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Introduction from 
Catherine McFadyen
The Local Government Pension Scheme (LGPS) plays a 
crucial role in our local communities, delivering high 
quality pensions and ensuring good living standards in 
retirement for local government workers and their 
dependants. The LGPS is funded and administered 
locally and Hymans Robertson is proud to advise and 
support local authorities in running the Scheme.

As with other areas of local government, the LGPS has 
been subject to a period of rapid change. Since 2014, 
the Scheme has seen the introduction of a new style of 
benefits, a rapid expansion of the number of employers 
and the introduction of investment pools for funds in 
England and Wales. Local funds have been resilient in 
adapting to that change and have taken on new 
responsibilities despite a backdrop of financial pressure 
and squeezed resource.

Additional governance arrangements have been 
implemented for the oversight of the newly established 
investment pools and careful planning and management 
is now required to transition invested assets from local 
funds into the pools.

The Pensions Regulator (TPR) has set out a clear 
intention to scrutinise and seek improvements in 
administration and governance standards in the LGPS. 
TPR has published the results of ‘deep dive’ visits to 10 
LGPS funds and has raised several issues including key 
person risk, employer risk management, pension board 
engagement and threat of fraud for local funds to 
consider.

Local stakeholders are also demanding more. LGPS 
members have expectations of a modern streamlined 
and supportive service, LGPS employers require more 
fund officer time, while external groups seek to place 
environmental, social and governance issues at the 
heart of investment decisions.
 
This year, we were delighted to assist the Local 
Government Pension Scheme Advisory Board (SAB) 
carry out an important piece of work – Good 
Governance project - which sought the views of LGPS 
practitioners, committee and pension board members 
and advisers on ways in which the governance 
structures and practices of the LGPS might be improved 
to respond to many of these challenges. The SAB are 
pressing ahead to implement the proposals made in 
that report.

2  A Brief Guide to the Local Government Pension Scheme



This guide is aimed at elected members, Scheme 
member and employer representatives, who sit on 
pension committees or panels and exercise a decision-
making function in respect of LGPS funds, and members 
of local pension boards whose role is one of assisting 
and oversight. It will be particularly useful to committee 
and board members who are new to the role of dealing 
with an LGPS pension fund. It is also useful for those 
who are already involved in pension committees or 
boards and are looking for a summary of the important 
role that they play in the ‘stewardship’ of their funds. 
This guide can help by familiarising you with some key 
areas and providing background on -

•	 Understanding of the Local Government 		
	 Pension Scheme (LGPS) and how it is set up.

•	 The main areas of risk involved in running your 	
	 fund and the management of these risks.

•	 The sort of decisions that you may be asked to 	
	 make or assistance you can give to the 		
	 administering authority.

With more than 90 years’ experience of local 
government pension funds, Hymans Robertson has a 
long history of working with local authorities. We 
currently provide advice to over half of the LGPS funds 
in the UK. We use this extensive experience to help 
make life easier for those, like you, who are responsible 
for the successful running of your funds.

I hope you find this brief guide helpful.

Catherine McFadyen
Head of Public Sector Actuarial, Benefits and Governance 
      0141 566 7784	          catherine.mcfadyen@hymans.co.uk
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Key LGPS Facts England and Wales

•	 Made up of 88 regional funds
•	 Around 5.8 million members
•	 Total fund assets are £271 billion
•	 Total expenditure on benefits is over £12.7 billion p.a.

(Source: MHCLG LGPS Funds: 
England and Wales statistical release 2017/18)

Basics of the Local Government 
Pension Scheme (LGPS)
The LGPS is a defined benefit, funded occupational 
pension scheme, set up under Regulations set by 
Parliament (Scottish Ministers in Scotland and the 
Northern Ireland Assembly in Northern Ireland). The 
pension scheme provides pension benefits for those 
who work in the local authority arena and is open to 
employees of local government as well as a wide range 
of other public service employers e.g. Charities, Private 
Sector contractors. The pension benefits under the 
LGPS are set nationally and are very secure as they are 
written in statute.

CARE
From 1 April 2014, the LGPS in England and Wales (2015 for 
the other regions) became a Career Average Revalued 
Earnings based scheme with pension accruing each year 
based on scheme members’ earnings over their career. 
Previously the benefits under the scheme were based on 
a formula linked to length of service and pensionable pay 
on leaving.

Funded
This means that a fund is built up from employee and 
employer contributions, investment income and growth in 
order to meet future benefit payments as they fall due as 
opposed to being an unfunded or pay-as-you-go 
scheme, like most other public service schemes.

Definitions

Separate Regulations for administration, 
governance and investments apply in 
England & Wales, Scotland and Northern 
Ireland, but the scheme is broadly similar 
in each country or province.

Although the LGPS is a nationwide scheme it is 
administered locally and is made up of many standalone 
funds – normally administered by local authorities. It is 
the management and governance of these standalone 
funds that we consider in this booklet.

Key LGPS Facts Scotland

•	 Made up of 11 regional funds
•	 Over 0.55 million members
•	 Total fund assets of more than £45 billion
•	 Total expenditure on benefits is around £1.2 billion p.a.

(Source: Scottish Scheme Advisory Report 2017/18)

Admission bodies
Employers that have applied to participate in the scheme 
under an admission agreement – usually employers such 
as charities or contractors. Admission bodies usually 
provide a public service which is closely linked to the 
functions of a local authority.
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Who’s who in the LGPS
The main parties involved in the management and 
administration of the LGPS are:

The administering authority
Usually a council – it has the responsibility of managing 
all aspects of the fund.

Ministry of Housing, Communities and Local 
Government (MHCLG)
The central government department, which has overall 
responsibility for the strategic management and policy 
making in relation to the LGPS in England and Wales. 
The Scottish equivalent is the Scottish Public Pensions 
Agency, whilst the Northern Irish version is the 
Department of the Environment.

Officers
Employees of the administering authority whose role it 
is to carry out the day-to-day administration and 
management of the fund on behalf of the elected 
members. The actual day-to-day administration may be 
carried out by an in-house team, an external contractor 
or a local authority shared service.

The pension committee (or equivalent)
Primarily made up of elected members from the 
Council acting under delegated authority as the 
administering authority. The committee usually has 
overall responsibility for the fund and provides a similar 
function to that of trustees in private sector pension 
schemes.

The local pension board
Made up of member and employer representatives 
whose aim is primarily to assist the administering 
authority in the governance of the scheme. Unlike the 
pension committee, local pension boards have no 
direct delegated decision-making responsibilities.

Advisers
There are many experts whose assistance you may 
need to rely upon. The list includes auditors, lawyers, 
investment managers, actuaries, investment, 
governance and benefit consultants and custodians.

The Pool (England and Wales only)
There are eight LGPS pools.  Each LGPS fund in England 
and Wales is a member of one of these Pools. Going 
forward the Fund’s pool will be its primary route to  
implementing their investment strategies. 

Other bodies
Other groups that you will come across include LGA (Local 
Government Association), who provide guidance on the 
technical aspects of the LGPS, and CIPFA (Chartered 
Institute of Public Finance and Accountancy) who provide 
support on reporting and accountancy aspects.

The Pensions Regulator
The Regulator is responsible for regulating the governance 
and administration of pension schemes and has published 
a code of practice for public service schemes to adhere 
to.

Scheme Advisory Board (SAB)
A national body representing employers and scheme 
members, which works with Government and other 
stakeholders to encourage best practice, increase 
transparency and coordinate technical and standards 
issues. Separate SABs exist for the schemes in England & 
Wales, Scotland and Northern Ireland.

Scheme Employers
Local authorities, public service organisations and private 
contractors providing an outsourced service.

Scheme Manager
The body responsible for running a public-sector pension 
scheme. In the LGPS, each administering authority is a 
scheme manager.

Scheme Members
Actives, deferreds or pensioners within the LGPS.

Your own officers will be able to provide you 
with details of the people involved in your fund, 
and your governance arrangements.
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What does the role of the 
committee entail?

Agreeing the fund’s objectives and investment 
beliefs
•	 Monitoring progress of the fund’s progress towards 	
	 its objectives
•	 Using the beliefs to form the fund’s investment 		
	 strategy

Deciding upon an appropriate investment 
strategy and structure for your fund
•	 Considering advice from your investment advisers 	
	 and the fund’s Actuary
•	 Identifying and managing the fund’s key risks
•	 Setting policy on environmental, social and 		
	 governance (“ESG”) related matters, including 		
	 climate change

In relation to the management of your fund’s 
assets
•	 Liaising with your pool on investment options 		
	 (England and Wales only)
•	 Potentially selecting new investment managers 		
	 (Northern Ireland and Scotland)
•	 Monitoring performance over time of decisions 		
	 delegated to other parties (All)

The main decisions that members of a pension committee are 
likely to have to make are as follows.

Pooling LGPS Investments

In the November 2015 Autumn Statement, the 
Government published guidance and criteria for pooling 
LGPS assets in England and Wales into a number of 
separate asset pools (using the following criteria):

•	 A minimum size of £25bn in order to benefit from 	
	 economies of scale;
•	 Strong governance and decision making;
•	 Reduced cost and excellent value for money; and
•	 An improved capacity to invest in infrastructure.

Since then, a great deal of work has been taking place, 
most notably the forming of 8 investment pools 
covering all English and Welsh funds.  There has also 
been follow up draft guidance published.  Your officers 
will be able to tell you more about the pool in which 
your fund participates and the current status and 
timetable of your pooling arrangements.

At time of writing assets have started to be transferred 
into the pools. Over time, the majority of English and 
Welsh funds’ assets will be managed by these pools. 
Committees will continue to be responsible for setting 
their objectives, beliefs and their fund’s strategic asset 
allocation, as well as setting ESG policy and monitoring 
their fund’s arrangements (including the performance of 
the pool). The responsibility for manager selection will 
largely pass to the pool. CIPFA has prepared a guidance 
document relating to pooling that is addressed to both 
Committees and Boards.

At time of writing there are not formal requirements for 
pooling in Scotland.
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Dealing with your fund actuary
•	 Ensuring that you have an appropriate funding 		
	 strategy for setting contributions
•	 Agreeing contribution rates at the triennial valuation
•	 Monitoring the progress of the funding level 		
	 between valuations

Ensuring that all relevant documentation is in 
order
•	 Reviewing and updating the mandatory documents
•	 Reviewing administering authority policies as 		
	 appropriate
•	 Approving your pension fund accounts in time

Being responsible for the risk management of the 
fund
•	 Maintaining an up-to-date risk register
•	 Ensuring that appropriate policies are in place to 	
	 deal with the admission of employers into the fund, 	
	 and the departure of employers from the fund
•	 Ensuring the smooth administration of the fund for 	
	 members and employers
•	 Keeping an eye out for possible long-term risks e.g. 	
	 how your longevity experience is changing over 		
	 time

Mandatory Documents

•	 Pension fund annual report
•	 Funding Strategy Statement
•	 Investment Strategy Statement 
	 (or Statement of Investment Principles for funds outside England and Wales)

•	 Governance compliance statement
•	 Communications Strategy
•	 Pension Administration Strategy
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Investment Decisions

These give a sense of what success looks like for the 
fund and the framework that you will work within to 
achieve this success.

Once there is clarity on objectives and beliefs, attention 
turns to how the fund’s assets should be invested. This 
is called “setting strategy” (i.e. the mix of asset types). 
Key things to keep in mind are:

•	 Of the asset classes equities, property and 		
	 alternative assets are essentially “return seeking”. By 	
	 contrast bonds are usually held for funding stability 	
	 and security;
•	 A high allocation to return seeking assets helps to 	
	 keep pensions affordable. However, return seeking 	
	 assets increase downside funding risk;
•	 Diversification (i.e. not putting all of your eggs in one 	
	 basket) should help to reduce the downside risk;
•	 A long-term approach, seeking return, is generally 	
	 considered appropriate – hence the higher 		
	 allocation to equities and alternatives seen in the 	
	 LGPS world relative to most private sector pension 	
	 schemes; and

•	 Environmental, social and governance related 		
	 aspects (including climate change) must be 		
	 considered when making investment decisions.

The asset allocation for a typical LGPS fund could look 
like this:

One of the pension committee’s main tasks include setting the 
fund’s objectives and investment beliefs, as set out within the 
requirements of the Investment Regulations.

Definitions

Equities
“Shares” in companies give an entitlement to dividends 
and the prospect of capital gains. Equities are expected 
to deliver a higher return than bonds over the long term.

Bonds
Bonds provide a regular income and are repaid in full at 
maturity. Gilts are issued by the UK Government and 
Corporates are issued by companies.  Corporate bonds 
are perceived as being higher risk than gilts and therefore 
pay a higher interest rate. Index-linked gilts provide 
income and maturity payments which increase (or 
decrease) in line with inflation.

Property
Investments are usually in commercial property. Due to 
the size of individual properties and the need for 
diversification, investment is often through pooled funds.

Alternatives
Asset classes that add diversification by delivering returns 
in a pattern that differs from equities. Includes Hedge 
Funds, Infrastructure and Diversified Growth Funds (this 
latter group are funds which invest in a range of different 
assets).

Equities           Property           Alternatives           Bonds

60%

10%

15%

15%
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The Role of the Actuary

The following diagram shows how money flows into and out of the fund.

Investment income and growth

Employer Contributions 
Employee Contributions 

Transfers in

Benefit Payments
•Pensions
• Lump sums
•Survivor benefits
•Transfers out

Expenses

Your fund actuary will carry out regular actuarial 
valuations of the fund with the following objectives:
•	 To comply with legislation (it is mandatory to have 	
	 an actuarial valuation every 3 years);
•	 To monitor the ongoing health of the fund (i.e. do 	
	 you have enough money to pay the pensions?);
•	 To recommend appropriate contribution rates for 	
	 employers; and
•	 To monitor the actual experience of the fund against 	
	 the assumptions made.
 

Your main objective when running a pension fund is to ensure 
that there are sufficient funds to pay for the benefits as they fall 
due and contributions are paid at an appropriate level.

Definitions

Pension Fund

Discount rate
This is chosen to reflect the investment return that is 
expected on the fund. It is applied to each future benefit 
payment to determine the (discounted) value of the fund’s 
liabilities. For example, if the fund is due to pay a benefit of 
£100 in one year’s time, and the discount rate is 5% pa, the 
associated liability value is £95.

Funding strategies
These aim to target full funding for each employer over an 
appropriate time horizon by striking a balance between 
future employer contributions and future investment 
returns. The financial strength and risk profile of 
employers are key factors for a fund to consider when 
setting the strategies.

Longevity assumptions
One of the greatest unknowns for a pension fund is how 
long benefits will be paid for. People are currently living 
longer than they did in the past. The extent to which 
improvements are occurring needs to be actively 
monitored. At Hymans Robertson we have created Club 
Vita to carry out this vital function.

In order to carry out the valuation, assumptions need to 
be made about future experience. The most important 
decisions will be around the discount rate to use and 
the longevity assumptions. These feed into financial 
modelling to help inform decisions around funding 
strategies. At valuation time, your actuary will provide 
assistance in determining these assumptions and setting 
funding strategies.
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LGPS boards

The role of the local pension board is to assist the 
scheme manager (the administering authority) in 
securing compliance with:

•	 The scheme regulations
•	 Other governance and administration legislation
•	 Any requirements of the Pensions Regulator
•	 Additional matters, if specified by scheme 		
	 regulations

The boards are required to have an equal number of 
representatives from employers and scheme 
members. They may also have other types of 
members, such as independent experts, but such 
members will not have a vote.

The law requires local pension board members to have 
knowledge and understanding of relevant pensions 
laws, and to have a working knowledge of the LGPS and 
its documentation.

Whereas the role of the pension committee usually 
involves carrying out a decision-making function, 
members of pension boards should focus on the 
processes involved in running the fund. For example, are 
policies and procedures up to date, are the 
requirements of the Pensions Regulator being met and 
is the fund following recognised best practice?

At a national level there is also a Scheme Advisory 
Board. This consists of representatives from across a 
broad spectrum of LGPS stakeholders. Its purpose is to 
encourage best practice, increase transparency and 
coordinate technical and standards issues by being 
reactive and proactive. Separate SABs exist for the 
schemes in England & Wales, Scotland and Northern 
Ireland.

All LGPS funds are required to have a local pension board. The 
board’s role is to assist in ensuring that funds are governed 
efficiently and effectively and that regulatory and best practice 
requirements are met.

Finance officers will be well aware when finalising LGPS 
fund accounts of the CIPFA code of practice that 
requires a statement that those responsible for the 
governance of the fund have the necessary skills. The 
CIPFA code of practice embeds the requirement to 
ensure those charged with pension scheme governance 
have access to the skills and knowledge to carry out 
their role effectively.

Members of local pension boards also have a statutory 
requirement to have knowledge and understanding of 
the law relating to pensions and any other matters 
specified in regulations.

Unlike local board members, there is no statutory 
requirement for decision makers on a Pension 
Committee or panel to have a particular level of 
knowledge on pensions law or LGPS matters. In order 
to comply with Mifid II, however, there is a 
requirement for fund committees to provide evidence 
of their knowledge and understanding, to be classed 
as a “professional client”*.  It would be impossible, 
therefore, for a pension committee to carry out its role 
effectively without such knowledge and 
understanding.

Knowledge and skills
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* The introduction of Mifid II in January 2018 has meant 
LGPS funds now have to opt up to “professional client” 
status to continue to receive the same investment 
opportunities it has previously enjoyed. One of the key 
components of this process was fund committees 
providing evidence of their applicable knowledge and 
understanding to be classed as a professional client.

For this reason, CIPFA published technical guidance for 
Representatives and Practitioners in the public sector 
within a Knowledge & Skills framework (KSF). The 
framework outlines the required skills set for those 
responsible for pension financial management and 
decision making.

In August 2015, CIPFA extended the Knowledge and 
Skills Framework to specifically include members of 
local pension boards, albeit there exists an overlap with 
the original framework. The framework identifies the 
following areas as being key to the understanding of 
local pension board members.

•	 Pensions Legislation

•	 Public Sector Pensions Governance

•	 Pensions Administration

•	 Pensions Accounting and Auditing 		
	 Standards

•	 Pensions Services Procurement and 	
	 Relationship Management

The eight areas of the framework

Contact Us

•	 Investment Performance and Risk 		
	 Management

•	 Financial markets and product 		
	 knowledge

•	 Actuarial methods, standards and 		
	 practices

You may want to check that your Fund has done this and how the relevant skills and knowledge for yourself will be 
monitored and measured.

David Walker 
Investment consulting
      0141 566 7733	           
      david.walker@hymans.co.uk

Ian Colvin 
Benefits consulting
      0141 566 7923	           
      ian.colvin@hymans.co.uk
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