Agenda Item No: 5

CAMBRIDGESHIRE

PENSION FUND m LG S S

PENSION FUND BOARD
24 July 2014

Report by: THE HEAD OF PENSIONS

Subject: LGPS Draft Governance Regulations
Purpose of the To provide an update on the draft LGPS Governance Regulations
Report and initial plans for implementing the local Pension Board

Recommendations to formal approval by the Chairman of the PFB.

1. Note the contents of the report and provide any views on
the matters raised.

2. Delegate responsibility for developing a response to the
consultation to LGSS Pension Services officers subject

3. Agree that LGSS Pensions Services officers work with
the Director of Legal Services officers to progress the
establishment of the PSPA Board, subject to ongoing
updates to and input from the Chairman of the PFB.

Report Author and | Manager
Enquiries to: Tel: 01604 366871

Paul Tysoe, Pensions Services Funding and Governance

Email: phtysoe@northamptonshire.gov.uk

1.1

1.2

1.3

Summary of Report

The Public Service Pensions Act (PSPA) provides the platform for a number of
changes to public service pensions schemes, including the introduction of the new
benefit structure in the Local Government Pension Scheme (LGPS) from 1 April
2014. There are a number of key changes impacting on the governance of public
service pension schemes, and the Secretary of State for Communities and Local
Government (DCLG) has now issued a consultation on draft regulations detailing the
expected changes to be made within the LGPS. A copy of the consultation is
attached as Appendix A.

There are two key elements included within the draft regulations:

e the requirement for each LGPS administering authority to introduce a local
Pensions Board. Throughout this report, for clarity purposes, these new Pension
Boards will be referred to as the "PSPA Boards".

e The introduction of a national Scheme Advisory Board.

The consultation closes on 15 August 2014. Final regulations are expected to be
made in September or October 2014 with some of the provisions effective from 1
October 2014 to allow the establishment of these bodies before the deadline date of
1 April 2015.


mailto:phtysoe@northamptonshire.gov.uk

2.

2.1

2.2

PSPA Board

It is worth noting that the provisions included in these draft regulations are relatively
light touch, providing administering authorities with a significant amount of flexibility
when developing their local PSPA Board. In many places the provisions are
effectively repeating the requirements of the PSPA.

The provisions relating to PSPA Boards are included on pages 17 and 18 of the
attached consultation document. Some of the key elements are outlined below:

Establishment

Each administering authority is required to establish a local PSPA board no later
than 1 April 2015.

As well as assisting the administering authority with securing compliance with
regulations and requirements imposed by the Pensions Regulator, the new PSPA
Board will also be responsible for assisting in ensuring effective and efficient
governance and administration of the Scheme.

Where a pension committee already exists as a committee of a local authority
(which is the case with most administering authorities), there is an option to
create one combined pension committee and PSPA Board. However, this will be
subject to the Secretary of State’s approval because the practical and legal
hurdles for doing so are considered extremely challenging.

The option to create a joint PSPA Board with another administering authority is
also included in the covering letter and considered later in this report.

Membership

As had been expected, there must be equal numbers of scheme member

representatives and employer representatives.

There must be at least two of each of these representatives (so a PSPA Board

must comprise of at least four individuals).

However, these representatives:

e cannot be local authority members (i.e. councillors)

e must have "relevant experience and capacity”, although the covering letter
explains that this experience requirement is not to be confused with the
PSPA requirement to have ongoing knowledge and understanding of pension
matters; it will be up to each administering authority to determine what they
consider to be 'relevant experience'

Other members can be appointed to the PSPA Board in addition to the

representatives but the number of these other members must be less than the

total number of representatives.

These points are illustrated below:
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2 or more... 2 or more.....
Employer representatives Scheme member representatives

® Not a councillor ® Not a councillor

® Has relevant experience and capacity ® Has relevant experience and capacity

2.3

24

Others

® Must be less than total of employer
plus scheme member reps

Conflicts of Interest

e Each administering authority must be satisfied that appointees to the PSPA
board do not have a conflict of interest (initially and on an ongoing basis).

e This is defined in the PSPA as "“a financial or other interest which is likely to
prejudice the person’s exercise of functions as a member of the board (but does
not include a financial or other interest arising merely by virtue of membership of
the scheme or any connected scheme)”.

Establishment
e The consultation provides two alternatives relating to how procedures are
established for the PSPA Boards and are asking authorities to indicate their
preferred method:
e For local authorities, Part 6 of the Local Government Act could be made to
apply to the PSPA Board as if it were a local authority committee, or
e Each administering authority determines its own procedures.

Joint Pension Boards

The covering consultation letter considers the option of joint PSPA boards, covering
more than one administering authority, in paragraphs 3.10 to 3.12 of page 14.
Though the default position will be one PSPA board per administering authority, it
provides some flexibility for authorities to suggest what might be an appropriate test
to allow a joint PSPA Board to demonstrate sharing between authorities, with the
example quoted being where a joint committee currently exists between those
authorities. From initial conversations with DCLG, it would appear that a joint PSPA
Board with Northamptonshire County Council is certainly not a given, and the
authority would need to provide a strong case to demonstrate why it should be an
option across the two authorities.

At the March 2014 meeting, the potential options for the creation of the PSPA Board
were presented to the PFB as a part of a training session. These alternative
approaches, together with some very high level pros and cons for each option, are
outlined below.
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Pros

Cons

Joint PSPA Board
with NCC (continuing
with separate PFBs)

More efficient: fewer meetings,
one set of appointments, less
reporting

Fewer representatives required

= Representatives may be
more interested in 'home
county' information

= Difficult to convince
DCLG that this is a viable
option

Individual CCC PSPA
Board (continuing
with separate PFB)

Will be 100% focussed on the
Cambridgeshire Pension Fund

= |ess efficient :more
meetings, more
appointments and more
reports

No joint board with
NCC - instead create
single combined
CCC PFB and PSPA
Board

Potential for fewer meetings
(though perhaps longer
meetings)

Fewer Board members required
in total, decreasing overall
management (e.g. less to
appoint and less to train)

= Would require
rebalancing of PFB to
achieve equal employer v
member representatives

= Risk due to overall
responsibility for
stewardship no longer
belonging to CCC due to
removing balance of
power from CCC

= Difficult to demonstrate an
appropriate level of self
scrutiny

= Legislation requires no
conflicts of interest for any
members — may be
difficulties in operating
this

= Difficult to convince
DCLG that this is a viable
option

It is expected that Cambridgeshire County Council will be responsible for establishing
their own PSPA Board, including deciding its size, membership and role. LGSS
Pensions Services officers will be meeting with Democratic and Legal Services
officers to discuss how this should be taken forward. It is recommended that the PFB
agree that LGSS officers work with Democratic Services officers to progress these
matters subject to ongoing updates to and input from the Chairman of the PFB.

An update on progress will be provided to the October PFB and it is envisaged that
the PSPA Board will be established at the November Council meeting. In the
meantime, PFB members are asked to consider and provide any views on these

2.5
2.6
matters.
3. Scheme Advisory Board
3.1

The provisions relating to the establishment of the national Scheme Advisory Board
(SAB) are also relatively light touch. These are in pages 19 to 20 of the draft
regulations in the attached consultation. The key points are summarised below:
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3.2

4.1

5.1

Establishment/Purpose

e The role of the SAB will be two-fold; providing advice to the Secretary of State on
desirable changes to the scheme, and providing advice to administering
authorities and local PSPA Boards on the effective and efficient administration
and management of the Scheme and its pension funds.

e The SAB can determine its own procedures (i.e. voting, structure, payments etc).

Membership

e The membership of the Board will consist of between 2 and 12 members,
appointed by the Chair, who in turn is appointed by the Secretary of State.

e Sub-Committees can also be established and individuals who are not members
of the SAB can be appointed to sub-committees.

Funding

e The SAB's costs will be recharged to administering authorities by way of an
annual payment which is determined by the SAB, and which we understand is
likely to be calculated in proportion to the number of scheme members in each
Fund.

These provisions will result in a smaller SAB than is currently the case for the existing
Shadow SAB, which has 18 members (6 scheme member representatives, 6
employer representatives, an independent chairperson and 5 advisers) in addition to
other observers.

Other Matters in Covering Letter

The covering letter to the consultation also asks for views in relation to a number of

other policy matters including:

e Whether to make annual general meetings and/or employer forums
compulsory; these are currently best practice but some funds do not hold such
events.

e Whether to extend the Public Sector Equality Duty to the PSPA boards and
SAB.

e  Whether to include a statutory responsibility on Pension Committee members to
comply with the CIPFA Knowledge and Understanding Framework and other
relevant training requirements; again, this is currently only best practice. This is
to avoid the situation where the PSPA Board members have a higher knowledge
and understanding requirement than the decision making committee members.

Response to Consultation
Due to the timeframe for responses to the consultation on the draft regulations, it is
recommended that PFB members delegate responsibility for developing a response

to the LGSS Pensions Services officers, subject to formal approval by the Chairman
of the PFB.
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6. Relevant Pension Fund Objectives

Perspective Outcome

» Putin place standards for the Fund and its employers and

Administration .
ensure these standards are monitored and developed as

necessary.

Governance « To .h.ave robust governance arrgngements in place, to _
facilitate informed decision making, supported by appropriate
advice, policies and strategies.

* To ensure the Fund and its stakeholders have the appropriate
skills, and to receive training to ensure those skills are
maintained in a changing environment.

7. Finance & Resources Implications

7.1 These changes will require changes to the governance structure within
Cambridgeshire County Council/LGSS Pension Services.

7.2  These areas will impact on staffing resources during 2014/15 and, to a lesser degree,
in future years. The impact will be kept under review as further information becomes
available.

8. Risk Implications

a) Risk(s) associated with the proposal

Risk Mitigation Residual Risk
Joint PSPA Board requirements | Liaison with DCLG, Chairman and | Green
include additional barriers Democratic Services
Various views on membership | Meeting being set up with | Green
and structure of PSPA Board Monitoring Officer / Democratic
Services Manager to discuss
wider engagement and ongoing
involvement with PFB Chairman

b) Risk(s) associated with not undertaking the proposal

Risk Risk Rating
Cambridgeshire Pension Fund will not meet legislative requirements | Red
Cambridgeshire Pension Fund will not have sufficient resources or Red

time to make necessary changes
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9. Communication Implications
Direct Update report to be provided to PFB in October.
Communications
Website To be considered by LGSS officers/Democratic Services
Newsletter To be considered by LGSS officers/Democratic Services
Induction To be considered by LGSS officers/Democratic Services
Seminar To be considered by LGSS officers/Democratic Services
Training PFB members and other stakeholders within Northamptonshire
County Council will need to understand these changes so that
they can be implemented, and PSPA Board members will require
training. Ongoing updates and training will be provided as
necessary.
10. Legal Implications
10.1 These changes are all required by changes in legislation. The structure and role of
the NPB will be driven by LGPS regulations.
11.  Consultation with Key Advisors
11.1  Advice on how to implement these changes is being provided from Aon Hewitt who
has been involved at a national level in many discussions regarding the
implementation of these changes.
12. Alternative Options Considered
12.1  The various options are outlined above and will be considered further as part of this
ongoing process.
13. Background Papers
13.1 Report to Cambridgeshire PFB of 8" April 2014 — Governance Changes.
14. Appendices
14.1 Appendix A — Department for Communities and Local Government: Draft Regulations

on Scheme Governance Consultation.
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Checklist of Key Approvals

Is this decision included in the Business
Plan?

YES

Will further decisions be required? If so,
please outline the timetable here

YES - as outlined in the report.

Is this report proposing an amendment to
the budget and/or policy framework?

NO

Has this report been cleared by The Head of
Pensions?

YES — Steve Dainty - 9" July 2014

Has this report been cleared by the Section
151 Officer?

YES — Chris Malyon 14™ July 2014

Has the Chairman of the Pension Fund
Board been consulted?

YES — copy of report sent 9" July 2014

Has this report been cleared by Legal
Services?

YES/NO - Report cleared 16/07/2014
NAME:OF OFFICER: - Laurie Gould
COMMENTS - None
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