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Dear Sir/Madam
Call for evidence on the future structure of the Local Government Pension Scheme.
I welcome the opportunity to respond to the call for response on the future structure of the pension fund on behalf of Hertfordshire County Council.  This authority, in common with other local authorities, has implemented a range of strategies to drive down costs and increase the performance of its fund.  This includes the governance and administration arrangements to ensure effective management of the fund.

Hertfordshire County Council has considered carefully the various questions concerning the high level and secondary objectives for structural reform that were raised at the roundtable in May 2013. Our responses to your questions are set out below.
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?
To ensure meaningful comparable data on costs and income there needs to be a consistent approach to disclosure of information across all funds within the scheme.  This will include investment management fees, administrative costs and consultancy fees.  Some of this information is already collected and benchmarked, for example by the Society of County Treasurers, and any new requirements would need to build on this experience. However, not all schemes are the same.  For instance actuarial fees are driven by the number of employer bodies in the scheme and any comparison would need to take key differences into account.
Pooling of assets in common investment funds could achieve scale benefits without fund merger; this could be implemented faster and without regulatory change. This approach might realise significant benefits quicker and with less disruption than whole scale merger; while still retaining local accountability and decision making on key matters such as deficit recovery plans and asset allocation. The same principles could be extended to certain consultancy arrangements such as the provision of actuarial services and custodial services, where costs could be reduced through economies of scale.
Frameworks or collective tendering could be used to reduce costs where schemes have similar investment strategy requirements. Frameworks are already in use across LGPS funds for actuarial and consultancy services.
Investment managers should also be encouraged to look at what actions they can take to reduce their costs which should then reduce their investment management fees, and this review should include back office costs.
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 main priority for Funds is the management of the scheme deficit and maintaining the stability of employer and employee costs. The implementation of pension fund reforms from 1 April 2014 will go some way to addressing this. This will need to be coupled with the strengthening of governance arrangements in relation to admitted bodies as well as maximising the return on long term investment returns (net of fees).  There is also a need to address the actuarial assumptions used for the valuation of scheme funds and ensure that they are consistent across all funds to enable funds to be measured on a like for like basis. The current market conditions with respect to gilt yields have had a bigger impact on deficits than any other factor.
Success can be measured against the key objectives by seeing a reduction in deficits over the long term and that contribution rates are affordable for both employers and employees.

Question 3 – What options for reform would best meet the High Level Objectives and why?
Reforms should enable funds to continue to take a long–term view and the triennial valuation should be seen in this context. Any options for reform should protect the LGPS from having to react to shorter-term market movements and allow it to focus on generating good long-term investment returns across a number of market cycles.

In terms of efficiencies, reform would need to ensure that the economies of scale experienced by larger funds can be achieved by all. This is already being done to a certain extent through shared services and framework agreements, and could be extended further by the use of common investment vehicles.
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?
Fees

The cost of investment fees should not be considered in isolation from returns. A move to passive management in some asset classes would reduce fees but may also impact on returns. Fee structures should reflect both over and under performance by managers as they do in other industries.
Improve the flexibility of investment strategies
Framework agreements can increase flexibility and the use of frameworks has been promoted and used across the LGPS particularly with regards to actuarial and consultancy services. To avoid lengthy procurement processes frameworks should be considered more extensively for investment management procurements; this would allow an element of flexibility when funds need to respond to market conditions or respond to performance issues. 

Infrastructure
Greater investment in infrastructure may be considered for a number of reasons but may not always be consistent with the LGPS’s primary purpose which is to pay pensions, or with the high level objectives to reduce deficits and improve investment returns. The choice of any asset class should be based on the long term strategy of the Fund and be consistent with meeting the objective to achieve a fully funded position whilst minimising the overall cost of investment. 
Administration

Cost effectiveness in administration is already being improved through shared services and collective working such as we have in place in Hertfordshire through the use of London Pension Fund Agency (LPFA).
Resources

Most LGPS funds employ experienced independent investment advisers to support fund officers and in-house teams. This may already be an alternative and cost effective way of gaining access to experienced resource without the need to build up large and expensive in-house teams.

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?
To better assess the current position of the LGPS, it is essential that there is a disclosure of funding levels and deficits using like-for-like basis. A common set of actuarial assumptions should be used as the expected returns from different asset classes and discount rates differ across the LGPS. To ensure that this measurement is consistent it would need to be set by a central body such as the Government Actuary’s Department (GAD). 
The method of measuring costs should be consistent across all funds and take into account fees as well as commissions, taxes and other costs incurred in the course of dealing such as broker costs.
In summary, the Authority are supportive of measures to reduce cost and deficits of LGPS funds but are not convinced that mergers of Funds would necessarily achieve this, given this is not likely to be achieved without considerable cost.
Yours sincerely
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Sarah Pickup

Deputy Chief Executive
