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ASSISTANT CHIEF EXECUTIVE RESOURCES 
Prif Weithredwr Cynorthwyol Adnoddau 
Nigel Aurelius, CPFA 
 

 
  

Your re/Eich cyf:  Please contact/Cysyllter â Graeme Russell  
Our ref/Ein cyf: GHR/ Direct line/Llinell union: 01495 742625 
Date/Dyddiad: 19 February 2016  Direct fax/Llinell ffacs: 01495 642670 

                Email/Ebost: graeme.russell@torfaen.gov.uk 
 

 LGPS Reform  
Department for Communities and Local Government  
2/SE Quarter, Fry Building  
2 Marsham Street  
London  
SW1P 4DF  
 
Dear Sir / Madam, 
 

REVOKING AND REPLACING THE LOCAL GOVERNMENT PENSION SCHEME 
(MANAGEMENT AND INVESTMENT OF FUNDS) REGULATIONS 2009 
 

The Greater Gwent (Torfaen) Pension Fund welcomes the opportunity to comment on the 
above consultation paper dated November 2015. The Fund is one of the largest Welsh 
LGPS Fund with assets of £2.2bn and some 53,000 members within S.E Wales. This 
consultation paper has been considered by officers of the Fund in consultation with 
Councillor Mary Barnett, Chair of the Fund’s Pensions Committee who is also a 
representative on the National Scheme Advisory Board, and at the Funds Pension 
Committee on 15th February 2016.  
 
The Fund responded to the previous related May 2014 consultation paper “Opportunities 
for collaboration, cost savings and efficiencies” and that response concluded that, in 
broad terms, the Fund welcomed the package of proposals set out in that consultation 
document. In particular the Fund welcomed the design of proposals to allow asset 
allocation and funding strategy to remain at local fund authority level and saw the 
development of collective investment schemes as a positive step to allow benefits of 
scale, particularly to smaller funds.  
 
The subsequent review of the Investment Regulations, to consider whether the approach 
to risk management and diversification in the existing regulations is still appropriate, is 
therefore also welcomed by the Fund in potentially allowing greater flexibility in 
implementing investments that are both appropriate to the Fund’s strategy and allow the 
maximisation of potential benefits available within the new collective investment schemes, 
whilst allowing appropriate control of risk. 
 
In summary the Fund would like to convey within its response to this further consultation:- 
 

 that it welcomes the increased flexibility that the move to a prudential approach 
to regulation would provide. We believe that the proposed revisions to the 
investment regulations will give authorities the flexibility to determine a suitable 
investment strategy that still appropriately takes account of risk. 
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 there are some points that still need clarifying however within the proposed 
regulations in terms of the proposed Secretary of State intervention in a Fund’s 
investments. Clarification around how this might be both triggered and operate 
in practice is required, to ensure that the intervention and its timing is indeed 
“appropriate” and acting solely as the “safeguard” that the government says is 
its intention in introducing the proposals. 

 
The Fund would also like to put forward the following comments on the 8 specific 
questions asked within the consultation:- 
 

Question 1 – 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 move to a prudential approach seems sensible and is supported by Fund 
officers who have experienced some inflexibility within the current regulations in 
making necessary changes to the implementation of the Fund’s investment 
strategy 

 the approach should better equip LGPS funds to access the benefits of scale being 
targeted via pooling 

 it seems right and proper that this greater flexibility is balanced by a requirement 
for enhanced accountability within the Investment Strategy Statement (ISS); 

 more detail is required however in terms of the SoS guidance upon which the ISS 
will be drafted. In particular Fund officers would welcome that guidance to remain 
explicitly supportive of the current revised Myners Principles which provide a clear 
framework within the current Statement of Investment Principles around which the 
Fund’s approach to investment and investment decision making can be 
implemented, monitored and controlled, with appropriate advice taken throughout. 

 

Question 2 – Are there any specific issues that should be reinstated? Please 
explain why. 
 

 there are no other issues evident, though see the suggestion in Q1 (above) that 
explicit support of the existing Myners Principles is retained within the 
accompanying SoS Guidance when issued. 

 

Question 3 – Is six months the appropriate period for the transitional 
arrangements to remain in place? 
 

 this seems reasonable, however the full SoS guidance on formulating the ISS will 
be required as soon as possible to ensure this statement can be put in place by the 
1st October 2016 deadline. 

 recognition should be given however within the final timeline that 2016 is a triennial 
valuation year for LGPS funds and many funds will be potentially considering their 
investment strategy in light of that. 

 

Question 4 – 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? 
 

 the definition of “risk management” is a wide area but there are seemingly many 
derivative based options to allow this risk management so being considerably more 
explicit may not be helpful. 

 however it may be more appropriate to be slightly more specific than is currently 
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drafted by adding “or to facilitate efficient portfolio management” in addition to “be 
used as a risk management tool”. This would explicitly allow derivatives to be used 
for example to reduce costs; or to generate additional capital or income, within 
acceptable levels of risk. 

 what would seem important in the context of derivative use is that any related 
Committee or delegated investment decision should be specific in terms of the 
derivatives being used (and how they are being used) in that risk management or 
efficient portfolio management solution. The decision should include details of the 
appropriate advice taken, and any required technical training or education 
received, in making that related investment decision. 

 

Question 5 – Are there any other sources of evidence that the Secretary of State 
might draw on to establish whether an intervention is required? 

 

 the major consideration in terms of compiling evidence to decide upon any 
intervention would seem to be the need to ensure any data used for fund (or pool) 
comparisons is transparent and consistent in approach. 

 the Scheme Advisory Board is making progress in terms of this transparency and 
also building a suite of relevant KPI’s which, provided consistency of response is 
evident, could be used to aid evidence around fund performance (governance; 
administration; funding and investment performance) 

 comparisons of investment performance; cost and funding needs to be considered 
with care however:- 

o one Fund’s investment performance cannot be readily compared to 
another Fund where liabilities and resultant investment strategy may be 
quite different but equally well formulated and implemented. 

o with comparison of costs then again consistency is important and we 
understand that CIPFA are in the process of refining initial guidance to 
enable Funds to produce costs that are more easily comparable. Evidence 
drawn from other European pension funds (e.g. Holland) would suggest 
however that the process to achieve full cost transparency and consistency 
is something that takes considerable time, effort and co-operation across all 
parties, including the investment management industry. Pension Fund 
benchmarking service providers also potentially have a role in helping the 
LGPS achieve this (e,g, CEM Benchmarking are already working with a 
number of LGPS Funds and developing options to assist with this). 

o comparisons of funding levels also require consistency of comparison as 
varying actuarial assumptions used can have considerable effect. A move 
towards more consistent assumptions (or certainly using a consistent basis 
for any comparison) is therefore supported. 

 whilst recognising the current difficulties the above would suggest in formulating 
transparency and consistency it is however felt that “clear triggers” right across the 
areas of governance; administration; investment performance; costs and funding 
should be required before any escalation towards Secretary of State intervention is 
considered. 

 

Question 6 – 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? 
 

 a ‘’measured’ overall timeframe to any intervention is felt prudent with a reasonable 
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(6 months?) minimum time period for the examination and consideration of 
evidence prior to any escalation towards intervention . 

 the LGPS fund should have ample opportunity to explain, clarify and challenge the 
evidence before any intervention takes place (and to appoint third parties to assist 
with this where necessary) 

 the possibility of having a ‘’two stage’’ approach to allow for ‘’peer review’’ of the 
Fund where intervention is being considered would seem of value. Such an 
“expert” peer review team, that should include fellow LGPS practitioners as well as 
other experts, could be “pre-appointed” possibly via the Scheme Advisory Board so 
they are ready to advise and evaluate if required. 

 

Question 7 – Does the proposed approach allow the Secretary of State sufficient 
flexibility to ensure that he is able to introduce a proportionate intervention? 
 

 the proposed regulations are broad, and could be considered too broad in that the 
SoS can direct an administering authority to invest all or a portion of its assets in a 
particular way. This could be interpreted as allowing the personal direction of the 
government of the day on Pension Fund strategic asset allocation decisions. 

 intervention to direct funds to make particular investments (e.g. infrastructure) 
could be construed as going against the statutory role and responsibilities of LGPS 
administering authorities. This direction to invest may therefore be considered as 
without the “fiduciary duty” that currently resides with the administering authority in 
making investment decisions in order to meet member benefits as they fall due. 

 there is then the issue of “accountability” to the members, employers and other 
stakeholders of the fund for the performance and risk of the investment(s) so 
directed should those investments perform less well than alternatives in the context 
of the Fund’s investment strategy. 

 

Question 8 – 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? 
 

 reference is made to the response in Q7 (above) in that the current drafting might 
allow for intervention that is indeed not “proportionate” to any actual issues within 
the Fund in terms of adherence to best practice, guidance or regulation (i.e. above 
what might be interpreted as a “safeguarding” role which would seem to be the 
intention (or the spirit) of this part of the proposed regulations. 

 

I trust these comments are of value but please do not hesitate to contact me in the event 
that you wish to clarify any point made. 
 
Yours sincerely 

 
Graeme Russell 
HEAD OF HUMAN RESOURCES AND PENSIONS  
TORFAEN COUNTY BOROUGH COUNCIL 
 


