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This review is centred around the issue of conflicts in the LGPS. This is principally in relation to the management of potential conflicts so that the chances of an actual conflict and the difficulties
that may ensue are reduced. We make general references to 'conflicts' in this report in this context. For example, conflicts exist where the Administering Authority sits within the Host Authority
and the Host Authority could seek to influence the pace of funding by exerting pressure on the Section 151 Officer, or where the Administering Authority is not able to effectively resource the
pensions function and is not able to effectively manage recharges.

Agenda Item 11

KEY FINDINGS

In principle, the greater the separation between the Pension Funds and the employers, the lesser the risk of conflicts arising. Hence this project is about looking at options for greater separation.
Wrapped into any review of conflicts are the wider issues of administration and investment performance, best practice and cost reduction measures (for instance where greater separation leads
to greater costs). We integrate comments on these wider issues in our review of conflict management where appropriate for further consideration.
Clear roles
There are three key roles in relation to the operation of a Fund – administration, investment of assets and ensuring financial probity. Conflicts are reduced if the Section 151 Officer
does not carry out these roles.

•

Conflicts are also reduced if a named pensions officer who takes on these responsibilities is wholly accountable to a Section 101 Committee to which the administration and
investment of assets responsibilities have been delegated. There would be additional benefits in having a dedicated pensions team which reports to the named pensions officer and
works solely for the pensions function. The named pensions officer could be accountable directly to the Chief Executive Officer, with the appropriate responsibility attached to that
role to enable them to effectively carry out the operation of the Fund.

•

In order for the Section 151 Officer to delegate the financial probity responsibilities to the named pensions officer changes to the Local Government Act 1972 would be required.

Financial separation
•

Conflicts would be reduced and there would be greater financial transparency by the Fund being made subject to an independent audit and annual governance statement and the
named pensions officer being responsible for the Fund’s financial probity (for example through delegation by the Section 151 Officer).

Review of options
•

Option 1: For Funds with many Local Authority employers, by taking certain steps (see the examples illustrated above) the material residual risks would be in relation to
management of employers and non-compliance with IORP. The additional costs of this option for these Funds would not be significant.

•

Option 2: For Funds with one Local Authority employer, this option would better manage conflicts and costs increases than Option 1 as it helps to reduce the conflict relating to the
risk of a single, dominant employer and to reduce the additional costs. The additional benefits of moving from a Joint Committee to a Combined Authority are limited. The material
risks remaining would be in relation to management of all employers and IORP non-compliance.

•

Option 3: Complete separation would mitigate potential risks to be broadly in line with those existing in Trust based schemes, but would come with significant implementation costs
and management time. It could also lead to a change in behaviour in relation to areas such as investment strategy.
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INTRODUCTION
The Local Government Pension Schemes (LGPS) Scheme Advisory Board (the Board) is established under
the Public Service Pensions Act 2013 to advise the Secretary of State for Communities and Local
Government on the development of the Local Government Pension Scheme.
In support of its work plan for 2015-16, the Board invited
proposals from interested parties to assist it in developing
options with regard to the increased separation of LGPS and
their Host Authorities for consideration prior to potentially
making recommendations to the Secretary of State.

This report has been prepared by KPMG for the Local
Government Association (the LGA) in accordance with the
terms of our Engagement Letter dated 6 August 2015. The
report can be shared with the Board for the benefit of the
Board.

The purpose of this report is to set out our findings of the
review of the proposed options as listed below with regard
to the increased separation of LGPS Pension Funds and
their Host Authorities with a particular focus on conflicts of
interest .
OPTION 1
Stronger role for Section 151 Officer within a
distinct entity of the Host Authority

OPTION 2
Joint Committee of two or more Administering
Authorities

OPTION 3

We asked Wragge Lawrence Graham & Co LLP
(Wragges) to submit a proposal in parallel with ours in
respect of the legislative requirements to implement the
three options. This report should be considered in
conjunction with Wragges’ report.

RELIANCE ON THE REPORT
The report is prepared for the Local Government Association
and should not be used or relied on by any other person or
organisation, who would do so at their own risk. KPMG LLP
accepts no responsibility or liability in respect of this report to
any other person.
The report is prepared for discussion in the Board meeting
on 21 September 2015 and will only be released to the
public if KPMG LLP are informed in advance along with an
explanation of why the report is to be released.
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Complete separation of the Pension Fund from the
Host Authority

For each option, our review includes a detailed analysis
covering the detail set out in the proposal for assistance
dated 16 June 2015.
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KPMG submitted a proposal to assist the Board with this
work and on 21 July 2015 the Board appointed KPMG to
carry out this review.

PURPOSE

NEXT STEPS
To deliver this report to the Board at its next meeting on 21
September for consideration prior to potentially making
recommendations to the Secretary of State.
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CURRENT POSITION
Whilst the LGPS in England and Wales is one pension
scheme, it is comprised of 88 different Administering
Authorities. The size of the Funds varies widely, as do the
arrangements for their management. In some instances,
pensions operations are integrated within the Finance and
other functions of the relevant Administering Authority; in
others, discrete pensions units have been created to take
on the task.

As part of the Board’s work plan for 2014/15 the
Governance and Standards sub-committee was asked to
consider the level of separation between the Scheme
Manager function from that of the Host Authority; the
desirability of increasing the separation; and to make
recommendations to the Board on ways in which greater
separation could be achieved.

Distinct entity within Host Authority (i.e. group the
responsibility for all LGPS related activities within one
function)

•

Joint Committee

•

Dedicated Authority (i.e. a Combined Authority)

•

Dedicated Public Body (not Local Authority) (pensions
body created by a government department to take
over the role of Scheme Manager within the LGS
which would remain in the public sector but would not
be Local Authority)

Each of the five options was initially considered against a
set of 10 criteria, however following the first meeting of
the working group it was agreed to reduce the criteria to
the following:
•

Accountability

•

Compliance (with Institutions for Occupational
Retirement Provision (IORP)) and removal of conflict
of interest

•

Financial Transparency

APPROACH SO FAR

•

Legislative Ease

•

Costs (Implementation and Ongoing)

A working group of the Governance and Standards SubCommittee was created and volunteers were sought to
play an active role in the work of this group.

•

Service to Stakeholders

That working group undertook a piece of work to
determine five or six possible options for reform to be
presented to the sub-committee for consideration.
The following potential options for reform were identified:
•

Stronger role for Section 151 Officer

The working group reported back to the Sub-Committee
for consideration and then agreed recommendations to
be sent up to the Board as requested.
Given the level of resource which will be required to fully
consider the options for recommendation to Department
for Communities and Local Government (DCLG), the
Board was asked to select a maximum of three of the
original five options for inclusion in the Board work-plan
for 2015/16.

The working group also recommended that the Board
include in the 2015/16 work-plan the commissioning of
a report setting out in detail the existing requirements
in this area across Administering Authorities in England
and Wales.
It was suggested at the time that such a report should
include clarification from Chartered Institute of Public
Finance and Accountancy (CIPFA) on financial
requirements and DCLG on regulatory requirements.
At the meeting the Board agreed to take forward the
following options into a report:
OPTION 1
Combine original options 1 and 2: Stronger role for
Section 151 Officer and formation of a distinct
entity within the Host Authority
OPTION 2
Original option 3: Joint Committee with
consideration of incorporating as a legal entity

OPTION 3
Original option 5: LGPS complete separation of the
pension institution from the sponsoring employer

We understand that our work, as part of this project, will
be now considered by the full Board.
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CONFLICTS
The challenges relating to a pension scheme being run by one of its employers are not new and it has been
clear for a number of years that this gives rise to a number of conflict related risks. For example, the EU
through its 2003 IORP Directive is clear that employers should not be running their own pension schemes.

The key driver of this project to look at options for
greater separation is the effective management of
potential conflicts (which can lead to actual conflicts). This
is the main challenge that we address. To the extent that
the options lead to greater costs this prompts the need to
consider ways to mitigate costs, with Fund mergers
being one obvious example. Our work does not extend to
considering ways to reduce new costs which might arise
as a result of greater separation. However, there is clearly
a wider context in which we are providing our advice, one
in which other changes to the LGPS are being considered
(such as the pooling of investments) and we provide our
advice in this wider context.

Conflicts can arise for a number of reasons and
between a number of parties. In order to analyse fully the
advantages and disadvantages of the options for greater
separation we have identified the following main areas
where conflicts might arise:
•

Between the Section 151 Officer of the Host
Authority and other officers in the Host Authority (e.g.
the Section 151 Officer could be conflicted on
contribution rate increases at each valuation in their
dual role with responsibility for the Council cash costs
and duties regarding the financial probity of the Fund).

•

Between the Section 151 Officer of the Host
Authority and the Councillors on the Section 101
Committee (e.g. the Councillors on the Section 101
committee could look to seek local investment which
should be considered in the context of the Fund not
local political imperative).

•

Between the Host Authority and the other Local
Authorities in the same Fund (e.g. the Host Authority
may seek to obtain preferential treatment on the pace
of funding at the detriment of other Authorities).

•

Between the Local Authorities in a Fund and the
other employers (e.g. the Local Authority may seek
preferential treatment on funding versus other
employers and an example of this is academy
conversions where unfair treatment of academies
prevails.

The actuary and the other advisers to the Fund are
appointed by the Host Authority and might also be in a
position where they share some of the potential conflicts
listed above.
The conflicts might differ in nature depending on
whether they relate to the administration of the Fund or
the decisions about how the Fund assets should be
invested and we draw out these differences where
necessary.
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However, these risks have become more apparent in
recent times with the austerity agenda. For example,
conflicts have arisen in relation to the decision making
required in relation to resourcing Fund administration and
the recharges to be made to the Fund. Also, with a new
IORP Directive (mark 2) in the pipeline, the compliance or
otherwise of the LGPS with the EU regulations has been
discussed by the LGPS SAB (then in Shadow form), but
no definitive conclusions have yet been reached in
response to the Counsel’s opinion obtained in 2014.

Finally, the importance of the risks relating to these
conflicts could be considered to depend on the nature of
the statutory guarantee which applies to the LGPS.
Indeed, we are aware that some stakeholders in the
LGPS are relatively relaxed about some of the risks
because they hold the view that it will not impact on the
members’ benefits.
We have not considered in detail in this report whether
the existence of a statutory guarantee or otherwise
should change the outcome. Instead we have assumed,
for the purpose of this report, that with or without the
statutory guarantee, the need for fair treatment of all
members, of all employers and of Council taxpayers (for
example, across regional boundaries and generations)
should require conflicts to be managed as if there was no
statutory guarantee.

© 2015 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

7

BEHAVIOURAL CHANGE
Whilst a Local Authority remains as the Scheme
Manager, the role of the Section 151 Officer will be an
integral role and key to the success of the operation of
the Fund. The Section 151 Officer should understand
their regulatory duties and responsibilities for the Fund –
amongst their other duties – and fulfil them accordingly.

Section 151 Officers must also have the relevant skills
and expertise to be able to fully deliver their duties to the
pensions function.
There are a number of areas which require consideration
based on the current structures and practices (which
remain relevant even in a new structure such as Option 1,
with Section 151 Officer duties delegated to a named
pension officer):
1.

The role of the Section 151 Officer

Creating an awareness internally

There should also be emphasis placed on the duties of
the Section 151 Officer in relation to the financial probity
of the Fund by the Chief Executive of the Host Authority.
With greater clarity internally over the duties of the
Section 151 Officer to the Fund this could deter conflict
arising, or make any conflict situations more transparent
and easier to manage effectively.
3.

Training required to ensure the right skills and
expertise

A Section 151 Officer should have the knowledge and
understanding of (among other things) the LGPS
regulations, as well as the principles relating to the
funding of pension schemes, the investment of scheme
assets and the risk related to the employers in the Fund.
Whilst these functions will typically be delegated, the
Section 151 Officer should have the relevant skills and
expertise to understand the decisions that are being
made so that when conflicts arise, they can effectively
manage those conflict situations and safeguard the
financial probity of the Fund. This may require some
Section 151 Officers to acquire new knowledge and
demonstrate they have the right expertise and skills to
fulfil this role. Again there are parallels with the online
toolkit in the private sector in relation to Trustee
Knowledge and Understanding (TKU) that can be drawn
upon for driving a change in behaviours and implementing
best practice to ensure the right skills are acquired for the
job.

Ongoing measurement of skills

In order to ensure that the key skills are consolidated in to
the role of the Section 151 Officer, they should be
measured against how they perform in that element of
their role.
Aligning the skills and expertise required to fulfil duties to
the Fund set against the development and performance
plans for the Section 151 role will ensure that Section 151
Officers remain focussed on their duties to the Fund and
will help drive the change in behaviours and focus that is
required.
Under Option 1: Whilst the Section 151 Officer would
delegate some or all duties for the Fund to a named
pensions officer, there would be a need to ensure that
the Section 151 Officer and named pensions officer have
clarity over their role and duties and have the requisite
skills and experience to undertake those roles.
Under Option 2: There would be a number of Section 151
Officers who retain responsibility for their Funds whilst
there is likely to be a named pensions officer from the
Local Authority with delegation of some functions to the
Joint Committee. Therefore care would be required in
relation to delegation, the working relationship and the
roles of each party and how each party engages and the
recognition for the role that each party is undertaking.
Under Option 3: The complete separation of the function
would mean that it is likely that the role of the Section
151 Officer would no longer include the Fund. However
the separate public body will need to understand fully its
responsibilities to the Fund, to the members and the
employers.
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A Section 151 Officer should fully understand their role
and responsibilities to the Fund which will assist them in
dealing with any conflicts that may arise. Ensuring they
understand what the role involves, what duties need to
be fulfilled and how they can be fulfilled may be an area
which requires some development. The online Trustee
toolkit which is used in the private sector to help new and
existing Trustees understand their role has been
successful in driving best practice and ensuring Trustees

2.

4.
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Where the Section 151 Officer may authorise others to
exercise delegated functions, any decisions taken under
this authority remain the responsibility of the Section 151
Officer who is accountable and responsible for those
decisions. This is an important point as based on our
evidence some Section 151 Officers do not demonstrate
to colleagues that they are accountable for those
delegated functions.

can deliver their legal obligations and in the same way
new tools could be made available.

One aspect of the 2013 Public Service Pensions Act that
has been the subject of interesting discussions amongst
the Local Government Pension Funds has been the role
of the newly formed Pensions Boards (PBs). Debate
continues as to the role of the PBs and how they will
interface with the existing pension committees i.e. the
Section 101 Committees.

Both the Pension Regulators’ Code of Practice (Number
14) and CIPFA’s Framework on governance offer useful
explanations of these duties, which effectively require
PBs to scrutinise how the pension scheme is run and
decisions are made.
While the Pension Regulators’ Code of Practice (Number
14) does not relates purely to the LGPS, (it covers public
service schemes) it may need to be reviewed once the
outcome of this options analysis is agreed.

Interestingly while the 2013 Act places a legal
requirement on members of the new PBs to undergo
training and to gain knowledge of pension issues, no such
requirement exists for members of Pension Fund
committees.

Option 2 presents an interesting challenge as a Joint
Committee covering several Administering Authorities
would potentially report to Section 101 Committees and
PBs for every Administrating Authority and would require
careful management. It would be an obvious step to have
a joint PB to match the Joint Committee, to avoid
unnecessary duplication of effort from the PB.
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There is clear separation of roles between the
committees insofar as Section 101 Committees are
primarily responsible for the funding decisions and
management of the LGPS Funds, whereas PBs have a
focus on governance, including administration and
delivery of benefits and service to the members, and in
particular that the scheme regulations are complied with.
They do however, have significant responsibilities for
ensuring that both risks and potential conflicts of interest
are managed.

Option 1 arguably requires little need to change the
current governance role of the PBs as the structure
remains largely ‘as is’. Conversely it offers an opportunity
for the PB to look at the residual risks and potential
conflicts of interest such as IORP. One of the PB’s roles
is to focus on conflicts and decision making and this
could be emphasised with revised guidance and terms of
reference templates.

Option 3 would offer the opportunity to simplify the
governance arrangements and to remove one layer of
management as the Section 101 Committees would
potentially become redundant. The PBs would still be
required, not only because the 2013 Act requires it, but
unless administration was also consolidated, the service
provided to members and employers would still require
management at a local level. However, there would be a
strong case for the PB to merge with the Trustee board.
In the post-Hutton environment there is a real opportunity
for better governance of LGPS Funds and specifically
scrutiny of how decisions are made and by whom. The
new PBs can assist the Scheme Managers by ensuring
they have the appropriate internal controls in place to
manage risks and minimise conflicts of interest.
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OUR APPROACH
We have put the LGPS stakeholders at the heart of this
process. As such, we have worked with a number of
stakeholders and used a mixture of approaches to gather
information.
We believe this review should be outcome-focussed,
with a clear aim to analyse and identify the best possible
solutions, rather than getting bogged down in the details
of proposals that will ultimately not be delivered.

We believe that face-to-face interaction keeps
discussions at a high-level strategic nature and enables
focus on the most salient issues. We have therefore held
discussions with a number of parties in order to enhance
our analysis and have also incorporated KPMG experience
from a number of relevant specialists within our firm. To
ensure that the discussions with each party were
consistent we used a standard questionnaire throughout
the discussions.

We have also consulted other stakeholders to
supplement our research, including holding discussions
with CIPFA, DCLG and a member of the Board.

The view of Non-Administering Authorities and other
employers is vital and we have used our experience of
advising a range of LGPS employers to bring this
perspective into play.
We have also discussed the members’ perspective with
a Unison representative and the taxpayers’ perspective
with our contacts who are Councillors.
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DISCUSSIONS

We have gathered evidence from a selection of Host
Authorities, discussing this project with around twelve
Funds. This has included a wide range of different Funds
to ensure we cover a diversity of views and
circumstances.

Agenda Item 11

APPROACH

Key stakeholders
In addition to the members
themselves, the key stakeholders
in this project are as follows:

Pension
Committees
and Boards

Other
Employees
Scheme
Advisors

SAB
Members
The
Pensions
Regulator

We have had regular discussions with Liam Robson and
Jeff Houston of the LGA to gather the information, to
discuss our approach and to provide regular updates.
DCLG

Administering
Authorities

CIPFA
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APPROACH
This report
This report is set out to initially review the current position
and to provide our analysis using our firm-wide
experience of working with the LGPS Funds.
We have then analysed the three options based

on the criteria set out below (as provided in the Board’s
document entitled “Options for separation of Host
Authority and Pension Fund – Proposal for assistance”
dated 16 June 2015):

1

6

4

2
The impact (positive and negative) on the
accountability of the Scheme Manager to
•

Scheme members

•

Scheme employers

•

Local taxpayers
3

The impact (positive and negative) on
Compliance with the IORP and in particular articles
8 and 18

•

Conflicts of interest between the scheme manger
and the Host Authority

The impact (positive and negative) on management
costs and funding or investment costs including

•

Production of comprehensive and clear accounts

•

Set up costs

•

Dedication of resources

•

Ongoing costs

•

Management and administration costs

•

Investment costs

7
The impact (positive and negative) on service
delivery to stakeholders including

5
The ease or complication of
the legislative requirements to implement the option, in
particular the need for new or amended
•

Primary legislation

•

Secondary legislation

•

Statutory guidance

•

Third party (e.g. CIPFA) codes
of practice/guidance

•

Scheme members

•

Scheme employers

•

Third parties (e.g. TPR, HMRC)

Please note we have only included high level
comments regarding criteria item 5, as legal advice
regarding these issues are provided in the Wragge
Lawrence Graham & Co LLP report dated 14
September 2015.
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•

The impact (positive and negative) on financial
transparency, in particular
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The end position together with the steps required to
reach that position
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DEALING WITH CONFLICTS

Between the
Section 151 Officer
of the Host
Authority and the
Councillors on the
Section 101
Committee

1

3
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Between the
Section 151 Officer
of the Host
Authority and
other officers in
the Host Authority

2
We have also split out our
analysis of the conflicts of
interest criteria (included in
item 3) into the four areas
identified on page 7

Between the Host
Authority and the
other Local
Authorities in the
same Fund

4
Between the Local
Authorities in a
Fund and the other
employers

Note: this categorisation of conflicts is not
intended to be exhaustive and alternative
approaches and additional conflicts could be
considered if required.
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EXECUTIVE
SUMMARY

SUMMARY OF CURRENT
POSITION

LESS SEPARATION
THAN OPTION 1

The diagram shows the advantages and disadvantages
across the relevant criteria for each of the three options.
For example, it demonstrates that across the eight
criteria, option 3 delivers greater separation in five of the
criteria, however it is likely to require greater legislative
changes and costs and lead to a lower level of democratic
accountability.

OPTION 1

OPTION 2

OPTION 3

Metropolitan
Funds
County Council
Funds

Page 68

London Borough
Funds

It also sets out how the different types of Funds currently
operate in broad terms. For example, the London
Pensions Fund Authority (LPFA) operates under option 3
whilst some of the Metropolitan Funds operate under a
model which is getting close to that envisaged under
option 1.
Note: that we have not undertaken a full market review of
all Funds and therefore this diagram is intended to be
broadly indicative. There may well be exceptions to the
‘rule of thumb’.
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EXECUTIVE SUMMARY

Unitary Funds
South Yorkshire
Pension
Authority

London
Pensions Fund
Authority

Accountability to scheme members and employers
Compliance with IORP
Conflicts of interest
Financial transparency
Legislative changes required
Costs
Service delivery
Democratic accountability
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EXECUTIVE SUMMARY
Having the right personnel

There are currently a wide range of Funds with different
structures and governance procedures in place. For
example, Metropolitan Funds operate differently to
London Borough Funds and County Funds.

Conflicts can be managed in a number of ways, however
the key is to provide greater separation between the Host
Authority and the Fund. For example, if multiple Funds
operate jointly then there are more Councils involved and
each Authority has less ability to exert pressure and get
preferential treatment.

The ability to recruit personnel for the Fund should not sit
with the Host Authority. The pensions function should
control their personnel requirements and some relaxation
around Local Government wage structures to allow
recruitment of experts (e.g. investment consultants) is
required to carry out more tasks in-house.

The role of the Section 151 Officer

Driving a change in behaviours

The role of the local Pensions Board

The current role of the Section 151 Officer is conflicted
and not all Section 151 Officers have specific pensions
training. However, in many cases the majority of the role
is delegated with the Section 151 Officer often only
retaining an oversight role.

There are currently a number of codes in place setting out
best practice regarding recharges, for example, however
not all Funds have adopted them. There is a key change
in behaviour required by either promoting best practice or
making best practice mandatory.

When the Pensions Boards are more established the
increased scrutiny is likely to improve the running of the
Funds, as it should fall within their remit explicitly to
ensure conflicts of interest are managed.

Recognising the conflicts

Promoting best practice

Currently there are a number of conflicts of interest which
can be split out as follows:

The Funds should look to adopt best practice not only that
works well in other LGPS Funds but also in the private
sector, for example taking advantage of TPR’s Trustee
toolkit.

Diverse range of Funds

1) Between the Section 151 Officer of the Host Authority
and other officers in the Host Authority
2) Between the Section 151 Officer of the Host Authority
and the Councillors on the Section 101 Committee

The needs for separate accounts and Annual
Governance Statement
Adopting separate accounts and an Annual Governance
Statement will make the costs of running the Funds more
transparent.

4) Between the Local Authorities in a Fund and the other
employers

Effectively managing recharges
Guidance/Policies should be put in place to ensure that all
Funds are managing recharges consistently, for example
this could be through mandatory Service Level
Agreements, or policies on how recharges should be
calculated.

There is a cost involved under each option to implement
the change, therefore it is important to ensure the
benefits outweigh the cost.
The benefits of scale
Metropolitan Funds have more flexibility as they are
bigger and so have larger budgets. London Boroughs
could ensure they have the same capabilities through the
use of Joint Committees and shared service centres (e.g.
they could afford to have separate treasury functions).
The bigger picture
The options for greater separation need to be reviewed in
the context of other ongoing projects, for example
Collective Investment Vehicles, dealing with deficits, new
governance and austerity.
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3) Between the Host Authority and the other Local
Authorities in the same Fund

The cost of implementing change
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Managing conflicts effectively

KEY FINDINGS

SUMMARY OF LEGISLATIVE
CHANGES REQUIRED
As part of the review of the options, it is important to
understand what would be required to implement each
option. There is potentially a need to amend legislation
and provide additional third party codes of
practice/guidance to drive best practice.

This summary is based on the separate legal advice
provided by Wragges dated 14 September 2015 and is
not based on KPMG’s advice.

OPTION 1

OPTION 2

OPTION 3

PRIMARY LEGISLATION







SECONDARY LEGISLATION







NON-STATUTORY GUIDANCE







THIRD PARTY CODES OF
PRACTICE/GUIDANCE







IORP COMPLIANT*







Shortest

Between
options 1 and 2
(longer if a
separate entity
is established
as a Combined
Authority)

Longest

TIME TO IMPLEMENT
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It is also worth noting that there may be a greater amount
of time required to implement some of the options
compared to others. The table on this page summarises
this at a high level.
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EXECUTIVE SUMMARY

* Please note Wragges have not considered whether each option is IORP compliant in their separate legal advice
dated 14 September 2015. This is based on a KPMG non-legal view.
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EXECUTIVE SUMMARY
SUMMARY OF COSTS
We have estimated the costs of implementing each of the options (further detail is provided in the Analysis section). This analysis of costs covers very approximately some of the extra
costs, but ignores at this stage things like the cost of redundancies should efficiencies be sought.
For the preferred option a full cost feasibly exercise should be carried out as part of the due diligence.

COSTS
ONE OFF SET UP COST

ONGOING COSTS OF OPERATION (PER
YEAR)

(e.g. accounts external audit, adhering to
procedures, receipt of external advice etc.)

OPTION 2A – JC

OPTION 2B - CA

OPTION 3

Nil

£25k to £30k

£50k to £60k

£200k – £300k

£100k – £200k
(one new appointed and
named pensions officers
plus additional staff)

£100k – £200k
(one new appointed and
named pensions officers plus
additional staff) (See note 1)

£30k – £50k

£30k - £50k

£200k – £300k
(See note 2)

£50k – £100k
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ADDITIONAL RESOURCING COSTS PER
AUTHORITY (PER YEAR)

OPTION 1

Circa £500k
(see note 3)

£100k – £200k

Note 1 – Estimated costs per Joint Committee with the likelihood that these costs would be shared by multiple Authorities and therefore the cost per Authority could be less than those
quoted.

Agenda Item 11

Note 2 – As above.
Note 3 – Estimate based on recruitment of a more senior team comprising market leading experts with wider roles, including focus on managing employer risk, and not bound by LG
wage structures.
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SUMMARY OF RESIDUAL
CONFLICTS OF INTEREST
We have set out below the residual conflicts of interest
remaining after implementing each of the options (further
detail is provided in the Analysis section).

Agenda Item 11

EXECUTIVE SUMMARY
RESIDUAL CONFLICTS OF INTEREST
OPTION 1
• The new senior officer is, however,
still conflicted as they would be
involved in the administration and day
to day management of the Fund and
would not have the relevant oversight

• There is still also a risk that as the
function is still performed within the
Host Authority with oversight from
the Host Authorities Councillors, that
the Host Authority receives
preferential treatment. This could,
however, be managed through
clearer guidance for dealing with all
employers in the Fund, including
different investment strategies being
offered for different categories of
employer or by adopting the TPR
approach to funding with more
emphasis on covenant, investment
and funding. More radical solutions
could be considered which would
involve structural reform of the LGPS
including a horizontal integration
approach to dealing with employers
of similar types

• The removal of the conflicts may be
dependent in part as to whether the
Joint Committee is a wholly owned
subsidiary of one of the Councils (as
this introduces a potential conflict
with the parent Council)
• There may be a fourth separation if
instead of a Joint Committee a
separate legal entity is set up as a
Combined Authority
• Members of the Combined Authority
could be nominated by the
constituent Authorities and so there
may still be some conflict between
their position as the representatives
of these Authorities and their duty to
safeguard the interests of the Fund
and its members

OPTION 3
• Option 3 is likely to lead to increased
opportunities but increased risks due
to lack of local government
control/input
• The conflicts that have been
identified earlier in this report (slide 7)
will be mitigated to the greatest
extent under this option through the
physical separation of the Pensions
Fund from the Host Authority and the
removal of decision making from
elected members. However other
residual conflicts will still remain. For
example, where the Scheme
Manager function is undertaken by
the equivalent of a Trustee board,
and who is appointed to the board,
there could be a conflict of interest.
Likewise typically Trustee boards
comprise interested parties such as
employer representatives, member
representatives from different
membership categories (pensioners,
active members) who will have
vested interests in the LGPS. There
may also be a role for an Independent
professional Trustee chair who may
have an interest in fulfilling their role
with a vested personal interest
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• This, however, is only the case if the
new senior officer is hands on. The
more senior the new senior officer is
and the less hands on they are, the
greater the potential to provide
financial oversight

OPTION 2

• These conflicts exist and are
recognised in the private sector and
can be effectively managed and so
we expect option 3 to require a
robust conflicts management process
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EXECUTIVE SUMMARY
OPTION 1
Stronger role for
Section 151 Officer
within a distinct entity
of the Host Authority

CURRENT POSITION
• A number of Funds demonstrate the main elements of option 1, namely a
single officer to whom all pensions functions are delegated by the Section
101 Committee (other than the decisions retained by the Section 101
Committee)
• Further improvements are required, but the risk mitigation may only
currently be sufficient for the Metropolitan Funds

KEY FINDINGS
• In order for option 1 to be most effective, the named pensions officer
could have delegated responsibilities from the Section 151 Officer and
would require pensions specific training which should be mandatory
• The key aim with this option is that the new senior officer has all pensions
responsibilities delegated to them and they need to set budgets alongside
the Section 101 Committee. The pensions team should also have a specific
pensions role and would work for pensions 100% of the time
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• Having separate audit opinions is likely to lead to more transparent costs,
particularly regarding recharges if these are scrutinised more due to
improved audit standards and more pensions expertise amongst the audit
teams. However, guidance on cost accounting also needs to be improved
• Separate treasury functions are also a key improvement required, but only
big Funds have the resources to have a separate treasury function and this
would lead to greater costs for small Funds
• This option is likely to mean increased ongoing staff costs (for the smaller
Funds) and audit costs. This could lead to increased costs of around £130k
to £250k a year and would further the need for smaller services to look at
ways of sharing costs
• This option would need changes to secondary legislation and the Accounts
and Audit Regulations 2015 and CIPFA guidance would also need changing

Agenda Item 11
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OPTION 2
Joint Committee of
two or more
Administering
Authorities

Agenda Item 11

EXECUTIVE SUMMARY
CURRENT POSITION
• The South Yorkshire Pension Fund operates a
Combined Authority which would be a structure
that meets the criteria of option 2

• Option 2 has fewer conflicts of interest than option 1 as the influence of the Host Authority will be
diluted by the inclusion of multiple Authorities
• The Joint Committee has responsibility for decisions as delegated to it by the Section 151 Officer
but the pensions function remains within each Authority
• There remains a risk that if the Joint Committee is set up within the Host Authority or as a wholly
owned subsidiary of the Host Authority that the Host Authority receives preferential treatment.
• Further consideration is required as to how the Joint Committee treats and engages with
employers to ensure that the Councillors running the committee from each Local Authority do not
negotiate preferential treatment for the Local Authorities
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• However, it is similar to some extent to
Metropolitan Funds which are operating in
practice in a manner which ensures that all of the
Councils in the Fund are involved in joint decision
making. This ranges from those that consult to
those that have a joint working group with
representation from the Councils with the Section
101 Committee ratifying the decisions of the
working group

KEY FINDINGS

• The size of the Joint Committee and number of Funds involved needs to be considered. For
example, if the number of Funds is too big then the Joint Committee will be too big (i.e. 5 Funds
with 2 representatives each leads to a Joint Committee of 10 members). However, the pensions
team needs to be large enough to be viable
• The main concern with this option is that it leads to the lowest common denominator (i.e. it only
takes as much risk as the least risky Authority) and could operate with only one investment strategy.
However, this option requires a joint decision making panel so there is no reason why it could not
allow each Fund to continue with separate investment strategies, which would require consultation
and allow continuation of the democratic process
• This option is likely to lead to an additional two or three members of staff being required which
could cost around £100k to £300k, with initial set up costs of £25k to £30k. The ongoing operational
costs would be in the region of £30k to £50k.
• Option 2 is not IORP compliant
• If option 2 is chosen, there are a number of areas that need clarifying in order for it to operate well
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EXECUTIVE SUMMARY
OPTION 3
LGPS complete
separation of the
Pension Fund from the
Host Authority

CURRENT POSITION
• Option 3 is the most similar to the private sector where the
pension scheme is completely separate from the employer,
with separate bank accounts, structures, legal requirements,
etc.

• In addition, many Trustee groups include a professional Trustee
which leads to increased knowledge and a more professional
service. This could also be considered for the Board

• In order for option 3 to be implemented the questions regarding IORP and whether it
applies to LGPS Fund needs resolving, for example if there is full separation between
Local Authorities and the Funds is there a crown guarantee in place and if the Funds
are classified as government schemes? This would require lengthy legal discussions
and it could be a long time before the regulations can be amended
• This option is likely to require more complex legislative changes and it is likely to take
significantly longer than options 1 and 2
• Option 3 is likely to lead to significant set up costs, for example relating to changes in
legislation, setting up the structure and hiring new staff. However, the costs will vary
depending on whether staff can be transferred under TUPE rules and may be
recuperated over time due to decreased ongoing costs
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• The schemes are run by a group of Trustees (usually including
employer and employee representatives) and it is the Trustees’
responsibility to look after the members’ best interests. There is
also a requirement for these Trustees to undergo regular
training to ensure that they have the required knowledge to
perform their role and so they are able to question any
professional advice received from experts. Under option 3 we
would expect it to be a requirement that a similar level of
training is required for the members of the Board. This would
lend itself to an LGPS version of TPR’s Trustee Toolkit to be
designed for this purpose

KEY FINDINGS

• This option removes the conflict from the employer and pensions function which
could lead to better and fairer treatment of different types of employers and greater
transparency
• There are also more opportunities with option 3 to incorporate best practices from the
private sector in order to improve governance, etc.
• This option is likely to incur the greatest costs
• It will depend on the make up of the team and whether the team is made up of
market leading experts which can be recruited without being confined by LG wage
structures. Over time this may lessen the need for external consulting expertise and
drive cost efficiencies which we have not allowed for in our estimates
• A new team of experts could cost in the region of £500k, with initial set up costs of
£200k to £300k. The ongoing operational costs would be in the region of £100k to
£200k
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Agenda Item 11

AN OVERVIEW
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CURRENT
POSITION

CURRENT POSITION
CRITERIA

ADVANTAGES/NO IMPACT

DISADVANTAGES

Accountability of the Scheme
Manager to scheme members

• Currently some Funds are being run more in the best interests of
the employers rather than the employees as the employers pay the
majority of the contributions rather than simply in the best interest
of the employees

Accountability of the Scheme
Manager to scheme
employers

• Our experience of advising employers who participated in the LGPS
has provided us with valuable insight to draw upon. We are aware
that some employers believe that they are not being consulted
sufficiently, particularly around the time of the valuation and having
active dialogue around setting contributions that are in line with
their cost constraints
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• There are conflicts between employers and Local Authorities who
currently dominate as the largest employers within the Funds. This
translates in some instances into the Local Authorities receiving
preferential treatment, for example the treatment of academy
conversions

Accountability of the Scheme
Manager to local taxpayers

• It is open to debate whether local taxpayers are concerned about
the type of structure in place and which option is chosen. Arguably,
they would only be concerned if it would lead to an increase in
Council Tax to fund increased costs, however if it impacted on
service delivery to members, this could be a consideration

Agenda Item 11
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CRITERIA
Compliance with the IORP

ADVANTAGES/NO IMPACT
• There has been no definitive view expressed on the applicability of
the IORP directive on LGPS Funds with legal views obtained from
leading Counsels and DCLG writing to the LGA on whether it
applies

Agenda Item 11

CURRENT POSITION
DISADVANTAGES
• If IORP compliance is required, technical provisions and investment
regulations would need to be addressed, with resulting potential
changes in the law, regulations and technical guidance
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• The general consensus appears that it does apply to LGPS Pension
Funds. The UK government has cited Article 5 of the directive
which states that if a guarantee is in place then an EU member
“may choose not to apply” some parts of the directive, which
would mean that compliance with the IORP is not required.
However, there is no legal agreement that Article 5 applies to UK
Local Authority pensions and so this may not provide sufficient
evidence for non-compliance
• Most Funds believe IORP is not a significant issue and will only
become significant if it is part of the Government’s agenda and
Funds have to comply
• Most Funds already have separate bank accounts and separate
treasury functions
• A minority of Funds also have separate IT systems

Conflicts of interest between
the Scheme Manager and the
Host Authority

• Some Funds believe the Board will help to ensure conflicts of
interest are managed through their scrutiny
• The introduction of the Pensions Board is relatively new and so we
have no experience as yet to draw upon, but given the role of the
Pensions Board we would expect this extra level of scrutiny to lead
to effective management of conflicts, better governance and an
increase in transparency

• In some Councils the Head of Pensions is a second or third tier
officer. Therefore, it is easier for them to be influenced by the
Section 151 Officer
• Most Funds agree that the key conflict of interest is regarding
making decisions that are in the best interests of the Fund and the
Council, in particular agreeing the funding level and setting the
contribution rates due to levels of affordability amongst the
employers
• Most Funds also agree there is greater pressure not to increase
costs due to austerity
• For some Funds additional conflicts arise due to the structure of the
Fund
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CURRENT POSITION
CRITERIA
Financial transparency, in
particular production of
comprehensive and clear
accounts

ADVANTAGES/NO IMPACT

DISADVANTAGES
• Administering Authorities should
already have separate budgets for all
Pension Fund related activities, but
differ as to the extent to which these
budgets are broken down into
separate activities

• Concerns have also been raised in recent years as to the extent to which there is accurate and
complete reporting of pension scheme management costs by Administering Authorities. The
Code of Practice on Local Authority Accounting in the United Kingdom (the LG Code), which
governs the production of Local Authority financial statements, only requires the Pension Fund
accounts to include a one line disclosure of ‘administration costs’ on the face of the Fund
account. The issue is further complicated by a lack of transparency in Fund management costs
for pooled investments and ‘fund of funds’ structures

• Recharges are estimates and cost per
member depends on the level of
recharge
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• The CIPFA Board is exploring with key stakeholders whether the Accounts and Audit Regulations
should be amended to remove the requirement on Administering Authorities to include the
Pension Fund accounts in their statutory Statement of Accounts. In our view this will simplify the
reporting arrangements and significantly improve accountability, but it must be accompanied by
amendments to the 2008 Regulations. This will also help to separate the audit of the Pension
Fund from the audit of the Administering Authority’s accounts

• CIPFA has issued guidance to Pension Funds in an attempt to improve transparency and
accountability. This guidance is not mandatory but has been adopted by a number of
Administering Authorities
• The requirement to publish separate audited Pension Fund accounts is already a feature of the
existing stand-alone pension Authorities
• The move towards publication of one set of Pension Fund accounts in the Pension Fund annual
report will improve accountability to key stakeholders as well as reduce costs across the LGPS
• Separate audit arrangements are already in place
• A separate Annual Governance Statement which reports on the effectiveness of the Fund’s
internal control systems would have benefits in improving service delivery and increasing
accountability to stakeholders through greater financial transparency
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• All Administering Authorities and stand-alone bodies should adopt the principles of the CIPFA
Guidance on LGPS Management Costs and ensure that budgets are aligned with their reporting
responsibilities. This should improve accountability, increase financial transparency, reduce costs
in the medium to long-term, improve decision-making and improve service delivery
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CRITERIA
Financial transparency, in
particular dedication of
resources

ADVANTAGES/NO IMPACT
• Some Funds have separate resourcing and approval processes
which enables them to boost staffing levels, where required, even
during times of austerity

Agenda Item 11

CURRENT POSITION
DISADVANTAGES
• Most Funds have to comply with the Local Authority’s recruitment
process which can be cumbersome and lengthy
• Most Funds feel that the Local Government wage structure is
restrictive and prevents them from recruiting the right experts
• A number of Funds feel they are resource constrained and would
like to have in-house investment expertise
• Most Funds feel they are hampered by Local Government wage
structures and so cannot bring in the experts they require
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Financial transparency, in
particular management and
administration costs and
investment costs

• There is currently a mixture of approaches to budget setting, for
example
– Some Funds follow Local Authority procedures including
restrictions due to austerity
– Some Funds have separate budgets that are authorised by a
pensions committee
– Some Funds have no formal budgets and manage costs on a day
to day basis
• There is also a mixture of approaches regarding recharges to the
Fund with
– Some Funds having Service Level Agreements (SLAs)
– Some with a formal process that clearly sets out what the
recharge should be
– Some that are confusing and could be challenged by the Fund
with some historic resources recharged even though they don’t
look at the Fund
• Levels of uncertainty vary across Funds
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CURRENT POSITION
CRITERIA

ADVANTAGES/NO IMPACT

• Total costs and costs per member vary significantly across Funds,
with the high costs of the London Borough Funds being reviewed
by the Public Sector Audit Appointments Limited (PSAA) as this is
yet to be explained fully by higher costs associated with London

Management costs and
funding or investment costs
including set up costs and
ongoing costs
Service delivery to scheme
members

DISADVANTAGES

• Most Funds believe that service delivery to scheme members is
currently strong as there are various options available to members
for any queries, including face to face with the pensions team
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• Currently, some employers believe they are involved in the
valuation process too late (i.e. at the point of contribution setting) so
the change in structure could be a good opportunity to consider this
process and ensure that employers are involved at an earlier stage

Service delivery to scheme
employers

• Some employers also believe they should also be more involved
and kept updated between valuations. For example, the Annual
Funding Statement that has to be produced by private sector
schemes could be provided to each employer (as the employers
already receive FRS17 disclosures it should not require a significant
amount of additional work)
• Some Funds would like to be able to police their admitted bodies
more effectively, e.g. regarding security and bonds, pay rises in
excess of the salary increase assumption and covenant reviews
• Some Funds would like improved communications with employers
to determine what they need from the Fund
• Currently there is minimal service required with TPR and HMRC
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Service delivery to third
parties (e.g. The Pensions
Regulator (TPR), HM Revenue
& Customs (HMRC))
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CURRENT POSITION

CHALLENGES

SUMMARY
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•

Need to consider whether policies/guidelines regarding
current best practice need to be tightened to ensure that all
Funds have separate treasury functions and that that the
strengths of the current system are implemented across all
Funds

•

Need to consider whether Service Level Agreements (SLAs)
should be compulsory for all Funds to improve the financial
transparency around costs

•

Currently members of Pensions Investment Committees do
not require any pensions training. Need to consider if training
should be required

•

The majority of Funds believe that the current model needs
to be improved and that the current system has a number of
flaws

•

Behaviours within the Funds need to change and the
expertise and general level of competency of the staff
involved needs to improve, for example ensuring that the
correct level of pensions expertise is held within the team
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MARKET EXAMPLES

Page 83

CURRENT
POSITION

Agenda Item 11

OPTION 1

Stronger role for
Section 151
Officer within a
distinct entity of
the Host Authority

Agenda Item 11

MARKET EXAMPLES
• A number of Funds demonstrate the main elements of option 1, namely a single officer to whom all pensions functions are
delegated by the Section 101 Committee (other than the decisions retained by the Section 101 Committee)
• Further improvements are required, but the risk mitigation may only currently be sufficient for the Metropolitan Funds
• A further key improvement could be to remove the Section 151 Officer from decisions in relation to resourcing and
budgets. Where this is currently the case within Funds it seems to work well and leads to fewer constraints being passed
on from the Local Authority
• In order for option 1 to be most effective, the named pensions officer would have delegated responsibilities from the
Section 151 Officer in relation to the financial probity of the Fund, would need to be CIPFA qualified and would require
pensions specific training which could be mandatory
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OPTION 2

• Only the South Yorkshire Pension Fund operates with the structure proposed under option 2

Joint Committee
of tow or more
Administering
Authorities

• However, it is similar to some extent to Metropolitan Funds which are operating in practice in a manner which ensures that
all of the Councils in the Fund are involved in joint decision making. This ranges from those that consult to those that have
a joint working group with representation from the Councils with the Section 101 Committee ratifying the decisions of the
working group
• Moving to this option would be a key opportunity to review the approach taken with employers and to consider their
requirements regarding engagement with employers, for example analysing risks and have a more employer specific
approach to the valuation by grouping employers by sector for covenant and funding considerations
• There is a pensions precedent for a Joint Committee being set up in relation to the London Collective Investment Vehicle
(CIV)
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MARKET EXAMPLES
• Option 3 is the most similar to the private sector where the pension scheme is completely separate from the employer,
with separate bank accounts, structures, legal requirements, etc.
• The schemes are run by a group of Trustees (usually including employer and employee representatives) and it is the
Trustees’ responsibility to look after the members’ best interests. There is also a requirement for these Trustees to
undergo regular training to ensure that they have the required knowledge to perform their role and so they are able to
question any professional advice received from experts. Under option 3 it should be considered if a similar level of training
is required for the members of the Board and if something similar to TPR’s Trustee toolkit is set up
• In addition, many Trustee groups include a professional Trustee which leads to increased knowledge and a more
professional service. This could also be considered for the Board

OPTION 3

LGPS complete
separation of the
Pension Fund
from the Host
Authority
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• Private sector schemes are completely separate from the employer, however the Trustees are required to seek company
involvement and obtain their views for some areas, for example regarding investment strategy. It should also be
considered how the relationship with the employers will work under this option
• Private sector schemes are also required to provide certain information to TPR on a regular basis, including completing an
annual return and providing details of the latest valuation. Currently, TPR have minimal involvement in LGPS Funds and are
currently only monitoring the set up of the Board and the Pensions Board. TPR are less involved in LGPS Funds as they are
not reliant on the Pension Protection Fund (PPF) in the event of employer default. In the future it may be that TPR becomes
more involved in LGPS Funds in the event that the crown guarantee is clarified and the Government makes it clear that in
the event of employer insolvency the Government would not step in
• A more onerous covenant review is required for employers with pension liabilities in the private sector as part of the
valuation process. Recently, TPR have released guidance regarding covenant reviews that requires a proportionate
approach. This could be applied to LGPS employers, for example performing more detailed reviews on employers with
larger liabilities or by performing a Key Performance Indicator (KPI) based approach
• TPR guidance also requires that covenant reviews are usually carried out with professional advice, however this would lead
to significant costs due to the number of employers in LGPS Funds
• There is an increasing realisation for LGPS of the value of covenant monitoring for some employers and also that it is key to
involve employers at an earlier stage in the valuation process in order to assess the affordability of contributions

Agenda Item 11

• Currently, the approach across different Funds is inconsistent, with some Funds having bonds in place as security for some
employers, however this is becoming more and more common
• Additionally, there is an inconsistent approach to covenant reviews and affordability across Funds. It should be considered
if more guidance is required to ensure that all Funds adopt a best practice approach that is more consistent across Funds
as some employers are in a number of Funds and so may query the inconsistencies
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CURRENT POSITION

•

The majority of Funds believe the current model can
be improved with a minority of Funds believing that a
new model is not required

•

Behaviours within the Funds need to change and the
expertise and general level of competency of the staff
involved needs to improve, for example ensuring that
the correct level of pensions expertise is held within
the team

•

•

The current process is too open to influence from
personalities and the legislation is too loose and
requires tightening as some Funds operate best
practice but many do not, therefore inconsistencies
need to be resolved and best practice can also be
adopted from the private sector
The majority of Funds are frustrated by their
recruitment processes and have to comply with the
Local Authority processes for staffing which can be
cumbersome and restrictive. The Funds want to be
able to access the markets to ensure they have the
correct level of expertise within the team. In addition,
the majority of Funds are also under pressure to
achieve approximately 25% cuts in Local Authority
staff numbers/costs

Many Funds are also frustrated with the
investment flexibility and the constraints imposed
and would like to bring more investment management
expertise in-house

•

Most Funds also recognise the need for larger
Funds as this leads to greater buying power and
economies of scale, however no Fund believes this
should extend as far as having one national LGPS
Fund. The increased scale would then bring benefits,
for example more resources to spend due to the
increased size and bigger teams running the Fund (the
larger Funds do not seem to have the same
resourcing constraints as the smaller Funds)

•

Some Funds believe there is a need for DCLG to
change the investment regulations to make it
easier for Funds to work together and as they would
like to build internal investment management
expertise and ensure they have capacity and capability

•

A minority of Funds believe a larger Fund model (not
a national LGPS) should be sought to increase
efficiency and effectiveness of staff and resources.
Unison favours one national Fund.
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•

The Section 151 Officer in some Funds is not always
fulfilling their role as they don’t have the relevant
pensions expertise or understand their responsibilities
to the Fund and do not have sufficient time to fulfil
their role. They also require further pensions specific
training. If they are unable to fulfil their role they
should be able to delegate to a nominated officer

•
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MARKET EXAMPLES
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ANALYSIS – OPTION 1
STRONGER ROLE FOR SECTION 151 OFFICER WITHIN A DISTINCT ENTITY OF THE HOST AUTHORITY

In this section we review Option 1
against the key criteria we have been
asked to consider and summarised on
page 12.

For the purposes of our core analyse we assume the
following model. We emphasise that this is not a
recommended structure, but it is helpful to choose a
structure which can be analysed and against which
variations can be considered. We comment on the
variations in the analysis and the summary.

•

The whole pensions function is delegated to a Section
101 Committee

•

In turn the operation of the pensions function is
delegated to a named pensions officer

•

The Section 151 Officer retains the statutory duties in
respect of the financial probity of the Fund, but
formally delegates these to the named pensions
officer

•

The named pensions officer reports to the Section
151 Officer

•

The named pensions officer has a separate and
dedicated unit with separate finances. This business
unit runs all of the pensions function, including
treasury and does not outsource any of this to the
Host Authority

•

Decisions about budgets and resourcing are made by
the named pensions officer in conjunction with the
Section 101 Committee

•

No changes are required to the Section 101
Committee

•

The Pension Fund has a separate audit and produces a
separate governance statement

For the purposes of the analysis we have assumed that
the term 'Scheme Manager' refers to the Section 101
Committee which is responsible for the separate
pensions unit for which it is solely responsible.
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There are a number of design aspects of the revised role
of the Section 151 Officer which need to be considered
and also the definition and operation of the 'distinct
entity'. The role of the named officer needs to be defined
too.

Description of model for analysis:

35

CRITERIA
Accountability of the
Scheme Manager to
scheme members

ADVANTAGES/NO IMPACT
• For most Funds there is no direct impact, as the Scheme Manager
does not change and neither does the make up of the Section 101
Committee

DISADVANTAGES
• There is currently very little accountability to scheme members who
are not formally represented by voting members on the Pension
Fund Committees.

• However, for some Funds for whom the Section 101 Committee
does not oversee the whole pensions function, the Scheme
Manager role is consolidated

Accountability of the
Scheme Manager to
scheme employers

• There is no direct impact, as the Scheme Manager does not change
and neither does the make up of the Section 101 Committee

Accountability of the
Scheme Manager to local
taxpayers

• No impact. For all Funds the pensions function remains within the
same Authority and the assets remain under the same ownership

Compliance with the IORP

• However, for some Funds for whom the Section 101 Committee
does not oversee the whole pensions function, the Scheme
Manager role is consolidated
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• If Funds have to comply with IORP, option 1 is not compliant
• There are two main potential gaps in compliance. The first is a
‘distinct entity of the Host Authority’ satisfying the requirement for
a separate establishment of a Pension Fund. Secondly, the Section
101 Committee needs to meet the ‘fit and proper’ requirements
and there would be a need for more independent representation
amongst the Section 101 Committee
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Conflicts of interest
between the Section 151
Officer and other officers in
the Host Authority

ADVANTAGES/NO IMPACT
• A separate business unit would make the named pensions officer
independent, on the basis that all parties operate according to the
rules
• Conflicts between the Section 151 Officer and Section 101
Committee would reduce this independence

DISADVANTAGES
• It is likely that recharges will need to be made by the pension
business to the Host Authority for services such as IT, HR and
property costs. To the extent that cost accounting guidance is not
clear this is a residual area of conflict
• The named pensions officer would have delegated responsibility for
the financial probity of the Fund. This may give them a personal
conflict if they are involved in the day to day administration and
management of the Fund
• The named pensions officer continues to report to the Section 101
Committee and this means there is the potential for relationship
conflict

Conflicts of interest
between the Section 151
Officer of the Host
Authority and the
Councillors on the Section
101 Committee

• There is no direct impact

Conflicts of interest
between the Host
Authority and the other
Local Authorities in the
same Fund

• There is no impact

Conflicts of interest
between the Local
Authorities in a Fund and
the other employers

• There is no impact
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CRITERIA
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• The potential conflicts between the Section 151 Officer and the
Councillors on the Section 101 Committee removes the
independence of the named pensions officer
• This conflict is mitigated in some of the Metropolitan Funds by
having Joint Working Groups (or similarly named) – which have
representation from employers other than the Host Authority –
making Fund decisions subject to ratification by the Section 101
Committee
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CRITERIA

ADVANTAGES/NO IMPACT

Financial transparency, in
particular production of
comprehensive and clear
accounts

• Having a separate audit opinion and an Annual Governance
Statement is likely to lead to more transparency, particularly
regarding recharges if these are scrutinised in more detail

Financial transparency, in
particular dedication of
resources

• No pensions function will be carried out outside the pensions
business unit and all resourcing decisions will be made by the
Section 101 Committee.

• It will also give more assurance in relation to operation of any
shared treasury function (although in our example structure this
would have to be run by the pensions business unit)

• The potential conflicts that exist on the Section 101 Committee
need to be borne in mind (see earlier section)

Financial transparency, in
particular management
and administration costs
and investment costs

DISADVANTAGES
• Any element of recharge by the pensions business unit back to the
Host Authority will remain an area where lack of transparency
exists, unless clearer cost accounting guidance and disclosure is
made a requirement

• If the pensions business unit delivers pensions services to the Host
Authority in its capacity as Employing Authority or treasury services
to the Host Authority, these services will be subject to resourcing
decisions by the Section 151 Officer rather than the Section 101
Committee
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• There is evidence that recruitment of appropriate pensions
specialists can be restricted by the Local Government wage
structure. If the named pensions officer reports to the Section 151
Officer then they currently need to be at seniority levels below the
Section 151 Officer. For larger Funds this can limit the quality of the
resources available

• In conjunction with the above two sections, management and
administration costs (including the costs of investment
administration) are likely to be better managed, more clearly
identifiable and disclosed more fully
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Management costs and
funding or investment
costs including set up
costs and ongoing costs

ADVANTAGES/NO IMPACT
• There is not likely to be any direct impact on investment costs as
investment decisions will not be directly affected
• Investment manager costs could reduce if the named pensions
officer is able to perform more in-house monitoring
• However, with the major investment pooling changes afoot,
investment strategies and costs are likely to change significantly in
any case

DISADVANTAGES
• The management costs depend on the current set up of the Fund,
with the costs for the smaller Funds being greater in absolute terms
and much greater in relative terms
• For a typical London Borough Fund this option is likely to mean
increased costs each year broadly equivalent to the cost of
employing an Assistant Director and a Treasury Manager. This may
lead to increased costs of around £100k to £200k a year
• In addition there will be the cost of the additional audit of the
Pensions Fund which might be £30k to £50k
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CRITERIA
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• Generally, reflecting earlier costs, more resources might be
approved to provide better service delivery which would lead to
increase costs for the Fund
• The increased costs could, however, be recharged to the Fund and
can be managed through greater use of shared services

Service delivery to scheme
members

• Clearer delegation and separate audit and governance statements
may improve service standards for members
• Direct budgeting process and separate resourcing accountability
may improve service standards for members
• Whilst in theory the introduction of the Pensions Board should lead
to improved service delivery in any case, the new structure would
make it easier to monitor and enforce

Service delivery to scheme
employers

• Whilst the SLA with employers will not change, the direct
budgeting process and separate resourcing accountability enable
the named pensions officer to improve the service to employers

• There is still a risk that as the function is still performed within the
Host Authority with oversight from the Host Authorities Councillors,
that the Host Authority receives preferential treatment

• In some Funds the clear allocation of a new named pensions officer
might enable scheme employers to deal with their issues more
efficiently

• The increased costs discussed above are likely to lead to increased
contributions required from scheme employers
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CRITERIA
Service delivery to third
parties (e.g. TPR, HMRC)

ADVANTAGES/NO IMPACT

DISADVANTAGES

• There would be no direct impact
• Whilst there is no clear change for third parties, the role of the
Pensions Board will be made more straightforward in some Funds
which in turn could be beneficial for TPR (in terms of their overall
objectives being met)
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Classification as retail
client under Markets in
Financial Instruments
Directive (MiFID) II

• As there is no legal separation between the Authority. the MiFID
default status would be classification as a retail client with the
option for each Fund to elect for professional client assessment
• It is unlikely this will have an impact given the size of the mandates
that investment managers have with LG Funds, it is also unlikely
they will seek to charge higher fees or elect to cease servicing
them
• However choosing to elect profession client status could be time
consuming and costly and is not a guaranteed outcome if the Fund
fails the qualitative test
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• Most of the costs of implementation
would be internal costs and most of
these could be recharged to the
Fund, to the extent that Host
Authority resources are being used
to make the change
• The direct costs would include
recruitment costs, if necessary,
training costs and the cost of
external professional advice in
relation to making any of the changes
• Some Funds will have to consider
the structure of their current Section
101 Committee and may require legal
and professional advice to make
necessary changes

LEGAL POSITION
• This option would need changes to
secondary legislation
• The Accounts and Audit Regulations
2015 and CIPFA guidance would also
need changing
• For further details regarding the legal
position see the Wragge Lawrence
Graham & Co LLP report dated 14
September 2015

STEPS REQUIRED
• Changes to secondary legislation,
Accounts and Audit Regulations 2015
and CIPFA guidance
• Creation of new senior officer role
• Hiring new members of staff, including
following Local Authority recruitment
processes, where required
• New members of staff to undertake
pensions specific training and getting up
to speed
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STRONGER ROLE FOR SECTION 151 OFFICER WITHIN
A DISTINCT ENTITY OF THE HOST AUTHORITY

COSTS
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• May need to notify TPR, HMRC, etc. if
the Fund contact has changed
• Decision on whether to retain retail
classification under MiFID II or opt for
professional client assessment

CHALLENGES
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CHALLENGES
OPTION 1
Stronger role for
Section 151 Officer within
a distinct entity of the Host
Authority

Consider if the named pension officer should report
directly to the Chief Executive to remove the potential
relationship conflict
Separate treasury functions are also likely to be a key
improvement required, however currently only big
Funds have the resources to have a separate treasury
function. If there is a single treasury function should this
be operated by the pensions business unit
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Consider if the pensions business unit should have
more latitude on wages and consultancy expertise and
whether national guidance to Funds on this issue is
required
Need to consider whether policies/guidelines regarding
cost accounting and recharges need to be considered
Consider the terms on which pensions administration
and management for the Host Authority as Employing
Authority should be carried out

Agenda Item 11
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ANALYSIS – OPTION 2
JOINT COMMITTEE OF TWO OR MORE ADMINISTERING AUTHORITIES

In this section we review Option 2
against the key criteria we have been
asked to consider and summarised on
page 12.

For the purposes of our core analysis we assume the
following model. We emphasise that this is not a
recommended structure, but it is helpful to a choose a
structure which can be analysed and against which
variations can be considered. We comment on the
variations in the analysis and the summary.

The whole pensions function for each Authority
remains within each respective Council

•

Each Authority adopts the operational models
described in Option 1

•

The Section 151 Officer for each Council retains the
statutory duties in respect of the financial probity of
the Fund

•

The Joint Committee is not a separate entity but
rather a committee that comprises Councillor
representatives of each of the Authorities that it
services (however we have also covered the impact
on our comments if a separate entity is established as
Combined Authority)

•

Decisions about budgets and resourcing are only
made by the Joint Committee if it is established as a
spate legal entity, otherwise they are retained by each
Authority in relation to their respective pensions
functions

•

Each Authority will have to prepare separate audited
Pension Fund accounts and an annual governance
statement

There are difference operational models which could
be used to deliver efficiencies e.g. delegation to a
Local Authority or create a wholly owned subsidiary.
We note that in terms of conflicts these would
improve efficiency and effectiveness rather than
remove conflicts per se
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There are a number of design aspects of establishment
and make up of the Joint Committee which need to be
considered and also the number of Administering
Authorities that would be represented.

Description of model for analysis:

44

Accountability of the
Scheme Manager to
scheme members

ADVANTAGES/NO IMPACT
• For nearly all Funds this would lead to a marginal separation of the
Fund from the Administering Authorities through the dilution of
decision making

DISADVANTAGES
• On the other hand with the diluted decision making scheme
members might consider that the Scheme Manager is taking less
responsibility

• This would lead to a small improvement in the accountability of the
Fund and Scheme Manager to scheme members as it would bring
about an increased level of independence, although ultimately the
legal responsibly still sits with each Section 151 Officer

Accountability of the
Scheme Manager to
scheme employers

• The marginal separation could lead to less focus on the Host
Authority and/or participating Authorities and their distinct employer
base and more across the employers across the whole Fund

• On the other hand with the diluted decision making some scheme
employers might consider that the Scheme Manager is taking less
responsibility
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JOINT COMMITTEE OF TWO OR MORE
ADMINISTERING AUTHORITIES

CRITERIA
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• Therefore the Scheme Manager would have greater accountability
to scheme employers
• It should be noted that the Funds that demonstrate they are most
interested in meeting employers and dealing with them based on
their specific circumstances, are the Funds that are currently run
separately from the Administering Authority and so is most similar
to options 2 and 3

Accountability of the
Scheme Manager to local
taxpayers

• As the Joint Committee would comprise local Councillors
representing each Authority there would remain that local focus and
accountability to the local taxpayers

• The separation of the Fund from the Local Authorities could have a
detrimental impact on the accountability of the Fund and Scheme
Manager to local taxpayers
• It is open to debate whether local taxpayers are concerned about
the type of structure in place and which option is chosen and are
only concerned if it would lead to an increase in Council Tax to fund
increased costs or if it led to disruption to service delivery to
members
• The Joint Committee could allow different decision to be made for
different Administering Authorities, but the risk is that they take a
simple approach to reduce costs
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Compliance with the IORP

Conflicts of interest
between the Section 151
Officer and other officers in
the Host Authority

ADVANTAGES/NO IMPACT

DISADVANTAGES

• If Option 2 used a Combined Authority this could satisfy the first
gap (see disadvantages) which would mean it would be closer in
compliance than option 1

• If Funds have to comply with IORP, option 2 is not compliant

• A separate Joint Committee would lead to reduced conflicts with the
distinct pension entity in each Administering Authority. With the
Host Authority having less direct influence and a dilution in this
influence as more than one Authority would be represented on the
Joint Committee (i.e. lessen the ability for the Host Authority to
negotiate preferential treatment), there is less scope to influence the
named pension officer via the Committee

• Members of a Combined Authority would be nominated by the
constituent Authorities and so not materially improve the position

• There are two main potential gaps in compliance. The first is a
‘distinct entity of the Host Authority’ satisfying the requirement for
a separate establishment of a Pension Fund. Secondly, the Section
102(5) Committee needs to meet the ‘fit and proper’ requirements
and there would be a need for more independent representation
Committee
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JOINT COMMITTEE OF TWO OR MORE
ADMINISTERING AUTHORITIES

CRITERIA

• It potentially achieves the retention of local Funds, whilst effectively
reducing the conflict between the Fund and the Host Authority

Conflicts of interest
between the Section 151
Officer of the Host
Authority and the
Councillors on the Section
101 Committee

• This option would remove the majority/all conflicts of interest as the
Section 151 Officer would delegate responsibilities to the Joint
Committee
• The Joint Committee would have more than one Section 151 Officer
to service and so it is less likely that any particular Section 151
Officer would be treated preferentially

• Members of a Combined Authority would be nominated by the
constituent Authorities and so not materially improve the position
• This depends on politics and personality and conflicts would be
greater, for example, for the Section 151 Officer whose Councillor
chairs the Joint Committee
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ADVANTAGES/NO IMPACT

Conflicts of interest
between the Host Authority
and the other Local
Authorities in the same
Fund

• A separate Joint Committee would lead to a potential improvement
with the potential for conflicts to be reduced with the members of
the Joint Committee diluting the power of an individual Authority

Conflicts of interest
between the Local
Authorities in a Fund and
the other employers

• A separate Joint Committee could lead to a potential improvement
with the potential for conflicts to be removed but this would depend
in part on the personnel on the Joint Committee and how focused
they are on the employer base as a whole and fair treatment

DISADVANTAGES
• The removal of the conflicts may be dependent in part on whether
the Joint Committee is a wholly owned subsidiary of one of the
Councils (as this introduces a potential conflict with the parent
Council)
• Where there is only one Host Authority for a Fund, the conflict does
not exist and would be introduced by a Joint Committee
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CRITERIA
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• As the Joint Committee will be made up of Councillors from each of
the Local Authorities there is a continued risk that the Local
Authorities benefit from such representation to the detriment of
other employers (e.g. on scheme funding or local investment
decisions)

© 2015 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

47

CRITERIA
Financial transparency, in
particular production of
comprehensive and clear
accounts

ADVANTAGES/NO IMPACT

DISADVANTAGES

• Having a separate Joint Committee could lead to more
transparency, as there would have to be more open dialogue with
each Administering Authority around the manner in which the
Funds manage and disclose costs. There is a good chance that
standards will ‘level up’
• Each Administering Authority will still have a statutory requirement
to produce separate audited Pension Fund accounts and a Pension
Fund
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Financial transparency, in
particular dedication of
resources

ADVANTAGES/NO IMPACT

DISADVANTAGES

• It may be possible to bring more expertise in-house by paying
market rates if a Combined Authority is used and is less constrained
by Local Government wage structures

• As a Joint Committee comprises Councillors, each pension function
may still be subject to the recruitment and resourcing policy of each
respective Authority

• A Combined Authority may justify a larger and more experienced
team, comprising some staff transferring from each Authority

• Recruitment within each pensions function may still be constrained
as the Local Government wage structure will apply
• There could be a loss of experience and skilled personnel though
the rationalization across Administering Authorities if a Combined
Authority approach is followed
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• This could involve some rationalisation of staff within each Authority

Financial transparency, in
particular management
and administration costs
and investment costs

• In conjunction with the previous two sections, management and
administration costs may be better managed, as there will need to
be greater transparency amongst the parties and risk pressure to
'level up' standards
• This could be even more transparent if a Combined Authority is
used and costs are shared across all the Authorities being serviced
by the Combined Authority

Management costs and
funding or investment
costs including set up
costs and ongoing costs

• The set up of the Joint Committee would not impact on
administration costs as each pensions function within each
Authority would continue to exist
• Economies of scale would lead to reduced management costs in a
Combined Authority approach
• There could also be a saving in investment costs if Funds are
pooled. However, this could happen through the pooling
consultation proposals

• Dependent on how many Administering Authorities are involved in
the set up of the Joint Committee, this could lead to an area of
complexity particularly in relation to recharges of costs
• Clear and robust processes would be required to drive cost
accounting guidance and disclosure should be made a requirement

• There will be set up costs which could be offset via the savings that
are realised (for example in investment management costs)
• The creation of a Combined Authority to undertake the functions of
a lead Authority is likely to introduce new governance issues for the
constituent bodies which may offset in part the benefits achieved
by the pooling of administrative functions
• The risk appetite of the Joint Committee may differ to that of the
existing Section 101 Committees and this may detrimentally impact
expected returns on investment
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CRITERIA

• Oversight from a Joint Committee may improve service standards
for members e.g. communications could be improved
• Whilst in theory the introduction of the Pensions Board should lead
to improved service delivery in any case, having an element of
separation may make it easier to monitor and evidence
• Generally, there is the possibility that standards 'level up'

Service delivery to scheme
employers

• There would be no direct impact as the SLA with employers would
not change.
• The Joint Committee should not provide preferential treatment to
any of the Host Authorities and this could allow it to improve the
service to all employers and consult with them effectively around
scheme funding

DISADVANTAGES
• Under a Combined Authority approach, the physical separation of
the pension function from the local Councils could have a
detrimental impact if the service is moved away geographically so
dealing with members face to face is no longer possible or if the
process for dealing with members is not properly managed
• The best Fund in the group might struggle to maintain standards in
some situations

• Unless the Joint Committee seeks to introduce its own processes
and procedures, there is an inherent risk that poor engagement
with employers continues and Local Authorities continue to receive
preferential treatment
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ADMINISTERING AUTHORITIES

Service delivery to scheme
members

ADVANTAGES/NO IMPACT

• There is evidence to suggest that Combined Authority separation
creates focus on wider employer risks

Service delivery to third
parties (e.g. TPR, HMRC)

Classification as retail
client under MiFID II

• No direct impact
• Pensions Boards could be merged to match the Joint Committee

• Inconsistent use of systems across differing related parties could
make service delivery to third parties challenging

• As there is no legal separation between the Authority. We believe
the MiFID default status would be classification as a retail client
with the option for each Fund to elect for professional client
assessment

Agenda Item 11

• At this early stage, our view is that it is unlikely this will have an
impact given the size of the mandates that investment managers
have with LG Funds, it is unlikely they will seek to charge higher
fees or elect to cease servicing them
• However choosing to elect profession client status could be time
consuming and costly and is not a guaranteed outcome if the Fund
fails the qualitative test
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• The costs of implementation will
depend on the number of the Funds
that join the Joint Committee, and
how similar their terms of reference
and governance procedures are
• We have estimated the costs of
setting up a Joint Committee as £25k
to £30k per joint committee, based
on our experience. Local Authorities
are well versed in the set up of such
committees and it is tried and tested.
However, in order to make the
approach as efficient as possible, a
standardised model could be used
for Funds to follow. This will ensure
the approach is as streamlined as
possible, consistent and also keeps
costs to a minimum. Embedding
Joint Committees from a process
and timeframe perspective will be
straightforward and so there should
not be a lengthy lead in time for their
set up.

LEGAL POSITION

STEPS REQUIRED

• A Joint Committee can be set up under
the existing legislative framework

• Changes to the existing requirements for
a Combined Authority, if needed

• Thought would need to be given as to
whether the existing requirements for
setting up a Combined Authority would
need amending

• Creation of the new Joint Committee

• For further details regarding the legal
position see the Wragge Lawrence
Graham & Co LLP report dated 14
September 2015

• Hiring new members of staff, including
following Local Authority recruitment
processes, for a Combined Authority
transferring them from the current
Administering Authorities
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• New members of staff to undertake
pensions specific training and getting up
to speed
• May need to notify TPR, HMRC, etc. if
the Fund contact has changed
• Decision on whether to retain retail
classification under MiFID II or opt for
professional client assessment

CHALLENGES

• Each Administering Authority would
also need to bear the cost of Option
1 which would include the direct
costs would include recruitment
costs and an estimated additional
two or three members of staff which
could cost around £100k to £200k
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CHALLENGES
OPTION 2
Joint Committee of two
or more Administering
Authorities

Consider how the voting would work and the dilution
of each Administering Authority influence in decisions
Consider the optimum number of members in the
Joint Committee. Based on our experience, the Joint
Committee should have at least 5 members (so 3 is
quorate) and 6-10 members works well for discussions to
strike a balance between being effective and one person
dominating the conversation. The composition of the
members is also important and there needs to be a good
balance between skills, backgrounds, etc. which can be
managed through the recruitment process

Consider who would be responsible for producing the
Fund accounts, who advises the Joint Committee and
how it is supported, and how shared costs are allocated
Consider if new policies/guidelines regarding governance
around management, administration and investment
costs are needed to ensure that best practice is
encouraged across more Funds. New Terms of
Reference will be required

Consider if each Authority will want some form of
assurance that monies are being administered
properly leading to an added cost of assurance reporting
(under the Combined Authority approach)
Consider how the Joint Committee will interact with
the Admitted and Scheduled Bodies
Define the intention of the operating model under
Option 2 to ensure successful implementation and
effectiveness
The quality of data and administration systems needs
to be considered ahead of the choice of which Funds
will form a Joint Committee as it will be more straight
forward if the Funds currently use the same systems
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Consider how many Administering Authorities would be
involved. Based on the above, with 2 Councillors from
each Authority, around five Authorities might be an
appropriate number

Consider how the information would be aligned to each
Fund under this option, e.g. will each Fund have a
separate budget or will they be combined or
standardised due to joint services being provided?

For the Combined Authority approach, communications
are key (including notifying members of any changes in
contact details, etc.) to ensure that members are aware
of any changes to service and that these are explained to
them in detail, for example if face to face queries are no
longer available

Consider combining the Pensions Boards
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Consider setting out new guidelines on best practice
for recruitment within each pensions function and for
consultancy expertise
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OPTION 3
ANALYSIS AGAINST CRITERIA

ANALYSIS – OPTION 3
LGPS COMPLETE SEPARATION OF THE PENSION FUND FROM THE HOST AUTHORITY

In this section we review Option 3
against the key criteria we have been
asked to consider and summarised on
page 12.

Description of model for analysis:
•

For the purposes of the analysis we have assumed
that the term 'Scheme Manager' refers to the Trustee
board* which is responsible for the separate pensions
unit for which it is solely responsibly.

•

This option proposes that a government department
creates pension bodies to take over the role of
Scheme Managers within the LGPS.

•

The bodies would have Boards that include employer
and member representation with the same or similar
make up as pension institutions in the private sector.

•

* Whilst the formal legal status might not be a Trustee
we are assuming that they would act in a consistent
manner.
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One of the key design issues in relation to Option 3 is the
legal status of the completely separated Pensions Fund.
There are a number of options and the scope of this
report does not extend to looking at these options in
detail. However, for the purposes of analysing Option 3,
we have assumed that the Trustees* are selected
through a robust process which makes them collectively
sufficiently independent of any of the employers and with
sufficiently high knowledge and understanding to make
robust decisions, consistent with the Trustees of a trustbased scheme.
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Accountability of the
Scheme Manager to
scheme employers

ADVANTAGES/NO IMPACT

DISADVANTAGES

• The Scheme Manager would no longer be Councillor led and
therefore Local Authority focussed
• An independent Trustee board will more clearly see its duty
towards all employers in the Fund

• Option 3 would lead to a separation of LGPS Funds from Local
Authorities and a loss of democratic control

Accountability of the
Scheme Manager to local
taxpayers
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LGPS COMPLETE SEPARATION OF THE
PENSION FUND FROM THE HOST AUTHORITY

CRITERIA
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ANALYSIS – OPTION 3

• This would mean that the Funds and Scheme Managers are less
accountable to local taxpayers
• It should be noted that in the Metropolitan Funds, for example,
there is already a loss of democratic control for those Local
Authorities in those Funds who are not the Host Authority

Compliance with the IORP

• Option 3 is expected to be fully compliant, provided the fit and
proper person test is met in respect of the Board members
• There would be additional costs involved but this would meet the
requirements of the IORP if this was deemed applicable to LGPS
Funds
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ANALYSIS – OPTION 3

Conflicts of interest
between the Section 151
Officer and other officers in
the Host Authority

ADVANTAGES/NO IMPACT
• This option would mitigate the majority/all conflicts of interest
• As the decision making is removed form elected members, , it
removes potential conflicts of the Authorities seeing preferential
treatment
• It would also remove potential risks in relation to the application of
Fund or employer discretions by the Host Authority

Conflicts of interest
between the Section 151
Officer of the Host
Authority and the
Councillors on the Section
101 Committee

• This option would remove the majority/all conflicts of interest

Conflicts of interest
between the Host Authority
and the other Local
Authorities in the same
Fund

• This option would remove all conflicts of interest as the Host
Authority would no longer be managing the Fund

Conflicts of interest
between the Local
Authorities in a Fund and
the other employers

• This option would remove the majority/all conflicts of interest

DISADVANTAGES
• If Board members are appointed by or can be influenced by an
employer or are a current employee then some potential conflicts
may still exist
• In any Trustee board, residual conflicts remain as members may
have vested interests (e.g. employer representatives) and these
conflicts would require effective management
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LGPS COMPLETE SEPARATION OF THE
PENSION FUND FROM THE HOST
AUTHORITY

CRITERIA

• If Board members are appointed by or can be influenced by an
employer or are a current employee then some potential conflicts
may still exist

Agenda Item 11
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ADVANTAGES/NO IMPACT

Financial transparency, in
particular production of
comprehensive and clear
accounts

• As a separate entity it is clear that separate accounts, a separate
audit and separate governance requirements would be required

Financial transparency, in
particular dedication of
resources

• As a separate employer, the Fund’s resources would be clearly
defined

DISADVANTAGES
• If services are outsourced to a Local Authority (possibly the
previous Host Authority) then the recharges would need to be
carefully reviewed
• Likewise if services (such as pensions administration and treasury
management) are provided by the Pension Fund

• It would give the Fund more flexibility on recruitment which could
allow the team to bring in better external resource

• There may be less flexibility to utilise wider resource at busy times
and to access wider expertise from within the Host Authority. For
example, administration support during member communication
exercises
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LGPS COMPLETE SEPARATION OF THE
PENSION FUND FROM THE HOST
AUTHORITY

CRITERIA
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ANALYSIS – OPTION 3

• It may be possible to transfer staff under TUPE rules (and
potentially rationalise staff to achieve cost efficiencies)
• This option could give the Funds significantly more flexibility around
recruitment and consultancy services

Financial transparency, in
particular management
and administration costs
and investment costs

• Based on the two points above, the management and
administration report would be clear

• In order to maximise transparency the robust requirements for
disclosure and breakdown of costs could be put in place

• Investment administration costs and the costs of managing
investment strategy are likely to be more clearly identifiable for
some Funds
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ANALYSIS – OPTION 3

Management costs and
funding or investment
costs including set up
costs and ongoing costs

ADVANTAGES/NO IMPACT
• This option would lead to a positive impact on management costs
as it would give the Funds more flexibility on recruitment
• It may be possible to transfer staff under TUPE rules
• This option is likely to have the greatest impact on investment costs
and could lead to savings in the long term through input of
professional Trustees
• This option could provide an opportunity to outsource to a third
party administrator or contract back to Authorities to keep costs in
check

DISADVANTAGES
• There will be the cost of setting up, moving contracts, changes to
legislation and additional costs, for example paying Trustees.
However, the costs will vary depending on whether staff can be
transferred under TUPE rules
• Option 3 could cost more (which could be mitigated to some extent
if Funds collaborate) and Funds may need to support a separate
location, a separate HR function, legal advice and external advisers.
There may also be less scrutiny leading to increased costs
• Ongoing costs could also be higher if higher skilled staff or
regulated individuals are required
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• If Funds have to start assessing their covenant this is a new activity
that will need to paid for
• Expectations would be high of risk management systems and
internal audit as the entity will be acting as a third party outsourced
provider. Outsource of the internal audit function to a third party
provider may be considered more cost effective to buy in skills for
days rather than the full time contract of individuals
• Investment costs could increase as at present the pensions
function has a governance process in place and this would need to
be overhauled
• This option could lead to low risk and low returns as the Board may
be risk averse, however there is no evidence that this would be the
case and it could be managed through the recruitment process

Service delivery to scheme
members

• This option would have the greatest impact on service delivery
• Separate audit and governance statements may improve service
standards for members
• A completely separate budgeting process and resourcing
accountability may improve service standards for members

• This option could mean that Funds are more reliant on call centres
and websites which will impact service delivery as members can
currently visit the pensions function directly and have the real value
service from local people
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ADVANTAGES/NO IMPACT

Service delivery to scheme
employers

• There is likely to be a positive impact on service delivery to scheme
employers as the complete separation of the Fund from the Host
Authority should mean that Local Authorities no longer receive
preferential treatment and all employers are treated fairly
• The positive impact is likely to affect employers other than the Host
Authority most significantly, for example academies and schools

Service delivery to third
parties (e.g. TPR, HMRC)

• There would be no/minimal impact

Classification as retail
client under MiFID II

• As there is a legal separation between the Authority, the MiFID
status would be result in professional client assessment

DISADVANTAGES
• There could be a negative impact on service delivery to employers
as the Funds lose democratic control and the link with public
services, including the need to control costs.
• For some employers, this could bring additional scrutiny from the
Board and could in turn lead to an increase in employer costs.
• It is likely that additional services currently offered pro-bono, for
example academy conversions, would no longer be available at no
cots
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ANALYSIS – OPTION 3

• Initial set up costs for this option are
likely to be highest due to significant
legal and professional advice being
required to make necessary changes,
although these may be recuperated
in the future due to long term
savings. The costs would be
comparable to the costs of setting up
a new trust based scheme in the
private sector. We estimate the
costs based on our experience to be
in the region of £200k to £300k.
these are only an estimate of the
external costs that would be
required, there will also be the
internal support that is required
which should be factored in to the
overall cost of the implementation as
internal resource will be diverted
away. It is also likely there would be
additional costs associated if IORP
compliance is required
• Most of the costs of implementation
would be external costs, for example
recruitment costs for the Board,
training costs and the cost of
external professional advice, in
particular legal advice, in relation to
making the changes

LEGAL POSITION
• This option would need changes to
primary legislation
• The LGPS Regulations 2013 would also
need changing
• For further details regarding the legal
position see the Wragge Lawrence
Graham & Co LLP report dated 14
September 2015

STEPS REQUIRED
• In order for option 3 to be implemented
the questions regarding IORP and
whether it applies to LGPS Fund needs
resolving.
• For example if there is full separation
between Local Authorities and the
Funds is there a crown guarantee in
place and will the Funds continue to be
classified as government schemes?
There will likely be lengthy legal
discussions before the regulations can
be amended
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• Changes to primary legislation and LGPS
Regulations 2013
• Creation of the new entity
• Creation of the new roles

CHALLENGES

• Hiring new members of staff (including
the members of the Board), including
following Local Authority recruitment
processes, where required or
transferring them from the current
Administering Authorities
• New members of staff to undertake
pensions specific training and getting up
to speed
• May need to notify TPR, HMRC, etc.

• Additional resource could be in the
region of £500k plus per year to
secure market leading expertise with
ongoing operating cost of £100k to
£200k per year. This is all dependent
on the overall size of and design of
team
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OPTION 3
LGPS complete separation
of the Pension Fund from
the Host Authority

Consider whether policies/guidelines regarding
current best practice are tightened to ensure that
the strengths of the current system are implemented
across all Funds

•

Consider if staff should be transferred under TUPE
rules to the new entity

•

Need to consider if new policies/guidelines regarding
governance will be required for the new structure

•

Need to consider whether any new policies/guidelines
regarding recruitment, investment management and
the use of external experts would be put in place
across all Funds or whether Funds will be given
significantly increased freedom

•

Whilst it has been commented that independent
Trustees could be more risk averse, particularly
regarding investment decisions, there is no evidence
that this is definitively the case and it could be
managed through the recruitment process

•

For this option communications are key (including
notifying members of any changes in contact details,
etc.) to ensure that members are aware of any
changes to service and that these are explained
to them in detail, for example if face to face queries
are no longer available

•

Communications with employers are also key
(including notifying employers of any changes in
contact details, etc.) to ensure that employers are
aware of any changes to service and that these are
explained to them in detail, for example any pro-bono
work currently offered

•

Proper handover and managing of the process
is also important to ensure the service is improved

•

Whether or not to maintain the link with public
services and democratic control will need to be
considered to ensure employers are comfortable
with this option

•

Consider if the Funds large enough to make it cost
effective to run separately and collaboration of
Funds should be considered to assess whether this
would reduce costs, particularly amongst the London
Funds where costs are currently high

•

TPR may request additional involvement in this
option, particularly if it is found that there is no
guarantee in place and a structure similar to the
Pension Protection Fund (PPF) for private schemes is
required

•

The Funds may wish to consider whether to
conduct a data cleanse as data quality is currently a
key requirement for TPR. This would lead to increased
costs but is likely to reduce the number of issues in
the future

•

Need to consider what flexibility Authorities will
have to make a choice or to move to a different
‘provider’

•

Need to consider if the provider will need to make
an assurance report available to Authorities the
cost of which for even a mid sized provider can be
high
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ALL OPTIONS
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OPTION 1
SUMMARY

In order for option 1 to be most effective, the named
pensions officer could have delegated responsibilities
from the Section 151 Officer and would require pensions
specific training which should be mandatory
The key aim with this option is that the new senior officer
has all pensions responsibilities delegated to them and
they need to set budgets alongside the Section 101
Committee. The pensions team should also have a
specific pensions role and would work for pensions 100%
of the time

This, however, is only the case if the new senior officer is
hands on. The more senior the new senior officer is and
the less hands on they are, the greater the potential to
provide financial oversight

Separate treasury functions are also a key improvement
required, but only big Funds have the resources to have a
separate treasury function and this would lead to greater
costs for small Funds
This option is likely to mean increased ongoing staff costs
(for the smaller Funds) and audit costs. This could lead to
increased costs of around £150k to £250k a year and
would further the need for smaller services to look at
ways of sharing costs
This option would need changes to secondary legislation
and the Accounts and Audit Regulations 2015 and CIPFA
guidance would also need changing

There is still also a risk that as the function is still
performed within the Host Authority with oversight from
the Host Authorities Councillors, that the Host Authority
receives preferential treatment. This could, however, be
managed through clearer guidance for dealing with all
employers in the Fund, including different investment
strategies being offered for different categories of
employer or by adopting the TPR approach to funding
with more emphasis on covenant, investment and
funding. More radical solutions could be considered
which would involve structural reform of the LGPS
including a horizontal integration approach to dealing with
employers of similar types
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The new senior officer is, however, still conflicted as they
would be involved in the administration and day to day
management of the Fund and would not have the
relevant oversight

Having separate audit opinions is likely to lead to more
transparent costs, particularly regarding recharges if these
are scrutinised more due to improved audit standards and
more pensions expertise amongst the audit teams.
However, guidance on cost accounting also needs to be
improved
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ANALYSIS SUMMARY

ANALYSIS SUMMARY
OPTION 2
SUMMARY

There is a pensions precedent for a Joint Committee
being set up in relation to the London Collective
Investment Vehicle (CIV)
The pooling of Funds leads to economies of scale and
lower costs, therefore any set up costs are likely to be
recuperated through later savings

The main concern with this option is that it leads to the
lowest common denominator (i.e. it only takes as much
risk as the least risky Authority) and assumes that there is
only one investment strategy. However, this option
requires a joint decision making panel so there is no
reason why it could not allow each Fund to continue with
separate investment strategies, which would require
consultation and allow continuation of the democratic
process

There is still also a risk that as the function is still
performed within the Host Authority, that the Host
Authority receives preferential treatment. This could,
however, be managed through horizontal integration,
which would involve developing different investment
strategies dependent upon employer type or by adopting
the TPR approach to funding with more emphasis on
covenant, investment and funding
This option is likely to lead to an additional two or three
members of staff being required which could cost around
£100k to £300k
Option 2 is not IORP compliant
Option 2 would require further development in the way in
which employers are engaged and to ensure that the
Local Authorities do not receive preferential treatment
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The size of the Joint Committee and number of Funds
involved needs to be considered. For example, if the
number of Funds is too big then the Joint Committee will
be too big (i.e. 5 Funds with 2 representatives each leads
to a Joint Committee of 10 members). However, the
pensions team needs to be large enough to be viable

Option 2 has fewer conflicts of interest than option 1

If option 2 is chosen, there are a number of areas that
need clarifying in order for it to operate well

If each London Borough has its own investment strategy
it lends itself to the Metropolitan Funds giving more
autonomy to each of the Authorities to make option 1 for
Metropolitan Funds more like option 2 for London
Boroughs
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A version of option 2 is possible without the transfer of
staff where the Joint Committee still has responsibility for
all decisions
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OPTION 3
SUMMARY

Option 3 is likely to lead to increased opportunities but
increased risks due to lack of local government
control/input

This option is likely to require more complex legislative
changes and it is likely to take significantly longer than
options 1 and 2

This option takes away the conflict from the employer
and pensions function which could lead to a better and
fair treatment of different types of employers and greater
transparency
There are also more opportunities with option 3 to
incorporate best practices from the private sector in order
to improve governance, etc.
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In order for option 3 to be implemented the questions
regarding IORP and whether it applies to LGPS Fund
needs resolving, for example if there is full separation
between Local Authorities and the Funds is there a crown
guarantee in place and will the Funds be classified as
government schemes? Legal debate will doubtless take
considerable time as will the resulting changes to
regulations

Option 3 is likely to lead to significant set up costs, for
example relating to changes in legislation, setting up the
structure and hiring new staff. However, the costs will
vary depending on whether staff can be transferred under
TUPE and may be recuperated over time due to
decreased ongoing costs
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Director and Head of UK Public
Sector Pensions
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APPENDICIES

SUMMARY OF THE OPTIONS
SUMMARY OF THE THREE OPTIONS UNDER CONSIDERATION

OPTION 1

The Section 151 Officer will still retain specific legal obligations and duties, but not in relation to the Fund.
The new director of the Pension Fund will still be an employee of the Council, however, and as such a conflict still exists.
Whilst there is already a statutory duty to produce accounts for the Fund, this option will require an amendment to the accounting regulations so
the Pension Fund accounts are not included in those of the Council and for a requirement to have separate budgets and separate audit
arrangements for the Pension Fund itself (rather than being audited by the Council auditor).
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KNOWLEDGE AND UNDERSTANDING

Ensure that there is a more apparent ring fencing of the Scheme Manager function within the Council. This will involve having separate accounts,
separate budgets and a separate senior officer to the Section 151 Officer. The senior officer will be the director of the Pension Fund, and will not
report to the Section 151 Officer – instead they will report directly to the chief executive officer.

Move to a joint committee model where the delegation of the pension function is handed over to a joint committee of 2 or more local Pension
Funds – the new 105 Committee. The decision making would be performed by the joint committee, whilst the day to day operation of the Fund
would either still be done by one of the Councils or by a wholly owned subsidiary of one of the Councils.

OPTION 2

As the decisions making is removed to one step away from the Council – to the joint committee - any conflicts that arise would be better
managed.
The joint committee could be made up of independents (e.g. the Chair), Member Nominated Trustees (MNTlets) and/or Councillors. It would not
be the same as the Section 101 Committee.
It could also be set up such that the joint committee becomes a legal entity in its own right (like South Yorkshire Pension Authority (SYPA)) and
can own the assets and liabilities, employ staff and enter in to contracts but only has one function as a Scheme Manager.
Set up a completely separate legal body to take over the function and which is not run by Councillors and so the decision making is removed from
the Host Authority. As the Councillors are not making the decisions around investments, and cannot have influence over decisions where they
may be preferred over other employers, it removes all potential conflicts.
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OPTION 3

The parallels here are of a private sector scheme with a separate board of Trustees protecting members’ interests.

© 2015 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

68

SECTION
1. Pensions function

DESCRIPTION
Who is the Section 151 Officer (i.e. job title, who do
they report to)?

1.2

Are all of the Section 151 Officer’s responsibilities
delegated to a Section 101 Committee? If not, which
responsibilities are excluded and how are these dealt
with?

1.3

Which officer (or officers) have lead responsibility for
the pensions function?

1.4

Are the administration (including managing the
actuarial valuation) and investment functions delivered
from the same team or different teams? Please give
details of any other structure.

1.5

Who does the officer identified in 1.3 report to?

1.6

Who are the non-Councillor representatives on your
Section 101 Committee meeting and do they have
voting rights?

1.7

What is the make-up of your Pensions Board?

RESPONSE
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1.1
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FACT FIND
SECTION
2.1 Decision making

DESCRIPTION
How are budgets set for the pensions function and
have there been any recent changes?

2.1.2

How are recharges to the Fund determined and by
whom? What are the key elements of uncertainty in
this calculation?

2.1.3

How are resourcing and recruiting decisions made and
by whom?
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2.1.1

RESPONSE
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SECTION
2.1 Decision making

DESCRIPTION
How are local investment decisions made which
relate directly to the Administering Authority? How
does this differ in relation to investment decisions
made which relate to other Local Authorities in the
Fund?

2.1.5

How are decisions made in relation to other
employers (e.g. funding, asset allocations on bulk
transfer, investment strategy, discretions)? Do you
treat any other employers differently in relation to your
decisions making process?

2.1.6

Are there any areas of your management of your other
employers you could significantly improve if you had
the freedom (e.g. budget/resources) to do so?

RESPONSE
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2.1.4
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FACT FIND
SECTION
2.2 Potential conflicts

DESCRIPTION

2.2.2

What do you think are the main areas where potential
conflicts exist for the lead pensions officer, if different
from above?

2.2.3

Are there any areas where you think potential conflicts
exist for the Section 101 Committee, if different from
above?

2.2.4

Are there any areas where you think potential conflicts
exist for the Fund’s professional advisers?

2.2.5

Have you taken steps to manage potential or actual
conflicts in 2.2.1 to 2.2.4 above?
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What do you think are the main areas where potential
conflicts exist for the Section 151 Officer?
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2.2.1

RESPONSE
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Consideration

OPTION 1

OPTION 2A – JC

Agenda Item 11

MAPPING OUT THE CONSIDERATIONS
OPTION 3

WHAT WILL BE THE IMPACT ON THE CONFLICT
OF INTERESTS BETWEEN THE SCHEME
MANAGER AND THE HOST AUTHORITY?
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WHAT WILL BE THE IMPACT ON THE
PRODUCTION OF CLEAR ACCOUNTS?

WHAT WILL BE THE IMPACT ON COST SETTING
I.E. BUDGETS AND RECHARGING OF PENSION
EXPENSES?
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MAPPING OUT THE CONSIDERATIONS
Consideration

OPTION 1

OPTION 2A – JC

OPTION 3

WHAT WILL BE THE IMPACT ON RESOURCES
AND THE TEAM?
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WILL EXTERNAL RECRUITMENT BE HAMPERED?
(I.E. WHAT IS THE IMPACT OF LG WAGE
STRUCTURES ON OPTIONS 1 AND 2?)

WILL THERE BE AN IMPACT ON THE SKILLSET IN
THE PENSIONS TEAM?
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Consideration

OPTION 1

OPTION 2A – JC
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MAPPING OUT THE CONSIDERATIONS
OPTION 3

WHAT WILL BE THE IMPACT ON THE COSTS OF
ADMINISTRATION AND MANAGING THE FUND?
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WHAT WILL BE THE IMPACT ON INVESTMENT
COSTS?

HAVE YOU ADOPTED THE CIPFA 'GUIDANCE ON
ACCOUNTING FOR LOCAL GOVERNMENT
PENSION SCHEME MANAGEMENT COSTS' IN
PREPARING YOUR 2014/15 PENSION FUND
ACCOUNTS? IF NOT, WHY NOT?
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MAPPING OUT THE CONSIDERATIONS
Consideration

OPTION 1

OPTION 2A – JC

OPTION 3

WHAT WILL BE THE IMPACT ON SERVICE
DELIVERY TO MEMBERS?

Page 129

WHAT WILL BE THE IMPACT ON SERVICE
DELIVERY TO EMPLOYERS?

WHAT WILL BE THE IMPACT ON SERVICE
DELIVERY TO THIRD PARTIES?

Agenda Item 11

© 2015 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

76

Agenda Item 11

ALTERNATIVE APPROACHES

Overall which option do you
prefer and why?
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In your view, how significant is
compliance with the IORP and
does that factor into the
preferred approach?

Overall which option has the
most challenge attached and
why?

Is there an option which has not
been considered which could be
a way forward?
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity.
Although we endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date
it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice
after a thorough examination of the particular situation.
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