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This is the fifth newsletter to keep you up-to-date on the Pensions Pathfinder Project, which is considering changes to the way the Local Government Pension Scheme in Scotland (LGPS) is managed. Project research has focused on different ways of organising investment management and administration functions to provide cost and efficiency savings, considering all options including both reducing the number of funds and retaining the current eleven funds. The project will not make any changes to the scheme benefits.

Since the beginning of 2011, consultants Deloitte have been working closely with pensions officers to research and analyse models for improved management of the LGPS. Their initial research finished in April with an Interim Report, which was considered by the project’s Lead Officer Steering.

Investment Management: Summary of Research Findings and Recommendations

Deloitte’s Interim Report concluded that no change should be made to Fund’s existing investment structures.  This is because the potential savings generated from investment management fees within a merged structure do not appear to be significant enough to justify a change.  However, benefits could be gained from improved, cost-effective investment governance arrangements including a central resource to provide technical advice on complex investment issues and the removal of the restrictions on how much a pension fund can invest in a single fund.

The Lead Officer Group agreed that the evidence did not demonstrate enough financial evidence to move to a merged model and recommended no further research be undertaken into merger. They also agreed with the recommendations to explore the other areas outlined.

Pensions Administration: Summary of Research Findings and Recommendations
Deloitte concluded there was not enough evidence of large-scale cost benefits in merging the administration functions or to outsourcing to a private partner. However, the report states there are still opportunities to reduce costs, improve service levels and administration oversight and governance arrangements. 

Deloitte has recommended an improvement agenda be taken forward,  further considering these areas as well as investigating the potential for a single operating model which could enable a virtual shared service operation across several or all funds.

Lead Officers agreed with Deloitte’s conclusion that merger and outsourcing should not be considered further but that the proposed improvement agenda should be investigated within the final stage of the project. Directors of Finance have also indicated their support in taking forward the improvement agenda. 

Governance: Summary of Research Findings and Recommendations

Deloitte also carried out initial research on LGPS governance arrangements, concluding the need for some changes. Recommendations closely mirror Lord Hutton’s review of public sector pensions specifically; creating a pensions committee terms of reference, defining roles and responsibilities, as well as including best practice and a wider representation of employers and members.

The Lead Officer Group largely supported the findings and recommended consideration of them in advance of the final outcome of the review of public sector pensions. 

Next steps
The COSLA Resources & Capacity Executive Group met on 11 May to discuss Deloitte’s Interim recommendations and Lead Officer group’s views. The group agreed recommendations to take forward the proposed improvement agenda, requesting further information on the proposed activities of the final component of work be provided to COSLA Leaders at their meeting on 27th May, at which time Leaders will discuss and agree the way forward. Progress to the third and final workstream of the project depends on the outcome of this political meeting. If there is agreement to progress, the Lead Officer Group will then scope out the third and final workstream of Pathfinder.

Regular Project Newsletters will be issued to keep all those involved up to date. A summary of the project’s current position is also available on the project website: www.improvementservice.org.uk/pensions-pathfinder 
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