners more
than 50% support.

APRIL TO JUNE 2018

Growing criticism of the
Financial Reporting Council
and the announcement of
the Kingman Review
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Executive Summary
During the last quarter, LAPFF has engaged with 17 companies on issues ranging from climate
change reporting to poor human capital management and board composition.
In this busy AGM season, the Forum has issued several climate related voting alerts at a range of oil and gas,
mining and transport companies. These related to climate change risk analysis, alignment with the Paris
Agreement goals, disclosure of public policy advocacy on energy and climate change and fuel efficiency standards.
Other voting alerts covered remuneration, proxy access and support for appointing an independent Chairman.
Concerned over reports of poor human capital management, LAPFF engaged with Banco Santander on practices
at its US subsidiary, as well as progressing engagement with Tesla Inc. A LAPFF executive member had a call with
a Tesla representative to discuss a range of governance issues, including board composition, health and safety and
employment standards. In addition, the Forum also organised a webinar to discuss the Company’s most pivotal
problems and issued voting advice to members.
LAPFF has substantially contributed to the debate on the future of the Financial Reporting Council (FRC).
Following the announcement of the Kingman Review the LAPFF chair met with Sir John Kingman in May and put
its view that the FRC should be disbanded. In June, the Kingman Inquiry issued a call for evidence, including an
option that would result in the break-up of the FRC’s functions and asking for structural solutions.
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GOVERNANCE RISK
In May, the Forum hosted a webinar ‘What Next for Tesla?
Human Capital Management and Sustainability’, to discuss
some of the more pressing concerns relating to the Tesla
motor vehicle range and current production challenges.
LAPFF Executive member Cllr Barney Crockett of North
East Scotland Pension Fund chaired a panel consisting of
a former Administrator of the Occupational Safety and
Health Administration at Tesla, a current Tesla employee
and representatives from Baillie Gifford and CtW
Investment Group. A number of LAPFF members
participated as well as UK and US-based asset owners and
fund managers. The Webinar recording and presentations
can be accessed here.
LAPFF attended a morning investor session with Rick
Haythornthwaite, the Chair of Centrica, which set out the
Board’s approach to governance. The Senior Independent
Director and Chair’s of the Remuneration, Audit
Committee and Health, Environment, Security and Ethics
Committee also gave short presentations. In the question
and answer session, LAPFF asked about the company’s
approach to employee-input at board level, and it was
noted that despite pushback, employee engagement
has been included as a performance indicator for
remuneration.
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The Forum has co-signed a letter to the US Securities and
Exchange Commission (SEC) over new regulations that
make it more difficult to ﬁle shareholder resolutions in the
US. The letter sets out concerns, including that their staff's
new analytical approach increases uncertainty and
inefficiency, a new interpretation of micromanagement
undermines investor engagement and a new approach to
the applications of the rules encourages gamesmanship.
A meeting is being sought to explore these concerns
further.

Voting Alerts
The Forum has issued several voting alerts throughout the
quarter on issues ranging from remuneration and board
structure, to climate change reporting.
LAPFF advised a vote in favour of a shareholder proposal
requesting General Motors to publish a report on
greenhouse gas emissions and corporate average fuel
economy standards. The Forum considers that the
proposal would enable shareholders to more clearly
understand how the company’s ﬂeet emissions will change
as well as the company’s approach to emissions reduction.
An alert was also issued recommending a vote in favour of
a request for Chevron Corporation to publish a report on
how it would transition to a low carbon business model.
The vote was set in the context of the growing pressure for
companies and economies to decrease carbon dependency
and investors increasingly wanting to understand how
Companies are planning to transition to a low carbon
business model. The resolution garnered 8% support.
Similarly, ahead of the Anadarko Petroleum Corporation
AGM, LAPFF recommended members to support a
shareholder proposal seeking a climate change risk
analysis and advised members to pre-declare voting
intentions. The Forum considered that the current
disclosure is insufficient as shareholders have very little
information to assess the degree of carbon asset risk
to the company and how it can address or reduce this
risk. The resolution was supported by over 50% of
shareholders.
A shareholder resolution was ﬁled at the Royal Dutch
Shell AGM requesting the Company to set and publish
targets aligned with the goal to limit global warming.
The resolution was ﬁled prior to Shell’s announcement of
its Net Carbon Footprint Ambition which sets a marker for
the oil and gas sector as a whole. However, considering
that there is merit in a sharper focus on targets associated
with implementation of the Paris Agreement, LAPFF
advised members to abstain. For more information on this
recommendation, please see the LAPFF position paper.
The vote outcome was 5.54% in support.
A voting alert was also drafted for the RioTinto Group
recommending members support an amendment to the
company’s constitution to allow for the ﬁling of advisory
shareholder resolutions at the Australian listed entity, and
to abstain on a resolution seeking a review of the
company’s direct and indirect public policy advocacy on
energy and climate change. The former received 10.7%
support and the latter, 18%. LAPFF had communicated
with the chairs of both Royal Dutch Shell and Rio Tinto
prior to issuing the voting recommendations.
A voting alert was drafted ahead of WPP’s AGM
recommending members oppose the remuneration report,
owing to concerns over the quantum of pay to the former
3
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The Forum also recommended voting in favour of two
shareholder proposals at the Tesla AGM, on appointing an
independent Chair and for proxy access. In LAPFF’s view,
the role of the Chair is distinct from that of the Chief
Executive Officer and the two should not be held by the
same person. Moreover, the combined role at Tesla is more
problematic owing to the lack of independence across the
Board and continuing concerns about performance targets
and human capital management. The Forum considered
that separating the current role of CEO and Chairman
was in the best interest of shareholders. LAPFF also
recommended voting in favour of proxy access as this
improves shareholders’ ability to nominate directors; an
important consideration for Tesla, given the current Board
classiﬁcation does not allow for annual election of
Directors.
Cllr McMurdo of the LAPFF executive committee had a call
with a Tesla representative to seek assurance about
governance practices mainly related to board composition,
but also on health and safety and labour concerns.
A request was made to meet the Senior Independent
Director.

Lord Blackwell
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Finance and Accounting
LAPFF Acting Chair Cllr Ian Greenwood met with Lloyds
Banking Group’s Chairman, Lord Blackwell, to discuss the
International Financial Reporting Standards and the
ongoing response to the HBOS Reading fraud issues.
The meeting also covered cyber risk management,
following the 2017 cyberattack that affected Lloyd’s
customers. The Chair stated that cyberattacks were a top
priority and outlined in detail how the risk was being
managed.
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CEO, Martin Sorrell. Sir Martin is set to receive almost £20
million in pay-outs after stepping down as CEO in April
2018. The Forum also questioned whether Sir Martin’s
pay-out was reasonable in light of the allegations of
breach. Nearly 30% of shareholders voted against the
remuneration report.

ENVIRONMENTAL AND CARBON RISK
Through the 50 50 initiative, the Forum continued dialogue
with ExxonMobil Corporation on succession planning
and directors’ qualiﬁcations, raising concerns that future
directors may not be required to have climate-related
knowledge. Clariﬁcation was also sought in relation to
incorporating metrics of climate resiliency into executive
compensation.
Correspondence was exchanged with the Southern
Company around the company’s recently issued climate
change report, ‘Planning for a Low-Carbon Future’.
The Board has committed to examining carbon reduction
goals as an element of incentive compensation.
LAPFF also signed an Investor Statement on High Risk
Drilling in Arctic Refuge ﬂagging up concerns over ﬁnancial,
reputational and human rights risks to companies
proposing to initiate oil and gas development in the region.
Cllr Toby Simon continued engagement with AngloAmerican by attending the AGM to ask whether the
Company’s 2030 carbon emissions goal is science-based,
and, if not, whether the company would set a sciencebased target in the coming year. The Chair noted that
Company’s targets were science based for direct (scope 1
and 2) emissions and that they expect it to be shortly for
indirect(scope 3) emissions. Other investor members of
the Climate Action 100+ initiative also attended to ask
questions, including a request for further disclosure on the
Company’s public policy advocacy.
LAPFF Executive member, Rodney Barton, met with Sir
Peter Gershon, the chair of National Grid to ascertain the
Board’s climate resilience plans and overall approach to
sustainability in light of the ‘energy revolution’. Discussions
ranged from the Company’s gas and electricity business
restructuring to adoption of the Task Force on Climaterelated Financial Disclosure guidance. The Head of UK
Regulation provided further information on stakeholder
consultation and consumer preferences.
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LAPFF also participated in collaborative calls with
Directors of Sustainability at Ford Motor and General
Motors with one objective being to ensure that both
companies take action to preserve the current US fuel
economy and emissions standards which may be
weakened and to disassociate themselves from the lobby
group Alliance of Automobile Manufacturers’ position on
the standards and comments they have made on climate
change.

subsidiary, Santander Consumer US, meet the standards
across the group. The Forum continues to engage with the
company on this matter.
Human Rights
Following an announcement about a ‘blacklist’ compiled
by the UN Human Rights Council, LAPFF communicated
with a number of companies that allegedly do business
with, or operate in, the West Bank, East Jerusalem and
Golan Heights. The Council believes that operating in this
region violates international human rights law and urges
companies to carry out human rights due diligence. LAPFF
met with the Group Corporate Affairs Director and other
representatives of G4S, which has previously operated and
retains at least one ﬁnancial connection to the region to
explore how risks are mitigated and whether an adequate
human rights diligence process is in place. G4S considers
human rights when assessing new investments and
conducts speciﬁc inquiries into allegations. It was also
noted that some contracts would not be renewed due to
them being high risk.

At a meeting with Ian Davies, the chair of Rolls-Royce,
Cllr Ian Greenwood, LAPFF’s acting chair, discussed scope
3 emissions disclosure and climate-related scenario
planning. The Company provided information on how they
were planning to increase fuel efficiency and reduce
carbon emissions of their products, including through
technological advances and use of alternative fuels. The
meeting also covered the Company’s recently-announced
reorganisation and historic bribery issues.
Cllr Doug McMurdo of the LAPFF Executive attended the
Unilever AGM in May. He asked about the company’s
strategy for reduction of single use plastic, whether targets
are set and what needs to be done at an industry level.
The CEO, Paul Polman, noted that the aim was for
products to be 100% to be reusable, recyclable or
compostable and that they were in discussions on this with
the UK government. Unilever has reduced packaging by
37% and have taken microbeads out of their packaging.
Mr Polman noted that the challenge over the next 15-20
years was taking plastic reduction to a global scale and
moving to a world without plastic packaging.
Cllr Greenwood also met with Rosalyn Schoﬁeld, a
member of the Adaptation Sub-Committee (ASC) of the
Committee on Climate Change. The ASC reports to
Parliament every other year with an independent
assessment of the plans and policies in place to manage
the risks, and realise the opportunities, of the changing
climate. The meeting discussed the ASC’s latest report on
the Government’s National Adaptation Programme and
what could be done to promote disclosure of climate risk
by business.

SOCIAL RISK
Employment Standards
Owing to claims about poor workforce and lending
practices in the US, the Forum followed up with Banco
Santander to determine whether practices at the US

Rachel Reeves MP
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In a phone call with BMW, Jane Firth of the LAPFF
Executive explored how the Company was reducing
exposure to climate-related risk. This was seen largely
through the prism of regulation driving reductions in
emissions levels with the company developing an
approach predicated on a tightening regulatory and tax
environment. The Forum also probed BMW’s strategy to
manage risks related to disruptive technology, including
electric and autonomous cars. There was a strong
emphasis on protecting the Company’s reputation by
putting safety and driving experience ahead of being ﬁrst
to market.

RELIABLE ACCOUNTS/CONSULTATION
RESPONSES
LAPFF has been a substantial contributor to the debate on
the future of the Financial Reporting Council (FRC).
In April 2018 the Secretary of State announced that Sir John
Kingman would be heading an independent review into the
future of the FRC. LAPFF’s acting chair met Sir John on
9 May, making the point that the FRC problems have
reached the stage where it needs to be disbanded. Since
the announcement, Baroness Bowles has tabled additional
Parliamentary questions, bringing the total to 70, which
covers subjects such as; how the FRC procured legal advice,
the funding levy, the irregularities over its status as a public
body and its not conforming to standards in public life,
non-compliance with company law, conﬂicts of interest,
issues regarding the inquiries into KPMG and HBOS, as well
as issues with Carillion.
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On 6 June, the Kingman Inquiry issued a call for evidence
that now includes options that would result in the
break-up of the FRC’s functions and asks for structural
solutions. There are some questions dealing with the more
speciﬁc issue of the accounting standards regime (IFRS and
UK-GAAP).
The LAPFF response to the FRC’s Governance Code
consultation earlier in the year, which referred to
companies’ culture, commented on issues with the FRC’s
own culture. The FRC Chair, Sir Win Bischoff, made public
a letter critical of the LAPFF response. The report of the
Joint Parliamentary Committee into the failure of Carillion
has also raised the matter of the FRC’s culture. On 22 May,
the Co-Chairs of that Committee, Rachel Reeves MP and
Frank Field MP wrote to Sir Win as follows.
“You will be aware that the Work and Pensions and Business,
Energy and Industrial Strategy Committees published our
joint report into Carillion on Wednesday 16 May. The report

highlighted multiple serious concerns about the performance
of the FRC. We stressed that, though additional powers
would be useful, the FRC needed a “signiﬁcant shift in
culture” to perform as it should. We are therefore pleased
that your review will encompass the culture of the FRC.
Culture in an organisation is largely deﬁned at the top. Can
you therefore conﬁrm that your review will consider whether
the leadership of the FRC is equipped to effect the necessary
change?”
LAPFF wrote to three FRC non-executive directors in June
2017 expressing concern about the FRC which led to
a meeting with a number of them in November 2017.
A written reply was ﬁnally received in April 2018 but with
no movement of consequence in the FRC position. Some
of the response is inconsistent with the position that the
government has set out in answers to some of Baroness
Bowles questions. A ﬁnal reply to wind up the engagement
has been sent.

MEDIA COVERAGE
West Midlands to divest from arms manufacturer –
Pension Expert, 29 March 2018
Amid criticism, can trust in U.K. FRC be restored? –
Compliance Week, 16 April 2018
Local Authority
Pension Fund
Forum

Former MEP says ‘fatally ﬂawed’ FRC should be
shut down – IPE, 15 June 2018
Financial Reporting Council unveils upsized
investor advisory group – IPE, 26 June 2018

Local Authority
Pension Fund
Forum

Review of accounting watchdog to consider its
closure – Financial Times, 6 June 2018

Local Authority
Pension Fund
Forum

NETWORKS AND EVENTS
The following lists some of the events and meetings attended by or on behalf of LAPFF representatives during the
quarter:
Climate Action 100+ Calls – The Forum participated in a number of conference calls on co-ordination
of this initiative and ahead of AGMs including Arcellor-Mittal, Anglo-American, ExxonMobil, La-Farge
Holcim and Rio Tinto where participants gave updates on engagement and on progress each
Company has made.
30% Club Investor group meeting – The group initiative, of which LAPFF is a member, met to discuss
how they can further support greater gender diversity on Company Boards, including targeting
speciﬁc sectors and companies with poor records.
The Investor Agenda – LAPFF co-signed a statement on climate change, calling on governments to
achieve the Paris Agreement’s goals, accelerate private sector investment into low carbon transition
and commit to improve climate-related ﬁnancial reporting.
6
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COMPANY PROGRESS REPORT
19 companies engaged over the quarter

Q1 2018 ENGAGEMENT DATA
Company

Activity

Topic

Outcome

Anadarko Petroleum
Corporation
Anglo American plc
Banco Santander SA
Bayerische Motoren Werke AG
Centrica plc
Chevron Corporation
Exxon Mobil Corporation
Ford Motor Company
G4S plc
General Motors Company
Lloyds Banking Group plc
National Grid plc
Rio Tinto Group (AUS)
Rolls-Royce Holdings plc
Royal Dutch Shell plc
Southern Company
Tesla Inc.

Alert Issued

Climate Change

Substantial Improvement

AGM
Meeting
Meeting
Meeting
Alert Issued
Letter
Letter/Meeting
Meeting
Letter/Meeting/Alert Issued
Meeting
Meeting
Alert Issued
Meeting
Alert Issued
Letter
Alert Issued/Meeting

Moderate Improvement
Dialogue
Change in Process
Dialogue
Dialogue
Dialogue
Dialogue
Moderate Improvement
Dialogue
Moderate Improvement
Moderate Improvement
Dialogue
Satisfactory Response
Dialogue
Substantial Improvement
Dialogue

Unilever plc
WPP plc

AGM
Alert Issued

Climate Change
Employment Standards
Environmental Risk
Governance
Climate Change
Climate Change
Climate Change
Human Rights
Climate Change
Finance and Accounting
Climate Change
Climate Change
Climate Change
Climate Change
Climate Change
Governance/
Employment Standards
Environmental Risk
Remuneration

Satisfactory Response
Dialogue
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COMPANY ENGAGEMENT ACTIVITIES
Company engagement activities

Company domiciles
12

Meeting

USA
United Kingdom

7

Alert issued

3

8

Spain

4

Sent letter

1

Australia

Received letter

1

1

Netherlands

AGM

1

1

Germany
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14

Position engaged

0

2
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Dialogue

14
Moderate
improvement

9

Chairperson

Non-executive
director

1
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4

Satisfactory
response

3

Executive
director or
CEO

16

Outcomes

Specialist
staff

8

14

10
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14

16

3

Change in
process

2

Substantial
improvement

2

Awaiting
response
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LOCAL AUTHORITY PENSION FUND FORUM MEMBERS

• Avon Pension Fund
• Barking and Dagenham LB
• Bedfordshire Pension Fund
• Border to Coast Pension Partnership
• Cambridgeshire Pension Fund
• Camden LB
• Cardiff and Vale of Glamorgan Pension Fund
• Cheshire Pension Fund
• City and County of Swansea Pension Fund
• City of London Corporation
• Clwyd Pension Fund
• Cornwall Pension Fund
• Croydon LB
• Cumbria Pension Scheme
• Derbyshire CC
• Devon CC
• Dorset County Pension Fund
• Durham Pension Fund
• Dyfed Pension Fund
• Ealing LB
• East Riding of Yorkshire Council
• East Sussex Pension Fund
• Enﬁeld LB
• Falkirk Council
• Gloucestershire Pension Fund
• Greater Gwent Fund
• Greater Manchester Pension Fund
• Greenwich Pension Fund RB
• Gwynedd Pension Fund
• Hackney LB
• Hammersmith and Fulham LB
• Haringey LB
• Harrow LB
• Havering LB
• Hertfordshire County Council Pension Fund
• Hounslow LB
• Islington LB
• Lambeth LB
• Lancashire County Pension Fund
• Lewisham LB

• Lincolnshire CC
• London CIV
• London Pension Fund Authority
• Lothian Pension Fund
• Merseyside Pension Fund
• Merton LB
• Newham LB
• Norfolk Pension Fund
• North East Scotland Pension Fund
• North Yorkshire CC Pension Fund
• Northamptonshire CC
• Northern Pool
• Northumberland CC
• Nottinghamshire CC
• Oxfordshire Pension Fund
• Powys County Council Pension Fund
• Redbridge LB
• Rhondda Cynon Taf
• Shropshire Council
• Somerset CC
• South Yorkshire Pensions Authority
• Southwark LB
• Staffordshire Pension Fund
• Strathclyde Pension Fund
• Suffolk County Council Pension Fund
• Surrey CC
• Sutton LB
• Teesside Pension Fund
• The Environment Agency Pension Fund
• Tower Hamlets LB
• Tyne and Wear Pension Fund
• Waltham Forest LB
• Wandsworth LB
• Warwickshire Pension Fund
• West Midlands ITA Pension Fund
• West Midlands Pension Fund
• West Yorkshire Pension Fund
• Wiltshire CC
• Worcestershire CC
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