Agenda Item 9 (Appendix B)

Call For Evidence – Proposed Teesside Pension Fund Response


Call for evidence on the future structure of the Local Government Pension Scheme

In response to the above call for evidence, please accept this as the response from Middlesbrough Council, in its capacity as the administering authority to the Teesside Pension Fund (the Fund).

Teesside Pension Fund
Our response to this call for evidence is based on our experiences and performance.  In order to provide context to our response, listed below are some key facts about the Fund:
· Size of TPF is currently £2.9 billion

· 99.8% funded now, 100% funded with an average employer rate of 14.9% over 14 years (2010 valuation)
· 85.5% managed in-house (at 31 March 2013)
· 10.8% managed through external pooled vehicles

· 3.7% managed by one external investment manager (direct property portfolio)

· £19.41 investment management cost per scheme member (SF3 return 2011/12)

· £43.91 total cost per scheme member (SF3 return 2011/12)

· 10.2% pa 10 year return as at 31 March 2013, v. 9.3% pa LGPS average (WM Performance Services)

· 8.5% pa 20 year return as at 31 March 2013, v. 7.8% pa LGPS average (WM Performance Services)

In addition, the Fund has four unitary authorities as employers in the Fund, all of which are a similar size in terms of membership numbers.

Our response answers each question posed in the Call for Evidence document, as follows: 
Q1.  How can the Local Government Pension Scheme best achieve a high level of accountability to local taxpayers and other interested parties – including through the availability of transparent and comparable data on costs and income – while adapting to become more efficient and to promote stronger investment performance.
Providing a good quality staff pension scheme is a key part of local authority recruitment and retaining employees.  Employer contributions to pensions make up a substantial part of payroll costs, and contributions to pay for future pension liabilities are a big risk to each authority.  Therefore, the performance of the LGPS pension funds is a key part of local accountability; if higher contributions are required then that implies there is less available for other essential work and poor value for money for local taxpayers.
Given the impact changes to employer contributions can make to a local authority, it is essential for locally elected representatives to oversee the running of the LGPS funds, and take responsibility for performance, i.e. fiduciary duty.  Middlesbrough Council, as the administering authority for the Fund, delegates responsibility to the Teesside Pension Fund and Investment Panel (the Panel).  Locally elected representatives from each local authority employer and a representative from the other employers are represented on the Panel, providing local accountability for a large proportion of local authority expenditure.
The Panel has always provided a balance between good long term performance and value for money, consistent with other local authority departments.  The Fund is managed by a team of in-house managers, and currently costs just over £1 million to run a £3 billion fund.  Also, our performance over the long term is above average.  These characteristics are consistent with other in-house managed LGPS funds, as identified in the report by East Riding Pension Fund – A Critical Analysis of Investment Performance, Costs, and Management Arrangements, and State Street Global Services – Lessons from internally Managed Funds.  As part of any re-organisation, the TPF promotes use of more in-house management as a method of raising the overall performance of the LGPS and reducing management costs.
Our costs, investment income and performance are all published in our annual report and accounts, and returns (SF3 returns) on costs are also provided to the Department for Communities and Local Government (DCLG).  Currently, there is inconsistency with the SF3 returns, and the Fund would support greater consistency and widening the SF3 data published to include investment income and performance to improve benchmarking and accountability.
Q2.  Are the high level objectives listed above those we should be focussing on and why?  If not, what objectives should be the focus of reform and why?  How should success against these objectives be measured?
The high level objectives in the Call for Evidence are dealing with the deficit and improving investment returns.  They are consistent with the Fund’s own high level objectives and consistent with the fiduciary duty performed by the Panel.  As can be seen, our funding level is near 100%, and this has been achieved by above average investment returns and not deviating from our deficit recovery plan.
Additional issues to take into account are deficit recovery plans must be realistic, and not take on too much risk and volatility in trying to achieve required investment returns.   Employers should look for stable employer contribution rates first, and then look for long term improvements to reduce the pension fund deficit before benefitting from reduced employer contribution rates.

Ultimately, success can only be zero deficit with consistently good returns per annum over the long term and low average employer contribution rates.

Q3.  What options for reform would best meet the high level objectives and why?
As stated earlier, the TPF promotes more in-house management across the LGPS.  It is strongly believed that this has improved returns over the long term, taken out volatility in these returns and the in-house team has provided other beneficial qualities to running and managing the Fund.

In addition, strong governance from the Panel with a proper understanding of fiduciary duty has helped the Fund achieve high returns and a low deficit.  Setting an investment strategy appropriate to the Fund  and a realistic long term deficit recovery plan to achieve a 100% funding level, and sticking to it through market volatility has worked so far.
Q4.  To what extent would the options you have proposed under question 3 meet any or all of the secondary objectives?  Are there any other secondary objectives that should be included and why?
The in-house model achieves most of the secondary objectives.  Our management costs at £19.41 per scheme member or at 0.05% of assets under management are among the lowest in the LGPS.  The in-house managers work with the Investment Advisors to the Panel, and take responsibility for stock selection.  Their long term performance is measured and reported to the Panel, and as part of the annual report and accounts.  This flexibility over investment choices has been a large part of the long term success of the Fund.  In addition, the Fund has benefitted from higher quality staffing resources from the in-house managers.  Finally, the Fund has already sought to improve the cost effectiveness of administration, where the TPF has gone through value for money processes and decided to outsource this function to achieve cost improvements.
The exception to achieving all the secondary objectives is providing greater investment in infrastructure, which is an investment choice for individual funds to consider, not an objective or an option for reform.
Q5.  What data is required in order to better assess the current position of the Local Government Pension Scheme, the individual Scheme fund authorities and the options proposed under this call for evidence?  How could such data be best produced, collated and analysed?
As a promoter of in-house management, this Fund suggests the report by East Riding Pension Fund and WM (State Street) data are used as a starting point to better assess the current position of the LGPS.  The differences, in terms of investment performance and management costs, between in-house managed funds and those with external managers are already available from these sources.
The only additional data which would serve useful in assessing the current position of the LGPS is the funding levels of the LGPS as a whole and individual funds.  It is acknowledged that different assumptions are used in calculating funding levels, this should not be a barrier to comparisons being made between funds.  Whole fund valuations from the 2103 actuarial valuations will soon be available.
Conclusion
The Teesside Pension Fund has always had in-house managers working for the Fund.  Our performance is above average and costs are among the lowest in the LGPS.  The Fund is almost fully funded, and it is considered that the in-house model has been a very large part of achieving this.  Our recommendation for reform would be for more in-house management across the LGPS.
