
LOCAL GOVERNMENT PENSION SCHEME: REVOKING AND 

REPLACING THE LOCAL GOVERNMENT PENSION SCHEME 

(MANAGEMENT AND INVESTMENT OF FUNDS) REGULATIONS 2009 

 

Q1. Does the proposed deregulation achieve the intended policy aim of removing 

any unnecessary regulation while still ensuring that authorities’ investments are 

made prudently and having taken advice?  

 

The proposed deregulation of pension fund investments is welcome as it enables each 

fund to develop its own strategy and limits which will be set out in its Investment 

Statement. 

 

Whilst the principle is appropriate it is necessary to ensure accountability. More detail 

is needed in the regulations to ensure that greater accountability will work in practice. 

 

The lack of detail regarding the proposed Investment Statement and how the Secretary 

of State will produce substantive and objective criteria against which a pension fund 

can measure their Investment Statement, makes it difficult to establish if the increased 

freedoms are balanced with reasonable increases in accountability and have 

appropriate safeguards. The draft Regulations should be more explicit on the need for 

authorities to frame and document appropriate investment objectives in a manner that 

is consistent with the requirements for the Funding Strategy Statement.  

 

The draft Regulations still require authorities to set out the maximum percentage to be 

invested in each class of investment. An investment strategy defines a target 

allocation and any specific maximum would be defined so that market movements do 

not trigger a requirement to change the actual allocation. 

 

Guidance on the structure and content of the Investment Statement should be based on 

advice from a group of practitioners and investment experts appointed by the 

Secretary of State followed by a consultation with interested parties. 

 

Gwynedd Pension Fund has a policy on how social, environmental and governance 

matters are taken into account. The fund is also a member of the Local Authority 

Pension Fund Forum (LAPFF). We support the comments made in the LAPFF 

response to this consultation regarding Responsible Investment and the specific 

inclusions within the regulations proposed to ensure that all funds have a Responsible 

Investment policy, ensure the requirements are incorporated in all investment 

processes and demonstrate how they comply with the policy. 

 

Q2. Are there any specific issues that should be reinstated? Please explain why.  

 

The draft regulations change the status of guidance for the Secretary of State from 

‘comply or explain’ to ‘must be in accordance with. This gives the Secretary of State 

broad powers to direct specific aspects of an investment strategy which may not be 

appropriate to the circumstances of the individual pension fund. Along with the 

guidance this could be interpreted as requiring authorities to follow a particular course 

of action which along with the power to intervene moves the responsibility from 

authorities to determine an appropriate investment strategy. 



It would be appropriate either to reinstate the original wording or ensure that there is 

sufficient consultation with authorities on any new guidance.  

 

Q3. Is six months the appropriate period for the transitional arrangements to 

remain in place? 

 

Six months would normally be appropriate for transitional arrangements. However, 

there are other matters which have a direct impact on investment strategies over the 

transition period. 

 

a) Authorities will be developing their approach to pooling and responding to the 

second consultation in July. The pooling approach will need to be included in the 

Investment Strategy and it is not yet certain that all issues relating to pooling will 

be resolved in the transition period. 

b) 2016 is a valuation year for funds. This is a busy period for administering 

authorities of pension funds and is also a period where the funding and investment 

strategies are reviewed. 

 

A requirement to adopt an Investment Strategy within this period seems inconsistent 

with cost control when it is likely to be revised within the following six months. 

 

Q4. Should the regulation be explicit that derivatives should only be used as a 

risk management tool? Are there any other circumstances in which the use of 

derivatives would be appropriate? 

 

It is sensible that reference to derivatives has been included within the draft 

regulations as this removes the ambiguity that has been present within the 2009 

regulations.  

 

As a minimum, derivatives may be appropriately used within the LGPS for both risk 

management and efficient portfolio management. These uses are also deemed suitable 

within regulation 4(8) of the Occupational Pension Scheme (Investment) Regulations 

2005. 

 

However, we do not believe that specifying the manner in which derivatives may be 

used within an investment strategy would be consistent with the broader goals of 

deregulation. To do so could restrict the ability of funds and pools to innovate in the 

development of investment solutions to the LGPS in future. 

 

Q5. Are there any other sources of evidence that the Secretary of State might 

draw on to establish whether an intervention is required? 

 

There are two areas which are covered by the intervention proposals: 

 Poor governance and administrative failings 

 Failure by a fund to pool investments or invest as directed by the Secretary of 

State. 

 

It may be appropriate for the Secretary of State to have the power to intervene to 

correct poor governance and administrative failings.  However, if so, then the 



regulations should state what evidence of specified failings should trigger such 

intervention. 

 

Intervention should be considered only as a last resort with full understanding of the 

reasons why an authority has taken the course of action. 

 

A key source of evidence will be the advice that has been provided to the authority. 

 

Other sources of evidence include: 

 Auditors report 

 Pension Regulator report 

 Pension Ombudsman report 

 

Q6. Does the intervention allow authorities sufficient scope and time to present 

evidence in favour of their existing arrangements when either determining an 

intervention in the first place, or reviewing whether one should remain in place? 

 

The Regulations should also include a detailed hierarchy of intervention. 

 

Q7. Does the proposed approach allow the Secretary of State sufficient flexibility 

to ensure that he is able to introduce a proportionate intervention? 

 

Intervention to direct funds to pool and make certain investments, such as 

infrastructure, goes against the statutory role of administering authorities. There is 

sufficient evidence that pension funds are working towards pooling their investments. 

In the case of the eight funds in Wales the collaboration work has reached the stage 

where a passive equity manager will be appointed for the eight funds in March 2016 

and advisors have been appointed to develop an appropriate structure to pool all 

investments. 

 

It is appropriate that the Secretary of State has the power to hold an authority to 

account for the investment strategy in place. It is inappropriate for the Secretary of 

State to direct funds to make specific investments. If such action is taken, who is 

responsible for the performance of the assets funds are directed to invest in, and 

making good for any shortfall compared with alternative opportunities? 

 

Regulations 8(2) should be limited to only applying to governance or administration 

failings and challenging the appropriateness of an investment strategy with reference 

to the authority’s own risk objectives. 

 

Q8. Do the proposals meet the objectives of the policy, which are to allow the 

Secretary of State to make a proportionate intervention in the investment 

function of an administering authority if it has not had regard to best practice, 

guidance or regulation?  

 

 Subject to the comments set out above, yes. 


