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Dear Ms Edwards
Call for Evidence on the Future Structure of the Local Government Pension Scheme
Thank you for the opportunity to respond to the Call for Evidence on the Future Structure of the Local Government Pension Scheme (LGPS).  The Cornwall Pension Fund initially debated the response at its Committee meeting in July 2013 soon after the Call was released.

The Cornwall Pension Fund has provided a response below which is based around the five questions raised in the call for evidence and a conclusion for you to consider with the other consultation responses. 
Executive Summary

The Cornwall Pension Fund believes the status quo may not be an option for all funds and is not adverse to change; however Cornwall believes that change should be for the right reasons, should be evidence-based and should result in real benefit to members, pensioners and employers in the funds. In particular any change should lead to the already high level of local accountability being increased. Cornwall feels strongly that further local collaboration and joint working should be the preferred future option for the LGPS, possibly based on the successful model of the South West Framework.

Question 1 – How can the LGPS best achieve a high level of accountability to local taxpayers and other interested parties – including through the availability of transparent and comparable data on costs and income - while adapting to become more efficient and to promote stronger investment performance
The Cornwall Pension Fund believes localism and accountability at a local level are key criteria to any future structure of the LGPS.  Therefore the current structure of the LGPS is already geared to provide a high level of accountability to local taxpayers and other interested parties. 

Cornwall Pension Fund is similar to a large proportion of shire County LGPS funds whereby the higher tier authority in the County, Cornwall Council, act as a locally based administering authority to the Cornwall Pension Fund and the Pensions Committee is made up of locally elected representatives.  A large number of the members represent the authorities that have an impact on council tax e.g. Cornwall Council, Parish & Town Councils, giving a clear link to the local taxpayer.  
In addition other stakeholders such as non council employers, member representatives and an independent investment adviser are present on the Committee, enabling full representation for stakeholders and other interested parties and ensuring effective decision making at public meetings.

This similarity of funds also allows for the flexibility to seek collaboration with other funds to become more efficient and deliver stronger investment performance. Cornwall Pension Fund can demonstrate actual examples of joint working across the South West that has already delivered direct financial savings through a collaborative working under the South West Frameworks.
Over £1.5m of financial savings have been made by South West Funds through this approach, using frameworks for Legal Advisors and Actuarial, Benefits and Investment Services.

The frameworks are relatively new and more collaborative working will only lead to further benefits, with the two South West forums for investment managers and Pensions Administration looking at future joint working around communications, statements and potential for pooled equity funds.
Governance is a crucial factor in any well managed fund. The current LGPS Regulations and recommended practices guidance ensure, if adhered to, a high level of governance and accountability to all its stakeholders.  Business Plans and Funding Strategy Statements outline clear and transparent fund objectives.  Funds also produce comprehensive Annual Reports along with numerous other policies and regulatory statements including the Statement of Investment Principles, Communications Policy, Valuation Reports, Quarterly Performance Monitoring, Members and officers Training Plans and Governance Compliance Statements.
Currently there are a myriad of reporting requirements on the Cornwall Pension Fund e.g. annual financial statements and SF3 return.  Table 1 below provides the summary details on the SF3 return submitted for 2011/12. 

Table 1: SF3 Summary 2011-12 England & Wales
	SF3 Summary 2011-12
	Total scheme members
	Admin Cost (Exc. fund mgmt)

(£000)
	Admin Cost (Exc. fund mgmt) per scheme member (£)

	Shire 
	2,525,910
	62,045
	24.56

	Metropolitan
	993,707
	21,051
	21.18

	Inner London
	207,835
	9,468
	45.56

	Outer London    
	307,799
	15,392
	50.01

	Other
	213,171
	10,253
	48.10

	Total 
	4,531,037
	126,891
	28.00

	Cornwall
	40,796
	603
	14.78


The Cornwall Pension Fund prides itself on its low administration cost (£14.78 per scheme member for 2011/12) indeed this is reflected on the whole for Shire funds when compared against others e.g. Inner London. However the devil is sometimes in the detail.  As demonstrated in the table provided this only shows administration costs and does not include investment mgmt fees. Not all LGPS Funds identify all their investment manager fees in their returns and their accounts.  To help ensure consistency of reporting it would be helpful if specific guidance could be prepared in advance of completion of these returns, either by external auditors or new Scheme Advisory Board, alternatively these key returns could be verified following their submission.
Lastly in respect to the potential pooling of fully merger of LGPS funds, there is an argument that this would produce cost efficiencies due to size of scale and then opens the possibility of investment in bulky, illiquid assets potentially outside the scope of smaller funds. That alternative is not without risks and problems. Well funded schemes might, in effect, be bailing out less well funded schemes. With new bodies appointed to manage pooled funds, there would likely be less accountability and employer-employee representation. 
It is also a somewhat flawed assumption that larger investment funds will necessarily deliver better investment returns at a lower cost. Figure 1 below produced by our actuary Hymans Robertson shows that there is no correlation between fund size and performance. Ultimately local council tax payers will end up footing the bill if this goes wrong.

Figure 1: Hymans Robertson – Performance & Fund Size 
[image: image1.emf]63

166

204

108

188

216

155

210

229

210

234

242

240

106

0

247

183

125

243

152

68

250

218

188

110

192

64

151

210

118

183

224

160

218

239

207

242

1

108

247

61

150

249

127

185

251

191

220

75

75

75

100

100

100

125

125

125

150

150

150

1

Performance and fund size

No correlation between size and investment return

(but less variation)

£300m £600m

£8bn

£2bn

3.0%

  
Question 2 – Are the high level objectives listed those we should be focussing on and why? If not, what objectives should be the focus of reform and why? How should success against these objectives be measured?

Overall the Cornwall Pension Fund supports the High Level objectives listed in the Call (Dealing with Deficits and Improving Investment returns) however the Cornwall Pension Fund believe this is slanted towards the investment side of the LGPS and that it’s primary objective, as clearly set out in the Cornwall Pension Fund Annual Report, which is to provide for members pensions and lump sum benefits on their retirement of for their dependents benefits on death before or after retirement, should be the main focus that drives the Cornwall Pension Fund.
Therefore another equally important objective should be considered around governance, as arguably this has the biggest impact on a fund’s performance.  Governance Compliance Statements should be scrutinised by a central body and action taken where minimum standards are not being met.  Arguably, poor governance is likely to lead to inconsistent deficit funding strategies and poor investment returns / strategies
Any reform should see a central body, possibly the new Shadow Scheme Advisory Board, challenging those who fail to meet common principles and with measures put in place to protect members interest for those funds shown not to be managed or governed well.

Dealing with Deficits is always an important issue for any LGPS fund, however a change in actuarial assumptions, or a single year of strong performance can have a significant impact but not address the long term problem.  To enable comparisons deficits need to be measured against a standard set of actuarial assumptions, there is potential for common assumptions to be set by the Government Actuary Department (GAD).  The potential merger of funds will have no impact itself on the total level of deficit across the LGPS.

The second objective of improving investment returns should always be at the forefront of a funds investment objectives; indeed the Cornwall Pension Fund has a stated objective to achieve a return on assets which is sufficient, over the long term, to meet all accrued benefits. In relation to any potential merger, again we refer to figure 1 detailing there is no correlation between size and investment return.
Investment performance is key to dealing with deficits and keeping contribution costs down for employers so that they are affordable, and ultimately a fair cost to local tax payers.  As previously mentioned a small under or over-performance in relation to investment returns will have a far greater impact on the ability to meet future liabilities than reductions or increases in the administrative and investment costs of running a Fund. 

Question 3 – What options for reform would best meet the high level objectives and why?

As mentioned above in response to Question 2 consistent assumptions to allow fair comparison of funding levels would be a priority option in association with reforms around the collection of standardised, verified returns to allow for the fair comparison of investment performance.
Ultimately the Cornwall Pension Fund believe better collaboration between funds and the use of frameworks can provide the basis for further reform and provide the benefits of a scale of economy enjoyed by larger funds while maintaining local accountability.  However following reform if it is shown that a fund is to be failing in dealing with any of the high level objectives, as stated previously, there should be consequences, and measures should be put in place to ensure the fund, and more importantly the members interests are protected; that could be in the form of a merger, support from a well-managed, successful fund or direct intervention.
The benefits of closer working and collaboration should not be underestimated.  DCLG should be seeking to assist and promote collaboration between funds and providing assistance or helping to co-ordinate projects and frameworks at a national level.  Funds with similar investments objectives should be encouraged to work together to pool investments and share procurement costs to reap the benefits from economies of scale and increased buying power while maintaining their independence.
In addition to the evidence supplied to question 1 around how Cornwall Pension Fund and other funds have benefited from the South West Frameworks, Cornwall Pension Fund have also worked jointly with the Devon Pension fund to hold joint training sessions for Pension Committee members. This has resulted in shared costs, high quality speakers and the improved effectiveness and decision making of the committee members. 
Question 4 – To what extent would the options you have proposed under question 3 meet any or all of the secondary objectives? Are there any other secondary objectives that should be included and why?

Overall the Cornwall Pension Fund believes that the options proposed under question 3 will on the whole meet the secondary investment objectives as set out in the call for evidence.
When considering the objective to reduce investment fees we believe that it should be considered in the context of risk adjusted returns. Some mandates have part of the external manager’s fees as performance related.  Clearly in these circumstances funds are happy to pay more fees as this is more than paid for by the improved investment performance.  It is also often the smaller boutique asset managers that produce the best performance but typically they also charge higher fees. 
Different fee scales are also typically charged for different asset types, the cheapest fees being for cash management and passive equity strategies, but these may not produce the best returns.  Considering these factors it would appear that a blanket objective of reducing investment fees will in some circumstances run contrary to the high level objective of improving investment returns, therefore it may be sensible to explore fees against risk adjusted returns to identify where higher charges are not helping funds to meet their investment objectives
It should also be noted that it is more than possible for competent investment managers within existing LGPS Funds to be able to negotiate and drive down fees to a level similar too those fees offered to significantly larger funds.  We believe Cornwall have a proven track record on this point and, if required, can demonstrate significant savings to the pension fund following negotiations and award of contract/mandate.
When considering providing for greater investment in infrastructure it should be reviewed following collection to data as to whether some LGPS funds need to undertake greater investment in infrastructure.  The Cornwall Pension Fund, for example, has identified a 10% strategic allocation to this asset class.  As always each asset class needs to be considered based on the merits of its potential risk / return profile and how that fits into the funds investment strategy.  If infrastructure projects are attractive propositions they will attract investment in their own right.        

Although the Cornwall Pension Fund has already demonstrated its cost effectiveness, the objective to improve the cost effectiveness of administration is only likely to improve in future with further collaboration and joint working and the Cornwall Pension Fund is supportive on this aspect.  The amalgamation of funds into bigger units could lead to better cost effectiveness, although this is by far from being an evidence-proved case , furthermore the savings available are unlikely to be of a level that would have a material impact on deficits and the cost of implementing any change should be fully considered in the equation.
Linked with effectiveness of administration is both the access to high quality staffing resources, which is just as crucial in the technical arena of LGPS administration and application, and also the access to investment professionals.  There is a highly competitive market place for these attributes with respect to investments and unfortunately local authority pay scales make it difficult to compete with the private sector.  Collaboration between funds does and will allow in the future for the sharing amongst LGPS funds of the technical expertise, experience required to effectively administer the funds within the LGPS. 

Question 5 – What data is required in order to better assess the current position of the Local Government Pension Scheme, the individual Scheme fund authorities and the options proposed under this call for evidence? How could such data be best produced, collated and analysed?

As previously detailed the most crucial point around data on deficits, investment performance and any other data deemed necessary should be available on a common basis to allow for fair comparison.  This should either be prescribed in its preparation or verified at its submission.  One area not covered in detail around data collection is the important area of administration, data requirements should include details on, but not limited to:
· Number of active, deferred and pension members

· Age profile

· Number and type of transactions carried out

· Annual administration costs for core pensions related services

· Performance against agreed KPIs

Much of the data mentioned in this response is already available, however we would caution against seeking a significant amount of data beyond that which is already available, as this could add significant cost in the operation of LGPS Funds at a time when cost reduction is being looked for.

All collection of data will require an improved central body, which could potentially be the new Shadow Scheme Advisory Board, to organise, collect and collate the data in future.
In conclusion Cornwall Pension Fund believe there is no one single solution to the questions raised in the call for evidence and in addition that a wholesale merger of funds will not provide the answers and indeed may lead both to increased costs in the short term during the transition and also potentially act as a distraction to LGPS funds from their primary objectives.
There is an argument for merger of funds with close geographical locations, leading to  accessible, resilient staffing who are in close proximity to their customer employers, pensioners and members and where there can still be local accountability to the taxpayer. In this scenario the obvious potential is London and an expansion of the already successful tri-borough arrangement could be rolled out across the capital.  A subsequent review of this, together with the introductions of consistent data reporting and comparisons would then enable further debate on any wider potential merger of funds. 

As stated Cornwall Pension Fund believe that further collaboration and joint working is now the preferred future option and direction for the LGPS. This is a model which the Cornwall Pension fund and other South West funds has worked successfully. Cornwall would wish to continue to actively participate in this Framework and would indeed express its wish to be at the forefront of any future regional or national work in this area.
Yours sincerely
Andy Brown
Assistant Head of Finance
Finance Service
Cornwall Council – Administering Authority for the Cornwall Pension Fund
Tel: 01872 322537  
Email: abrown@cornwall.gov.uk
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