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PWYLLGOR PENSIYNAU, 16.06.15

Yn bresennol: Y Cynghorwyr: Stephen Churchman, Trevor Edwards, Peredur Jenkins,
Hywel E Jones (Cynrychiolydd Cyngor Sir Ynys M6n), W Tudor Owen a John P. Roberts

Swyddogion:- Dafydd Edwards (Pennaeth Cyllid), Caroline Roberts (Rheolwr Buddsoddi)
Gareth Jones (Rheolwr Pensiynau) a Lowri Haf Evans (Swyddog Cefnogi Aelodau a
Chraffu).

(@)

(b)

ETHOL CADEIRYDD 2015/2016

Penderfynwyd ail - ethol y Cynghorydd Tudor Owen yn gadeirydd y pwyllgor am
2015/16

ETHOL IS-GADEIRYDD 2015/16

Penderfynwyd ail - ethol y Cynghorydd Stephen Churchman yn is-gadeirydd y
pwyllgor am 2015/16

YMDDIHEURIADAU

Derbyniwyd ymddiheuriadau gan y Cynghorwyr Margaret Lyon (Cynrychiolydd
Cyngor Bwrdeistref Sirol Conwy) a Peter Read

DATGAN BUDDIANT PERSONOL

Ni dderbyniwyd datganiad o fuddiant personol gan unrhyw aelod oedd yn bresennol.
MATERION BRYS

Diweddariad ar sefydlu Bwrdd Pensiwn Cyngor Gwynedd.

Yn dilyn proses cyfweld, adroddwyd bod chwe aelod wedi eu penodi ar gyfer y
Bwrdd Pensiwn : Anthony William Deakin ( Cartrefi Conwy), Victoria Louise Hallaron
(Cartrefi Cymunedol Gwynedd), Osian Richards (Cyngor Gwynedd), Huw Trainor
(Heddlu Gogledd Cymru), Sharon Warnes (wedi ymddeol - Cyngor Gwynedd gynt) a
bod enwebiad un aelod etholedig o Gyngor Gwynedd i'w gadarnhau yn fuan. Bydd
cyfarfod cyntaf y Bwrdd Pensiwn yn cael ei gynnal 13eg o Orffennaf 2015.
Cyfrifoldeb y Bwrdd Pensiwn fydd cynorthwyo’r awdurdod gweinyddol i sicrhau eu
bod yn cydymffurfio gyda’r holl reoliadau, deddfwriaethau a gofynion sydd yn
berthnasol i'r cynllun. Bydd y Bwrdd hefyd yn cynorthwyo’r awdurdod i sicrhau
llywodraethu a gweinyddiaeth effeithiol ac effeithlon ar gyfer y gronfa.

Mewn ymateb i gwestiwn nodwyd bydd aelodau'r Bwrdd Pensiwn yn cynnwys tri
chynrychiolydd y cyflogwyr a thri chynrychiolydd o aelodau’r cynllun.

COFNODION

Llofnododd y Cadeirydd gofnodion cyfarfod o’r pwyllgor hwn a gynhaliwyd ar 24ain o
Fawrth 2015 fel rhai cywir.
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(@)

(b)
(c)

(@)

(b)

(c)
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CYFARFODYDD Y PANEL BUDDSODDI

Cyflwynwyd adroddiad gan y Pennaeth Cyllid yn cynnig addasiadau i drefniadau
cyfarfodydd y Panel Buddsoddi. Ers Chwefror 2014 nodwyd bod cyfarfodydd
Chwefror a Mai yn cael eu cynnal yn Llundain a chyfarfodydd Gorffennaf a
Thachwedd yn cael eu cynnal yng Nghaernarfon. Yn seiliedig ar y cyfnod prawf,
amlygwyd bod cynnal cyfarfodydd Chwefror a Mai yn Llundain yn anamserol i'r
swyddogion oherwydd pwysau gwaith yn y cyfnod yma gyda’r Strategaeth ariannol /
Cyllideb yn mis Chwefror a chau cyfrifon y Cyngor a’r Gronfa Bensiwn yn mis Mai.
Awgrymwyd y byddai yn gwneud mwy o synnwyr i drefnu cyfarfodydd Chwefror a
Mai yng Nghaernarfon a chyfarfodydd Gorffennaf a Thachwedd yn Llundain.

Cynigiwyd ac eiliwyd i dderbyn yr adroddiad

Mewn ymateb i sylw nodwyd bod bwriad dechrau’r trefniant newydd ym mis
Tachwedd 2015 a pharhau gyda'’r cylch blynyddol hyd nes adroddir yn wahanol.

PENDERFYNWYD DERBYN ADRODDIAD Y PENNAETH CYLLID

CYSONI ISAFSWM PENSIWN GWARANTEDIG (IPG)

Cyflwynwyd adroddiad y Rheolwr Pensiynau er gwybodaeth a chefnogaeth i ariannu
meddalwedd ychwanegol arbenigol i gynorthwyo gyda phrosesau gwaith newydd.
Ymhelaethwyd ar gefndir y cais gan nodi newid i drefniadau gweinyddu a
chyfiroldeb am Isafswm Pensiwn Gwarantedig. Nodwyd bod nifer sylweddol o
aelodau cynllun pensiwn Gwynedd yn parhau yn destun asesiad IPG ar gyfer
codiadau pensiwn blynyddol neu fel rhan o gyfrifiad trosglwyddiadau. Bydd angen
gweithredu yr asesiadau hyn a chysoni’'r isafswm yma cyn Mawrth 2018.

Cyllid a Thollau EM (CthEM) sydd yn gyfrifol am gyfrifo a hysbysu cynlluniau am
lefelau IPG, ond y bwriad yw trosglwyddo’r gyfrifoldeb i gynlluniau erbyn Mawrth
2018. Cyn trosglwyddo, bydd angen cysoni’r IPG er mwyn sicrhau bod yr holl IPG
sydd ganddynt yn cyd fynd & chofnodion CThEM. Nodwyd bod arolygon
cenedlaethol yn dangos lefel uchel o wallau / anghysondebau fydd yn golygu swmp
o waith cymhleth, ychwanegol i staff lefel uwch ei weithredu. Amcangyfrifir cost o
£300k (costau staff ac adnoddau). Bydd angen tim o staff i ddechrau ar y gwaith yn

ystod Gwanwyn 2016.

Gofynnwyd i’r aelodau,

e nodir broses cysoni IPG, y gost debygol a’i effaith ar adnoddau’r uned
bensiynau.

e Cytuno’n &l-weithredol i ariannu’r meddalwedd ychwanegol ar gost oddeutu
£8,300 y flwyddyn lawn neu rannol.

¢ nodi y cyflwynir adroddiadau diweddaru’r Pwyllgor ar y gwaith o dro i dro a
all gynnwys cais ariannu staff dros dro a chais i benderfyniadau ar oddefiant
gwallau a lefela diddymu dyled.

(ch) Cynigiwyd ac eiliwyd yn unol &’r argymhelliad.

PENDERFYNWYD DERBYN YR ADRODDIAD A’R ARGYMHELLION A
RESTRWYD GAN Y RHEOLWR PENSIYNAU

Dechreuodd y cyfarfod am 2pm a daeth i ben 2:30pm
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CYFARFOD PWYLLGOR PENSIYNAU
DYDDIAD 8 MEDI 2015
PWRPAS DIWEDDARU’R PWYLLGOR AR BROSIECT CYDWEITHIO

PENSIYNAU CYMRU

TEITL

GWEITHIO GYDA’N GILYDD

AWDUR CAROLINE ROBERTS, RHEOLWR BUDDSODDI

11

1.2

13

CYFLWYNIAD

Mae’r Pwyllgor yn ymwybodol o’r prosiect a ymgymerwyd gan Is-grwp
Pensiynau Gymdeithas Trysoryddion Cymru a cymeradwywyd gyfraniad at
gostau Achos Busnes mewn i ddull buddsoddi cyffredin ym mis Hydref 2014.
Cynhyrchwyd yr adroddiad gan Mercer ac ystyriwyd gan Drysoryddion Cymru.
Cytunwyd i Mercer gynhyrchu adroddiad cryno i’w ystyried gan y rhai sydd yn
gyfrifol am lywodraethu ym mhob un o’r wyth cronfa pensiwn.

Roedd Cyllideb yr Haf a gyflwynwyd gan Ganghellor y Trysorlys ym mis
Gorffennaf yn cynnwys cyfeiriad at y Cynllun Pensiwn Llywodraeth Leol fel a
ganlyn:

Cronni buddsoddiadau Cynllun Pensiwn Llywodraeth Leol

Bydd y llywodraeth yn gweithio gyda awdurdodau gweinyddol Cynlluniau
Pensiwn Llywodraeth Leol i sicrhau bod buddsoddiadau yn cael eu cronni er
mwyn lleihau costau yn sylweddol, tra’n cynnal perfformiad buddsoddi
cyffredinol. Bydd y llywodraeth yn gwahodd awdurdodau lleol i gyflwyno
cynigion eu hunain i gwrdd a’r meini prawf cyffredinol o gyflawni arbedion.
Cyhoeddir ymgynghoriad pellach ymlaen eleni a bydd yn gosod y meini prawf
mewn manylder yn ogystal & deddfwriaeth er mwyn sicrhau bod yr awdurdodau
gweinyddol sydd heb gyflwyno cynlluniau digon uchelgeisiol yn gorfod cronni.

Mae’r gwaith a ymgymerwyd gan gronfeydd Cymru wedi dangos mai

buddsoddiad cyffredin yw’r ffordd ymlaen a bydd datblygiad pellach o’r
cydweithio yn arddangos yr ymrwymiad i gronni buddsoddiadau.
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2.1

3.1

3.2

3.3

ADRODDIAD CYDWEITHIO CYMRU GYFAN

Mae copi o’r adroddiad cryno yn atodol fel Atodiad A. Mae’r adroddiad yn
argymell bod Cronfeydd Cymru yn:

. Treulio amser i ddatblygu egwyddorion cyffredin ar gyfer cydweithio.

. Dilyn dull mwy cydweithiol er mwyn derbyn y budd o’r buddion
allweddol sydd yn cynnwys darbodrwydd maint a chostau llai, cynyddu
cysondeb, gwella llywodraethu a rheolaeth weithredol ar draws Cronfeydd
Cymru.

o Dewis un darparwr goddefol ar gyfer asedau goddefol er mwyn sicrhau
arbedion costau yn syth. Ni fyddai angen strwythur cronni er mwyn
cyflawni’r enillion yma.

. Sefydlu fframwaith cronni er mwyn ymestyn cydweithio yn bellach nag
asedau goddefol.

o Mabwysiadu cerbyd (cronni) rheoledig ynghyd a model sydd yn cefnogi
defnyddio darparwr trydydd parti ar gyfer isadeladwaith (yn hytrach na
adeiladu is adeiladwaith yn fewnol).

o Ystyried fframio’r fframwaith cydweithio newydd fel opsiwn ar gyfer bob
Cronfa yng Nghymru ond yn targedu mandadau sydd yn gyffredin i bawb
er mwyn sicrhau bod nifer fawr yn ei ddefnyddio drwy ddull cyswlit a
syml.

o Ystyried ecwiti gweithredol fel y mandad nesaf i gychwyn o dan y
fframwaith cydweithio newydd. Mae’r dadansoddiad a ymgymerwyd yn
amlygu bod y mandadau yma yn cynnig y potensial mwyaf am arbedion
costau a dychweliadau net llai ffioedd gwell.

. Cytuno'r camau nesaf er mwyn mynd a’r prosiect ymlaen, gan gynnwys
gweithdy / sesiwn hyfforddiant a datblygu cynllun prosiect, gan gynnwys
proses tendro potensial i asesu partneriaid / darparwyr addas i gefnogi’r
fframwaith cydweithio newydd.

SEFYLLFA GYFREDOL

Bydd pob Cronfa Pensiwn yng Nghymru yn cyflwyno’r adroddiadau atodol i’'w
Pwyllgor Pensiynau neu gyfateb ym mis Medi 2015.

Ar gais yr Is-grwp Pensiynau, cynhaliwyd cyfarfod y Grwp Buddsoddi
Cydweithio Cymru ym mis Gorffennaf 2015 er mwyn sefydlu’r ffordd ymlaen i
ddethol un rheolwr goddefol gan fod hyn yn gallu cael ei gyflawni heb strwythur
cronni. Bydd hyn yn ymarfer caffael ar y cyd er mwyn cynhyrchu arbedion
ffioedd gan benodi’r un rheolwr. Atodir nodyn briffio o’r cyfarfod yma fel
Atodiad B i’r adroddiad.

Fel y nodir uchod, y cam nesaf yw sefydlu fframwaith cydgyfrannu ar gyfer
Cronfeydd Cymru gyda’r nod o leihau ffioedd ac 1 ganolbwyntio ar
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fuddsoddiadau ecwiti yn gyntaf. Yr opsiwn a argymbhellir yw ‘rhentu’ strwythur
gan drydydd parti yn hytrach na chreu strwythur pwrpasol i Gymru yn unig gan
fyddai’'n fwy hyblyg a chost effeithiol. Penodir ymgynghorwr annibynnol i
gynorthwyo gyda’r broses caffael.

ARGYMHELLIAD

Er mwyn cadw rheolaeth dros ein rhaglen ein hunain fel wyth Cronfa Pensiwn
Cymru, gofynnir i bob Pwyllgor Pensiynau gefnogi gwaith pellach fel a fanylir yn
yr atodiadau, yn benodol i:

e Ymchwilio mewn i gyfleoedd i leihau ffioedd ar gyfer buddsoddiadau
goddefol.

e Cyd-asesu’r achos busnes manwl ar gyfer fframweithiau cronni ar gyfer
buddsoddiadau eraill.
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Executive Summary

This paper provides an overview of the work completed to support the eight Welsh LGPS
Funds ("the Welsh Funds") in their considerations in establishing a collaborative governance
and investment framework. The paper recommends that the Welsh Funds:

Spend time to develop a shared set of principles for collaboration.

Pursue a more collaborative approach in order to avail the key benefits which include
economies of scale and lower costs, increased consistencies, enhanced governance
and operational management across the Welsh Funds.

Select a single passive provider for passive assets to obtain immediate cost
savings. A pooling structure would not be required to achieve these gains.

Establish a pooling framework to extend on collaboration beyond passive assets.

Adopt aregulated (pooling) vehicle along with a model that supports leveraging the
infrastructure of a third party provider (rather than building such infrastructure internally).

Consider framing the new collaborative framework as optional for each Welsh Fund
but target mandates that are common to all to ensure strong uptake and an engaged
and simple approach.

Consider active equity as the immediate mandate to commence under the new
collaborative framework. The analysis conducted highlights that these mandates offer
the greatest potential for cost savings and improved net of fees returns.

Agree a set of next steps to take forward the project, including a workshop / training session
and development of a project plan, including the potential tender process to assess suitable
partners/providers to support the new collaborative framework.

MERCER
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Background

We begin at the point at which the eight LGPS Funds in Wales have decided there is merit in
exploring whether investing their assets together is (tangibly) worthwhile.

There are a range of options for investing collectively and for each option we have considered;

— The costs of set up

— The financial benefits

— Implementation issues

— The governance implications
— The legal implications

We have made recommendations in terms of the options we feel should be taken forward and as
such have provided details of next steps for implementation.

Proven Benefits?

At the outset of the project, Officers of the eight Funds were clear that a discussion was needed on
the benefits of collaborative investing and the extent to which these were proven; the rationale
being that this may help form the guiding principles or aims of any collaboration project.

In order for collaboration to be "proven", we arguably need to obtain improved investment returns
after fees.

Reductions in fees are of course tangible, but arriving at improved investment returns can be
a result of a number of inter-related factors, and so the singular impact of collaboration may
be difficult to definitively prove.

Nonetheless, there are a range of factors, be they direct or indirect, that collaboration will bring to
the table, which we believe will have a measurable benefit;

e Increased scale would reduce costs but also allow for more diversified, but
focused portfolios

Care would need to be taken not to "over-diversify"; however, a weight of collective assets would
allow for more focused or specialised portfolios, perhaps covering opportunities that would not be
possible on an individual Fund basis. We also believe there is a real opportunity to take a long term
approach in illiquid, alternative assets that may not exist at an individual Fund level presently. A
carefully considered collective vehicle, tailored for the needs of the LGPS, would have distinct
merits — managed by the LGPS for the LGPS.

There needs to be an awareness of diseconomies of scale however (for example, smaller
boutique managers may not be able to facilitate large pools of assets).

e Improvements in governance
By delegating manager decisions to a joint Welsh body, individual Funds will have more time to

spend on strategic issues such as funding and investment strategy. Structured correctly, a joint
body operating outside the usual Committee cycle will increase the speed of decision making and

MERCER Tud. 9 2



be able to be more "market aware". There is of course also the point that "eight heads may
be better than one" in terms of diversity of ideas.

e Increasing operational efficiencies
Currently eight Funds are independently diverting internal resources and paying fees to external
providers. Where there is commonality in services required, whether it be investment related (e.g.

a manager selection requirement for a particular asset class) or operational (e.g. use of a
custodian), collaboration can drive operational efficiencies of a significant magnitude.

MERCER Tud. 10
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Governance

Governance is Key

Key to any potential collaborative project is whether each individual Fund is on board and willing to
commit to a shared set of principles. With this in place, a sensible governance structure will be
easier to achieve.

It is worth noting that we are not recommending any degree of compulsion for any individual Welsh
Fund to invest in a collaborative Welsh entity; although clearly the direction of travel post Budget is
that meaningful steps are likely to be required by all Funds in England and Wales. However, each
Fund (and its associated Committees), if deciding to use the structure, will need to be on board
with the concept of delegation to a collective entity of some description with respect to manager
selection, monitoring and implementation. With this in mind, we would suggest that it is crucial that
a joint vision or set of principles is established at outset that local Committees can buy into and
reference at future points.

We would strongly recommend that after consideration of this report, the eight Funds prioritise the
establishment of a shared set of principles. Issues to resolve will include:

e What is the primary aim of collaboration?
o Cost savings
o Pursuit of excellence — governance and investments
o Implementation of a long term investment philosophy
e How will success be measured?

e  Will decisions require a majority or full consent?

e Will all Funds approach engagement with Committees collectively or individually (at
outset and on an ongoing basis)?

o How will operational issues such as procurement be dealt with?

¢ How often and where will the group meet, and with the difficulties presented by geography
and travel, will sub groups for potentially separate work streams be established?

¢ What asset classes / mandates to include in the initial collaboration framework?

MERCER Tud. 11



Good governance is crucial

There is academic research that suggests the existence of a good governance premium;
ranging from 0.05% p.a. (Clarke, 2007) to 1-3% p.a. (Ambachtsheer 2007, Watson Wyatt 2006)

"Pension Fund Governance can make a positive difference to financial performance, cost
efficiency, and the trust of stakeholders in the institution” (Clark, 2007)

There are several reasons as to the relevance of a governance premium in this case. In the first
instance, by delegating investment manager issues to a collective entity, the more important
considerations of funding and investment policies can be given more time by Committees (locally)
at each Welsh Fund. Second, the governance structure of the collective entity itself is of utmost
importance in the role it plays in efficient decision making and implementation.

Any collective entity will have an Investment Committee of some description that will need a Terms
of Reference to determine its precise make up and roles / responsibilities and this will become
more tangible once a collective model is established. In the meantime, we would make the
following initial suggestions:

e All Funds participating will require representation, but on the grounds that it is our opinion
(and experience) that smaller groups tend to operate more efficiently, we would
recommend that each Fund has just one representative;

e Depending on the structure chosen, it may be that an independent chair and a
secretary are considered. Otherwise, it may be worth considering having a rotating
chair with perhaps each Fund's representative serving as chair for six months;

¢ To maximise the professionalism of decision making, we would suggest that the Fund
representatives are Officers with investment experience / expertise;

e |t may be worth considering having an elected official from each local Committee form a
Consultative Committee that could receive periodic reports from the Investment Committee.

Summary:

o Key to any potential collaborative project is whether each individual Fund is on board
and willing to commit to a shared set of principles.

¢ We would suggest that these principles are formalised at outset and are focused around:

Aims of collaboration
Measures of success
Decision making process
Engagement at a local level
Operational considerations

O O O O O

e In putting in place an appropriate governance structure, a balance needs to be struck
between retention of issues at a local level (where appropriate); but the need to
delegate aspects where it "'makes sense" to do so.

MERCER Tud. 12
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Avoiding Complexity

What can be done within the current arrangements for each Fund?

It would seem sensible before embarking on a project requiring change, to consider whether there are
efficiencies that can be easily exploited within the existing arrangements.

We have considered the following areas:

¢ Investment manager fees (based on commonalities across current assets / manager
structure);

o Other expenses (e.g. custodian and consulting costs).

Investment manager fees

An obvious place to start is to review the aggregate investment manager fees currently in place across
the eight Funds. We reviewed the following areas:

e Aggregate fees — how do fees of the eight Funds in aggregate compare to other large
mandates?

o Potential for savings within passive mandates
e Commonalities within active mandates

e Initial thoughts on alternatives

e Implications for bond portfolio

A summary of our findings is below. Further detail on each aspect is outlined in the appendix.

Comment Can

Aggregate fees Current fees are generally competitive across the board compared to our
Global Fee Survey (used to benchmark fees relative to the industry).
However, due to the lack of comparable data, our Fee Survey does not
provide information on mandates of the scale possible across the eight
Welsh funds collectively.

P- otential for savings within Fees are relatively good value compared to other passive mandates
passive mandates globally. However, this is an area of increasing focus for joint
procurements, so it may be an area worthy of investigation.

We believe there is potential for fee savings in Wales as a collective
seeking to negotiate with the leading passive managers. Based on recent
experience, this could lead to savings of £800,000 p.a.

We would caution however that other factors (such as profits on stock
lending and costs of trading) would also need due consideration in
addition to headline manager fees.

C- ommonalities within active There is limited commonality between the Funds' manager line-up. Even
UK and global equity strategies  where there are consistencies at a manager level, due to Fund specific
requirements in the majority of cases there is little scope to enable Funds
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Initial thoughts on alternative
assets

to leverage any economies of scale under the current structure.

However, there is consistency of strategy and allocation across the
Funds and so equity mandates may actually offer the greatest scope for
initial collaboration.

It is very difficult to quantify any potential for immediate cost savings
through leveraging any commonalities due to complex structures in place.
There is also little point in attempting to renegotiate fees with private
markets managers given the Funds are "locked in" to these investments.

There is potential for significant savings should Funds collaborate on
alternatives under a revised model that aggregates Funds' assets — but the
"model" will need to be in place first.

Implications for bond portfolios The make-up of the individual Funds' bond portfolios are wide ranging, and can

broadly be categorised into UK Government, UK Corporate and Global
bonds.

There is little commonality between mandates and so little scope to harvest
significant fee savings with mandates in their current formats. We do
however note that from a strategic perspective the case for holding bonds in
the current environment is changing. Therefore to the extent to which these
mandates are up for review there may be more potential for collaboration
going forward.

Other expenses

MERCER

The Funds incur "other" expenses of c£1.6m p.a., with the largest
expenses relating to custodian and consulting costs.

We would view custody as an area where fee savings could be made. From
the data provided, there are at least 3 named custodians and by looking to
procure a single custodian across Wales we would expect significant
savings to be made as a result of incredibly aggressive pricing in the
market. We would suggest any wins here are considered as part of the
wider collective investment model for Wales as opposed to a standalone
custodian decision being made.
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Summary:

e We have investigated the potential for cost efficiencies in respect of investment
manager fees and other expenses under the existing arrangements. Given the allocations
and consistency of UK and global equity across the Funds, these mandates offer the
greatest scope for initial collaboration.

e The diversity across mandates at present suggests that there are limited initial
savings to be made without aggregating assets in some way. The exception would be the
passively managed funds, which could achieve savings of c£800,000 p.a. should the
funds appoint a common manager.

e There are also potential fee savings to be made in respect of appointing a common

custodian. We would however suggest that this is considered as part of any wider
collective investment model considered.
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Asset Pooling

Should Assets be Pooled?

In order to achieve lasting scale, we believe that there needs to be some form of asset pooling
across Funds. This need not be wholescale; we would suggest that careful consideration is given to
the type of assets or mandates that would provide either the greatest efficiencies, or the greatest
opportunity for creating excellence in investment.

Joint procurements would provide an initial level of cost savings, but there still needs to be some
sort of structure in place to enable the project to "have legs" and with that in mind, joint
procurements probably have more mileage for less complex mandates such as passive.

The advantage of pooling is that it provides some sort of physical structure on which a joint
entity can be based.

As part of this exercise, Officers considered in detail various methods of asset pooling and the
types of structure that exist. The conclusion was reached that from a risk management
perspective, a regulated structure with proper operational controls and expertise will provide a
more robust solution and establish a professional framework that would stand up to best practice
and provide longevity of approach.

Whilst at first glance, an unregulated structure like a Common Investment Fund may feel like a
more simple solution it doesn't solve any governance issues for the Welsh Funds. There would
need to be a lead authority or a joint body of some description that would take responsibility for
manager selections, reporting and monitoring, transitions, and unitisation.

MERCER Tud. 16 9



A Joint Structure
How to achieve a joint, regulated structure

In order to establish a Welsh fund / vehicle, a Management Company will be required and there
are two options; either "build" a Welsh Management Company, or "rent" the structure from a
provider.

In practice, the two options become three;

1. Establish a Welsh Management Company ("build");
2. Use the Management Company of a third party custodian ("rent");
3. Access the Management Company of third party provider to tailor a Welsh solution ("rent").

Option 1— Establish a Management Company (the "build" option)

Costs and Timescales

Officers have considered in detail the requirements, timelines, costs and ongoing obligations
associated with the establishment of a management company and related regulated fund structure.

As a guide, we estimate that the minimum timeframe involved to establish a fund and related
entities is 12-18 months. The timeframe is also contingent on a dedicated team of internal and
external resources working on this project on a full-time basis and all aspects of the project going
to plan.

In addition to the external tax and legal costs that we expect will be incurred (estimated to be in the
region of £0.5m to £0.8m) considerable resources, both internal and external (in the form of
consultants) in terms of time and costs need to be considered.

We estimate total resource related costs (internal and external) to be in the region of £2.7 to £3.1
m, bringing the total initial cost estimate to between £3.2m and £3.9m.

This estimate is based on Mercer's own experience and cannot be relied upon as a definitive figure
and is also contingent on no OJEU processes being triggered for providers, which we believe in
practice is unlikely.

Under the appropriate regulation, the initial capital requirement for the Management Company is
estimated to be between £3 - £6 million. This amount is subject to regulatory change and ongoing
monitoring by the Welsh Funds.

On-going considerations

Having established a Management Company and related Fund, the Welsh Funds have ultimate
fiduciary responsibility.

While certain functions may be outsourced, there is a requirement that the Fund is not a "letter box"
entity. The Management Company will need to satisfy the Regulator on an ongoing basis that it has
adequate management resources to conduct its activities effectively and employs personnel with
the skills, knowledge necessary for the discharge of the responsibilities allocated to them.
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There are considerable ongoing governance, oversight and reporting requirements to be
undertaken by the Welsh Funds as a result of the establishment of regulated entities and funds.
Examples include:

e Board representation and quarterly Board meetings

e Required governance structure and committees, internal policies and procedures to mitigate
risk

e Oversight of all service providers

e Regulatory reporting and filings

The Welsh Funds will be subject to the Regulator's supervision, which is carried out as follows:

Analysis of returns submitted to the Regulator

Risk-rating of companies

Themed and general inspections

Review meetings

Regular correspondence and engagement with companies under Central Bank supervision

The Regulator has the power to impose sanctions on regulated entities for breaches of regulatory
requirements ranging from substantial fines to, ultimately, the loss of authorisation. It is therefore
crucial that any regulated entity has access to an adequately resourced and experienced team of
compliance professionals. As is common with regulators around the world, the Central Bank is
increasingly focused on supervision and enforcement.

Option 2 — Access the Management Company of a third party provider (the "rent" option)

The second option would be to use the standalone, pre-existing Management Company of a
Custodian or an Investment Manager (for example). This approach would provide the benefits of
avoiding to "build" an internal management company and would therefore avoid the associated
cost and complexity outlined in Option 1.

There are of course a range of governance considerations related to this option and Officers will
consider these in detail before and as part of any potential procurement exercise.

However, it should also be noted, that while a Custodian and/or Investment Manager may be able
to provide a Management Company and infrastructure, the needs to support a collaboration
framework are typically wider. The Welsh Funds would still require internal resources to support
the governance and operations layer outside the Management Company to cover project
management, manager appointments and implementation and asset transition.

A Custodian would not typically have the internal investment expertise or capabilities to provide
this wider support. In addition, the appointment of an investment manager in this role may create
challenges with other investment managers managing the assets of the Welsh Funds in that they
would need to provide their stock holdings and undertake fee negotiations (typically confidential
information) with a competitor.

Notwithstanding this, Option 2 would be a viable option where the Welsh Funds would like to
establish an internal team (significantly less than would be required under Option 1) to co-ordinate
their investment arrangements.

Option 3 — Access the Management Company of third party provider to tailor a
Welsh solution (a further "rent" option)

The third option is for a third party provider to tailor a solution for Wales using their existing

infrastructure and in addition, to support the operational co-ordination of the new framework
on a day to day basis.
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Ideally a provider would be found who has experience of this role with other UK pension schemes
and has established a number of different umbrella fund structures. This means that the Welsh
Funds would not need to go through the full legal process of establishing a fund - the provider
could simply launch a bespoke fund via an umbrella structure.

In addition, Option 3 would not require the development of internal Wales' resources as the
appointed provider would provide the expertise, project management and operational governance
to set up and operate the new arrangement on behalf of the Welsh Fund.

Some thoughts on the differences between Options 2 and 3

The difference between Option 2 and Option 3 is that the latter allows for an integrated investment
advisory support to the Welsh Investment Committee decision-making process, along with

implementation in terms of set up, execution of manager appointments / replacements, transitions
and rebalancing etc. These services would need to be contracted separately under Option 2.

It is also unlikely that Option 2 would provide support in terms of co-ordinating and execution
between managers, transition managers, custodians, pension advisors, legal advisors. It is
therefore likely to require specialist / specific Officer support; perhaps in the form of a dedicated
project manager or internal team or delegated to external consultants.

Specifically, Option 2 would also not allow for any potential manager fee reductions above and
beyond the scale of the Welsh assets (no access to global buying power, which may be important
if take up amongst the Welsh Funds is low to begin with).

Because the set up costs of option 3 are likely to be absorbed by the provider (and probably
recouped by way of a minimum ongoing fee once assets are invested) there are no cost
implications for Funds who decide not to participate from the outset. This does however assume
that a minimum scale is achieved via those Funds who do invest.

It is also worth raising the issue of ongoing advice in terms of manager selection and
implementation, and monitoring. Under Option 3, all these items are covered and there would be no
requirement for individual Funds who are committed to engage these services at a Fund level. Of
course, it may be the case that existing Fund consultants and advisors are engaged to provide
advice on the recommendations of the Investment Committee to the collective structure, but that
would be an individual Fund choice.

Nonetheless, we understand that, in order to fully assess the differences between Options 2 and 3,
the Welsh Funds may wish to seek proposals from interested parties along with associated cost
estimates.

Costs of rental (Options 2 and 3) versus current approach

Officers have considered in detail the indicative costs associated with the existing approach
compared with either of the two rental options.

As a starting point, and for simplicity, we looked at the eight Funds' active UK and global equity
allocation and assessed the potential costs of a collaborative approach according to various levels
of take up.

There were several reasons for starting with one asset class only:
e Itis more tangible in the sense that the simpler we make it, the fewer assumptions that are
needed,

¢ We believe that by starting with one asset class and getting a structure in place, it is more
likely that any collaboration project will actually get off the ground;
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e Equity is arguably far less controversial (and easier for a collective to agree on) than a wider
ranging project such as "alternatives";

e Once a robust governance structure is in place, more complex decisions such as the
structure of an alternatives portfolio have a proper forum for discussion.

The potential estimated cost savings for options 2 and 3 are outlined below:

Cost saving (p.a.) 100% take up 50% take up 25% take up
Option 2 £1.6m -£0.3m -£0.5m
Option 3 £2.7m £1.0m £0.1m

The calculations above relate only to the tangible expected cost savings relating to investing UK
and global equities collaboratively. Further savings would be achieved as more assets (in
particular alternative assets) were introduced to the structure. In addition, the performance impact
of an improved governance structure has not been incorporated.

There are several notes to the estimated and these can be found in the

appendix. Recommendation

We would discount the build option (option 1) on the grounds of initial cost, timings and
resource constraints and would recommend that consideration is given to Option 2 or 3. The
differences between Option 2 and 3 relate to the desire for the Welsh Funds to establish an
internal team to co-ordinate and manage day to day the various components of the new
collaborative arrangements. This is the key question that should be considered (along with the
cost) between Option 2 and 3.

We would further recommend that the Welsh Funds consider the following question:

Is there a need for a "big bang" solution (i.e. having a collaborative approach that covers all asset
classes from day 1) or should a solution be phased or incremental?

We would strongly recommend that consideration is given to the latter, on the following grounds:
¢ Although the costs savings associated with a single asset class are clearly lower than the
entire asset allocation, starting singularly means that a platform and governance structure

can be built that will allow more complex decisions to be given proper consideration.

¢ We would predict that by starting with an asset class such as equity and allowing others
to follow, the project will have a much shorter timescale to fruition.
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Summary:

e In order to establish a Welsh fund / vehicle, a Management Company will be required —
this can be "built" or the structure could be "rented" from an existing provider.

e The estimated costs of build would be c£3-4million and it would take at least 12-18
months to establish, plus any procurement time in addition. The internal resource required to
build would also be significant. On this basis, we have discounted "build" as a viable
option for Wales.

e There are two main ways in which the Funds could "rent" a Management Company —
either solely purchasing the infrastructure (option 2) or by using a tailored third party
approach, which would also incorporate governance and operational oversight (option 3).
The upfront costs, internal team requirements, and timescales are significantly
reduced under the rental option and is therefore our favoured approach.

e There are expected to be cost savings associated with collaboration and we have
provided information using active UK and global equities as a starting point. The costs do
however vary depending upon take up and the solution sought (from an increase in fees of
£0.5m p.a. to a reduction of fees of £2.7m p.a.). The savings would increase as more
asset classes are incorporated; significantly in the case of alternatives. In addition, the
additional benefits in terms of long term investment philosophy and the governance premium
should also be considered.

e The key question to decide between Options 2 and 3 relates to the desire to
develop internal resources and priority for cost-efficiency across the Welsh Funds.
Costs savings are expected to be increased further if other asset classes are adopted
over time — most notably from alternatives, albeit noting that this is likely to be a longer
term project first in terms of running off existing commitments and second building a long
term collective strategy.

e In setting up an appropriate course of action, we would strongly advocate a phased /
incremental approach to collaboration (e.g. using global equities as a starting point); as
opposed to a "big bang" solution (which might cover all asset classes from day 1). This
would reduce the timescales for implementation and the level of complexity in the shorter
term.

¢ We would suggest that the next step for the Welsh Funds would be to invite
nonbinding proposals from potential "rental" providers in order that a
comparison of services and costs can be made.
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Legal Issues

Advice has been sought from Sacker and Partners who looked at the following principal questions:

¢ do the Councils have power to implement the Proposals being considered;

e how do the proposals interact with the Local Government Pension Scheme (Management
and Investment of Funds) Regulations 2009 ("Investment Regulations"); and

e what procurement obligations apply?

Sackers have not identified any legal show stoppers which would prevent the Councils
proceeding. However, they do identify a number of points in relation to governance, delegation
and procurement that Officers will take into account as the project progresses.
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Decision Making — An Overview

The project undertaken by Officers has been all encompassing, and a summary has been provided within

this report.

By way of a summary, the following diagram may help the reader work through the decisions that

Officers are minded to make:

Is there a
collective will to
collaborate in
some form?

Work stream to be
implemented looking
at delegation from
Comnmittees.
Governance structure
then to be
determined

Rent option to be
taken forward

Are the "easy wins
in Section 4

Is there a
commitment to
agree a set of
principles and get
the governance
structure 'right"?

Is a regulated
entity the most
suitable solution?

Should a structure
be built or rented?
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Investigate joint
passive and
custodial
procurements.

Joint
procurements and
informal
arrangements may
be the only option

Common
Investment Fund
to be investigated;
although Officers
are content that
this would not be
the most efficient
or robust solution
for longevity

Build option not
recommended on
the basis of cost
and time initially

and ongoing
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Summary and Recommendations

There are significant savings to be made; both direct and indirect, some more quantifiable than
others, through pooling assets and investing collectively.

Governance and delegation

For the Welsh Funds to use a collective structure there must be a shared vision and we would
suggest that a set of principles are established at outset.

We believe that there is a premium to be achieved through good governance and sufficient time
should be spent in establishing the correct construct of an investment committee of a collective
investment structure.

We further believe that there is a real opportunity here to establish a collective with long term
principles of investment at its heart; a philosophy that in itself has been show to add real value.

Steps that could be taken without the need for a collective structure

In the particular circumstances that the Welsh Funds find themselves (most notably little cross-over
of existing mandates), we conclude that there are few "easy wins" in terms of leveraging existing
mandates. We do however recommend that a joint procurement is effected for passive
management and possibly custodial arrangements (once decisions have been made on a
collective structure).

We would suggest that a single passive manager for Wales would not need to operate under a
collective structure and that savings of around £800,000 p.a. could be made if all Funds
participated at current levels of assets under passive management. It is likely that this would need
to be procured under OJEU due to the additional services deployed by passive managers, such
as swing management / rebalancing roles. We have not allowed for transition costs in this
instance, on the grounds that passive mandates ought to be transferred between managers on an
in-specie basis.

In addition, we note that a joint custodian procurement, presumably utilising the National LGPS
Custodian Framework, could harvest further savings. However, this is not a step we would
suggest considering until decisions are made on collective investing.

A collective structure

We have recommended, for reasons of future proofing and efficiency, that a regulated vehicle is
the optimal solution for any collective vehicle.

We would further recommend that a structure is "rented" (i.e. leveraging the existing
infrastructure of a third party) as opposed to "built" (on the grounds of cost, resource and time).
An increasing number of sophisticated institutional investors across Europe are moving in this
direction.

The attraction of a rental model lies in its flexibility; there will be minimum asset sizes that need to
be committed in order to make it a viable proposition for the provider, but by no means do all eight
Funds need to commit all of their assets to make it work. We suggest that a rental model using
active equity as a starting point will offer tangible savings. This feels like an "easy win"; a starting
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point to try out a collective arrangement whilst a longer term plan on more complex assets is
determined.

There are reduced or no set up costs to be incurred under Options 2 and 3, other than procuring
the provider, by the Funds. These are bourne by the provider who will likely charge a minimum
ongoing fee for an initial period in order to cover this; just an ongoing operating cost, which means
that Funds need only commit (and pay) when they are ready to invest. Of course the cost savings
would be greater the more Funds that invest, but we would suggest that the idea of a platform
being available to rent / use when needed may be more attractive than compulsion to use a model
that has been expensive to build independently.

Under the right model / provider, there would be no "give up" in innovation; the Funds would be
free to consider a range of options and perhaps these are more plentiful in the alternative assets
space.

The next step will be to assess the options that are available from the various providers under this
model and we can help formulate a template for discussion if required.

Critical Mass

Under the rental model, critical mass will be determined by the minimum fee set down by the
chosen provider, but it will also depend on the time period over which savings need to be
demonstrated.

For example, if half of the Funds (by asset value) commit to looking at global equities first under
a rental model, then the immediate fee savings may be net neutral and a commitment would be
needed towards a longer term aim of adding additional asset classes.

Legal Issues

Sackers' high level advice confirms that the use of a contractual vehicle should not, in their view,
be subject to any limits under the LGPS Investment Regulations. They have not identified any
show-stopper legal issues with the use of a manager, either rented or built.

Sackers have also confirmed their view that there is no legal obligation to go through a formal
Procurement Regulations 2015 (or "OJEU") procedure in respect of the initial investment into a
bespoke pooled vehicle or in respect of the appointment of a "rented" manager. However, they
note that some Councils choose to go through a procurement obligation for policy and/or
reputational reasons even where the Regulations do not require this.

Recommendations
e To consider the appointment of a single passive manager across the eight Welsh Funds
(regardless of any decision to proceed with a collective structure; although noting that this
could just as easily fall under the collective structure for ease).

For actively managed assets:

e To avoid compulsion; a collection of the willing with a shared set of principles is likely to
result in a more robust, focused arrangement;

e To be clear on guiding principles;
e To consider the governance structure;

e To consider the set-up of a regulated vehicle;
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e To consider leveraging the infrastructure of a third party provider to tailor a Welsh solution.

e To start with a single asset class, with a view to adding more complex propositions once
the structure and its governance arrangements are up and running. Given our analysis,
both UK and global equity would offer a strong starting point to fit into the new
collaborative framework given the allocation and consistency of these mandates across
the schemes and the potential to leverage material cost savings.

e We would suggest a training workshop to discuss the details and workings of the
new framework to be set up for the summer period.

e After the workshops, the next step for the Welsh Funds would be to invite non-binding
proposals from potential providers in order that a comparison of services and costs can
be made.

Next steps

We would see the next steps of the project being as follows:

Stage Time scale
Development of guiding principles Summer 2015
Training for Key Stakeholders on principles and options Summer 2015

Workshop / training for Officers on the operational aspects of the "rent" Summer
2015 option.

Draft of specification for providers Q32015

Draft Terms of Reference for All Wales Investment Committee Q32015

Each Fund to work through constitutional issues in terms of delegation Q3
2015 to All Wales Investment Committee

Initial due diligence meetings with providers Q4 2015

OJEU Process to begin (if required) Q4 2015
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Important notices
References to Mercer shall be construed to include Mercer LLC and/or its associated

companies. © 2015 Mercer LLC. All rights reserved.

This contains confidential and proprietary information of Mercer and is intended for the exclusive
use of the parties to whom it was provided by Mercer. Its content may not be modified, sold or
otherwise provided, in whole or in part, to any other person or entity, without Mercer's prior
written permission.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer
and are subject to change without notice. They are not intended to convey any guarantees as to
the future performance of the investment products, asset classes or capital markets discussed.
Past performance does not guarantee future results. Mercer's ratings do not constitute
individualized investment advice.

Information contained herein has been obtained from a range of third party sources. While the
information is believed to be reliable, Mercer has not sought to verify it independently. As such,
Mercer makes no representations or warranties as to the accuracy of the information presented
and takes no responsibility or liability (including for indirect, consequential or incidental
damages), for any error, omission or inaccuracy in the data supplied by any third party.

This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities
and/or any other financial instruments or products or constitute a solicitation on behalf of any of
the investment managers, their affiliates, products or strategies that Mercer may evaluate or
recommend.

For the most recent approved ratings of an investment strategy, and a fuller explanation of
their meanings, contact your Mercer representative.

For Mercer's conflict of interest disclosures, contact your Mercer representative or
see www.mercer.com/conflictsofinterest.

Jo Holden
Mercer
July 2015
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APPENDIX

Notes to cost savings calculations

The savings quoted are in relation to manager fees only and for one asset class (UK and global
equity) only. It should also be noted that recent fees for UK equity have been higher than has
historically been the case due to strong performance and the addition of performance related
fees. Therefore, rather than use more recent fees, we have taken a longer term historic average.

Alternative assets are the area where anecdotally the largest savings could be made but this
would be a longer term project first in terms of running off existing commitments and second
building along term collective strategy.

Over time, for a Fund committing a significant proportion of assets, there would be associated
reductions in fees for:

e Custody
e Reporting
e Procurement/ manager selections

Based on each Fund committing to the collective arrangement, we estimate an additional £0.1m
of savings per annum per Fund (or £0.8m collectively).

In addition, the additional premia discussed earlier in terms of long term investment philosophy
and the governance premium should also be considered.

Additional costs

There would also be transaction costs in migrating to the new arrangement. However, in practice,
we would expect the fund to be built around existing high quality managers where appropriate.

There would also be the costs of procurement and internal resource to be

incorporated. Implementation fee

Options 2 and 3 may have an "implementation fee", be that implicit or direct.
All services will be included within Option 3 and the provider may well waive the fee.

Option 2 however will require the Welsh Funds to undertake, or outsource, the following tasks
and therefore there will be a set up or implementation cost:

e Advicein relation to manager selection and portfolio construction
e  Procurement of managers
e Transition services

Assumptions
The key assumptions outlined in the analysis are as follows:
e  Current approach:
We have assumed the current manager fees (including performance fees) represent

the cost of the typical manager fees under the existing arrangements. Where take up
is reduced, we have assumed the basis points fee remains the same.
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Option 2 — Custodian approach:

We have assumed that, based on the size of assets in place should manager
appointments be made as a collective the costs could reduce should all global
equities be moved into this structure. The fees secured under the 50% and 25%
take up options are higher to reflect the discounts being secured with managers
reducing.

The structural fee in adopting this approach with a custodian increases (in basis
point terms) as take up rates fall.

Option 3 — Tailored approach:

We have assumed that using a third party provider, the fees secured with
managers would be the same regardless of the take up. This is owing to the
buying power already being in place from a global organisation with extensive
assets under management

In line with Option 2, the structural fee in adopting this approach with a custodian
increases (in basis point terms) as take up rates fall.

The numbers outlined here are indicative and would be dependent upon the managers and
structural platform used.

Clearly the above relates solely to actual monetary cost savings and does not allow for any
potential for improved decision making and the extent to which this translates to improved
investment returns.

MERCER
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Atodiad B

Adroddiad Briffio: Grwp Buddsoddi Cydweithio Cymru, Gorffennaf 2015
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PWRPAS YR ADRODDIAD

Gofyn cymeradwyaeth yr Aelodau i'r Gronfa gymryd rhan mewn ymarfer caffael
ar y cyd gyda’r saith gronfa bensiwn arall yng Nghymru er mwyn apwyntio un
darparwr ar gyfer buddsoddiadau goddefol.

CEENDIR

Comisiynodd Is- Grwp Pensiynau Cymdeithas Trysoryddion Cymru (SWT)
Mercer i ddatblygu achos busnes er mwyn sefydlu trefn lywodraethol a
fframwaith buddsoddi a fuasai’n galluogi wyth cronfa CPLIL Cymru i fuddsoddi
gyda’i gilydd.

Cwblhaodd Mercer yr adroddiad yma yn Mai 2015 ac un arghymelliad oedd
ystyried apwyntio darparwr unigol ar gyfer buddsoddiadau goddefol ar draws yr
wyth cronfa yng Nghymru. Ymhellach, buasai hyn yn gallu cael ei gwblhau cyn
unrhyw waith ar ‘collective investment vehicle’ a buasai arbedion arwyddocaol yn
gallu cael eu cyflawni.

Cytunwyd yn nghyfarfod ‘Is- Grwp Pensiynau SWT’ ar 26ain Mehefin 2015 bod
is- grwp o swyddogion buddsoddi o’r wyth cronfa yn cyfarfod a darparu cyngor ar
yr arghymelliad yma yng nghyfarfod mis Medi a phapur briffio i'r holl gronfeydd
gyflwyno i'w Paneli/ Pwyllgorau.

Cyfarfu'r swyddogion Buddsoddi ar y 3lain o Orffennaf 2015 ble roedd
consensws, yn dilyn trafodaeth manwl, bod ffordd ymlaen dichonol.

YSTYRIAETHAU

Mandadau Goddefol

| atgoffa Aelodau’r Pwyllgor, mae rheolwyr buddsoddiadau goddefol yn dilyn yr
indecs ac o ganlyniad mae’r ffioedd yn isel i gymharu a mandad gweithredol ble
mae angen sgiliau rheolwyr i ddewis stociau. Felly, mae dewis rheolwr o
bwysigrwydd cymharol is, a ffioedd yw'r prif yrrwr ar gyfer y caffaeliad.

Fodd bynnag, mae rhai gwahaniaethau bychan rhwng darparwyr o ran ‘bid offer
spreads’, benthyca stoc, ‘currency hedging’, ac yr amrediad o gronfeydd ar gael
sydd yn cael effaith ymylol ar berfformiad y buddsoddiadau ac sydd angen eu
hystyried ochr yn ochr gyda’r ffioedd. O ganlyniad, penderfynwyd apwyntio
trydydd parti i gynorthwyo gyda’r caffaeliad a fyddai'n ychwanegu gwerth i'r
broses.

Yng Nghymru, mae gennym oddeutu £3bn o ecwiti goddefol ac amlygiad i
fondiau ar draws yr wyth cronfa gyda thri rheolwr ar draws deunaw mandad.
Mae gwaith dadansoddi wedi dangos bod gwahaniaeth mewn pris rhwng
rheolwyr a mandadau sy’n ein harwain at dybiaeth bod arbedion yn gallu cael eu
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3.04

3.05

3.06

Atodiad B

cyflawni’n syth pe bai un darparwr yn cael ei apwyntio sydd yn cytuno gydag
adroddiad Mercer.

Mae dulliau gwahanol i ddatguddiadau goddefol ar draws y cronfeydd, er
enghraifft, mae rhai yn ffafrio dulliau byd-eang yn hytrach na dulliau rhanbarthol,
ond nod y caffaeliad yw apwyntio darparwr buddsoddiadau goddefol a fyddai’'n
gallu cwrdd ag anghenion presennol a dyfodol yr wyth cronfa. Felly, mae rhai
egwyddorion wedi cytuno y dylid ei mabwysiadu:

e Strategaethau buddsoddi unigol (gofynion daearyddol) yn cael ei
ymgymhwyso.

e Pob cronfa yn cadw ymreolaeth ac annibyniaeth buddsoddi a
pherchnogaeth eu hasedau.

e Bydd y mandad goddefol unai wedi ei chronni neu wahanu (os does
dim effaith ffi).

e Ystyriaethau ESG a ‘hedging’ ariannol i'w ymgymhwyso os oes angen.

Yn seiliedig ar yr egwyddorion hyn, mae’r swyddogion buddsoddi wedi cytuno i
argymell:

e Apwyntio un darparwr ar gyfer buddsoddiadau goddefol ar ran yr wyth
Gronfa Bensiwn yng Nghymru.

e Ymarfer caffaeliad ar y cyd i alluogi arbediad ffioedd i'r wyth cronfa gan
apwyntio'r un darparwr i bawb.

e Apwyntio trydydd parti i hwyluso'r caffaeliad a darparu cyngor
arbenigol, bydd y gost yn cael ei rhannu yn hafal, a bydd yn cael ei
ffynonellu drwy fframwaith ymgynghorol Cronfa Clwyd.

Unwaith y bydd wedi ei gymeradwyo gan y Paneli/ Pwyllgorau dylai dirprwyaeth
ar gyfer y penodiad gael ei roi i'r swyddogion buddsoddi perthnasol.

Amserlen

3.07

4.00

4.01

Os yw'’r gymeradwyaeth yn cael ei dderbyn ar gyfer y caffaeliad a dirprwyaeth
berthnasol wedi ei roi, gellir apwyntio'r darparwr newydd i fod mewn lle erbyn
Ebrill 2016. Mae hyn yn tybio bod Cronfa Clwyd yn gallu dechrau chwilio am
ymgynghorwyr dechrau Hydref a fuasai’'n galluogi chwiliad OJEU i ddechrau ar
gyfer y darparwr erbyn diwedd Tachwedd 2015.

ARGHYMELLIAD

Bod Aelodau yn cytuno i'r Gronfa gymryd rhan yn yr ymarfer caffaeliad ar y cyd
fel a amlinellir yn yr adroddiad.
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Eitem 6

CYFARFOD PWYLLGOR PENSIYNAU

DYDDIAD 8 MEDI 2015

PWRPAS MAE’N OFYNNOL DAN GOD YMARFER CIPFA I ADRODD AR
GANLYNIADAU GWIR WEITHGARWCH RHEOLAETH
TRYSORLYSY CYNGOR AR RAN Y GRONFA BENSIWN

TEITL RHEOLAETH TRYSORLYS 2014/15

AWDUR CAROLINE ROBERTS, RHEOLWR BUDDSODDI

Cyflwyniad a Chefndir

Cafodd Cod Ymarfer CIPFA ar Reoli Trysorlys ei fabwysiadu gan y Cyngor hwn ar 1
Mawrth 2011 ac mae’r Cyngor hwn yn cydymffurfio’n llawn a’i ofynion. Mae'r Cod
yn ei gwneud yn ofynnol i mi adrodd ar wir ganlyniadau rheolaeth trysorlys y Cyngor
yn y flwyddyn ariannol ddiwethaf yn erbyn yr hyn a oedd yn ddisgwyliedig.

Yn unol & Chyfarwyddyd Statudol Llywodraeth Cynulliad Cymru ar Fuddsoddiadau
Llywodraeth Leol, mae’n ofynnol i’r Cyngor, fel rhan o’i swyddogaeth rheolaeth
trysorlys, i baratoi Strategaeth Fuddsoddi Flynyddol. Fel ymarfer da, ystyriwyd y
dylai Cronfa Bensiwn Gwynedd (y “Gronfa”) fabwysiadu Datganiad Strategaeth
Rheolaeth Trysorlys (DRhST) Cyngor Gwynedd am 2014/15, fel ei addaswyd i
bwrpas y Gronfa Bensiwn. Cymeradwywyd y DRhST gan y Pwyllgor Pensiynau yn ei
gyfarfod ar 17 Mawrth 2014. O ganlyniad, mae’n ofynnol 1 mi adrodd ar wir
ganlyniadau gweithgaredd rheolaeth trysorlys 2014/15 yn erbyn y disgwyliadau.

Gweithgarwch Buddsoddi

Daeth Arweiniad diwygiedig LIywodraeth Cynulliad Cymru ar Fuddsoddiadau i rym
ar 1 Ebrill 2010, ac roedd yn ailadrodd yr angen i flaenoriaethu diogelwch a hylifedd,
yn hytrach nag enillion. Roedd hefyd yn argymell bod strategaethau i gynnwys asesu
risg credyd, rhesymau ar gyfer benthyca cyn bod angen a’r defnydd o ymgynghorwyr
trysorlys.

Balans ar Balans ar
Balansau’r Gronfa Bensiwn 31/03/2014 | 31/03/2015
£m £m
Balansau 10.7 13.4

Yn unol & chais Pwyllgor Pensiynau 17 Mawrth 2014, cyfunwyd arian y gronfa
bensiwn gyda Ilif arian cyffredinol y Cyngor. Fel y cytunwyd yn y Pwyllgor
Pensiynau ar 24 Mawrth 2015 mae’r trefniant yn parhau yn 2015/16. Mae cyfraddau
llog dal yn isel iawn ond nid oes rheswm dros newid y penderfyniad hwn.
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Mae’r tabl isod yn dangos crynodeb o le fuddsoddwyd yr arian cyfunedig yma yn ystod

2014/15.

Buddsoddiadau

Cyfrifon Galw gyda
Banciau gyda cyfraddau
A- neu uwch — tymor
byr

Buddsoddiadau gyda
Banciau a
Chymdeithasau
Adeiladu gyda
cyfraddau A- neu uwch
— tymor byr

Bond wedi ei warantu
Cymdeithas Adeiladu —
tymor hir

Cronfeydd Marchnad
Arian

CYFANSWM
BUDDSODDIADAU
Cynnydd / (Gostyngiad)
mewn Buddsoddiadau
£m

Balans ar
01/04/14
£000

20,825

27,000

0

47,825

Buddsodd | Aeddfediadau /
iadau a Buddsoddiadau

wnaed a werthwyd
£000 £000
157,650 (160,055)
52,597 (42,595)
1,088 0
89,796 (89,796)
301,131 (292,446)

Ailbrisio
i Werth
Teg
£°000

33

33

Balans ar Cyfradd
31/03/15 | cyfartaledd
£000 %
18,420 0.47
37,002 0.78
1,121 0.45
0 2.09
56,543
8,718

Roedd diogelwch y buddsoddiad yn parhau i fod yn brif amcan buddsoddi i’r Awdurdod.
Cafodd hyn ei gynnal drwy ddilyn polisi gwrthbarti’r Awdurdod sydd wedi’i nodi yn ei

Ddatganiad Strategaeth Rheolaeth Trysorlys ar gyfer 2014/15.

Cafodd ansawdd credyd gwrthbartion ei asesu a'i fonitro gan yr Awdurdod drwy gyfeirio at
statws credyd (isafswm y statws credyd tymor hir ar gyfer gwrthbartion oedd A- ar draws
asiantaethau statws credyd Fitch, S&P a Moody’s.), amnewid diffyg credyd (credit default
swaps), datganiadau ariannol, gwybodaeth ar gefnogaeth Ilywodraeth dichonadwy, ac
adroddiadau yn y wasg ariannol o ansawdd.
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Risg Credyd

Mae ansawdd credyd gwrthbartion a fesurir gan statws credyd yn cael eu crynhoi isod:

Dyddiad Cyfartaledd Cyfartaledd Cyfartaledd Cyfartaledd Cyfartaledd

Pwysol Gwerth | Pwysol Gwerth | Pwysol Amser | Pwysol Amser | y cyfnod

— Sgor Risg — Statws — Sgor Risg — Statws (diwrnodau

Credyd Credyd Credyd Credyd )
31/03/2014 5.69 A 5.80 A 102
30/06/2014 5.19 A+ 5.12 A+ 139
30/09/2014 5.01 A+ 3.21 AA 118
31/12/2014 5.39 A+ 3.49 AA 148
31/03/2015 5.24 A+ 3.62 AA- 64

Scorio:

-Mae cyfartaledd pwysol gwerth yn adlewyrchu ansawdd credyd buddsoddiadau yn 61 maint y blaendal.

-Mae cyfartaledd pwysol amser yn adlewyrchu ansawdd credyd buddsoddiadau yn 6l aeddfedrwydd y blaendal.

-AAA = ansawdd credyd uchaf = 1

- D = ansawdd credyd isaf = 26

-Nod = A- neu statws credyd uwch, gyda sgor o 7 neu is, i adlewyrchu’r dull Buddsoddi presennol gyda’r prif focws ar
ddiogelwch.

Diweddariad Gwrthbartion

Cymeradwyodd Senedd Ewrop yr EU Bank Recovery and Resolution Directive (BRRD) ar
15 Ebrill, 2014. Rhoddwyd ystyriaeth i’r posibilrwydd y byddai’r gefnogaeth arbennig gan
y llywodraeth i ddalwyr bondiau ansicredig uwch y banciau yn debygol o leihau, yn 2014-
15 bu i Moody's adolygu Rhagolwg sawl banc yn y DU ac yn yr UE o Sefydlog i Negatif
(noder nad yw hyn yr un fath ag adolygiad graddio negatif (rating review negative), a bu i
S&P roi banciaut DU a’r Almaen ar Credit Watch gyda goblygiadau negatif, wedi i’r
gwledydd hyn fabwysiadu trefn bail-in y BRRD yn gynnar.

Yn yr un modd, adolygodd S&P ei Ragolygon ar gyfer banciau mawr Canada i negatif yn
dilyn cyhoeddiad y llywodraeth am y posibilrwydd o fframwaith polisi bail-in.

Cyhoeddodd Banc Lloegr ei agwedd at ddatrysiad banc oedd yn dynodi sut y byddai lleihau
rhwymedigaethau banc sy’n methu, yn gweithio’'n ymarferol. Bydd Banc Lloegr yn
gweithredu os yw banc, yn ei farn ef, yn methu, neu'n debygol o fethu, ac nid yw'n debygol
y bydd datrysiad sector preifat llwyddiannus megis trosfeddiannu neu ddyroddi
cyfandaliadau; nid oes angen i fanc fod yn dechnegol fethdaliadol (gyda'i
rwymedigaethau’n fwy na’i asedau) cyn i ymyrraeth reoleiddiol ddigwydd, megis bail-in.

Effaith gyfunol y BRRD a Deposit Guarantee Scheme Directive y DU (DGSD) yw
hyrwyddo ernesau unigolion a busnesau bach a chanolig dros ernesau awdurdodau
cyhoeddus, corfforaethau mawr a sefydliadau ariannol. Disgwylir i wledydd eraill yr UE, a
phob gwlad datblygedig arall fabwysiadu dulliau tebyg yn y pen draw.

Ym mis Rhagfyr, bu i Awdurdod Rheoleiddio Darbodus (PRA) y Banc ymgymryd &
phrofion straen ar wyth sefydliad ariannol yn y DU, i asesu eu gwydnwch i sioc dwys yn y
farchnad dai ac i gynnydd mawr mewn cyfraddau llog, ac i ymdrin & pheryglon i
sefydlogrwydd ariannol y DU. Cafodd Lloyds Banking Group a Royal Bank of Scotland eu
hadnabod fel sefydliadau a basiodd y profion, ond a oedd mewn perygl petai ‘dirywiad
economaidd sylweddol” yn digwydd. Mae Lloyds Banking Group [mae ei fanciau
cyfansoddiadol ar restr fenthyg yr Awdurdod] yn cymryd camau i ychwanegu cyfalaf ac nid
yw’r PRA yn gofyn i'r grwp gyflwyno cynllun cyfalaf diwygiedig. Nid yw RBS ar restr
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fenthyca'r Awdurdod ar gyfer buddsoddiadau, ond mae wedi diweddaru cynlluniau i
gyhoeddi cyfalaf Haen 1 ychwanegol. Bu i The Co-operative Bank fethu’r prawf.

Yn ogystal, cyhoeddodd Banc Canolog Ewrop ganlyniadau’r Arolwg Ansawdd Asedau
(AQR) a phrofion straen, a oedd yn seiliedig ar ddata mis Rhagfyr 2013. Methodd 25 o
fanciau Ewropeaidd y prawf, gan fethu & chyrraedd y trothwy cyfalaf gofynnol o gyfanswm
0 oddeutu €25bn (£20bn) - nid oedd unrhyw un o'r banciau a fethodd ar restr fenthyca'r
Awdurdod.

Ym mis Hydref, yn dilyn symudiadau sydyn mewn arwyddion y farchnad a yrrwyd gan
ddirwyiad yn y rhagolygon twf rhyngwladol, yn enwedig yn Ardal yr Ewro, bu i
Arlingclose gynghori gostyngiad mewn cyfyngiadau cyfnodau buddsoddi ar gyfer
buddsoddiadau banc a chymdeithasau adeiladu anwarantedig i atal argyfwng dyrys arall yn
Ardal yr Ewro. Cafodd cyfnodau buddsoddiadau newydd anwarentedig gyda rhai
sefydliadau'r DU eu gostwng ymhellach i 100 diwrnod ym mis Chwefror 2015.

Mae gwahardd ‘bail-outs’, cyflwyno ‘bail-ins’, a'r ffafriacth roddir i nifer fawr o adneuwyr
ar wahan i awdurdodau lleol yn golygu fod y peryglon o wneud adneuon anwarantedig yn
cynyddu’n gymharol ag opsiynau buddsoddi eraill. Felly, mae'r Awdurdod wedi dechrau
defnyddio opsiynau buddsoddi gwarantedig fwyfwy neu ddewisiadau arall megis bondiau
wedi eu gwarantu, yn ogystal a ernesau banc a chymdeithasau adeiladu anwarantedig. Yn
gyffredinol gwnaethpwyd ernesau dros gyfnodau byr er mwyn lleihau’r risg. Mae defnydd
opsiynau gwarantedig gan gynnwys buddsoddiadau y tu allan i'r banc a chronfeydd wedi'u
cyfuno yn ogystal a bondiau wedi eu gwarantau yn debyg i gynyddu er mwyn lleihau’r risg
0 golled.

Diweddariad ynglyn 4’n Buddsoddiadau ym Manc Heritable.

Bellach, mae’r awdurdod wedi adennill 94% o’i fuddsoddiadau ym manc Heritable. Mae’n
debygol y bydd dosraniadau pellach a dylid adenill y swm Illawn. Mae amseriad
dosraniadau yn y dyfodol yn aneglur ac yn dibynnu ar setliad yr achos llys sy’n parhau.
Derbyniwyd rhybudd y bydd taliad difidend ym mis Awst 2015 ond nid yw’r swm yn
hysbys eto.

3. Argymhelliad

Gofynnir i’r Pwyllgor Pensiynau derbyn yr adroddiad er gwybodaeth am sut
fuddsoddwyd arian parod y Gronfa, ar y cyd ag arian y Cyngor yn 2014/15.
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Mae’r gwerth cyfartalog pwysol yn adlewyrchu ansawdd credyd buddsoddiadau yn 6l maint
y buddsoddiad. Mae’r amser cyfartalog pwysol yn adlewyrchu ansawdd credyd
buddsoddiadau yn 6l aeddfedrwydd y buddsoddiad.

Roedd y Cyngor yn anelu at sgor o 7 neu is, er mwyn adlewyrchu’r flaenoriaeth or-redol am
ddiogelwch yr arian a fuddsoddir a throthwy isaf cyfradd credyd A- ar gyfer gwrthbartion
buddsoddi.
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Eitem 7

PWYLLGOR: PWYLLGOR PENSIYNAU

DYDDIAD: 8 Medi 2015

TEITL: “Know your onions” - Cynhadledd Ymddiriedolwyr y Cynllun
Pensiwn Llywodraeth Leol

PWRPAS: Hysbysu’r aelodau o gynnwys a gwerth cynhadledd
Ymddiriedolwyr Cynllun Pensiwn Llywodraeth Leol, 25-26
Mehefin 2015 yng ngwesty’r Marriott, Caerdydd

AWDUR: Dafydd L Edwards, Pennaeth Cyllid

CYFLWYNIAD

Darparodd Cynhadledd Ymddiriedolwyr y Cynllun Pensiwn Llywodraeth Leol
(CPLIL) wybodaeth ddiddorol am sawl agwedd o ran datblygiad y CPLIL ac
agweddau o fuddsoddi cronfeydd. Mynychwyd vy digwyddiad gan dri
cynrychiolydd o Gronfa Gwynedd, sef y Cynghorydd Peredur Jenkins, y
Cynghorydd Eifion Jones, a Dafydd L Edwards (Pennaeth Cyllid).

“KNOW YOUR ONIONS”

Rhoddwyd vy teitl “Know your onions” i’r gynhadledd yma, ac yng nghyd-destun y
pwysau cyllidol sy’'n wynebu awdurdodau lleol, roedd cydnabyddiaeth o sawl
safbwynt y bydd fforddiadwyedd a chynaladwyedd y CPLIL (yn enwedig fel
cronfeydd unigol) yn cael ei herio, felly rhaid i ymddiriedolwyr wybod “be ydi be”
er mwyn gallu amddiffyn y CPLIL.

CPLIL — LLYWODRAETHU CENEDLAETHOL

Ddaru’r prif siaradwr, Bob Holloway o'r ‘DCLG’, ganolbwyntio ar waith “hwyluso”
y Bwrdd Ymgynghorol (cenedlaethol) y Cynllun, arweiniad ar sefydlu Byrddau
Pensiwn Lleol, rheoli diffygion, dangosyddion perfformiad allweddol, a
chronfeydd sy’n cymryd risg gormodol. Ynglyn & diwygiad strwythurol i'r CPLIL,
cadarnhaodd Bob Holloway fod “y Llywodraeth yn ystyried ei sefyllfa”.

RHYDDID A DEWISIADAU

Amlinellodd Annemarie Allen, Uwch Ymgynghorydd Pensiynau gyda Barnett
Waddingham, yr hyblygrwydd ysgubol newydd o Ebrill 2015, hawl i aelodau’r
CPLIL drosglwyddo i gynlluniau cyfraniad diffiniedig, y potensial am lai o
gyfraniadau ariannol o gyflogau, a mwy o ymholiadau i weinyddwyr cronfeydd.

Roedd mynychwyr y gynhadledd yn gyffredinol gefnogol o’r farn fod polisi’'r

Llywodraeth o ddarparu mynediad hyblyg at arian parod (tynnu allan buddion
pensiwn) yn “scandal” anghyfrifol.
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DIWEDD “CONTRACTING OUT”

Eglurodd Karen McWilliam ac Alison Murray, y ddwy o AON Hewitt a gynt o
Hymans Robertson, y gost Yswiriant Gwladol ychwanegol sylweddol i gyflogwyr
(2.3% o’r gost cyflogi ar gyfartaledd), a chymhlethdodau cysoni ymrwymiadau’r
cynllun pensiwn (“GMP”) gyda chofnodion CaThEM. Amlinellwyd sut roedd y
cysoni yma yn dasg enfawr i staff gweinyddol y Gronfa Bensiwn sydd raid ei
gwblhau cyn Ebrill 2018, a bod dim modd ei gyflawni o fewn adnoddau staff
cyfredol.

RHAGOLYGON AR GYFER 2016 (PRISIAD TEIRBLYNYDDOL)

Cyflwynodd Liam Robson a Jeff Houston o'r LGA berfformiad buddsoddi
cyffredinol dros y blynyddoedd diweddar, a thrafodwyd rhagdybiaethau
actiwaraidd i'r dyfodol, chwyddiant a hirhoedledd, ynghyd & phwysau cost wedi’'u
gosod ar y CPLIL gan Drysorlys EM. Tra mae cronfeydd wedi parhau yn
ariannol bositif ers y prisiad blaenorol, mae methodoleg ailbrisio Trysorlys EM a
chost ‘trosglwyddiadau clwb’ yn groes i’r enillion rheiny.

DULLIAU BUDDSODDI ARLOESOL

Amlinellodd Andy Fox o Gronfa Bensiwn Swydd Gaerhirfryn eu partneriaeth
arfaethedig gyda Chronfa Bensiwn Llundain, sy’n golygu cyfuno £10bn o asedau
i'w buddsoddi, ond ddim uno’r cronfeydd.

Roedd yr achos busnes yn profi byddai cydweithio i fuddsoddi yn fuddiol, yn bur
o leihad (£10m blynyddol) mewn ffioedd rheolwyr buddsoddi, tra roedd awgrym
byddai canlyniadau buddsoddi hefyd yn gwella.

Pryd heriwyd yr achos busnes gan gynrychiolwyr Cronfa Gwynedd, ymysg eraill,
casglwyd fod dim tystiolaeth i brofi gwell dychweliadau o gyfuno / maint, ond
dyna yw amcan y ddwy gronfa bensiwn.

Nodwyd amrediad o faterion, gan gynnwys heriau cyfreithiol, llywodraethu,
rheoliadol, gwleidyddol, a staffio.

CYFRANIADAU GWIRFODDOL YCHWANEGOL (“AVCs”)

Derbyniwyd cyflwyniad bywiog a diddorol gan Richard Harrison o’r Prudential am
ddarpariaeth “AVCs”. Cadarnhaodd fod yr opsiwn 100% di-dreth o “AVCs”

(unigryw i'r CPLIL) yn golygu eu bod yn parhau’n ddull da o gynilo cyn ymddeol,
ac awgrymodd dylai cronfeydd wneud mwy i gyfathrebu hyn i aelodau’r cynllun.
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10.

11.

ERAILL

Derbyniwyd cyflwyniadau diddorol hefyd oddi wrth Eversheds ar achosion
cyfreithiol perthnasol i bensiynau, aelodau’r Bwrdd Cysgodol cenedlaethol ar
gynnydd y byrddau lleol, a’r Ombwdsmon Pensiynau am gwynion yn erbyn
cronfeydd CPLIL.

BUDDSODDIADAU AR DRAWS Y BYD

Awgrymodd Atul Shinh o Investec fod y cylch economaidd, yn dilyn codiadau
mewn ecwiti ers 2008, ddim yn ‘gorboethi’. Roedd ef o’r farn bod ecwiti’'n parhau
i fod yn werth am arian, ac roedd ecwiti Japaneaidd hyd yn oed yn gyffrous amy
tro cyntaf mewn degawdau.

Ymhelaethodd fod technoleg yn ymddangos yn ddeniadol fel dosbarth o asedau,
ond fod angen gofal wrth ddewis lle i fuddsoddi mewn marchnadoedd newydd a
mewn eiddo.

Ar y thema “know your onions”, ddaru Investec ein diddanu trwy gau’r
gynhadledd gan ddweud “that’s shallot”.

Ddaru gynrychiolwyr Cronfa Gwynedd gyfarfod Stephen Lee o Investec yn y
gynhadledd a sicrhau hyfforddiant (fel darparwyd yn sesiynau swyddogol y
CPLIL) am ddim ar gyfer Bwrdd Pensiynau Gwynedd.

CASGLIADAU

Roedd y digwyddiad yma yn cynnwys ymdriniaeth o sawl agwedd o bensiynau,
wedii gyflwyno mewn dull dealladwy, ac yn darparu cyfleoedd ar gyfer
rhwydweithio defnyddiol.

Ymhellach i bresenoldeb ymroddgar pob cynrychiolydd ym mhob sesiwn o’r
gynhadledd, mae cynrychiolwyr Gwynedd yn ddoethach yn sgil mynychu ac yn
argymell yn unfrydol y dylai Pwyllgor Pensiynau Gwynedd barhau i gefnogi’r
digwyddiad hwn.
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