To: Service Groups, Regions and Branches
Local Government Pension Scheme (LGPS) – Two Government Consultations 
1. Governance discussion paper – implementing the Public Services Pension Act 2013, deadline for response August 30th, 2013

2. Call for evidence on the future structure of the Local Government Pension Scheme, deadline for response 27th September 2013

Introduction

This briefing highlights the above consultation exercises issued by the Department for Communities and Local Government (DCLG). It sets out current UNISON policy and the consultation process that the union will undertake in preparing its response.

Background

The final report of the Public Services Pension Scheme Commission, the ‘Hutton’ Commission published in 2010; recommend changes to the governance structures for the LGPS funds. It also sought ways to improve the returns on the investments made and the management of costs to the funds; ultimately paid for by scheme members. The government is now consulting on the best way to implement these recommendations. 
UNISON Consultation Process
The union will be making submissions to both consultations from the centre. This report is being circulated to Service Groups, Regions and Branches for information and comment. 
Over the coming months UNISON regions will be holding meetings on LGPS governance for branch activists and these consultations will be discussed. Current UNISON LGPS fund representatives will also be consulted. 
Documentation for the consultation will be available at http://www.unison.org.uk/
Branches can send comments directly to Colin Meech, National Officer at c.meech@unison.co.uk
These responses will be feed back to the Service Group Liaison committee LGPS monitoring group which will oversee the final draft.
National LGPS governance and structure seminar
We will be holding a seminar, addressed by experts, in early September at UNISON centre to address the key issues involved in consultation. 

Government Consultations
1. Governance discussion paper – implementing the Public Services Pension Act 2013
This is a discussion paper, which makes suggestions on how governance structures, provided for in the Public Services Pension Act 2013, should be taken forward into LGPS regulations. There are 26 questions within the document and you are advised to read the full document. The following are key issues to address:
· Section 4 of the Act requires the new scheme regulations to provide for a person (“the scheme manager”) to be responsible for managing or administering the scheme. The scheme manager can be a local authority pension committee.
· Section 5 of the Act requires the new scheme regulations to provide for the establishment of a board with responsibility for assisting the scheme manager, or each scheme manager

· Regulations will also need to include provision requiring each scheme manager to be satisfied that a person to be appointed as a member of a pension board does not have a conflict of interest 

· By virtue of Section 5(4)(c), the regulations will also need to ensure that each pension board includes employer representatives and member representatives in equal numbers. 

· Under Section 5(7) of the Act, where the scheme manager is a committee of a local authority, scheme regulations may provide for that committee also to be the board for the purposes of Section 5. 

· It is clear that the new Scheme regulations will need to require each scheme manager/administering authority to establish their own pension board. To comply with Section 5 of the Act, the new Scheme regulations will need to include

· The role of each pension board to assist the scheme manager/administering authority in securing compliance with scheme regulations and other legislation; with Pension Regulator’s codes of practice and with any other matters specified in Scheme regulations. 

UNISON Policy Position

· UNISON’s legal advice indicates it is not currently possible for a pension committee of a local authority to also be the pension board. Advice also indicates that under current local government legislation a council committee cannot have equal numbers of employee and employer representatives/councillors. 

· The Hutton Commission recommended a single pensions board at fund level.

· UNISON’s legal advice and national policy is that the LGPS should be subjected to the requirements of Directive 41/2003 Institutions for Occupational Retirement Provision and in particular Articles 8 and 18 see here for more details. http://www.unison.org.uk
· To make them compliant with UK and EU pensions law the LGPS boards must be legally separated from the sponsoring employers. Investments must be made in the best interests of scheme members and where conflicts of interest arise, they must be resolved in the favour of scheme members.
· Current national policy is to achieve the implementation of the Hutton Commission recommendations of a single board at fund level, with equal member representation.
2. Call for evidence on the future structure of the Local Government Pension Scheme, deadline for response 27th September 2013
On 16 May 2013, the Local Government Association (LGA) and DCLG held a ‘roundtable event’ on the potential for increased co-operation within the Local Government Pension Scheme. This discussed a range of governance issues, including the possibility of structural change to the current 89 funds. Twenty five attendees represented administering authorities, employers, trade unions, the actuarial profession and academia.

The roundtable sought to bring objectivity and transparency to the subject through open debate. There was a full discussion on possible reforms, the potential benefits of structural change, and the further work needed to provide robust evidence to support emerging options.

The government has quite rightly noted that the costs of investment management are increasing, while financial returns have been in decline. Asset managers earned £353 million from local government pension funds in England in 2011 to 2012. This was a twelve per cent increase on the previous year. In the same period the market value of investments held by pension schemes only increased by four per cent to £148 billion.
At the roundtable, the following high level and secondary objectives for structural reform were proposed:  UNISON comments are in brackets.
The ‘High’ Level Objectives of the consultation
1. Dealing with deficits – (this reduces employer costs and releases funding for jobs/wages/reduces risks of redundancy due to the reduction of employer contributions)

2. Improving investment returns – (again this improves income into the funds and reduces costs on scheme members)

Secondary objectives of the consultation
1. To reduce investment fees – (this improves performance as reduced costs means more money available for benefits)
2. To improve the flexibility of investment strategies

3. To provide for greater investment in infrastructure – (we can be supportive of this, but only if it is in scheme member interests and not simply used by the government and local authorities to privatise capital projects such as school building repairs)
4. To improve the cost effectiveness of administration – (this could be a gain but there is limited scope in these type of savings and it should not be subjected to outsourcing)
5. To provide access to higher quality staffing resources – (we agree with this and again this should be provided in-house)

6. To provide more in-house investment resource – (there is research that demonstrates that in house investment staff are more cost effective and deliver better performance. This would also create more public service jobs)

The government has set five other key questions to address
Question 1. How can the Local Government Pension Scheme best achieve a high

level of accountability to local taxpayers and other interested parties - including

through the availability of transparent and comparable data on costs and income -

while adapting to become more efficient and to promote stronger investment

performance.

Question 2.  Are the high level objectives listed above those we should be focussing

on and why? If not, what objectives should be the focus of reform and why? How

should success against these objectives be measured?

Question 3. What options for reform would best meet the high level objectives and

why?

Question 4.  To what extent would the options you have proposed under question 3

meet any or all of the secondary objectives? Are there any other secondary

objectives that should be included and why?

Question 5.  What data is required in order to better assess the current position of

the Local Government Pension Scheme, the individual Scheme fund authorities and

the options proposed under this call for evidence? How could such data be best

produced, collated and analysed?
UNISON Policy and Comment
Our submission to the Hutton Commission on the available evidence to support fund mergers in the LGPS drew upon our own research, commissioned research and academic papers. UNISON’s NDC policy position calls for the creation of a single investment fund in each country of the United Kingdom. Local Government and the Police and Justice Service groups support fund mergers.

Fund merger offers the employers and scheme members the opportunity to create a modern and effective basis for the future management of the schemes’ assets. The economic benefits of fund mergers should be shared between employers, (tax payers) and scheme members.
Academic evidence supports the creation of large funds. Generally they have lower administration and fund management charges by employing internal fund management staff committed to the broad economic and social ambitions of fund members. However, scale is not enough by itself; it also requires the following attributes:

1. That funds are aligned with the interests of scheme members

2. Funds have strong governance – with member representation

3. Sensible investment beliefs – not dominated by external fund managers

4. Competitive compensation for directly employed fund investment staff

There are considerable savings to be made from reductions in fund management costs and significant increases in income from fund merger, UNISON estimates that up to £1bn additional annual income could be made from fund mergers and additional economies of scale

 UNISON commissioned an investigation into 9 years of investment performance of the LGPS funds; 2001 to 2010. This research work was carried out by APG (All Pension Group) the fund managers for the Netherlands public sector pension scheme ABP. It established the following:

· Investment expenses and administration costs as a percentage of assets decline when the size of the fund increases. Investment expenses decrease by up to 0.3 percentage points of assets, and administration costs by up to 0.15% of assets when a fund of £1 billion merges to a fund size of £8 billion.

· Simulations of a regional consolidation scenario for the period 2001-2009 show that, applying the outperformance by the four largest funds, the other funds could collectively have reported an extra £9.6 billion in assets in 2009.

· Similarly, reductions in investment expenses in line with an increase in assets due to consolidation could have led to an extra £793 million over the period 2001

2009.

· These preliminary results show that more pension money will be left for LGPS members if the institutional set-up of the LGPS is changed. Dividing the sum of the additional return on assets (£9.6 billion) and the additional assets due to lower expenses (£793 million) by the total number of members of the LGPS funds, we find that each LGPS member gains £275 a year for the period 2001-2009 if the LGPS funds are merged to form 14 regional funds.

· A fund of around £8 billion is not necessarily the optimum size for a pension fund. Evidence from the Netherlands shows that the sophistication of investment policies increases and the risk/return profile improves with increasing fund size. Further consolidation of the LGPS funds could improve their financial results even further.
· Improving investment returns under the current system only the employer gains from  savings it doesn’t reduce the costs on scheme members. So the objective is that it should reduce the costs on members as well as employers.
· There are much smaller scale gains for administration. The quality of administration should not be spared through efficiency. 

In conclusion the consultations offer UNISON the opportunity to propose measures that will introduce a modern pension system based upon the needs and aspirations of the scheme members, rather than those of the fund managers and associated service providers.

Yours sincerely

Jon Richards

National Secretary

Education and Children’s Services

