
CLACKMANNANSHIRE COUNCIL 

Report to:  Audit Committee 

 Date of Meeting:  6 December 2018 

 
Subject:  Local Government Pension Scheme - Consultation on 

Scheme Structure 
 

Report by:     Chief Accountant (Interim) 

 
 
1. Purpose  
 

1.1 The purpose of this report is to advise the Council of a consultation exercise 
that is taking place on the structure of the Local Government Pension Scheme 
in Scotland. 

1.2 The consultation has been launched by the national Scheme Advisory Board 
– the body responsible for advising Scottish Ministers on changes to the 
Scheme.   

1.3 The consultation document link is at the end of this report. 
1.4  The report provides a summary of the consultation process and considers the 

high level advantages and disadvantages of the options proposed.  The report 
also sets out the response process. 

 
2.  Recommendations 

2.1  As the consultation period ends on 7 December 2018, the Audit Committee is 
asked to: 

 note the contents of the report and to comment and challenge as 
appropriate; 

Either 

 agree the Falkirk Council Pension Fund response, on behalf of the 
Council as set out at appendix 1; or  

 Provide a separate submission in response to the consultation, setting out 
the Council’s own response, in principal, to the preferred merger option. 

 Refer its decision to Council for ratification  on 20 December 2018. 
 

3.  The Local Government Pension Scheme in Scotland 

3.1  The Local Government Pension Scheme in Scotland (SLGPS) is Scotland’s 
largest pension scheme with around 400,000 members (employees, 
pensioners and deferred pensioners). 
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3.2  The Scheme covers local authorities, colleges of education, and a variety of 
other public bodies and charitable organisations. The Scheme is administered 
by 11 separate authorities whose Funds range in size as follows: 

 

 

Largest Fund  Middle Sized Fund  Smallest Fund 

Strathclyde   Falkirk    Orkney 
No of Members  222,860   30,258    3,660 
Assets   £19.7bn   £2.2bn    £335m 

 
Statistics are as at 31 March 2017 

 
3.3  The largest Funds are Strathclyde, Lothian and the North East of Scotland 

Pension Fund.  The smallest Funds are Shetland Islands and Orkney Islands, 
with Falkirk being a middle-sized fund, alongside Tayside, Fife, Highland, 
Scottish Borders and Dumfries and Galloway. 

3.4  At March 2017, the SLGPS had combined assets of £42bn and total liabilities 
of £55bn. 

 
4.  Background to the Consultation 

4.1  The Heads of Agreement signed in 2013 between CoSLA and the Trade 
Unions contained a commitment that once the new Career Average Scheme 
had been set up there would be a review of the structure of the Scheme. 

4.2  Following preparatory work by the Scheme Advisory Board, the Cabinet 
Secretary, Derek MacKay MSP, has now formally requested that the structural 
review be initiated. 

4.3  A similar exercise (known as “the Pathfinder Project”) was conducted in 2011 
to identify potential savings and efficiencies from Funds either merging or 
collaborating. At that time, the consultants, Deloitte, found that the savings 
from reduced investment fees were insufficient to justify the cost and 
disruption of merging Funds. They did however suggest that there would be 
benefits from increased collaboration.  

4.4  Notwithstanding the long term commitment to undertake a review, the 
Scheme Advisory Board’s consultation document outlines “significant 
challenges” faced by the Scheme and cites these as further justification for the 
structural review.  It lists challenges as: 

•  Investment management costs and their transparency 
•  Investment performance 
•  Volatile investment markets 
•  Maturing scheme membership 
•  Investment preferences, such as fossil fuels and infrastructure 
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4.5  The list is clearly not exhaustive and wider challenges such as meeting both 
customer demands in a digital age and the rising expectations of the Pensions 
Regulator need also to be factored into the review process. 

 
4.6  In summary, the purpose of review is to determine whether the long term 

interests of scheme members and employers can be served better by 
changing the current structure. 

 
5.  The Options for Change and Consultation Process 

5.1  The consultation document identifies 4 options for consideration: 
•  Retain the current structure of 11 Scottish LGPS Funds 
•  Promote greater co-operation in administration and investing between the 

11 Funds 
•  Pool investments between the 11 Funds 
•  Merge the 11 Funds into one or more new Funds 

5.2  The consultation is open to LGPS employers and employee representative 
groups.  Responses will be collated by the Pensions Institute who has been 
commissioned by the Advisory Board to carry out that work.  The Advisory 
Board will then make a recommendation to the Minister with a final 
Government decision expected in mid to late 2019. 

5.3  The consultation is in the form of a series of 60 questions with respondents 
asked to consider the 4 options against the following criteria: 

•  Cost of investing 
•  Governance 
•  Operating Risks 
•  Infrastructure Investment 

A final section (Question 5) invites respondents to state their preferred 
structure for the future. 

5.4   The closing date for responses is Friday, 7th December, 2018. 
 

6.  Pros and Cons of the Options 

6.1  This Section of the report considers the high level advantages and 
disadvantages of the 4 options on the table: 

6.2  Retaining the Current Structure 
 

Advantages 

i)  Risk mitigated by having Scheme delivered by 11 Funds 
ii)  Continuance of local governance and local control 
iii)  Service delivery close to employers and members 
iv)  No new structure, means no potential disruption to services 
v)  Investment strategy can stay attuned to local Fund circumstances 
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vi)  Voluntary collaboration is still an option 
 

 

Disadvantages 

i)  Key person risk and long term resilience not addressed 
ii)  Duplication of effort across 11 Funds 
iii)  Limited scope to achieve investment efficiencies 
iv)  Skills and knowledge require to be maintained by 11 Boards and 

Committees 
6.3  Promote co-operation in administration and investing between the 11 Funds  

The Advantages and Disadvantages of this option are essentially the same as 
in 6.1, except that Funds would be able to seek out efficiencies through 
collaborations and transition to these at their own pace. 

6.4  Pool investments between the 11 Funds have been directed by Government 
to combine their assets into pools of around £25bn with the aim of reducing 
investment costs and increasing the scope for investment in larger scale 
infrastructure projects. 
Advantages 

i)  Strategic asset allocation decisions still made by local Fund 
ii)  Specialist pool boards oversee the manager appointment/monitoring 

process 
iii)  Prospect of lower investment costs 
iv)  Scope to invest in large scale infrastructure projects 
v)  Administration could still be delivered locally 
vi)  Potential for greater focus on stewardship responsibilities 

 

Disadvantages 

i)  Risk increased by aggregating assets 
ii)  Legislative, regulatory and governance issues to be overcome 
iii) Significant set up costs per England and Wales experience 
iv)  Potential service disruption if Fund staff move away to posts with a pool 
v)  Local Funds would continue to have challenges of long term resilience 
vi)  Potential for conflict between local Funds and pool Board 

 
6.5  Merge the 11 Funds into one or more new Funds 

Advantages 

i)  Clarity - one entity (or several discrete entities) has responsibility for the 
pensions function 

ii)  Opportunity to build hub(s) of LGPS expertise including internal 
investment 
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iii)  Allows for better management of key person risk 
iv)  More likely to attract staff with necessary skills 
v)  Administration could still be devolved for local delivery units 
vi)  Prospect of lower investment costs 
vii)  Scope to invest in large scale infrastructure projects 
viii)  Potential for greater focus on stewardship responsibilities 
 

Disadvantages 

i)  Risk increased by having fewer Funds 
ii)  Requires legislative change 
iii)  Governance arrangements to be worked out (Joint Committee or Other 

Vehicle) 
iv)  Employers more remote from governance process 
v)  Members potentially more remote from service delivery point 
vi)  Staffing implications 
n.b. Fund mergers have previously taken place previously - in 1975 – when 
County Council Funds and Burgh Funds were merged to form the present 11 
Funds. 

 
7.  Infrastructure Investment 

7.1  The desire to channel Fund monies into national infrastructure projects is one 
of criteria against which respondents have been asked to assess the 4 
options.  In this regard, it is worth noting that: 

• Whilst infrastructure is an attractive asset class for local authority funds, 
the Funds do not exist to facilitate infrastructure investment but to pay 
scheme benefits.  Commitments to infrastructure must therefore meet a 
Fund’s risk and return requirements so as to be in accordance with a 
Fund’s fiduciary duty to invest in the best interest its stakeholders  

• Lothian and Falkirk have been successful in accessing infrastructure 
assets even under the current structure 

• Aggregating or pooling of assets will allow Funds to compete for an 
investment stake in larger infrastructure projects.  However, such assets 
will not necessarily have the correct risk and return credentials to fit with 
Fund strategy. (Higher profile assets can be the target of a wide range of 
global investors (e.g. sovereign wealth funds) and may not be attractively 
priced).  
 
 

8.  Falkirk Pension Fund Response 
8.1 The Falkirk Fund response has been compiled after consulting with the 

members of the Pensions Committee and Pension Board.  The Board 
contains 4 reps from the main employers in the Fund and 4 trade union reps. 
The Committee also has employer, union and pensioner representation.   
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 8.2 The response attached in appendix 1 sets out the detailed the agreed view of 
the Pension Committee and Board.  However, individual employers may have 
different views and wish to submit an individual response.   

8.3 If the Council has a strong view on when it would consider a merger and what 
scale of merger it would accept, an individual response can be submitted on 
the 7th December. 

 
9.  Publicising the Consultation 

9.1  The following actions are being taken by the Fund to publicise the 
consultation: 

• E-mailed all Falkirk Fund employers to alert them to the consultation 
exercise 

• Information about the consultation is included with this year’s Benefit 
Statements 

• Pensioners received a message on their September advice slips referring 
them to the Advisory Board website. 

9.2  Further information relating to the consultation is being posted on the website 
of the Scheme Advisory Board at http://lgpsab.scot/. 

 

10. Conclusion 

10.1  The Scheme Advisory Board has launched a consultation into the structure of 
the LGPS in Scotland.  This is an opportunity for Funds, Employers and 
Unions to consider how best the Scheme should be configured in order to 
ensure its ongoing sustainability and resilience. 

10.2  The review has the potential to change the manner in which the Scheme 
delivers administration and investment functions to its stakeholders.  Around 
7% of the Scottish population have a financial interest in SLGPS and, as such, 
the review can be considered to be of material significance. 

10.3 It is proposed that the Falkirk Pension Fund response is accepted on behalf of 
Clackmannanshire Council, as representative of its view.  However, if not  the 
Council needs to decide: 

 if there any circumstances in which it would be happy to merge the fund, 
and 

 if so, which merger option it would prefer.   
This can be submitted as a separate submission on the 7th December.  

11. Sustainability Implications 

11.1 There are no sustainability implications arising directly from this report. 

12. Resource Implications 

12.1 Finance 

There are no immediate financial implications associated with this report. 
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Depending on the outcome of the review, there may be scope for investment 
management fees to reduce, however savings could initially be offset by the 
costs of transitioning to any new structural arrangements. 
 
 

12.2 Additional Resources 

 No additional resources are required at this time.   
12.3 Risk 

  Key person risk and resilience are recognised as ongoing Fund risks under 
the current Fund structure.  These risks are mitigated to a degree by the 
Fund’s collaboration with the Lothian Pension Fund.  Depending on the 
outcome of the review, these risks could be mitigated further in the event of a 
Fund merger or with the pooling of assets. 
Should a change in structure being authorised, Funds would have to guard 
against services to members being disrupted during any transitional period. 
 

13. Sustainability/Environmental Impact 

13.1  No direct sustainability/environmental issues are raised by this report, 
although depending on the outcome of the review, the environmental, social 
and governance activities in which the Fund currently engages may become 
the responsibility of another body (e.g. a Pool Board or a New Fund). 

14. Exempt Reports          

 Is this report exempt?      No  

15.0 Declarations 
 
The recommendations contained within this report support or implement our 
Corporate Priorities and Council Policies. 

(1) Our Priorities (Please double click on the check box ) 

Clackmannanshire will be attractive to businesses & people and  
ensure fair opportunities for all    
Our families; children and young people will have the best possible 
start in life   
Women and girls will be confident and aspirational, and achieve 
their full potential   
Our communities will be resilient and empowered so 
that they can thrive and flourish   
 

(2) Council Policies  (Please detail) 

16.0  Equalities Impact 
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16.1 No equalities issues are raised by this report. 

17.0 Legality 

17.1 If pooling or fund merger is sanctioned, it would be necessary for the Scottish 
Government to amend the Pension Scheme Regulations.  With pooling there 
would also be regulatory processes to be undergone to establish the pool 
Boards. 

18.0 Appendices  

18.1 Please list any appendices attached to this report.  If there are no appendices, 
please state "none". 

 Appendix 1:  Consultation Response Form 

19.0 Background Papers  

19.1 Have you used other documents to compile your report?  (All documents must be 
kept available by the author for public inspection for four years from the date of meeting at 
which the report is considered)    
 
Section 95 officers joint response 
Consultation on the 

Review of the Structure of the Scottish Local Government Pension Fund 

Carried out by the Pensions Institute 

on behalf of the Scottish Local Government Pension Scheme Advisory Board 
June 2018 

 

Author(s) 

NAME DESIGNATION TEL NO / EXTENSION 

Paula Tovey Chief Accountant (Interim) 

 

01259 452078 

Approved by 

NAME DESIGNATION SIGNATURE 

Paula Tovey Chief Accountant (Interim) 

 

Stuart Crickmar Strategic Director Partnership & 
Performance 
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