
1

Pension Committee
29th January 2016

Local Government Pension Scheme: Investment Reform -
Criteria and Guidance

Report of the Strategic Finance Director 

Background

As part of the July 2015 Budget statement the Chancellor announced that the 
government would be working with Local Government Pension Scheme (LGPS) 
administering authorities to ensure they pool investments to significantly reduce 
costs, while maintaining overall investment performance. Responsibility for deciding 
which asset classes to invest in would remain with the administering authorities.

The subsequent pooling criteria which was published by government on 26th 
November 2015 covers 4 areas. These are: (1) size, (2) costs (3) governance and 
(4) infrastructure, as detailed below.

1  Pools with at least £25bn of scheme assets

2 Reduced fund manager fees and more transparency of costs

3 Pools provide administering authorities with assurance their investments are 
being properly managed and to ensure that risk is adequately assessed and 
managed

4 Improved capacity and capability to invest in infrastructure

The Gloucestershire Fund has been working with the other South West LGPS 
Funds, along with some other like minded Funds considering the development of a 
proposal to create a regional investment pool.

The Gloucestershire Fund is also part of another group of 25 LGPS Funds looking at 
the advantages/disadvantages of a number of options, including national investment 
pools versus multiple/ regional investment pools. 

Report

Authorities have been asked to submit their initial proposals by 19 February 2016 
and should include a commitment to pooling and a description of their progress
towards formalising their arrangements with other authorities. Authorities can
choose whether to make individual or joint submissions. 

The initial submissions will be evaluated by Government against the criteria with
feedback to highlight areas that may fall outside of the criteria or where additional
evidence may be required.

Refined and completed submissions are expected by 15 July 2016 which fully



2

address the criteria in the consultation document and provide any further
information that would be helpful in evaluating the proposals. By July, the responses 
should include:

 For each pool, a joint proposal from participating authorities setting out
the pooling arrangement in detail. This may cover governance structures,
decision making processes, and the implementation timetable.

 For each authority, an individual return detailing the authority’s
commitment to, and expectations of, the pool. This should include their
profile of cost savings, the transition profile of their assets, and the
rationale for any assets they intend to hold outside of the pools in the
long term.

The Government will assess the final proposals against the criteria and will provide a 
brief report which will set out the extent to which the criteria have been met and 
highlighting any aspects of the guidance that Government believes have not been 
adequately addressed.

Government have not set a prescribed level of pooling by each Fund by a specific 
timescale, but there is an expectation from Government that pools could be set up 
within 18 months and the transfer of assets to pools will begin in April 2018. 

It will be for administering authorities to suggest how their pooling arrangements
will be constituted and how they will operate but they should have regard to the
following criteria.

Asset pools that achieve the benefit of scale. The consultation indicates a
minimum pool size of £25bn with no more than six asset pools once fully
operational. However, it is not clear whether some proposals that do not meet
this size requirement will still be permitted for other reasons. For example, the
Welsh pool, which consists of all 8 Welsh administering authorities, consists of c.
£13bn of assets.

Consultation responses are required to:

 The size of the pool once fully operational;

 Any assets that are proposed to be held outside the pool and the rationale
for doing so;

 The type of pool they are participating in, including the legal structure if
relevant;

 How the pool will operate, the work to be carried out internally, and the
services to be hired from outside; and

 The timetable for establishing the pool and moving their assets into the
pool and how progress will be reported against that timetable.

Strong governance and decision making. The consultation expects that the
proposed governance structure should:

 At the local level, provide authorities with assurance that their
investments are being managed appropriately within the pool, in line with
their stated investment strategy and in the long term interests of their
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members.

 At the pool level, ensure that risk is adequately assessed and managed,
investment implementation decisions are made with a long term view,
and a culture of continuous improvement is adopted.

 Ensure efficient and effective decision making and risk management with
the consultation response explaining:

 The governance structure for their pool, including the
accountability between the pool and elected councillors.

 The mechanism by which the authority can hold the pool to
account and secure assurance that their investment strategy is
being implemented effectively and their investments are being
well managed.

 Decision making procedures at all stages of investment and the
rationale for these.

 The shared objectives of the pool.

 The resources allocated to the running of the pool, including the
governance budget, the number of staff needed and the skills and
expertise required.

  How any environmental, social and corporate governance (ESG)
policies will be handled by the pool.

 How the authorities will act as responsible, long term investors
through the pool including how the pool will determine and enact
stewardship responsibilities.

 How the net performance of each asset class will be reported
publically by the pool to encourage the sharing of data and best
practice.

 The extent to which benchmarking is used by the authority, for
example by undertaking the Scheme Advisory Board’s key
performance indicator assessment.

 Determining the investment strategy and setting the strategic asset
allocation should remain with individual administering authorities. 

 It will be for each pool to determine which aspects of asset allocation are
undertaken by the pool and which by the administering authority, and
authorities should consider the additional benefits of centralising decision
making to better exploit synergies with other participating authorities.

 Government expects that the implementation of the investment strategy,
including the selection of investment managers, will be delegated to
officers or the pool, in order to make the most of the benefits of scale
and react efficiently to changing market conditions.

Reduced costs and excellent value for money. Authorities are expected to
report the costs they incur on a transparent basis. The response to the
consultation is required to:
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 Explain how the pool will deliver substantial savings in investment fees,
both in the near term and over the next 15 years while at least
maintaining investment performance.

 Only use active fund management where it can be shown to deliver value
for money, and authorities are required to show how fees and net
performance in each listed asset class compare to a passive index.
Authorities are also asked to consider setting targets for active managers
which are focused on achieving appropriate risk-adjusted returns over an
appropriate long term time period.

 Although a particular savings target has not been set, Government does
expect authorities to be ambitious in their pursuit of economies of scale
and value for money.

An improved capacity to invest in infrastructure. Proposals need to explain
how infrastructure will feature in authorities’ investment strategies and how the
pooling arrangements can improve the capacity and capability to invest in this
asset class. Responses need to show:

 The proportion of their fund currently allocated to infrastructure both
directly and through funds;

 How the pool might develop or acquire the capacity and capability to
assess infrastructure projects and reduce costs by managing any
subsequent investments directly through the pool; and

 The proportion of their fund that they intend to invest in infrastructure.

Government has received advice from PricewaterhouseCoopers (PwC) that
indicates that formal pooling mechanisms can be implemented within 18 months.
Therefore, it is expected that liquid assets are transferred into the pools over a
relatively short timeframe beginning in April 2018. It is recognised that illiquid
assets are likely to transition over a longer period of time.

Government also intends to consult on “backstop” legislation that would require
those administering authorities that do not come forward with sufficiently
ambitious proposals to pool their assets with others. This is included in the
consultation document “Local Government Pension Scheme: Revoking and
replacing the Local Government Pension Scheme (Management and Investment
of Funds) Regulations 2009”. These changes to the investment regulations are  
considered in a separate paper to this Committee.

The proposal for the Gloucestershire Fund to pool investments is detailed in a 
separate paper, within the exempt part of this meeting. 

Recommendation

The Committee are asked to note this report

Contact Officer

Graham Burrow (01452 328944)


