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Question 1 – How can the Local Government Pension Scheme 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. 

Accountability 

Within the LGPS 70-80% of Fund liabilities are with local authorities and their subsidiaries, this 
proportion being even higher for single authority funds, such as the London boroughs.  The funding of 
these local authorities has changed considerably over recent years and more widely, the employer 
base within the LGPS is increasingly varied.  In order to ensure accountability to local taxpayers and 
interested parties, clarity is needed on who the accountability is actually to; whether it is to the 
beneficiary, to the employer or to the local taxpayer as a stakeholder, particularly given that there is a 
degree of commercial decision making undertaken when outsourcing contracts.  That said, the current 
and proposed governance structure of the LGPS; composed primarily of locally elected councillors 
and employee representatives, does provide a significant amount of accountability and disclosure to 
interested parties, through compliance and assurance statements, regular reporting and annual 
publications. 

Transparency  

In respect of transparent and comparable data, a number of agencies already collect comparative 
data on an annual basis, such as CIPFA for the benchmarking club and DCLG for the SF3 returns, in 
addition to the annual accounts disclosures. However, the content of these returns is not directly 
comparable due to differing data submitted by LGPS funds in respect of activity, management fees, 
performance and income etc.  

In terms of actuarial valuation, assumptions used vary from fund to fund, some adopt a more 
optimistic view and some a more realistic view, hence deficits/surplus are not directly comparable.  

Further detail to data collection and comparability requirements is included in the response to 
question 5. 

Efficiency and investment performance  

LGPS funds have a fiduciary duty to strive to improve investment returns, having due regard to risk 
appetite and by taking a long term view in order to strike a balance between risk, reward and 
diversification. There is no consistency between investment returns and fund size according to 
research undertaken. Larger funds naturally have greater access and capability for diversification and 
cost management because of economies of scale.  It is very difficult to compare fund returns due to 
differing risk appetite as a result of individual fund profiles.  The attached research paper (Appendix 1) 
undertaken by Hymans Robertson illustrates the fact that size of fund does not solely have an 
influence on investment returns.      

This review should not necessarily be about big versus small funds, but about the effective and 
efficient running of the scheme and about determining the optimal size to achieve this. There are 
advantages and disadvantages to both large and small funds, with larger funds having the potential 
for bigger resources, internal fund management and research capability in addition to reduced key 
man risk. However, evidence shows that small funds can and do perform consistently well within the 
local authority universe, although volatility tends to be higher than in larger funds, and can experience 
fewer challenges in deploying cash for investment. 
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Flexibility to make investment decisions through an appropriate governance structure and delegated 
powers is crucial, and funds with in-house management capability are better placed to make and 
implement asset allocation decisions on a more timely basis. Access to these capabilities is more 
widely available to larger funds and the combination of in-house expertise, larger governance budgets 
and economies of scale in investment activities could demonstrate, subject to a robust cost benefit 
analysis, that larger funds have the resources and capability to be more cost efficient. 

Finally, we see a benefit in reviewing the legal status of the LGPS fund and one option would be 
considering the Pensions Authority Model.  This model can be seen in the structure of LPFA and 
South Yorkshire Pension Fund who have powers conferred, which the administering or lead authority 
do not. 

Question 2 – Are the high level objectives listed above 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? 

The two high level objectives of dealing with investment deficits and improving investment returns are 
appropriate, but with the required addition of scheme affordability and addressing the long-term 
benefit structure.  Balancing affordability and prudence is a challenge and the implementation of the 
2014 scheme with the 1/49 accrual rate will require close monitoring in respect of the cost 
mechanism; which has to work in order to avert a review of the 2014 scheme in the not too distant 
future. The 2014 scheme does not deal with existing deficits, which will be carried forward and must 
be addressed.  This means that the affordability question still remains and has an implication for the 
2014 scheme being sustainable in the future. 

Addressing deficits is challenging for all funds and implementation of a realistic recovery plan is 
crucial. Failure to address a growing deficit will result in the position being extremely difficult to 
recover. It might seem attractive to defer action in difficult times, for example by extending recovery 
periods and increasing investments risks, however this could lead to the scheme ultimately being 
unsustainable. Deficits within the scheme are primarily derived from liabilities, with costs accounting 
for 30-40bp as detailed by Actuarial Valuation exercises. Dealing with deficits can only be addressed 
by: 

 Increased contributions – this raises the affordability issue for both employees and 
employers, however inconsistency or failure to set sufficient contribution rates will result in 
recovery plans being unachievable and a repeat of previous poor policy decisions, 
particularly in respect on pensions holidays, creating even more problems for all stakeholders 
in the future. 

 Scheme benefit structure – managing liabilities is a key area for review. A potential move to a 
5-year actuarial valuation cycle and funding plan, with annual monitoring, would provide 
longer term stability for employers who themselves are facing challenging times. Some of the 
changes in the 2014 scheme are helpful; revised employee tiered contribution rates, link to 
the state pension age and the 50/50 option.  However, the move to a 1/49 accrual rate could 
prove to be expensive and could be better structured to address affordability issues. 

 Investment returns – have a role to play but are not the overall solution, and further flexibility 
on investments from the investment regulation review may be helpful.  Returns are usually 
reported net of fees and larger in-house teams with management expertise can contribute to 
the lowering of investment management, risk management and other associated costs.  
Collaborative investment opportunities could potentially provide a reduction in investment  
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management fees, and some colleagues such as the London Treasurers Group are 
investigating a common investment vehicle.  The national framework agreement has also 
been implemented with some success. Further collaboration such as the Pensions 
Infrastructure Platform (LGPS and corporate schemes) and investing for growth (the five 
main LGPS metropolitan funds) are also in place.   

Investment managers have a role to play in addressing the matter of costs, and lobbying of 
managers is crucial to drive down the costs of existing mandates and future contracts.   

A small number of managers offer LGPS fee structures currently, and aggregation of fees 
across mandates for related schemes is already in practice. It is our understanding that 
according to discussions being held with fund managers, a truly collective fee structure for 
the LGPS may be offered, but subject to the assets being overseen by one, national ‘body’.   

As stated above, this is not a case of big versus small, and although research and 
benchmarking exercises have been undertaken, the evidence is not conclusive as detailed in 
Appendix 1.  Factors such as risk appetite, funding level, covenant strength and contribution 
rates, must be taken into consideration in the funding plan and will influence the investment 
strategy.  

  Measurements of success will include: 

 Credible recovery plans in order to address deficits, and regular monitoring against the plan. 

 Affordability – setting a threshold where the total cost of pension provision is set at a 
reasonable percentage of an employer payroll, including both PSD and FSR, and to maintain 
a benefit structure that is both fair, and affordable for the long term. 

 A cost effective scheme.  

 

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

The options that would best meet the high level objectives are considered to be:  

 A review of the benefits structure to focus on costs of pension provisions and long-term 
sustainability. Setting a transparent affordability limit on the cost envelope. 

 Credible recovery plans with a longer term outlook, robust stewardship and annual monitoring 
of progress against the plan. 

 Allowing a longer timeframe for the actuarial valuation exercise, moving to a 5-year cycle from 
a 3-year cycle will provide increased stability and facilitate the longer term view referred to in 
the above point. 

 Flexibility in investments, not just infrastructure would be beneficial, facilitated by the review of 
investment regulations as mentioned earlier. 

 Co-operation and collaboration across pension funds, incorporating a structural review of the 
LGPS legal entity, facilitating additional in-house capability, on a singular or shared basis that 
would provide an in-house team with increased expertise, efficient working practices and 
accountability for the services provided.    
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 If mergers were considered an appropriate option in order to meet the objectives then we 
believe that a legislative change would be necessary rather than voluntary participation, in 
order to fully implement the required changes and potentially meet the objectives stated.   

 

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? 

Identification of the optimum size of Fund and operational procedures is key to meeting a number of 
the secondary objectives, with existing data suggesting that larger funds with access to higher quality 
in-house expertise benefit from lower costs overall and benefit from greater risk management and 
mitigation capabilities, particularly in respect of key-man risk, which is naturally higher in smaller funds 
in respect of investment and administration.  There is some anecdotal evidence that funds which have 
internal investment management will generally have a lower cost base.   

A recent study of LGPS investment management costs indicated that there is no evidence that larger 
funds will deliver significant savings in fund manager fees, see Appendix 2 attached. Co-operation 
and collaborative working across the LGPS will help towards lowering investment management costs; 
however we do not believe that costs should be looked at in isolation but should be considered 
alongside target and achieved returns net of costs.  Flexibility in investing in other asset classes, not 
just infrastructure would be beneficial, facilitated by the review of investment regulations as mentioned 
earlier.  

Although larger funds are reported as having lower pensions administration costs, the quality and type 
of services provided vary across the scheme.  In respect of secondary objective 4, the pensions 
administration cost is small relative to the overall cost of managing a pension fund and efficiencies 
gained in this area are unlikely to have an impact on overall costs.  However efficiency gains can be 
recycled into benefits to the customer.  

In the case of additional secondary objectives, these should include improved customer experience, 
with quality of service and responsiveness to employers and employees being focussed upon and 
enhanced by any changes implemented, and through better working practices.  

 

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? 

Notwithstanding the need for additional disclosure – any data collected or disclosed must be 
comparable and be arrived at through a standard basis of preparation and content. Effectively 
ensuring a ‘level playing field’.   

As referred to previously, there is a significant volume of data collected on a regular basis, by CIPFA 
in respect of annual administration cost and activity benchmarking and by DCLG in the annual SF3 
return.  There are however inconsistencies in the data disclosed in respect of both of the above  
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exercises, such as internal/external costs of fund management, that need standardising in order to be 
utilised objectively in any decision making process.     

Clarity of data should be arrived at by clear guidance and specification on what information is to be 
disclosed in respect of deficits, accounting practices (grossing or netting of fees), actuarial 
assumptions and contribution rates.   

Whilst it is accepted that varying practices are necessary dependent on circumstances, the full 
disclosure of data would allow for these to be taken into account when comparing outcomes. 

The LGPS structure and governance arrangements are interlinked, and forthcoming changes to 
overall scheme governance will assist in providing consistency and oversight; however it is important 
to define quality standards across the scheme.  

In order for the data to be produced, collated and analysed in a consistent manner, there should be: 

 Clear requirements and guidance, prescribed by the relevant third party (professional body) 
and applicable to all participants.  A particular example of this would be the disclosure of 
netted off fees, e.g. private equity LP structure, in respect of investment management, and 
analysis of the returns generated by participating in those particular vehicles.  Viewing either 
component in isolation does not give a true picture of the cost/return profile. 

 Oversight by one body, CIPFA, on accounting standards and requirements, particularly in 
respect of cost disclosures in both the benchmarking exercises and annual accounts 
disclosures. 

 TPR guidance, in line with the corporate sector, on governance and oversight and GAD, along 
with the actuarial profession setting parameters and guidance on actuarial assumptions.    

   

Summary 

In response to the call for evidence WMPF recognise that change is necessary in order to protect the 
future affordability and sustainability of the LGPS, and that change should be arrived at through 
assessment and analysis of comparable data on a level playing field basis. 

Options for change: 

 Co-operation and collaborative working and collective investment vehicles should be allowed 
to be developed. When data is available fund merger may then be taken forward as 
appropriate for further debate supported by a robust cost benefit analysis. 

 

 Monitoring of the benefit structure to ensure affordability.  
 

 Structural review of the LGPS legal status, with reference to the Pensions Authority Model. 
 

 Investment regulation review to provide flexibility of investment management. 
 

 Longer term view of actuarial valuation, suggesting a 5-year cycle with closer monitoring on 
an annual basis. 
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