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Legal and Governance

moving forward

TEESSIDE PENSION BOARD

Date: Wednesday 26th February, 2025
Time: 2.00 pm
Venue: Spencer Room, Town Hall

AGENDA

Welcome and Fire Evacuation Procedure

In the event the fire alarm sounds attendees will be advised to
evacuate the building via the nearest fire exit and assemble at
the Bottle of Notes opposite MIMA.

Apologies for Absence

Declarations of Interest

To receive any declarations of interest.

Minutes - Teesside Pension Board - 25 November 2024

Minutes - Teesside Pension Fund Committee - 25 September
2024

Teesside Pension Fund Committee - 11 December 2024

Verbal Report

Update on Work Plan Items

Government Consultation - LGPS (England and Wales) Fit for
the future

XPS Administration Report

Any other urgent items which in the opinion of the Chair, may
be considered

Charlotte Benjamin
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77 -100



Director of Legal and Governance Services
Town Hall
Middlesbrough
Tuesday 18 February 2025

MEMBERSHIP

P Thompson (Chair) , J Stubbs, J Bell, M Dunbar, C Massey and N Walker
Assistance in accessing information:
Should you have any queries on accessing the Agenda and associated information

please contact Claire Jones/Susan Lightwing, 01642 729112/01642 729712,
claire_jones@middlesbrough.gov.uk/susan_lightwing@middlesbrough.gov.uk

Page 2



Agenda ltem 4

Teesside Pension Board Monday 25 November 2024

TEESSIDE PENSION BOARD

A meeting of the Teesside Pension Board was held on Monday 25 November 2024.

PRESENT: Paul Thompson (UNISON), J Bell and N Walker
ALSO IN L Pelmear (XPS)
ATTENDANCE:
OFFICERS: Nick Orton and Claire Jones
APOLOGIES FOR J Stubbs and Councillor C Massey
ABSENCE:
23/11 WELCOME AND FIRE EVACUATION PROCEDURE
The Chair welcomed all present to the meeting and read out the Building Evacuation
Procedure.
23/12 DECLARATIONS OF INTEREST
Name of Type of Item/Nature of Interest
Member Interest
J Bell Non Member of Teesside Pension Fund
pecuniary
23/13 MINUTES - TEESSIDE PENSION BOARD - 8 JULY 2024
The minutes of the meeting of the Teesside Pension Board held on 8 July 2024 were taken as
read and approved as a correct record.
23/14 MINUTES - TEESSIDE PENSION FUND COMMITTEE - 17 JULY 2024
A copy of the minutes of the meeting of the Teesside Pension Fund Committee held on 17
July 2024 was submitted for information.
23/15 TEESSIDE PENSION FUND COMMITTEE - 25 SEPTEMBER 2024

The Head of Pensions Governance and Investments provided a verbal update on agenda
items considered at a meeting of the Teesside Pension Fund Committee held on 25
September 2024.

It was noted that £67m had been invested in the quarter, at the end of the quarter the Fund
was 66% invested in equities. It had been agreed that the Fund would sell passive equities
after discussions with advisors.

The Committee had agreed to complete the National Knowledge Assessment, facilitated by
consultants Hymans Robertson, to help assess the Committee’s collective relevant LGPS
knowledge with a view to facilitating targeted training to meet any training needs identified.

A presentation was delivered from the Actuary on the Section 13 Report whereby the
government had provided a 3-year comparison and analysis of Pension Funds. It was noted
that there were no areas of concern in regards to the Teesside Pension Fund, the report did
however, highlight that our Employers pay the second lowest rate of contributions (however
the fund is the 20th best funded out of 86). A discussion had taken place at the Committee
around contributions and what may happen in the future.

The Strategic Asset allocation update had been provided to the committee . A reclassification
of the category known as ‘other alternatives’ had been agreed.
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23/17

23/18

Monday 25th November, 2024
AGREED that the information provided was received and noted.

UPDATE ON WORK PLAN ITEMS

A report of the Director of Finance was presented to provide Members of the Teesside
Pension Board with information on items scheduled in the work plan for consideration at the
current meeting and to present the Board with an updated work plan covering the next two
calendar years.

The item scheduled for consideration in the work plan for this meeting was the annual review
of board training. The work plan at Appendix A set out the planned activity for the Board. This
was brought to each Board meeting and would be updated in line with suggestions from the
Board and to take account of any changes to best practice or the regulations and guidance for
the Scheme.

A discussion took place in respect of methods of training available to members, other than the
online learning tool. It was agreed that the Head of Pensions, Governance and Investments
would research additional training opportunities, it was further noted that board members are
permitted to attend Committee meetings.

AGREED that the information provided was received and noted.
PENSION FUND ADMINISTRATION - PROCUREMENT OUTCOME - VERBAL UPDATE

The Head of Pensions, Governance and Investments gave an update on the recent
procurement outcome of the pension fund administration.

There were two bidders with The Tyne and Wear Pension Fund noted as the successful
bidder, due to pricing/best value and; XPS, the current provider, noted as being unsuccessful.
The opportunity to partner up with Tyne and Wear Pension Fund aligns with the ethos of
Public Sector and not for profit regulations. The tupe of XPS staff will now be explored.

AGREED that the information provided was received and noted.
DRAFT PENSION FUND ANNUAL REPORT 2023/24

A report of the Director of Finance was presented to provide Members with a draft Pension
Fund Annual Report which took into account updated guidance on annual reports issued
earlier this year.

A copy of the draft unaudited Report and Accounts for the year ended 31 March 2024 was
attached to the submitted report at Appendix A.

The Pension Fund had carried out an assessment on its financial position and performance
during 2023-24 and beyond as part of its going concern assessment. This included
consideration of the following:

e The Fund had assets of c. £5.47b as at 31 March 2024. £3.53b (64.5%) of this is held
in assets which are considered to be liquid, and which could be converted to cash if
required (including £0.20b actually held as cash).

e The Fund had estimated it would pay out £234m in benefits and other outgoings in the
coming twelve months and had forecasted contribution income in the region of
£121m. This shortfall in contribution income versus benefits and other expenditure of
£113m would be met from investment income — forecast to be £145m if dividend
income could be taken from Border to Coast equity funds, or £75m if this option does
not become available during 2024/25. Assuming the lower amount of investment
income was received, the remaining £38m would be taken from the Fund’s cash
balance, which was £199m at 31 March 2024.

The Annual Report and Accounts were presented in draft form and, whilst the main numbers
and outcomes were not expected to change in any significant way, changes might be needed
as further review took place and an updated report would be circulated to the board.

The audit process for the Council, and so for the Pension Fund, had been protracted in recent
years. As at the time of writing the report, the 2021/22 and 2022/23 Pension Fund accounts
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23/20

Monday 25th November, 2024

had not been signed off by the external auditor. However, this situation was expected to be
resolved in the beginning of December, as all delayed audits need to be signed off or
‘disclaimed’ by mid-December. This meant that there remained some uncertainty over the
starting position within the draft accounts, although no significant changes were expected. The
audit of the 2023/24 accounts had also been delayed, owing to the delay to completing the
previous years’ audits. The 2023/24 audit is underway and is expected to be completed by the
end of February 2025.

AGREED that the information provided was received and noted.
XPS ADMINISTRATION REPORT

A report was presented to provide an overview of administration services provided to the
Teesside Pension Fund by XPS Administration.

The report provided information on the following:
e Headlines

Errors and Complaints

Member Engagement

Membership

Data Quality

Regulations and Guidance

The highlights of the report included;

e Membership continued to steadily increase (total membership 83,612 members).
Active and Deferred Benefit statements were issued by the legislative deadlines.
SLA 99.96%
9 live complaints remained outstanding.
Member self-serve figures continued to increase, with a projected rise by August
2025.

AGREED that the information provided was received and noted.

ANY OTHER URGENT ITEMS WHICH IN THE OPINION OF THE CHAIR, MAY BE
CONSIDERED

The Head of Pensions, Governance and Investments presented the 2024 LGPS National
Knowledge Assessment of the Teesside Pension Fund to the board and thanked members for
their involvement.

It was noted that the participation level was 50% of the board and 60% of the committee.
Based on the results of the assessment, training sources were provided for consideration in
training plans, to make the planning and delivery of these sessions more efficient for the Fund.

The board agreed that it would be useful to compile a training plan whereby training modules
form part of each board meeting.

AGREED that the information provided was received and noted.
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Agenda Item 5

Teesside Pension Fund CommitteeWednesday 25 September 2024

TEESSIDE PENSION FUND COMMITTEE

A meeting of the Teesside Pension Fund Committee was held on Wednesday 25 September 2024.

PRESENT: Councillors J Rostron (Vice-Chair), J Ewan, D Branson, D Coupe, T Furness,
D Jackson, J Young, J Beall, M Fairley, M Scarborough and Ms J Flaws
ALSO IN W Brown,
ATTENDANCE: D Knight (Border to Coast)
A Owen, R Quinn, G Rutter (CBRE)
P Moon (Independent Adviser)
T Backhouse (Mazars)
S Durrant, L Pelmear (XPS)
OFFICERS: Claire Jones, Debbie Middleton and Nick Orton
APOLOGIES FOR J Kabuye, S Hill and Mr T Watson
ABSENCE:
24/21 WELCOME AND FIRE EVACUATION PROCEDURE

24/22

24/23

24/24

The Chair welcomed all present to the meeting and read out the Building Evacuation
Procedure.

DECLARATIONS OF INTEREST

Name of Member Type of Interest Item / Nature of Business

Councillor Beall Non-Pecuniary Member of Teesside
Pension Fund

Councillor Coupe Disclosable personal Non-Executive Director of

interest Border to Coast Pensions

Partnership LTD.

Councillor Ewan Non-Pecuniary Member of Teesside
Pension Fund

Councillor Rostron Non-Pecuniary Member of Teesside
Pension Fund

MINUTES - TEESSIDE PENSION FUND COMMITTEE - 17 JULY 2024

The minutes of the meeting of the Teesside Pension Fund Committee held on 17 July 2024
were taken as read and approved as a correct record.

INVESTMENT ACTIVITY REPORT

A report of the Director of Finance was presented to inform Members how the Investment
Advisors’ recommendations were being implemented. A detailed report on the transactions
undertaken to demonstrate the implementation of the Investment Advice recommendations
and the Fund's valuation was included, as well as a report on the treasury management of the
Fund's cash balances and the latest Forward Investment Programme.

The Fund continued to favour growth assets over protection assets. For the period under
discussion, bonds were still not considered value for the Fund. The Fund had no investments
in Bonds at this time.

At the June 2018 Committee it was agreed that, a maximum level of 20% of the Fund would
be held in cash. The cash level at the end of June 2024 was 3.44%.

Investment in direct property continued where the property had a good covenant, yield and
lease terms. There were no purchases or sales in the quarter. Investment in Alternatives, such
as infrastructure and private equity, offered the Fund diversification from equities and bonds.
An amount of £67m was invested in the quarter.
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Wednesday 25th September, 2024

It is a requirement that all transactions undertaken are reported to the Committee. Appendix A
detailed transactions for the period 1 April 2024 — 30 June 2024. There were net purchases of
£66m in the period.

The Fund Valuation detailed all the investments of the Fund as at 30 June 2024, and was
prepared by the Fund's custodian, Northern Trust. The total value of all investments, including
cash, was £5,524 million. The detailed valuation was attached as Appendix C was also
available on the Fund’s website www.teespen.org.uk. This compared with the last reported
valuation, as at 31 March 2024 of £5,468 million.

A summary analysis of the valuation showed the Fund’s percentage weightings in the various
asset classes as at 30 June 2024 compared with the Fund’s customised benchmark.

As at the 30 June 2024 the Fund’s equity weighting was 60.26% compared to 60.92% at the
end of March 2024. Redemptions of £75m in total, were made from the Border to Coast
Overseas Developed Market and UK Listed Equity Funds. It was agreed between the
Investment Advisers and the Head of Pensions Governance & Investments that the Fund will
disinvest from our State Street (SSGA) Passive Equity Funds.

The redemptions from SSGA had started with the proceeds coming back to the fund,
(approximately £340m would be returned as cash), they would be completed over the coming
quarter and reported to the Committee. The transfer of £330m to the Border to Coast
Overseas Equity Fund was complete in September.

To date the Fund had agreed 4 Local Investments:

e GB Bank — £20m initial investment called in full in September 2020. £6.5m was paid
to the bank in December 2021. £13.5m paid August 2022 as the bank received
regulatory approval to exit mobilisation. £4m was agreed at the September 2023
Committee and paid to GB Bank in October. £5m agreed at March 2024 Committee
and paid May 2024.

e Ethical Housing Company - £5m investment of which £765k had been called.

e Waste Knot - £10m investment agreed at the June 2021 Committee, payment made
in full December 2021.

e FW Capital — At the September Committee agreement was given for an investment of
£20m into the Teesside Flexible Investment Fund. The money would be called down
as and when investments were made.

As at 30 August 2024 total commitments to private equity, infrastructure, other alternatives
and other debt were £1,963m

ORDERED that the information provided was received and noted.

EXTERNAL MANAGERS' REPORTS

The Head of Pensions, Governance and Investments presented a report which provided
Members with Quarterly investment reports in respect of funds invested externally with Border
to Coast Pensions Partnership Limited (‘Border to Coast’) and with State Street Global
Advisers (‘State Street).

At 30 June 2024 the Fund had investments in the following three Border to Coast listed equity
sub-funds:
e The Border to Coast UK Listed Equity Fund, which had an active UK equity portfolio
aiming to produce long term returns of at least 1% above the FTSE All Share index.
e The Border to Coast Overseas Developed Markets Equity Fund, which had an active
overseas equity portfolio aiming to produce total returns of at least 1% above the total
return of the benchmark (40% S&P 500, 30% FTSE Developed Europe ex UK, 20%
FTSE Developed Asia Pacific ex Japan, 10% FTSE Japan).
e The Border to Coast Emerging Markets Equity Fund, which had an active emerging
markets equity portfolio aiming to produce long term returns at least 1.5% above the
FTSE Emerging markets indices. Part of the Fund was managed externally (for
Chinese equities) by FountainCap and UBS, and part managed internally (for all
emerging markets equities excluding China) by the team at Border to Coast.
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For all three sub-funds the return target was expected to be delivered over rolling 3 year
periods, before calculation of the management fee.

The latest report showed performance of the State Street funds against the revised indices —
excluding controversies (UN Global Compact violators) and excluding companies that
manufacture controversial weapons. As expected for a passive fund, performance closely
matched the performance of the respective indices.

As reported to the 13 December 2023 Committee, State Street had advised that it had made
further changes to its passive equity indices and is excluding additional sectors. The Fund
was notified that from 18th December 2023 the benchmarks of the State Street Sub-Funds the
Fund invested in have applied screens to exclude certain securities related to Tobacco and
Thermal Coal. Excluded companies were any involved in production of tobacco or tobacco
products and companies that extract thermal coal or have thermal coal power generation and
this activity represented 10% or more of revenues. This was in addition to the screening for
UN Global Compact Violations and Controversial Weapons which came into effect on 18th
November 2020. Initial indications are across the four State Street Sub-Funds these changes
covered around 0.36% of the assets (tobacco) and 0.88% of the assets (thermal coal) that the
Fund invests via State Street.

ORDERED that the information provided was received and noted.

LGPS NATIONAL KNOWLEDGE ASSESSMENT

The Head of Pensions, Governance and Investments presented a report which provided
Members with information about the Local Government Pension Scheme (LGPS) National
Knowledge Assessment facilitated by consultants Hymans Robertson and asked Members to
agree that they and Members of the Teesside Pension Board (‘the Board’) would undertake
this assessment.

In January 2019 the LGPS Scheme Advisory Board (“SAB”) had commissioned Hymans
Robertson to assist in delivering a review of governance across the LGPS. This review was
termed the ‘Good Governance’ project. This review recognised the Pension Regulator's
(“TPR”) push to increase governance and administration standards in pension schemes,
including public service pension schemes, for which it had oversight responsibility.

ORDERED:

e That members would participate in the Local Government Pension Scheme (LGPS)
National Knowledge Assessment facilitated by consultants Hymans Robertson, to
help assess the Committee’s collective relevant LGPS knowledge with a view to
facilitating targeted training to meet any training needs identified.

e that the members of the Teesside Pension Board would be included in the
assessment process.

PRESENTATION FROM THE ACTUARY - 2022 VALUATION SECTION 13 RESULTS

A representative from Hymans attended the meeting to present the 2022 Valuation Section 13
Results.

Under Section 13 of the Public Service Pensions Act the Ministry of Housing, Communities
and Local Government (“MHCLG”) appointed the Government Actuary’s Department (GAD) to
carry out a review of the LGPS local funding valuations. GAD published their report on the
2022 valuations on 14 August 2024.

GAD recognised the improved presentational consistency in the 2022 valuations, and that the
continued use of the section 13 dashboard (first introduced for the 2019 valuations) greatly
aids stakeholders’ understanding. GAD noted concern around the continued lack of evidential
consistency since the previous review at 2019. Whilst GAD appreciate that specific fund
circumstances may merit the use of different actuarial assumptions, they believe that these
differences may lead to different outcomes, for example different contribution rates. Wherever
possible, GAD believe in the importance of information being presented in a way that
facilitates comparisons. GAD made two formal recommendations in this area for the Scheme
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Advisory Board to consider:
e Whether greater consistency could and should be achieved to allow easier
comparison between funds and better understanding of risks, and
e whether guidance would be helpful to support greater consistency on emerging
issues.

GAD recognised the significant progress made by funds and actuarial advisers in the
presentation of climate risk analysis as part of the 2022 fund valuations. They recommended
that work continues to refine their Climate Change Principles Document in advance of the
2025 fund valuations.

On solvency GAD reported:

e In aggregate, the funding position of the LGPS had improved since 31 March 2019;

and the scheme appeared to be in a strong financial position.
Total assets had grown in market value from £290bn to £366bn
Total liabilities disclosed in the 2022 local valuation reports amounted to £344bn.

e The aggregate funding level of the LGPS on prudent local bases had improved from
98% (in 2019) to 106% (at 2022) due in large part to strong asset returns over the 3-
year period to 31 March 2022.

e The size of funds had grown significantly over the three years to 31 March 2022
relative to the size of the underlying authorities. This meant that funds in deficit were
more likely to trigger GAD’s asset shock measure, where there is a risk of a large
changes in contribution rates following a sustained reduction in the value of return-
seeking assets. GAD raised white flags against impacted funds. Given the strong
position, no red or amber flags were raised in the LGPS for solvency concerns.

Despite having Teesside Pension Fund having one of the lowest contribution rate levels at
14.8% of pay, no flags were raised against the Fund for long-term cost efficiency concerns.

A discussion took place whereby Members queried the Fund’s low level of contributions and
whether this would have an impact on solvency. It was noted that there was no overall cause
for concern or immediate pressures. The Director of Finance highlighted that the Medium
Term Financial Plan (MTFP) and the financial pressures of employing authorities needed to
be further understood by the Committee; the Pension Fund is in a stable state with no cause
for concern, however, there would be cause for concern for the MTFP, should there be a
significant need to increase contributions.

ORDERED that the information provided was received and noted.
DRAFT PENSION FUND ANNUAL REPORT 2023/24 - VERBAL UPDATE

The Head of Pensions, Governance and Investments gave a verbal update on the Draft
Pension Fund Annual Report 2023/24.

It was noted that the report required further completion due to the Government’s new format.
The report would be circulated to the committee for comment and to the Teesside Pension
Fund Board in November, prior to submission on 15t December.

ORDERED that the information provided was received and noted.
BORDER TO COAST PRESENTATION

The Committee received a summary and update on the Fund’s investments with Border to
Coast.

The presentation provided information on the following:
Investments with Border to Coast

Global Market Outlook

Listed Investments

Private Equity Summary

Climate Opportunities

Infrastructure Selected Fund Updates

Page 10



24/30

24/31

Wednesday 25th September, 2024

ORDERED that the information provided was received and noted.
GOVERNMENT CALL FOR EVIDENCE

The Head of Pensions, Governance and Investments presented a report which advised
Members of a recent ‘Call for Evidence’ issued by the government which asked for views on
the Local Government Pension Scheme (LGPS), including on asset pooling and investments
in the UK.

The previous government carried out a 12-week consultation which ended on 2 October 2023
entitted “Local Government Pension Scheme (England and Wales): Next steps on
investments”. This consultation looked to build on and accelerate progress towards greater
LGPS pooling. The stated objective of the consultation was to achieve pools in the £50-75
billion and possible £100 billion range and to do this by initially encouraging / requiring all
LGPS funds to complete the pooling process with their current pool and then reduced the
number of pools from eight to an unspecified lower number. The outcome of this consultation
was reported to the 13 December 2023 Pension Fund Committee.

The new government confirmed on 4 September 2024 that it was carrying out a pensions
review which it described as follows: “The Chancellor has launched a landmark pensions
review to boost investment, increase saver returns and tackle waste in the pensions system.
The Chancellor has appointed the Minister for Pensions to lead the review. The review will
focus on defined contribution workplace schemes and the Local Government Pension
Scheme.”

The government issued a ‘call for evidence’. The following three topics were covered in the
call for evidence, some guestions under these topics related to defined contribution schemes
others purely relate to the LGPS and some potentially cover both:

e Scale and consolidation

e Costs vs Value

e Investing in the UK

The deadline for response, 25 September 2024, was 3 weeks after the document was
published. The Head of Pensions Governance and Investments has worked with colleagues in
Border to Coast and its Partner Funds to produce a coherent and consistent response
designed to emphasise:

e The benefits of scale provided by the Fund’s participation in Border to Coast.

e The extent to which the Fund already invests in the UK.

e Consideration to whether potential pool or fund consolidation would of itself lead to

greater investment in UK assets, as the call for evidence seems to imply.

A draft response was shared with Members of the Teesside Pension Fund Committee for
agreement.

ORDERED, as follows that:
e The draft response was approved.
e Final approval would be sought from the Chair / Vice Chair before submission to
Government.

STRATEGIC ASSET ALLOCATION UPDATE

The Head of Pensions, Governance and Investments presented a report which asked
Members to agree to a revision to the Pension Fund’s strategic asset allocation and that a
short consultation should be carried out with employers in the Fund to explain the proposed
changes.

The Head of Pensions Governance and Investments met with the Fund’s two independent
investment advisors in July to discuss the Fund’s strategic asset allocation approach and a
number of other investment issues. Points considered in relation to the current asset
allocation included the following:
e The current allocation to growth assets is significantly higher that the target, with the
converse being true for the allocation to protection assets.
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e The “Other Alternatives” category is not particularly helpful, particularly as the Fund is
being asked to report on private equity allocations and commitments, some of which
will currently be covered under this “Other Alternatives” category.

e There was a question over whether Property is correctly allocated as a Growth rather
than a Protection asset.

e s it correct to continue with such a flexible approach to the allocation to “Bonds /
Other debt / Cash” or should each element be allocated a separate target?

Following discussion it was agreed that assets currently classified as “Other Alternatives”
would be reclassified as appropriate to either private equity, infrastructure, property or other
debt

ORDERED:

e That Members agreed to the proposed revised strategic asset allocation.

e That the table in paragraph 6.1 would be incorporated into an updated ISS and
circulated to Pension Fund employers for comment. Any substantive changes agreed
to the revised ISS following the consultation would be brought to the next Committee
meeting, but if there were no such changes the ISS would be published in due course.

e Officers would continue to work to implement the revised strategic asset allocation
and would report back to future Committee meetings on progress.

INVESTMENT ADVISORS' REPORTS

The Independent Investment Advisors provided reports on current capital market conditions to
inform decision-making on short-term and longer-term asset allocation, which were attached
as Appendices A and B to the submitted report.

Further commentary was provided at the meeting.
ORDERED that the information provided was received and noted.
CBRE PROPERTY REPORT

A report was submitted that provided an overview of the current property market and informed
Members of the individual property transactions relating to the Fund.

As of 30th June 2024, the portfolio comprised 34 properties located throughout the UK, with a
combined value of £484.2m. This reflected an overall Net Initial Yield of 4.47%, and an
Equivalent Yield of 5.61%. The portfolio comprised of principally prime and good secondary
assets. High Street retail, retail warehouse and industrial comprise 94% of the Portfolio by
capital value. There were 91 demises and a total net lettable area of 2,751,651 sq. ft. The
portfolio had a gross passing rent of £27,284,260 per annum against a gross market rental
value of £27,570,187 per annum. The weighted average unexpired lease term was 9.7 years
to the earlier of the first break or expiry and 10.2 years to expiry, ignoring break dates.

ORDERED that the information provided was received and noted.
XPS PENSIONS ADMINISTRATION REPORT

A report was presented to provide an overview of administration services provided to the
Teesside Pension Fund by XPS Administration.

The report provided information on the following:
e Highlights

Headlines

Errors and Complaints

Member Engagement

Membership Data

Quality Regulations and Guidance

The following was noted:
e Membership continued to steadily increase over Q1 for active members.
¢ Newsletters were issued the week of 17th September.
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e Active and Deferred Benefit statements were issued by the legislative deadline.

ORDERED that the information provided was received and noted.

ANY OTHER URGENT ITEMS WHICH IN THE OPINION OF THE CHAIR, CAN BE
CONSIDERED

None.

EXCLUSION OF PRESS AND PUBLIC

ORDERED that the press and public be excluded from the meeting for the following items on
the grounds that, if present, there would be disclosure to them of exempt information as
defined in Paragraph 3 of Part 1 of Schedule 12A of the Local Government Act 1972 and that
the public interest in maintaining the exemption outweighed the public interest in disclosing
the information.

LOCAL INVESTMENT UPDATE - GB BANK

A report was presented which provided Members of the Teesside Pension Fund Committee
(the Committee) with an update on local investment.

ORDERED that the information provided was received and noted.

LOCAL INVESTMENT UPDATE - ETHICAL HOUSING COMPANY

A report was presented which provided Members of the Pension Fund Committee (the
Committee) with an update on local investment.

ORDERED that the recommendation at paragraph 2.1 of the report was approved.
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This document was classified as: OFFICIAL

TEESSIDE PENSION FUND
Administered by Middlesbrough Council

Agenda Item 7

AGENDA ITEM 7

TEESSIDE PENSION BOARD REPORT

26 FEBRUARY 2025

DIRECTOR OF FINANCE AND TRANSFORMATION- ANDREW HUMBLE

Update on Work Plan Items

PURPOSE OF THE REPORT

To present Members of the Teesside Pension Board (the Board) with information on
items scheduled in the work plan for consideration at the current meeting.

RECOMMENDATION

That Board Members note this report.

FINANCIAL IMPLICATIONS

There are no specific financial implications arising from this report.

BACKGROUND

At its meeting on 19 July 2021 the Board agreed an updated work plan for the
coming months and years which set out areas for the Board to discuss or consider at
subsequent meetings. These were typically areas that the Pensions Regulator and/or
the Scheme Advisory Board (SAB) had identified as important for Local Pension
Boards to consider. This work plan has been reviewed and updated periodically by

the Board, with the last updated approved at its 25 November 2024 meeting.

The items scheduled for consideration in the work plan for this meeting are Pension
Board Conflicts of Interest and an Update on the Code of Practice Review — these are
set out below. The current work plan is contained at Appendix A.
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This document was classified as: OFFICIAL

PENSION BOARD CONFLICTS OF INTEREST

The Pension Regulator’s General Code of Practice explains the legal requirement
scheme managers of public service pension schemes have to meet certain
requirements in respect of conflicts of interest relating to a pensions board. This is
the relevant section of the General Code of Practice:

“Public service pension schemes — pension boards

22. Under section 5 of the Public Service Pensions Act 2013, scheme managers of
public service pension schemes have to meet certain requirements relating to
conflicts of interest regarding the pension board. In this situation, a conflict of
interest is a financial or other interest, which is likely to prejudice the way in
which someone carries out their role as a member of the pension board. It
does not include a financial or other interest arising merely from them being a
member of the scheme or any connected scheme.

23. The scheme manager must:
a. be satisfied that a prospective member of the pension board does not
have a conflict of interest
b. remain satisfied that none of the members of the pension board has a
conflict of interest

24. The scheme manager should:
a. circulate the register of interests and the other relevant documents to the
pension board for ongoing review
b. publish these documents (for example, on a scheme’s website)”

The Board’s terms of reference includes the following about conflicts of interest:

“30. All members of the Board must declare to the Administering Authority on
appointment and at any such time as their circumstances change, any
potential conflict of interest arising as a result of their position on the Board.

31. A conflict of interest is defined as a financial or other interest which is likely
to prejudice a person’s exercise of functions as a member of the Board. It
does not include a financial or other interest arising merely by virtue of that
person being a member of the Scheme.

32. On appointment to the Board and following any subsequent declaration of
potential conflict by a Board member, the Board Secretary, with the
assistance of the Monitoring Officer if required, shall ensure that any
potential conflict is effectively managed in line with both the requirements of
the Board's conflicts policy and the requirements of the Code”
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In practice, conflicts of interest are unlikely to occur but nonetheless it is important
to be aware of the possibility of conflict and, if in doubt, to declare and discuss any
potential conflict in advance of a meeting.

Although membership of the Local Government Pension Scheme is specifically
highlighted in the Pensions Regulator’s guidance as not being a conflict of interest,
some Board (and Committee) members choose to declare this anyway for
transparency.

As yet, no actual conflicts of interest have been identified in respect of the Board.
Consideration is being given as to whether a ‘nil return’ statement should be posted
on the Council’s website to ensure compliance with the publication requirement set
out in the Regulator’s Code at paragraph 5.2 above.

UPDATE ON CODE OF PRACTICE REVIEW

The Pensions Regulator (TPR) is the UK regulator of workplace pension schemes. It
has a wide range or responsibilities in relation to regulating trust-based (private
sector) pension schemes and plays a more limited but still very significant, role in
regulating public service pension schemes such as the Local Government Pension
Scheme (LGPS).

The TPR produces guidance in relation to the governance and administration (but
not the investment or funding) of public service pension schemes. As reported
previously, TPR went through an exercise to merge its existing codes of practice into
a single new code, the General Code of Practice, which came into force on 27 March
2024. The General Code of Practice can be found on TPR’s website at the following
link:

https://www.thepensionsregulator.gov.uk/-
/media/thepensionsregulator/files/import/pdf/general-code-of-practice.ashx

The General Code of Practice is divided into five sections (shown in bold below). Also
shown below are the new modules included in the General Code of Practice (not
present in the previous codes of practice). Some of these (asterisked and shown in
italics) will not directly apply to the LGPS but where this is the case, compliance will
usually be viewed as ‘best practice’ by TPR.

The governing body

J Meetings and decision-making

J Remuneration and fee policy *

o Managing advisers and service providers *
o Scheme continuity planning *

. Own risk assessment *

Funding and investment

. Investment governance *

. Investment monitoring *

. Climate change *
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Administration

. Planning and maintaining administration

o Financial transactions

J Transfers out

J Record-keeping

. Data monitoring and improvement

J Maintenance of IT systems

. Cyber controls *

Communications and disclosure

. General principles for member communications
o Scams

6.4 Although the General Code of Practice took effect from 27 March 2024, TPR has
indicated that it does not expect schemes to be able to demonstrate full compliance
with all the provisions of the Code from that date. However, what is expected that
schemes will have an awareness of where there are potential gaps in compliance
and, ideally, a plan setting out how and when these gaps will be filled.

6.5 As reported to the 8 July 2024 Board meeting, the Fund carried out an initial
assessment to determine its level of compliance with the Code, with the aid of a
spreadsheet-based assessment tool developed by Hymans Robertson (the Fund’s
actuary). That initial assessment showed that, from the 14 chapters of the General
Code of Practice that are analysed in the report, five showed full compliance, with
the remaining nine showing levels of compliance between around 57% and 93%. A
task list was produced showing what steps needed to be taken to reach full
compliance with the Code.

6.6  An updated version of this task list is attached at Appendix B.
7. NEXT STEPS

7.1 The workplan will continue to be provided to future Board meetings.

7.2 The Code of Practice checklist will be provided to future Board meetings as required.

AUTHOR: Nick Orton (Head of Pensions Governance and Investments)

TEL NO: 01642 729024
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Appendix A

Teesside Pension Board Work Plan

Date of Board meeting and any
standard items scheduled

Suggested areas of focus (from
the Pensions Regulator’s Public
Service Toolkit list)

Suggested activities (including from the
Scheme Advisory Board guidance)

November 2024 Review the arrangements for the training of

Annual Review of Board Board members and those elected members

Training and officers with delegated responsibilities
for the management and administration of
the Scheme

February 2025 Conflicts of interest Update on Code of Practice review

April 2025 Managing risk and internal Review of risk register

Annual Board Report controls Review internal and external audit reports

July 2025 Maintaining accurate member Review administration reports, including

Draft Report and Accounts

data

data quality scores and progress in relation
to any data improvement plans.

November 2025
Annual Review of Board
Training

Maintaining member
contributions

Review administration reports including in
relation to any late payment of
contributions.

Review the arrangements for the training of
Board members and those elected members
and officers with delegated responsibilities
for the management and administration of
the Scheme

February 2026

Providing information to
members and others

Review standard employer and scheme
member communications.
Review procurements carried out by Fund

April 2026
Annual Board Report

Resolving internal disputes

Review and internal dispute cases / Pensions
Ombudsman cases since the last review.
Review the outcome of actuarial reporting
and valuations.

July 2026
Draft Report and Accounts

Reporting breaches of the law

Review breaches process and log.

Review the complete and proper exercise of
employer and administering authority
discretions.

November 2026 Review the arrangements for the training of

Annual Review of Board Board members and those elected members

Training and officers with delegated responsibilities
for the management and administration of
the Scheme

February 2027 TBC TBC

April 2027 TBC TBC

Annual Board Report

July 2027 TBC TBC

Draft Report and Accounts

November 2027 TBC TBC

Annual Review of Board

Training
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Appendix B
Task Original Status Revised
Target Target
Timescale Timescale
The Governing Body: Board Structure and Activities
1. Include Nolan principles within induction training for Pension 30/06/2024 Complete
Fund Committee and Teesside Pension Board, to ensure non-
Councillors are aware of required characteristics.
2. Note - Going forward, Appendix 2 (qualities of a Chair) could 30/06/2024 In-hand (for May 2025 annual Council meeting)
be shared with group leaders prior to any appointment
process for a future chair of the Pension Fund Committee
Administration: Scheme Administration
3. Develop a strategy for the long-term administrative objectives 31/12/2024 Initially align with Tyne & Wear Pension Fund’s stated
of the scheme and agree a process for delivering these with administration strategy objectives: “comply
the administrator - will be picked up as part of the ongoing re- with...statutory requirements, improve data quality
procurement of the outsourced pensions administration and reduce the risk of breaching rules and regulations
function. that could result in penalties and reputational damage.
The focus of the strategy is to ensure the timely flow
of required and accurate information between
employers and the Fund.”
Administration: IT & Cyber Security
4. Consider providing more detail to Committee on cyber risks 30/09/2024 Ongoing — Cyber risk, data security and business 31/03/2025
and controls continuity were covered extensively in Tyne & Wear
Pension Fund’s administration proposal. Detail will be
included in the Pension Fund Business Plan to be
provided to the March 2025 Committee
Communications and Disclosure: Information to Members
5. Deferred members where no address is known do not receive 31/12/2024 Discussions with XPS were put on hold following the 30/09/2025

benefit statements (although, technically, those statements
are produced). Ongoing discussions about bulk address tracing
with outsourced pensions administrator will be progressed.
Assess on-line availability as a longer-term alternative.

announcement of the tender outcome. Will be
considered once new pensions administrator
onboarded.
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Appendix B
Task Original Status Revised
Target Target
Timescale Timescale
The Governing Body: Knowledge & Understanding
6. Maintain list of key scheme documents available to access 30/09/2024 Key scheme documents are currently held on 30/06/2025
outside of the on-line learning academy. https://www.teespen.org.uk/lgps-
members/investments-and-funds/trust-documents/
These will be transferred to another site (tbc) from
June 2025.
7. Further review of the Pension Committee and Board 30/09/2024 National Knowledge Assessment carried out in 2024
knowledge and understanding should be scheduled. with Board and Committee participation, reported to
Committee and Board in November/December 2024
8. Pension Board knowledge and understanding could be further 30/09/2024 Ongoing — Pension Board workplan is flexible enough Ongoing
reinforced by scheduling further Board training through the to incorporate training opportunities
Pension Board workplan
9. Could develop and document Pension Committee and Board 30/09/2024 Ongoing 30/06/2025
training plans more fully.
The Governing Body: Risk Management
10. More formal annual review of all internal control documents 31/12/2024 30/06/2025
need to be put in place.
11. Further analysis is required to ensure all TPR expectations on 31/12/2024 30/06/2025
the design of internal controls are covered.
12. Diarise review of assurance reports (from external providers), 30/09/2024 30/06/2025
assess whether any gaps exist i.e. any investment managers
who do not / can not provide reports. Liaise with external
audit, who also go through a process to collate these reports,
to avoid duplication of effort.
13. Review pensions administration provider's Business Continuity 31/12/2024 New provider’s business continuity plan assessed as Complete

Plan at same six month frequency as the Fund’s Plan Develop
an annual review process of any potential conflicts of interest
in relation to the six non- Middlesbrough Council Committee

members.

part of tender exercise.
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Appendix B
Task Original Status Revised
Target Target
Timescale Timescale
14. Develop an annual review process of any potential conflicts of 30/09/2024 Under discussion with Democratic Services 30/06/2025
interest in relation to the six non- Middlesbrough Council
Committee members.
15. Arrange to publish Board conflict register on website (although 30/06/2024 To be discussed with Democratic Services 30/06/2025
this is currently a 'nil' return).
Investment
16. Develop written policy on the use of advisers "These policies 31/12/2024 On hold pending outcome of Government ‘LGPS Fit for 30/09/2025
should consider the specific circumstances of the scheme, such the Future’ consultation exercise, which looks likely to
as the investment knowledge and experience available to the require Funds to use their Pool company as their
governing body and the relevant legal requirements" principal source of investment advice
17. Further onward reporting and additional analysis required to 31/12/2024 Need to identify internal (or external) resource to carry 31/12/2025
fully meet the standard outlined, for example including stress this out.
testing, scenario testing and any early warning triggers that are
relevant. Work with other managers to fully understand their
climate risk approach.
Administration: Information Handling
18. Annual review of processes and systems for financial 31/12/2024 Scheme-specific data report finalised with XPS. Need 30/09/2025
transactions recommended. Finalise reporting on scheme- to ensure reporting carried forward with new pensions
specific data. administration provider
19. Formal data improvement plan should be devised and 31/12/2024 Develop data improvement plan with new provider 30/09/2025
implemented - will progress once new pensions administration post-31°t May 2025 transfer
contract is in place.
20. Carry out data reviews annually. 31/12/2024 Implement with new pensions administration provider 30/09/2025
Communications and Disclosure: Public Information
21. Update IDRP guide leaflet to include correct contact details of 30/06/2024 Updated 30/06/2024
Money and Pensions Service.
Reporting to TPR: Reporting Breaches
22. Update breaches policy to include reference to advising TPR if 30/06/2024 Updated 30/06/2024

another regulatory body e.g. ICO is advised of a breach.
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TEESSIDE PENSION FUND
Administered by Middlesbrough Council

Agenda Item 8

AGENDA ITEM 8

TEESSIDE PENSION BOARD REPORT

26 FEBRUARY 2025

DIRECTOR OF FINANCE AND TRANSFORMATION- ANDREW HUMBLE

Government Consultation - LGPS (England and Wales) Fit for the future

PURPOSE OF THE REPORT

To inform Members of the consultation issued by the Government intended to make
the Local Government Pension Scheme (LGPS) in England and Wales ‘fit for the
future’, outline some key points from that consultation and how the Teesside Fund
could be impacted by the eventual outcome.

To provide a copy of the Fund’s response to the consultation.

RECOMMENDATIONS

That Members note this report.

FINANCIAL IMPLICATIONS

There are no financial implications resulting from this report.
BACKGROUND

The government confirmed on 4 September 2024 that it was carrying out a pensions
review which it described as follows:

“The Chancellor has launched a landmark pensions review to boost
investment, increase saver returns and tackle waste in the pensions system.
The Chancellor has appointed the Minister for Pensions to lead the review.
The review will focus on defined contribution workplace schemes and the
Local Government Pension Scheme.”

The Government issued a ‘call for evidence’ focusing on the following three topics
some questions under those topics related to defined contribution schemes others
purely related to the LGPS and some potentially covered both:

e Scale and consolidation

e Costs vs Value
e Investing in the UK
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5.1

5.2

In addition, the document referred to the consultation carried out by the previous
Government in 2023 and stated:

“Asset pooling policy in the Local Government Pension Scheme in England &
Wales (LGPS) was consulted on in 2023. In addition to the below request for
evidence, the review will engage extensively on next steps with regard to
LGPS consolidation, with funds, pools and representative groups including the
LGA and trade unions.”

There was a three-week deadline for responses. The Head of Pensions Governance
and Investments worked with colleagues in Border to Coast and its Partner Funds to
produce a response that emphasised:

e The benefits of scale provided by the Fund’s participation in Border to Coast
e The extent to which the Fund already invests in the UK

And considered whether potential pool or fund consolidation would of itself lead to
greater investment in UK assets, as the call for evidence seemed to imply.

GOVERNMENT CONSULTATION

On 14 November 2024 Chancellor of the Exchequer Rachel Reeves announced as part
of her Mansion House speech that she was:

“publishing the interim report of the Pensions Investment Review. It sets out
our plans to create Canadian and Australian style-“megafunds” to power
growth in our economy... underpinned by a clear commitment to legislate for
these changes for the first time in the Pension Scheme Bill next year.”

and that the Government would “legislate on measures to consolidate the Local
Government Pension Scheme... and require that the 86 Local Government Pension
Scheme administering authorities consolidate all their assets into 8 pools.”

This was followed by the publication of a set of documents including a consultation
“Local Government Pension Scheme (England and Wales): Fit for the future” which
closed on 16 January 2025. A copy of the main consultation document is enclosed as
Appendix A.
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Links to all documents are on this page:
https://www.gov.uk/government/collections/pensions-investment-review-interim-
report-consultations-and-evidence

Links to the separate documents are as follows:

LGPS Consultation - https://www.gov.uk/government/consultations/local-
government-pension-scheme-england-and-wales-fit-for-the-future
The full text of this consultation document is also attached as Appendix A.

Interim Report - https://www.gov.uk/government/publications/pensions-
investment-review-interim-report

Evidence base - https://www.gov.uk/government/publications/pension-fund-
investment-and-the-uk-economy

(Also, not directly relevant to the LGPS — Defined Contribution Pension Scheme
Consultation) - https://www.gov.uk/government/consultations/pensions-
investment-review-unlocking-the-uk-pensions-market-for-growth

5.3 Some significant points from the consultation include:

e LGPS Pool companies will need to be regulated by the Financial Conduct
Authority (FCA) and able to offer internal management (Border to Coast is
already FCA regulated and offers internal management in some asset classes)

e Funds/Administering Authorities will need to transfer all their listed assets to
their Pool by 31 March 2025 (our Fund has already achieved this) and will be
expected to transfer legacy assets to the management of the Pool by 31 March
2026 (this is the date suggested in the consultation by which pooling should be
‘complete’). This is challenging — the Pool company would need to develop the
capacity to manage our legacy assets (and the legacy assets of Border to Coast’s
other ten Partner Funds) quickly.

e Pool companies will be expected to be the principal source of investment advice
to Funds/Administering Authorities. Strategic Asset Allocation can still be set at
Fund level but only within strictly defined parameters. For example, Funds could
choose how much to allocate to equities but seemingly could not determine
whether that was internally or externally managed, or what geographical region
the equities are invested in. There is some ambiguity around this however: Funds
will still be able to determine, at a top level, “return objectives, risk tolerances,
investment preferences, constraints and limitations” — this could potentially
include a preference for passive to active management, internal or external
investment (linked to risk and return parameters) and willingness to accept
currency or specific geographical area risk. Proposed roles and responsibilities of
the Pool and Administering Authority are set out in the following diagram from
paragraph 32 of the consultation document:
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Figure 1: The roles and responsibilities of the Administering Authority versus the pool

Strategy

Implementation

Task

Investment
objectives

Strategic
asset
allocation

Tactical asset
allocation

Investment
manager
selection

Stock
selection

Investment
stewardship

Cashflow
management

Impact on AARole  Poolrole
overall
investment
outcome of the
fund

High

Decide
v
Low Decide

Definitions

Return objectives, risk tolerances,
investment preferences, constraints
and limitations, and the approaches
to local investment and responsible
investment.

Long-term, stable allocation based
on overall investment objectives and
risk tolerance

Adjustments to the asset mix, such
as in respect of geographic
allocation, consistent with the asset
allocation strategy.

Appointment of external (or in-house)
managers of specific investment
mandates

Choosing individual investment
opportunities based on detailed
analysis of the opportunity
Engagement with the invested
companies in line with Investment
Objectives.

Management of the disinvestment (or
investment of contributions) in
collaboration with administrators and
Fund Actuary

e Paragraph 37 of the consultation further defines what investment choices an
Administering Authority would be restricted to, as shown on the following page:
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37. The government invites views on templates which best meet the objectives described above
noting the range in possible approaches, and particularly invites views on the following template:

Table 2: template for strategic asset allocation

Asset class Strategic asset allocation (%) Tolerance range {t%)|
Listed equity
Private equity
Private credit

Property / Real estate

Infrastructure

Other alternatives
Credit (i)

UK Government bonds

Cash (ii)

(i) Including credit instruments of investment grade quality, including (but not limited to) corporate
bonds and non-UK government bonds

(i)For the purposes of this table this refers to cash held by the pool. AAs would still be expected
to hold cash for the purpose of paying benefits outside the pool.

e Funds/Administering Authorities will be expected to set a target allocation to
‘local investments’ and to work with their local (Mayoral) Combined Authority to
identify local investment opportunities. Pools would be expected to develop and
provide due diligence expertise in relation to local investments.

e The proposals from the 2001 Good Governance review will be adopted,
including: Pension Committee members would be required to have appropriate
knowledge and skills.

e Funds/Administering Authorities would be required to appoint an independent
pension professional to act as an adviser (or potentially sit as a voting member of
the Committee).

5.4 We worked with our Border to Coast Partner Funds to draft a collective response to
the consultation. It was also important to respond separately on behalf of the Fund,
both to amplify the Border to Coast consultation response and to emphasise any
issues particularly relevant to our Fund. A copy of our consultation response is
enclosed as Appendix B.

5.5 As set out in the covering letter to the consultation response, these are the particular
areas of focus the Fund drew attention to in its response:
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5.6

6.1

e The strategic asset allocation template needs to allow administering authorities
to define their choices in more detail, this could perhaps be achieved through
more explicit linkage to investment beliefs. Without the option for more detailed
application of asset allocation, administering authorities may be left with
ultimate responsibility for investment performance (fiduciary duty) without
access to the right levers to influence this performance.

e The overall deadline of March 2026 to ‘complete pooling’ and for pools to have
developed all the skills and capacity to achieve this unrealistic. It should be
acknowledged that pools will fall short in meeting this in some areas. Without
some flexibility in the timetable there is a real risk of value loss caused by
suboptimal decision-making driven by haste

¢ Involving combined authorities in administering authorities’ local investment
approaches can be useful, however is important to recognise the key distinction
between a Mayoral / Combined Authority’s regeneration objectives and the
pension fund’s investment return imperatives

e Creating an expectation that eight pools is too many and, perhaps, four or fewer
would be the optimal number, has led to an atmosphere that is not conducive to
encouraging joint working between pools. Instead, pools will understandably
focus on survival.

As well as responses to the consultation, the document also asked each of the LGPS
pools to prepare a proposal setting out how it would meet the requirements and
timescales set out in the consultation. This proposal has to be submitted by 1 March
2025 — Border to Coast has been working on this document with its Partner Funds
and is expected to have it in final form by the date of this meeting. The document
will confirm that Border to Coast is well placed to meet the Government’s
expectations, will emphasise the key role of partnership in achieving success and will
also highlight some of the potential risks inherent in achieving the consultation’s
ambitions.

NEXT STEPS

Further updates on the consultation outcome and how they will impact on the Fund,
on Border to Coast and on the wider LGPS will be provided to future meetings.

CONTACT OFFICER: Nick Orton — Head of Pensions Governance and Investments

TELNO.: 01642 729040
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Scope of the consultation

Topic of this consultation

This consultation seeks views on proposals relating to the investments of the Local Government
Pensions Scheme (LGPS). It covers the areas of asset pooling, UK and local investment and
governance.

Scope of this consultation

The Ministry of Housing, Communities and Local Government (MHCLG) is consulting on
proposals for new requirements on LGPS administering authorities.

Geographical scope

This consultation applies to England and Wales.

Impact assessment

The proposed interventions affect the investment of assets by LGPS administering authorities.
These authorities are all public sector organisations, so no impact assessment is required.

Basic information

Body responsible for the consultation

Ministry of Housing, Communities and Local Government

Duration

This consultation will last for 9 weeks from 14 November 2024 to 16 January 2025.

Enquiries

For any enquiries about the consultation pleaslgcaoa’gc 'iGPensions@communites.gov.uk


mailto:LGPensions@communites.gov.uk

How to respond

Please respond by completing an online survey (https://consult.communities.gov.uk/local-government-
pensions/fit-for-the-future). You can also access the online survey by scanning the following QR
code:

Alternatively, please email your response to the consultation
to LGPensions@communities.gov.uk.

Alternatively, please send postal responses to:

LGF Pensions Team

Ministry of Housing, Communities and Local Government
2nd Floor

Fry Building

2 Marsham Street

London

SW1P 4DF

When you reply, it would be very useful if you could make it clear which questions you are
responding to. Additionally, please confirm whether you are replying as an individual or submitting
an official response on behalf of an organisation and include:

e your name
 your position (if applicable)

o the name of organisation (if applicable)
e an email address

1. Introduction

1. In July 2024 the government launched a landmark Pensions Review of workplace defined
contribution (DC) pensions schemes and the Local Government Pension Scheme in England and
Wales (LGPS). The UK has the third largest stock of pension assets in the world. It is crucial that
those assets are invested effectively, to provide security in retirement. Pension funds are also
critical as a major source of domestic investment. That is why the Pensions Review has been set
up with the twin objectives of improving pension outcomes and increasing investment in the UK.

2. The LGPS is fully funded with good investment returns and has achieved many successes in
recent years. These include the establishment of LGPS asset pools as strong regional investment
managers, thanks to the commitment and hard work of people across the scheme. But few in the
scheme would disagree that pooling has not delivered to its full potential and that change is
needed to ensure that the scheme continues to perform in the long term in the best interests of
members, employers, local communities anﬁt&agideUK economy.
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3. The focus of the review for the LGPS is to look at how tackling fragmentation and inefficiency
can unlock the investment potential of the scheme, including through further consolidation. The
government is now consulting on proposals to put the LGPS on a clearer, firmer trajectory to scale
and consolidation, as well as measures to improve scheme governance and investment. Together
these proposals seek to provide long-term clarity and sustainability, putting the scheme on the
strongest possible footing for the future.

4. The LGPS is one of the world’s largest funded pension schemes, managing the pensions of
6.7m members and investing £392 billion worldwide, as at March 2024. Its scale makes it a
significant investor with the potential to boost growth across the country, while delivering its core
duty to make long-term stable returns to pay the pensions of those who have delivered vital local
services. At present, however, the scheme does not reach its full potential as an investor and
engine of growth due to the fragmented nature of the scheme, and inconsistent standards of
governance.

5. Since 2015, the 86 administering authorities (AAs) have come together in 8 groups of their own
choosing to move towards managing their investments through 8 LGPS asset pools. The previous
Government consulted on proposals to accelerate and expand the pooling of LGPS assets, to
increase investment in local projects , and ambitions to grow investment in unlisted equity. The
responses to that consultation, along with responses to the recent Pensions Review Call for
Evidence and engagement undertaken with LGPS stakeholders have informed the proposals in
this consultation. The government is grateful to those who have contributed their views.

6. In August 2024 the Chancellor of the Exchequer met with leaders of Canadian pension
schemes. The Canadian model has key strengths including the integration of investment advice,
consistent delegation and in-house investment management, which enhance control over
investments and reduce reliance on external managers. The model’s governance structures
ensure accountability and strategic alignment with long-term goals. Importantly, the consolidation
of multiple pension funds under a unified governance framework has proven effective in achieving
economies of scale and optimising resource allocation. Their model has demonstrated robust
performance, setting an example globally. In developing proposals the Pensions Review has
taken valuable learnings from the Canadian model.

7. The proposals will complement key Government growth programmes aimed at creating an
attractive pipeline of investment opportunities such as the National Wealth Fund and the British
Growth Partnership. This is the first step to drive greater alignment and coherence across the
UK’s public finance institutions, enabling a more strategic and impact focused approach to
mobilising capital. The Pensions Review will therefore use its next stage to consider whether
further interventions may be needed by the government to ensure that these reforms are
benefiting UK growth.

8. This consultation seeks views on proposals to strengthen the management of LGPS
investments in 3 areas:

Reforming the LGPS asset pools by mandating certain minimum standards deemed necessary
for an optimal and consistent model in line with international best practice. The minimum
standards proposed are:

o AAs would be required to fully delegate the implementation of investment strategy to the pool,
and to take their principal advice on their investment strategy from the pool;

¢ pools would be required to be investment management companies authorised and regulated by
the Financial Conduct Authority (FCA), with the expertise and capacity to implement investment
strategies;

o AAs would be required to transfer legacy assets to the management of the pool.
Boosting LGPS investment in their localities and regions in the UK, by requiring AAs to:

» set out their approach to local investment in their investment strategy including a target range
for the allocation and having regard to local growth plans and priorities,
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o to work with local authorities, Combined Authorities, Mayoral Combined Authorities, Combined
County Authorities and the Greater London Authority to identify local investment opportunities;
in Wales, AAs would work with relevant Corporate Joint Committees on their proposed
economic development priorities and plans, and with local authorities more broadly to identify
investment opportunities.

 to set out their local investment and its impact in their annual reports.

Pools would be required to conduct suitable due diligence on potential investments and make the
final decision on whether to invest.

Strengthening the governance of both LGPS AAs and LGPS pools in the following ways,
building on the recommendations of the Scheme Advisory Board (SAB) in their 2021 Good
Governance Review:

o committee members would be required to have the appropriate knowledge and skills.

o AAs would be required to publish a governance and training strategy (including a conflicts of
interest policy) and an administration strategy, to appoint a senior LGPS officer, and to
undertake independent biennial reviews to consider whether AAs are fully equipped to fulfil
their responsibilities.

e pool boards would be required to include representatives of their shareholders and to improve
transparency.

9. The following chapters describe the government’s proposals in more detail and provide the
rationale behind them. Chapter 2 sets out proposals regarding asset pooling, Chapter 3 sets out
proposals regarding UK and local investment, and Chapter 4 sets out proposals on governance.
Finally, Chapter 5 sets out our initial assessment of potential equalities impacts and invites views.

10. Government has received representations on the issue of LGPS fund mergers. The
government recognises that fund mergers can incur significant costs and risk. Nonetheless, a
number of LGPS funds have successfully merged on a voluntary basis and the government
encourages administering authorities to consider whether there would be benefit in merging with
another fund, taking into account final decisions on the reforms proposed in this consultation.

11. To assist those wishing to respond to the consultation, Annex A lists the proposals and Annex
B lists the consultation questions.

2. LGPS pooling

Background

12. Following the publication of guidance on the pooling of LGPS assets in 2015, the 86 AAs
came together in groups of their own choosing to establish 8 asset pools. As of 31 March 2024,
£178 billion (45%) of LGPS assets were invested through these pools, with a further £107 billion
(27%) of assets managed by the pools outside of pool investment vehicles.

13. The scale and expertise of the asset pools have delivered a step change in the expertise,
capacity and resilience of the LGPS. This has enabled AAs to diversify their portfolios
significantly, and to manage assets more efficiently, at reduced risk. AAs have been able to use
the pools to invest in asset classes they would previously not have had the expertise or capacity
to invest in, particularly in private markets. The pools have supported their partner funds by
delivering investments, reporting and engagement that meets the AA’'s requirements on
responsible investment, and which individual funds may not have had capacity to pursue by
themselves. As a result, since their inceptiocr)EPthe por%'sﬁgave reported that they have delivered net
savings of £870 million, against total costs Jf &&d n.



14. Examples of the benefits of scale since the inception of asset pooling in the LGPS in 2015
have included:

o Lower fees: pooling has allowed for access to complex asset classes at lower rates of
management fees. For example, the cumulative net savings of Local Pension Partnership
(LPP) to 31 March 2024 amounted to over £200 million. A significant proportion of these
savings derives from their use of direct internal management including private market
mandates such as the GLIL direct infrastructure vehicle, which is able to provide access to the
asset class at a lower fee rate than comparable private sector asset managers.

o Enhanced investment opportunities: pooling allows for more sophisticated investment in
diverse and large-scale projects that individual funds might not be able to access. For example,
Border to Coast have launched a UK Opportunities private markets programme, which has
recently committed £48.5 million to build onshore solar and wind farms as well as battery
storage. The investment will develop 4 wind farms in Scotland with further sites in the pipeline.
LGPS Central has introduced substantial growth funds with a focus on sustainable investing,
including an internally managed £5.2 billion climate factor fund which invests in publicly listed
companies targeting lower carbon emissions.

o Improved efficiencies and resilience: pooling has allowed for expertise and capacity to be
shared including on reporting, and the development of in-house management of assets
(‘internal management’) with associated lower costs, by LPP, LGPS Central and Border to
Coast.

15. Most respondents to the Pensions Review Call for Evidence were positive about LGPS
pooling as a concept, and thought that it was delivering scale, diversification of assets and cost
savings. More than half of responses also recognised greater collaboration between funds in the
same pool since pooling’s introduction.

16. In addition to the evidence from LGPS pooling to date, the Pensions Review has established
a broader evidence base on the benefits of investing at scale, including through analysis of
international comparators such as Canadian pension schemes. The Pensions and Lifetime
Savings Association found that schemes between £25 billion and £50 billion assets under
management (AUM) had strong governance and could more easily invest in productive finance
directly. Going further, a report by JP Morgan analysing Australian superfunds showed how funds
of more than £50 billion AUM were able to drive down costs through internal management. A
report by NMG consulting, which compared seven LGPS pools to eleven international
comparators, also showed the benefits of economies of scale materialising once a pool reaches
more than £80 billion AUM.

17. These analyses are consistent with the responses to the recent Call for Evidence which
demonstrated wide support and agreement that scale leads to greater economies, efficiencies
and reduced risks, as well as enabling greater expertise and diversification in investments which
can importantly deliver better long-term returns for scheme members. Academic research
(https://www.top1000funds.com/wp-content/uploads/2024/05/CEM-
BBFS_JPM2021_CanadianModelQuantitativePortrait.pdf) also suggests the model deployed by
Canadian pensions schemes, including the integration of advice, consistent delegation and in-
house investment management, is able to generate 0.4% a year of additional returns vs their
international competitors. Taken together, the findings of the analytical work of Phase 1 of the
review suggest a clear link between scale and both asset diversification and lower costs. This is
set out in further detail in the Pension fund investment and the UK economy paper
(https://www.gov.uk/government/publications/pension-fund-investment-and-the-uk-economy) published
alongside the Pensions Review Interim Report (https://www.gov.uk/government/publications/pensions-
investment-review-interim-report).

18. In the light of the evidence set out above the government has considered the current position
of LGPS pooling. The 8 pools each have different models: 5 are standalone FCA-authorised
investment management companies (‘LGPS pool companies’), 2 have an outsourced model that
relies on external providers, and one has a model in which a joint committee provides oversight,
but the partner funds retain management of most assets. As shown in Table 1 below the pools
vary in their capability to provide advice and/or internally manage assets, in their number of
partner funds, the total assets held by those p@tagdy@ﬁ, and the degree to which those assets
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have been pooled. The table below distinguishes between assets that are invested in pooled
vehicles, and those that are managed by the pool but have not been transferred to a pooled
vehicle. Assets invested via the pool are distributed across a number of separate sub-funds
designed to meet different investment objectives, each with one or more investment managers,
and the pools also vary in the number of sub-funds that have been established.

19. As Table 1 shows, some of the pools have made very limited progress transferring assets
from partner funds to the pool. Others have created large numbers of sub-funds, often with
multiple sub-funds for the same asset class, which reduces the potential benefits of scale.
Although each of these models has reported successes to date, they are not equal in their ability
to continue to develop to meet future challenges.

Table 1: Overview of existing LGPS pooling models.

ACCESS

Border to
Coast

Brunel

LGPS
Central

Local
Pensions
Partnership
(LPP) (iv)

London CIV

Model
(Ownership,
capability,
services)

Joint Committee
management
Fully outsourced
investment
management
provider

Partner/shareholder
FCA regulated
Internal
management
Developing advisory

Partner/shareholder
FCA regulated
External
management only

Partner/shareholder
FCA regulated
Internal
management
Developing advisory

Partner/shareholder
Advisory

FCA regulated
Internal
management
Administrator

Partner/shareholder
FCA regulated
External
management only
Developing advisory

Number Total

of

fund

partner assets
funds (includes
(AAs) cash)

11

11

10

32

(Ebn)

64.6

63.7

40.3

61.4

23

50.8
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Assets
invested
in
pooled
vehicles
(Ebn/%)
()]

32.7
(51%)

37
(58%)

32.2
(80%)

19.7
(32%)

21.9
(95%)

17.2
(34%)

Total
Assets
managed
by pool
(Ebn/%)

(ii)

44.7
(69%)

45.3
(71%)

34.7
(86%)

27.5
(45%)

23
(100%)

31.6
(62%)

Number
of
pooled
sub-
funds

(iii)

30

17

27

26



Model Number Total Assets Total Number

(Ownership, of fund invested Assets of
capability, partner assets in managed pooled
services) funds (includes pooled by pool sub-
(AAs) cash) vehicles (£bn/%) funds
(Ebn) (Ebn/%) (i) (iii)
(i)
Northern Joint Committee 3 61.4 3.7 59 2
LGPS (v) management (6%) (96%)
Two pooled

investment vehicles
— GLIL infrastructure
and NPEP private
equity

Wales Joint Committee 8 25 13.3 18.5 10
management (53%) (74%)
Fully outsourced
investment
management
provider

(i) Assets invested in pooled vehicles reflects those assets that are managed via the pool’s sub-
funds, which are shared investment vehicles across the partner LGPS funds.

(i) Assets managed by the pool also includes additional investments specific to an individual
partner fund, including legacy investments in closed-end fund vehicles being managed to maturity
on the fund’s balance sheet by the asset pool.

(iii) This treats multiple vintages as the same sub-fund.

(iv) These figures are in respect of LPPI’s three partner funds only.

(v) Although Northern LGPS report 96% of partner funds’ assets as being under pool
management, the Government’s understanding is that this refers to oversight by the pool
committee of investment management and decisions made by the pension committees of the
individual AAs.

20. The government’s view is that pools with outsourced models, or pooling of some private
markets assets only, have delivered significant savings and diversification to date but are not well
placed to deliver for the future while retaining their current model. They lack the substantial in-
house expertise, capacity and resilience provided on a non-profit basis by the LGPS pool
companies. In addition, the pool companies that have - or are in a position to develop - in-house
investment management capabilities should benefit from significantly lower costs compared to the
use of external private sector investment managers, given existing experience within the LGPS.
Some existing expertise formerly within larger funds has already been transferred to the pools,
and other AAs have capacity and expertise that could be more widely shared.

21. The government believes that, to deliver successfully for members and employers, all the
pools will need to develop further as powerful global and local investors, able to deliver strong
performance, value for money and resilience over the long term. The proposals set out below
draw on the evidence and experience of the advantages and disadvantages of the range of
models built up over the 5 years since all the pools became operational.

Proposals - Optimising pooling for the future

22. For the LGPS to adapt to future challenges and maximise its success the government
believes that all funds and pools need to adoppagéergt}ng model that meets the following
minimum standards:



o AAs would remain responsible for setting an investment strategy for their fund, and would be
required to fully delegate the implementation of that strategy to the pool;

» AAs would be required to take principal advice on their investment strategy from the pool;

¢ Pools would be required to be established as investment management companies authorised
and regulated by the FCA, with the expertise and capacity to implement investment strategies;

o AAs would be required to transfer legacy assets to the management of the pool;

e Pools would be required to develop the capability to carry out due diligence on local
investments and to manage such investments.

23. The first 4 proposals are set out in more detail below, with the final proposal covered in
Chapter 3. These measures build on the strengths of the asset pools established over the last
decade and would allow for funds and pools to operate with clarity and efficiency over the long-
term.

Requirement that implementation of the investment strategy is fully delegated to the pool

24. At present, AAs set the investment strategy for their fund including setting the strategic asset
allocation to meet requirements on diversification and suitability of investments to meet liabilities,
as well as describing the approach to pooling and responsible investment, in line with statutory
guidance. This gives AAs the most significant influence on returns, as the strategy is the key
factor in the difference in net returns between portfolios, while implementation decisions such as
manager selection play a much smaller role.

25. Since AAs were invited to form pools in 2016, guidance has set out that the selection of
external fund managers and the implementation of the investment strategy should be delegated
to the pool, in order to streamline decision making, reduce the number of external managers and
deliver reduced fees. In practice, AAs have adopted a range of approaches as shown by the table
above, ranging from full delegation to no or very limited delegation, and from significant alignment
of investment strategies to no alignment. Many AAs continue to set tactical asset allocation and
select investment managers.

26. Limited delegation to the pool has prevented the delivery of the full benefits of scale and
resulted in continuing duplication of effort across funds in the same pool. Pension committees
may focus on manager selection and detailed asset allocation, when they may not have the skills
and experience to be discerning and challenging clients of advice. A more efficient model would
be for these decisions to be delegated to the asset pool with the capability and expertise to
assess options and make robust decisions on behalf of the pension committee. Further, if funds
are unable to reach agreement on manager selection, this can result in multiple similar sub-funds
being created in a single pool for a similar purpose, and a consequent reduction in scale.

27. The government’s view is that full, effective and consistent delegation of strategy
implementation is needed to ensure the benefits of scale and ensure that decisions are taken at
the appropriate level by people best placed to make those decisions. This would require clarity on
the roles and responsibilities of the AA and their pool as further set out below.

28. The government is proposing that AAs retain responsibility for setting a high-level investment
strategy for their fund, defined as an investment strategy consisting of:

 the high-level investment objectives including on:

» funding, for example funding level, return, risk, income and stability of contributions
e environmental, social and governance (ESG) matters and responsible investment
« local investments, with a target range (further discussed in chapter 3)

« If the AA wishes to do so, a high-level strategic asset allocation — although the government
believes that expertise in the pools makes them best placed to set the strategic asset allocation
and that funds may wish to delegate this to the pool.

29. This proposal draws on good practice in board-level governance, as found in overseas
comparators and closer to home, the balance of responsibilities of the Universities
Superannuation Scheme trustee and in houEéalgeeEBﬁnt manager. The key is that decision-



makers focus their efforts where these will have greatest impact. This approach has become
widespread across trust-based pension schemes, where fiduciary management employs those
best equipped to make the strategic and implementation decisions.

30. Setting the investment objectives and determining the strategic asset allocation are the most
impactful investment decisions for a pension fund as they have the greatest bearing on the
investment return achieved by the fund overall. These decisions lay the foundation for the entire
investment strategy, guiding how capital is allocated across different asset classes to balance risk

and return. By clearly defining the financial goals and establishing a long-term asset mix, these
steps ensure that the portfolio is aligned with the fund’s objectives, ultimately driving its
sustainability and stability. The government considers that this proposal would allow the AA to
ensure that the investment strategy is appropriate to deliver its funding requirements and to pay
pensions over the long term, and is therefore sufficient to satisfy its fiduciary duty.

31. Implementation of this high-level investment strategy would be fully delegated to the pool to
ensure that decisions are made by experienced investment professionals, and to give the pools
flexibility to set tactical asset allocation, define sub-funds, manager selection, cashflow
management, and decisions to buy sell or hold individual holdings, as required to meet the high-
level objectives and strategic asset allocation set by the strategy. To achieve the full benefits of
scale it would be important for AAs and their pools to work together on alignment of their
approaches to ESG and responsible investment matters, to achieve a common approach.

32. The proposed roles and responsibilities of the pool and AA are summarised in Figure 1 below:

Figure 1: The roles and responsibilities of the Administering Authority versus the pool

Impact on AA Role Pool role  Definitions
overall
Task investment
outcome of the
fund
Return objectives, risk tolerances,
Investment investment preferences, constraints
> o High Decide and limitations, and the approaches
o objectives . .
o to local investment and responsible
g investment.
2 Strategic . Long-term, stable allocation based
Decide ) L
asset . on overall investment objectives and
. (optional) .
allocation risk tolerance
Adjustments to the asset mix, such
Tactical asset . as in respect of geographic
- Decide ; . )
allocation allocation, consistent with the asset
allocation strategy.
Investment Appointment of external (or in-house)
< Mmanager Decide managers of specific investment
S  selection mandates
2 Stock Choosing individual investment
o . Decide opportunities based on detailed
€  selection X .
o analysis of the opportunity
E’ Investment Engagement with the invested
. Decide companies in line with Investment
stewardship L
Objectives.
v Management of the disinvestment (or
Cashflow . investment of contributions) in
Low Decide . . e
management collaboration with administrators and

Fund Actuary

Figure 1: The role and responsibilities of the Administering Authority versus the pool -
accessible version
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Task

Investment
objectives

Strategic
asset
allocation

Tactical asset
allocation

Investment
manager
selection

Stock
selection

Investment
stewardship

Cashflow
management

Strategy or
Implementation

Strategy

Strategy

Implementation

Implementation

Implementation

Implementation

Implementation

Impact on Administering

overall Authority role

investment

outcome of

the Fund

High Decide

High Decide or
Monitor

Med Monitor

Med Monitor

Med Monitor

Low Monitor

Low Monitor
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Pool
role

Advise

Advise
or
Decide

Decide

Decide

Decide

Decide

Decide

Definitions

Return objectives,
risk tolerances,
investment
preferences,
constraints and
limitations, and
the approaches to
local investment
and responsible
investment.

Long-term, stable
allocation based
on overall
investment
objectives and risk
tolerance

Adjustments to
the asset mix,
such as in respect
of geographic
allocation,
consistent with the
asset allocation
strategy.

Appointment of
external (or in-
house) managers
of specific
investment
mandates

Choosing
individual
investment
opportunities
based on detailed
analysis of the
opportunity

Engagement with
the invested
companies in line
with Investment
Objectives.

Management of
the disinvestment
(or investment of
contributions) in
collaboration with



Task Strategy or Impact on Administering Pool Definitions
Implementation overall Authority role role
investment
outcome of
the Fund

administrators and
Fund Actuary

33. Where AAs choose to set a strategic asset allocation, the government’s view is that this
should be limited to either setting target ranges either for growth and income assets, or for a small
number of broad asset classes. There are differences between funds in their membership,
proportion of non-statutory employers, maturity, cashflow and funding, and the government
expects the pools to consider these features in their operation. But the government does not
consider that these justify or require asset allocation below this level, in addition to the investment
objectives. In response to feedback during engagement on the need for clarity and consistency,
the government proposes stipulating in guidance that funds would need to record their strategic
asset allocation in the Investment Strategy Statement, based on a template. This would support
pension committees in establishing a strategic asset allocation and also provide a coherent and
consistent framework for pools to implement at scale.

34. The government has considered a range of options for the level of involvement AAs should
have in any strategic asset allocation, from full delegation to the pool, to setting ranges for growth
and income assets, to setting allocations to a wide range of detailed asset classes. Government
recognises the range of approaches currently in place within the LGPS, and in other comparable
schemes, which may include fewer asset classes and wider asset class definitions than those
listed below. This includes dividing the allocation into 2 categories — growth and matching assets.

35. The proposed template aims to strike a balance between on the one hand, ensuring
investment decisions are made by those with appropriate professional expertise and avoiding loss
of scale that can arise from AAs requiring a detailed asset allocation, and on the other hand,
allowing AAs to take local decisions on high level asset allocation and recognising their fiduciary
duty.

36. AAs would have the option of completing the template themselves or allowing the pool to
choose an appropriate allocation in line with their investment strategy. The AA’s objectives for
local investment would be captured in the high-level investment objectives. Any strategic asset
allocation set by the AA would therefore not include an explicit asset class for local investment,
which in practice may be invested across private equity, credit, property or other asset classes.
The asset classes in the template are and would be expected to remain, different from the
requirements of national data collection, which are set and collected for a different purpose.

37. The government invites views on templates which best meet the objectives described above
noting the range in possible approaches, and particularly invites views on the following template:

Table 2: template for strategic asset allocation

Asset class Strategic asset allocation (%) Tolerance range (%)
Listed equity

Private equity

Private credit

Property / Real estate
Page 41



Asset class Strategic asset allocation (%) Tolerance range (+%)
Infrastructure

Other alternatives

Credit (i)

UK Government bonds

Cash (ii)

(i) Including credit instruments of investment grade quality, including (but not limited to) corporate
bonds and non-UK government bonds

(iiFor the purposes of this table this refers to cash held by the pool. AAs would still be expected
to hold cash for the purpose of paying benefits outside the pool.

Requirement for principal advice on investment strategy to be taken from or through the
pool

38. Under these proposals, the AA’'s responsibility in respect of investments is to set the
investment strategy. At present investment advice may be sought from investment consultants,
with each AA using their own. Whilst it is recognised advice needs to be bespoke, there may be
duplication and inefficiency across a pool and AAs may receive divergent advice from the same
providers without clear justification, which inhibits asset pooling.

39. The government proposes that AAs should be required to take principal advice on their
investment strategy from their pool. This would ensure that advice is provided on a consistent
basis, tailored to individual AA’'s requirements, and free from competing interests given that the
pools exist solely to serve the AAs. The requirement for AAs to have an independent adviser or
committee member would equip them to challenge the pool’s advice in the majority of
circumstances, however it is recognised that in exceptional circumstances AAs may wish to seek
additional advice from external investment advisers to help them test the advice given to them by
the pool.

40. Not all pools have the existing capability to provide advice to the AAs. Full advisory capability,
or the means to share advisory capability across pools, would need to be developed over time. In
the meantime, the government expects that pools would seek to procure advice on behalf of their
partner funds. The government’s intention would be to set out a timeline for this, subject to the
outcome of this consultation.

Requirement that LGPS pools are established as investment management companies,
regulated and authorised by the FCA

41. Currently, 5 of the 8 pools are established as FCA authorised investment management
companies, with their partner AAs as their sole shareholders and clients. As set out above the
government’s view is that this model has clear advantages over other approaches. It provides in-
house expertise, capacity and resilience on a non-profit basis and the ability to provide, share or
develop in-house investment management to reduce costs. FCA authorisation and supervision
provides vital assurance to members and employers that very large pools of capital will be
properly managed. It also provides a basis for the development of capabilities to provide advice to
AAs on investment strategies and to assess and manage the local investments that the
government’s proposals envisage.

42. The government therefore proposes that all pools should be established as investment
management companies, with the full range of expertise and capacity to deliver the following
requirements as envisaged by our proposals:

o Implementation of the investment strategi ejf partner AAs, including any strategic asset
allocation ﬁﬁé)é@ 42



e Provision of advice on investment strategies
e Management of legacy assets
o Due diligence on local opportunities and management of such investments.

All such companies would require FCA authorisation for regulated activities. They would need to
meet the threshold conditions for authorisation and demonstrate that staff have relevant skills and
competence.

43. Government’s expectation is that pools will develop capabilities to deliver the implementation
of investment strategies through in-house investment management in time. This approach has
been demonstrated to have favourable outcomes when also combined with asset pooling at
scale. Where it is thought to be inefficient to deliver a mandate in-house, pools should consider
partnering with other LGPS asset pools or third-party investment managers to deliver select
mandates.

44. The government recognises that this proposal would represent a substantial challenge for all
pools whatever their starting point. For the 5 pools which already constitute investment
management companies, most will need to develop new capabilities to deliver in all these areas,
in particular building capacity on local investment and providing advice on investment strategies
to funds. There will be costs involved in building capacity and expertise, offset by reduced costs
for AAs.

45. This will be a substantial undertaking for all pools, especially those 3 which have adopted
other models. The government believes that this step change in the investment framework of the
LGPS creates an opportunity for increasing effective scale and encourages all pools to carefully
consider all options in that light. These may include establishing a new pool company, merging
with another pool, or becoming a client of another pool company for some or all services required.
Depending on the approach chosen, there will be set up and ongoing costs. But as has been
demonstrated by existing asset pools using a pooling company model, these costs should be
recouped through savings in reduced investment management fees. Pools will need to consider
which route is most viable and efficient over the expected timescale (discussed below).

46. The government encourages pool mergers and sharing of services where this provides a
more efficient route to the required standard. As part of their proposal, each pool will be expected
to demonstrate why a merger with another pool, or use of existing capability in an established
pool company, would not be a more cost effective or otherwise more preferable approach to
achieving compliance with the reform proposals. For the avoidance of doubt, Government is not
seeking to use this process to move to a single pool for all AAs.

Requirement to transfer legacy assets to the management of the pool

47. In November 2023 the previous government set out its expectation
(https://www.gov.uk/government/consultations/local-government-pension-scheme-england-and-wales-next-
steps-on-investments/outcome/local-government-pension-scheme-england-and-wales-next-steps-on-
investments-government-response) that AAs should pool all listed assets as a minimum, by March
2025, on a comply or explain basis. Transition of all assets was expected to be considered in this
timeframe given pooling of illiquid investments may offer the greatest opportunities for reducing
savings combined with higher returns.

48. The present government, alongside its announcement of the Pensions Review
(https://www.gov.uk/government/news/chancellor-vows-big-bang-on-growth-to-boost-investment-and-
savings), signalled that it would consider legislating to mandate pooling if insufficient progress
towards the March 2025 deadline was made. Many AAs have made significant progress on
pooling assets, but there remains significant variation with the percentage invested in pooled
vehicles ranging from 6% to 95% as of March 2024, and total assets under pool management
ranging from 45% to 100%. The government is aware that AAs have been considering how they
can transition further assets by the deadline, and will take progress into account when making
final decisions on reforms.

49. The government’s view remains that in ordpr%pe@l'ﬁg the full benefits of scale AAs would
need to transfer 100% of their invested assets to their pool with no new investments being made
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outside the pool, including local assets. However, the government recognises that transferring
legacy assets into pooled vehicles may incur unnecessary costs in the short term, including for
termination of long-term contracts.

50. For these reasons legacy assets are already managed by some pools with the assets
remaining in the ownership of the AA rather than in pooled vehicles. This ensures that:

o staff with the appropriate specialist skill sets are only required at the pool level, where their
expertise can be shared across the pool and free up capacity at the AA;

e reporting across an AA’s entire portfolio can be consolidated;

e pools can assess the merits and risks of all investments, with AAs able to hold them to account
for all outcomes; and

¢ decisions on whether to hold to investments to maturity, rollover long-term contracts or invest
elsewhere would rest with the pool - taking account of the objectives of the AA’s investment
strategy - rather than with the AA which may be influenced by the legacy investment manager
or investment consultant.

51. The government therefore proposes that, in line with previous communications, AAs should be
required to transfer any remaining listed assets invested outside the pool to pooled vehicles
managed by their pool, and further, to transfer legacy illiquid investments to the management of
their pool.

52. The pools would be required to develop and maintain capacity and expertise to manage all
legacy assets which will often be unlisted illiquid investments. This would include management of
risk and asset valuations. As pools vary in the capacity and expertise that they currently have to
take on this role, the government seeks views on what steps would need to be taken to develop
this capacity.

Question 1

Do you agree that all pools should be required to meet the minimum standards of pooling set
out above?

Question 2

Do you agree that the investment strategy set by the administering authority should include
high-level investment objectives, and optionally, a high-level strategic asset allocation, with all
implementation activity delegated to the pool?

Question 3

Do you agree that an investment strategy on this basis would be sufficient to meet the
administering authority’s fiduciary duty?

Question 4

What are your views on the proposed template for strategic asset allocation in the investment
strategy statement?

Question 5

Do you agree that the pool should provide principal investment advice on the investment
strategies of its partner AAs? Do you see that further advice or input would be necessary to
be able to consider advice provided by the pool — if so, what form do you envisage this
taking?

Question 6

Do you agree that all pools should be established as investment management companies
authorised by the FCA, and authorised to ﬁ;&\@d@ rﬁlﬁvant advice?



Question 7

Do you agree that AAs should be required to transfer all listed assets into pooled vehicles
managed by their pool company?

Question 8

Do you agree that administering authorities should be required to transfer legacy illiquid
investments to the management of the pool?

Question 9

What capacity and expertise would the pools need to develop to take on management of
legacy assets of the partner funds?

Implementation

53. The government believes that reforming pooling in this way would deliver the full benefits of
scale to the benefit of members employers and taxpayers. Subject to the outcomes of this
consultation, the government will consider legislating to require in law the pool minimum
standards set out above, including transition or management of all assets.

54. The King’s Speech (https://www.gov.uk/government/speeches/the-kings-speech-2024) set out plans
for a Pension Schemes Bill in this session of Parliament. The Bill provides an opportunity to
introduce any primary legislation required to implement outcomes from the Pensions Review, with
any necessary secondary legislation and guidance updated when parliamentary time allows.

55. In advance of this, asset pools, working with their partner AAs, are invited to submit a
separate proposal, in addition to their response to this consultation, setting out how they would
deliver the proposed pooling model and complete the transfer of all assets including legacy
assets. Proposals will need to include their view of the costs, timeline and potential barriers and
solutions. Government will continue to work closely with pools ahead of proposals being
submitted, and expects pools to be working closely and collaboratively in doing so.

56. The government is proposing an indicative timeline to move to the new model of March 2026.
Government expects each pool to consider and provide submissions on the viability of meeting
this timescale. This is broadly aligned with the point at which reviews of investment strategy would
be completed following the 2025 actuarial valuations, and takes account of the timescale over
which the Financial Conduct Authority (FCA) may consider applications for investment
management companies and authorisation to provide investment advice. Pools working with their
partner AAs are invited to comment on the viability of meeting this timeline.

57. Each pool is invited to demonstrate a clear path to meeting the requirements outlined in this
consultation document. In these reports pools will be expected to provide clear evidence that they
are able to capture the advantages of managing investments at very large scale, such as by
being able to invest cost effectively or directly, and at scale, in alternative asset classes such as
unlisted infrastructure and private equity.

58. We will expect proposals to be submitted by 1 March 2025. This will provide 15 weeks for
pools and AAs to consider how these could be delivered if required.

Question 10

Do you have views on the indicative timeline for implementation, with pools adopting the
proposed characteristics and pooling being complete by March 20267
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Other developments

Collaboration and specialisation

59. Some pools are already developing significant investment specialisms and share expertise
between pools. This would be expected to increase as the pools mature and adapt to the model
outlined above. The government encourages pools to consider how they could collaborate with
each other in areas where they have specialisms — for example through joint investment vehicles
such as the London Fund (London CIV and LPP) and GLIL (LPP and Northern).

60. Government understands that many asset pooling companies were established under the
vertical exemption to public procurement as within the 2023 Procurement Act, previously known
as the ‘Teckal’ exemption as set out in regulation 12 of the Public Contracts Regulations 2015.
Engagement has indicated that there are differing views in AAs and pools on the degree to which
this is a barrier to greater collaboration between pool. Government welcomes views on this issue
and any other barriers to collaboration between pools.

61. Collaboration between pools could deliver many of the benefits of additional scale and avoid
duplication. In addition, collaboration could avoid competition between pools driving up costs for
investments in the same specialist asset classes. Areas where specialisation or collaboration may
be particularly attractive include alternative investments including private equity, private debt and
venture capital, as well as infrastructure and investment in specific local or regional investments.

Scale and regional alignment

62. The government has considered whether any additional reforms are needed to the existing
pools to redraw them along regional lines. It is recognised that there are factors at play, other than
eventual pool size, when considering which funds should collaborate together in a pool. In
particular, the Wales Pension Partnership operates within a devolved nation and has separate
partnerships with the Welsh Corporate Joint Committees. It may therefore make sense for Welsh
LGPS funds to continue in a separate pool.

63. The existing pools differ in that some bring together AAs from geographically contiguous
areas, whereas elsewhere the partner AAs are geographically scattered but share other
similarities. This reflects their origins, developing out of existing collaborations or through AAs
collaborating with other like-minded partners. There are benefits to regionally defined pools in that
the partner funds have a mutual interest in local investment and can typically build on existing
strong working relationships, for example in Wales. However, other pools have demonstrated that
shared geography is not the only determinant of success, provided there are strong partnerships
and a shared commitment to collaborate and compromise to deliver shared goals. Chapter 3 sets
out proposals to strengthen the role of the pools in local investment. For these reasons, the
government does not consider it necessary to redraw pooling arrangements along geographic
lines where this alignment does not already exist.

Role in administration

64. In the longer-term, the government is interested to hear views as to whether there is a role for
the pools in the administration of the LGPS, or whether there could be greater collaboration and
cooperation between funds on administration issues, for example shared service arrangements
and the training of officers, councillors, and pension board members.

Question 11

What scope is there to increase collaboration between pools, including the sharing of
specialisms or specific local expertise? Are there any barriers to such collaboration?

Question 12
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What potential is there for collaboration between partner funds in the same pool on issues
such as administration and training? Are there other areas where greater collaboration could
be beneficial?

3. Local investment

65. Growth is the number one mission of this government. Through the growth mission, the
government is restoring economic stability, increasing investment and reforming the economy to
drive up prosperity and living standards across the UK. The government will invest in transport,
including schemes like East West Rail, kickstart the delivery of 1.5 million homes, support new
industries and job creation, and back innovation through research and development funding. In
total, the government will spend 2.6% of GDP on public sector net investment on average over
the Parliament, with an increase of over £100 billion in capital investment over the next 5 years.

66. In addition to the Pensions Review, the government is supporting UK investment in several
ways. It has created the National Wealth Fund, which is expected to catalyse over £70 billion of
private investment, and has set out plans for a modern Industrial Strategy to support investment
in growth sectors. The British Business Bank will create a new vehicle, the British Growth
Partnership, to crowd-in UK pension fund and other institutional investment into venture capital
funds and innovative businesses, supported by a cornerstone government investment. The
Budget outlined plans to reform how the government delivers infrastructure, including the planned
publication of a 10-year infrastructure strategy, the establishment of the National Infrastructure
and Service Transformation Authority and ambitious planning reform.

67. This is the first step to drive greater alignment and coherence across the UK’s public finance
institutions, enabling a more strategic and impact focused approach to mobilising capital. The
Pensions Review will therefore use its next stage to consider whether further interventions may
be needed by the government to ensure that these reforms are benefiting UK growth. Investing in
local communities

68. The LGPS already invests approximately 30% of its assets in the UK, as part of its duty to
invest to pay pensions. The government believes that as an institutional investor the LGPS can
make a distinctive contribution to UK and local growth, building on its local role and networks,
through increasing its long-term investment in local communities. Many AAs have already deeply
embedded these wider considerations into their investments. It is in the interest of the 6.7 million
hard-working LGPS members that LGPS investments support the prosperity and wellbeing of
their local communities, just as members did through their working lives. LGPS investments can
both pay pensions and unlock growth in local communities.

69. There are other aims which AAs may wish to pursue, including boosting UK economic growth
and taking into account other environmental, social and governance (ESG) issues. These may
contribute to the government’s key missions including making Britain a clean energy superpower
and accelerating to net zero is one of the key missions of the government. This consultation
focusses on local investment by LGPS funds.

The roles of AAs and pools

70. AAs are already committed investors in projects which support growth in their local areas.
These are investments which, in addition to being suitable pensions investments and generate
good returns, have external benefits which support the AA’'s local area. But it is recognised that
identifying and assessing the suitability of local investments requires resource intensive due
diligence, and AAs may not have the capacity to undertake this work. AAs may also be concerned
about reputational and concentration risks. Fuﬁaaéstf?so navigate conflicts of interest if there



is a link between the employer authorities and the investments selected. These factors may limit
local investments unnecessarily.

71. The pools can address many of the specific factors which make local investment harder for
AAs to consider. Pools are in a position to provide central source of investment expertise to
assess, commit to and manage local investments and do not face the same potential conflict of
interests, as their role is serving the AAs. Pools create a degree of separation between AAs and
their investments, reducing any reputational risk. For example, Border to Coast and Local
Pensions Partnership have facilitated pool investment in local opportunities and worked closely
with their partner AAs to identify local opportunities. The government recognises that pools
currently have different approaches to local investment and vary in the extent to which they have
the capability to assess and manage local investments, but it is the government’s view that it is
the pool which is in the best position to provide the central capability to carry out due diligence
and manage local investments.

72. In addition, pools invest over a wider geographical area than AAs, reducing risks from under
performing assets. But pools and AAs may both lack a comprehensive view of investment
requirements and opportunities across a wider regional area, as set out in local growth plans.
When fully implemented, local growth plans will act as a guide to investors seeking opportunities
which support local growth and contribute to the National Industrial Strategy.

Proposals

73. With these considerations in mind, Government’s view is that the right approach to increasing
local investment brings together the distinctive strengths of AAs and pools and takes account of
the role of Combined Authorities (CAs), Mayoral Combined Authorities (MCAs), Combined County
Authorities (CCAs) and the Greater London Authority (GLA) in regional growth and development.
The government wishes to see greater collaboration between AAs, pools and combined
authorities of all types on local investment, for the long-term benefit of local areas, and believes
that scheme members support the LGPS in making local investments.

74. For the purposes of this consultation, the term ‘local investment’ is used to include
investments local to any of a pool’s partner AAs, or investments in their region (or in Wales, for
Welsh AAs). The government invites views on the appropriate definition of the term ‘local
investment’ for reporting purposes.

Requirement to set out approach to local investment in the Investment Strategy Statement

75. AAs normally review their Investment Strategy Statements every 3 years following the triennial
valuation of the fund. To ensure that local and wider investment priorities are fully considered by
AAs as part of deciding their investment strategy, the government proposes a requirement in
regulations for AAs to set out their high-level objective on local investment in their Investment
Strategy Statement, including a target range for local investment as a proportion of the fund.

76. AAs would also be required to take account of local growth plans, including local economic
priorities and specific investment requirements, in setting their investment strategies. For areas
where there is no local growth plan, we would expect AAs to work closely with local authorities in
their areas to identify local opportunities. In Wales, AAs would be required to take account of the
economic development priorities and plans of the relevant Corporate Joint Committee (CJC) or
Committees.

77. Our intention would be to include guidance on the new requirement in statutory guidance on
investment strategy statements. This would include guidance on government’s expectations on
working with CAs, MCAs, CCAs, CJCs and other local authorities and Local Growth Plans to
identify opportunities.

Requirement to work with combined autlﬁag@ 4d similar bodies



78. AAs are well placed to draw on their knowledge of the local area and its changing
circumstances, in identifying potential investment opportunities which may align with their
investment strategies and with local growth plans or equivalent. The government therefore
proposes setting new requirements for AAs to work with CAs, MCAs, CCAs or the GLA, or local
authorities in other areas, with a view to identifying potential local investment opportunities for
consideration by their pool. In Wales, AAs would be required to work with the relevant Corporate
Joint Committee or Committees and with local authorities more broadly to identify investment
opportunities. AAs would be expected to put forward opportunities they have identified to their
pool at any time in the valuation period as they arise.

79. In line with the proposals set out in chapter 2, it would then be for the pools to make the final
decision on whether to invest, and to manage all assets on behalf of their partner AAs including

legacy and new local investments. Requirement for pools to carry out due diligence on potential
local investments

80. The proposal above to require AAs to identify local investment opportunities to put forward to
their pool means pools would need to have arrangements to receive proposals and conduct due
diligence on projects. Pools may also be able to assist in developing some proposals into
investable opportunities. For some pools this would be a significant development. But as set out
above, it is the government’s view that pools are in the best position to provide the necessary
expertise and capacity.

81. The government therefore proposes a new requirement for pools to develop the capability to
carry out due diligence on local investment opportunities. Pools would be expected to collaborate
as necessary with their partner AAs, CAs, MCAs or CCAs, and other relevant authorities
(including the GLA in London and Corporate Joint Committees in Wales) to support local
investment. Some projects for which LGPS support would be considered may be inappropriate for
pensions investment, or require disproportionate resources to assess and manage, but many
should benefit from collaboration across AAs, pools and CAs.

Requirement to report annually on local investment

82. To ensure funds are accountable, the government is proposing that funds include in their
annual report, as part of the report on the fund’s investments, a report on the extent and impact of
their local investments. This will increase transparency and allow members to see the locally
important projects delivered thanks to LGPS investment.

83. Our intention would be to work with the SAB to include guidance on reporting of local
investment reporting in statutory guidance on annual reports, and to consider how to reflect this
new requirement in the Scheme Annual Report.

Question 13
What are your views on the appropriate definition of ‘local investment’ for reporting purposes?

Question 14

Do you agree that administering authorities should work with their Combined Authority,
Mayoral Combined Authority, Combined County Authority, Corporate Joint Committee or with
local authorities in areas where these do not exist, to identify suitable local investment
opportunities, and to have regard to local growth plans and local growth priorities in setting
their investment strategy? How would you envisage your pool would seek to achieve this?

Question 15

Do you agree that administering authorities should set out their objectives on local
investment, including a target range in their investment strategy statement?

Question 16
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Do you agree that pools should be required to develop the capability to carry out due
diligence on local investment opportunities and to manage such investments?

Question 17

Do you agree that administering authorities should report on their local investments and their
impact in their annual reports? What should be included in this reporting?

Implementation

84. The government proposes to set out new requirements in regulations. Our intention would be
to work with the Scheme Advisory Board to include in new statutory guidance on pooling, and
updated guidance on investment strategy statements and annual reports.

4. Governance of funds and pools

85. LGPS assets have more than doubled in the last decade, membership has increased by
almost 50%, and there are now nearly 20,000 employers, so it is more important than ever that
the scheme is effectively governed. Members and employers have a right to expect consistently
high standards across the scheme with robust and resilient governance and administration in
every AA.

86. There is evidence to suggest that good governance also has financial and wider benefits
through a governance premium for well governed pension schemes which benefit from sustained
and resilient returns compared to less well governed schemes. Well governed schemes are likely
to be more effective and agile, and therefore better managing risk and picking up opportunities.
Research from the Pensions Policy Institute
(https://www.pensionspolicyinstitute.org.uk/media/t2djkxca/20170