E%a Nottinghamshire Report to Pensions Sub-Committee

¥ 1 County Council 4 February 2016

Agenda Item:

REPORT OF SERVICE DIRECTOR - FINANCE, PROCUREMENT &
IMPROVEMENT

ASSET POOLING AND CONSULTATION ON REVISED INVESTMENT
REGULATIONS

Purpose of the Report

1.

To inform members of the proposed responses to the government’s request for proposals on
asset pooling and consultation on changes to investment regulations.

Information and Advice

2.

This report is to inform the Sub-Committee of the proposed responses to two recent
government documents. Some information relating to this report is not for publication by
virtue of paragraph 3 of Schedule 12A of the Local Government Act 1972. Having regard to
the circumstances, on balance the public interest in disclosing the information does not
outweigh the reason for exemption because divulging the information would significantly
damage the Council’'s commercial position in relation to the Pension Fund. The exempt
information is set out in the exempt appendix.

In the July Budget 2015, the Government announced its intention to work with Local
Government Pension Scheme (LGPS) administering authorities to ensure that they pool
investments to significantly reduce costs while maintaining overall investment performance.
In November 2015, the Department for Communities and Local Government (DCLG)
published Local Government Pension Scheme: Investment Reform Criteria and Guidance
alongside a consultation on revised LGPS Investment regulations. The former document
includes 4 criteria against which proposals for pooling will be assessed. These are shown at
Appendix A.

The consultation includes changes to the investment regulations to make significant
investment through pooled vehicles possible and to introduce a power for the Secretary of
State to intervene in the investment function of an administering authority, particularly where
it has not come forward with proposals for pooling that are sufficiently ambitious.

Authorities are asked to submit their initial proposals to the Government by 19 February
2016. Submissions should include a commitment to pooling and a description of their
progress towards formalising their arrangements with other authorities. Authorities can
choose whether to make individual or joint submissions, or both, at this first stage.

Refined and completed submissions are expected by 15 July 2016, which fully address the
criteria in the DCLG document. At this second stage, the submissions should comprise:



» for each pool, a joint proposal from participating authorities setting out the pooling
arrangement in detail. For example, this may cover the governance structures,
decision-making processes and implementation timetable; and

» for each authority, an individual return detailing the authority’s commitment to, and
expectations of, the pool(s). This should include their profile of costs and savings, the
transition profile for their assets, and the rationale for any assets they intend to hold
outside of the pools in the long term.

7. The government will continue to engage with authorities as they develop their proposals for
pooling assets. The initial submissions will be evaluated against the criteria, with feedback
provided to highlight areas that may fall outside of the criteria, or where additional evidence
may be required. Once submitted, the government will assess the final proposals against the
criteria. A brief report will be provided in response, setting out the extent to which the criteria
have been met and highlighting any aspects of the guidance that the Government believes
have not been adequately addressed.

8. Plans should be made to transfer assets to the pools as soon as practicable. It is expected
that liquid assets are transferred into the pools over a relatively short timeframe, beginning
from April 2018. It is recognised that illiquid assets are likely to transition over a longer
period of time. Any assets that are held outside of the pool should be kept under review to
ensure that arrangements continue to provide value for money.

9. The consultation on the investment regulations recognises that the existing regulations place
restrictions on certain investments that may constrain authorities considering how best to
pool their assets. It therefore proposes to move to a prudential approach to securing a
diversified investment strategy that appropriately takes account of risk (more along the lines
of private sector schemes). In so doing, the government proposes to introduce a power to
allow the Secretary of State to intervene to ensure that authorities take advantage of the
benefits of scale offered by pooling and deliver investment strategies that adhere to
regulation and guidance.

10. The consultation contains two proposals with a number of themes within each. Responses
are sought to eight specific questions. The proposals are detailed in Appendix B with the
main themes summarised below.

* Proposal 1: Adopting a local approach to investment
a. Deregulating and adopting a local approach to investment
b. Requirement for Investment Strategy Statement
c. Non-financial factors
d. Investment definitions
* Proposal 2: Introducing a safeguard - Secretary of State power of intervention
e. Determining to intervene
f. The process of intervention
g. Review on intervention

11.The current investment regulations have not proved to be a constraint to the Fund, mainly as
a result of its long term, relatively traditional, investment strategy. The requirements for the
new Investment Strategy Statement are largely met by the existing Statement of Investment
Principles (SIP).



12.The SIP already includes policies on the extent to which environmental, social and corporate
governance matters are taken into account in investment strategy. The consultation states
that guidance will be published to make clear to authorities that in formulating these policies
their predominant concern should be the pursuit of a financial return on their investments,
including over the longer term, and that they should not pursue boycotts, divestments and
sanctions which run contrary to UK foreign policy.

13.The Fund does not have any blanket policies of divestment, but rather takes an approach of
engaging with companies on risk factors that might affect future returns. It is not envisaged
that this approach would need to change under the current proposals.

14. Appendix C shows the proposed response to the consultation on the investment regulations.

15.As members will be aware, the Nottinghamshire fund is involved in creating a Midlands
based pool, to be known as “LGPS Central”, with 8 other confirmed participants. The total
value of the pool is in excess of £30 billion and so comfortably meets the government’s
criteria on size. A detailed work programme is currently being developed for the pool in order
to meet the other criteria. An event was held at County Hall on 29 January 2016 to enable
the Chairs, Vice-Chairs and s151 Officers of the participating funds to meet.

16. The pool has developed a joint submission for use by participating funds in responding to
the government’s initial deadline. The draft pool submission is attached in the exempt
Appendix. This will be finally agreed by the pool on 5 February 2016. As the initial
submission only requires funds to show ‘a commitment to pooling and a description of their
progress towards formalising their arrangements with other authorities’ it is proposed to use
this as the Nottinghamshire submission. A full, detailed submission will be required in July
2016.

17.Given the timescale, responses to both documents issued by DCLG will be finalised in
conjunction with the Chairman and Vice-Chairman following comments made by members of
the Sub-Committee.

Statutory and Policy Implications

18.This report has been compiled after consideration of implications in respect of finance, the
public sector equality duty, human resources, crime and disorder, human rights, the
safeguarding of children, sustainability and the environment and those using the service and
where such implications are material they are described below. Appropriate consultation has
been undertaken and advice sought on these issues as required.

RECOMMENDATION/S

1) That the report be noted.

Report Author: Simon Cunnington
Senior Accountant — Pensions & Treasury Management



For any enquiries about this report please contact: Simon Cunnington

Constitutional Comments
19.Because this report is for noting only, no Constitutional Comments are required.

Financial Comments (SRC 13/01/16)
20.There are no direct financial implications arising from this report.

Background Papers and Published Documents

Except for previously published documents, which will be available elsewhere, the documents
listed here will be available for inspection in accordance with Section 100D of the Local
Government Act 1972.

» DCLG: Local Government Pension Scheme: Investment Reform Criteria and Guidance
» DCLG Consultation: Local Government Pension Scheme: Revoking and replacing the Local
Government Pension Scheme (Management and Investment of Funds) Regulations 2009
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Investment Reform Criteria

1.1 In the July Budget 2015, the Chancellor announced the Government’s intention to work with
Local Government Pension Scheme (the Scheme) administering authorities to ensure that
they pool investments to significantly reduce costs while maintaining overall investment
performance. Authorities are now invited to submit proposals for pooling which the
Government will assess against the criteria in this document. The Chancellor has
announced that the pools should take the form of up to six British Wealth Funds, each with
assets of at least £25bn, which are able to invest in infrastructure and drive local growth.

1.2 The following criteria set out how administering authorities can deliver against the
Government’s expectations of pooling assets.

1.3 It will be for authorities to suggest how their pooling arrangements will be constituted and
will operate. In developing proposals, they should have regard to each of the four criteria,
which are designed to be read in conjunction with the supporting guidance that follows.

1.4 Their submissions should describe:

A. Asset pool(s) that achieve the benefits of scale: The 90 administering authorities in
England and Wales should collaborate to establish, and invest through asset pools, each with at
least £25bn of Scheme assets. The proposals should describe these pools, explain how each
administering authority’s assets will be allocated among the pools, describe the scale benefits
that these arrangements are expected to deliver and explain how those benefits will be realised,
measured and reported. Authorities should explain:
* The size of their pool(s) once fully operational.
* In keeping with the supporting guidance, any assets they propose to hold outside the
pool(s), and the rationale for doing so.
* The type of pool(s) they are participating in, including the legal structure if relevant.
* How the pool(s) will operate, the work to be carried out internally and services to be hired
from outside.
+ The timetable for establishing the pool(s) and moving their assets into the pool(s).
Authorities should explain how they will transparently report progress against that
timetable.

B. Strong governance and decision making: The proposed governance structure for the
pools should:

i. At the local level, provide authorities with assurance that their investments are being
managed appropriately by the pool, in line with their stated investment strategy and in
the long-term interests of their members;

i. At the pool level, ensure that risk is adequately assessed and managed, investment
implementation decisions are made with a long-term view, and a culture of continuous
improvement is adopted.

Authorities should also revisit their internal processes to ensure efficient and effective decision
making and risk management, while maintaining appropriate democratic accountability.
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Authorities should explain:

« The governance structure for their pool(s), including the accountability between the
pool(s) and elected councillors, and how external scrutiny will be used.

* The mechanisms by which the authority can hold the pool(s) to account and secure
assurance that their investment strategy is being implemented effectively and their
investments are being well managed.

+ Decision making procedures at all stages of investment, and the rationale underpinning
this.

+ The shared objectives for the pool(s), and any policies that are to be agreed between
participants.

+ The resources allocated to the running of the pool(s), including the governance budget,
the number of staff needed and the skills and expertise required.

* How any environmental, social and corporate governance policies will be handled by the
pool(s).

* How the authorities will act as responsible, long term investors through the pool(s),
including how the pool(s) will determine and enact stewardship responsibilities.

+ How the net performance of each asset class will be reported publically by the pool, to
encourage the sharing of data and best practice.

+ The extent to which benchmarking is used by the authority to assess their own
governance and performance and that of the pool(s), for example by undertaking the
Scheme Advisory Board’s key performance indicator assessment.

C. Reduced costs and excellent value for money: In addition to the fees paid for investment,
there are further hidden costs that are difficult to ascertain and so are rarely reported in most
pension fund accounts. To identify savings, authorities are expected to take the lead in this area
and report the costs they incur more transparently. Proposals should explain how the pool(s)
will deliver substantial savings in investment fees, both in the near term and over the next 15
years, while at least maintaining overall investment performance.

Active fund management should only be used where it can be shown to deliver value for money,
and authorities should report how fees and net performance in each listed asset class compare
to a passive index. In addition authorities should consider setting targets for active managers
which are focused on achieving risk-adjusted returns over an appropriate long term time period,
rather than solely focusing on short term performance comparisons.

As part of their proposals, authorities should provide:

» A fully transparent assessment of investment costs and fees as at 31 March 2013.

+ A fully transparent assessment of current investment costs and fees, prepared on the
same basis as 2013 for comparison.

* A detailed estimate of savings over the next 15 years.

* A detailed estimate of implementation costs and when they will arise, including transition
costs as assets are migrated into the pool(s), and an explanation of how these costs will
be met.

» A proposal for reporting transparently against their forecast transition costs and savings,
as well as how they will report fees and net performance.
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D. An improved capacity to invest in infrastructure: Only a very small proportion of Local
Government Pension Scheme assets are currently invested in infrastructure; pooling of assets
may facilitate greater investment in this area. Proposals should explain how infrastructure will
feature in authorities’ investment strategies and how the pooling arrangements can improve the
capacity and capability to invest in this asset class. Authorities should explain:

» The proportion of their fund currently allocated to infrastructure, both directly and through
funds, or “fund of funds”.

* How they might develop or acquire the capacity and capability to assess infrastructure
projects, and reduce costs by managing any subsequent investments directly through the
pool(s), rather than existing fund, or “fund of funds” arrangements.

+ The proportion of their fund they intend to invest in infrastructure, and their ambition in
this area going forward, as well as how they have arrived at that amount.
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Consultation: Local Government Pension Scheme: Revoking and replacing the Local
Government Pension Scheme (Management and Investment of Funds) Regulations 2009

Proposal 1: Adopting a local approach to investment

Deregulating and adopting a local approach to investment

3.1 In developing these draft regulations, the Government has sought, where appropriate, to
deregulate and simplify the regulations that have governed the management and investment of
funds since 2009. Some of the existing provisions have not been carried forward into the draft
2016 Regulations in the expectation that they would be effectively maintained by general law
provisions and so specific regulation is no longer needed. For example, those making
investment decisions are still required to act prudently, and there remains a statutory
requirement to take and act on proper advice. Some of the provisions in the 2009 Regulations
which have not been carried forward on this basis include:

» Stock lending arrangements under Regulation 3(8) and (9) of the 2009 regulations. The
view is taken that the definition of “investment” in draft Regulation 3 is sufficient given
that a stock lending arrangement can only be used if it falls within the ordinary meaning
of an “investment”.

* Regulation 8(5) of the 2009 regulations ensures that funds are managed by an adequate
number of investment managers and that, where there is more than one investment
manager, the value of the fund money managed by them is not disproportionate. Here,
the view is taken that administering authorities should be responsible for managing their
own affairs and making decisions of this kind based on prudent and proper advice.

* There are many provisions in the 2009 Regulations which impose conditions on the
choice and terms of appointments of investment managers. Since the activities of
investment managers are governed by the contracts under which they are appointed, the
view is taken that making similar provision in the 2016 Regulations would be
unnecessary duplication. Examples include the requirement for investment managers to
comply with an administering authority’s instructions and the power to terminate the
appointment by not more than one month’s notice.

* Regulation 12(3) of the 2009 Regulations requires administering authorities to state the
extent to which they comply with guidance given by the Secretary of State on the Myners
principles for investment decision making. As part of the wider deregulation, the draft
regulations make no provision to report against these principles, although authorities
should still have regard to the guidance.

3.2 These examples of deregulation are for illustrative purposes only. It is not an exhaustive list
of provisions which the Government proposes to remove. Consultees are asked to look carefully
at the full extent of deregulation and comment on any particular case that raises concerns about
the impact such an omission might have on the effective management and investment of funds.

Investment strategy statement

3.3 As part of this deregulation, the draft regulations also propose to remove the existing
schedule of limitations on investments. Instead authorities will be expected to take a prudential
approach, demonstrating that they have given consideration to the suitability of different types of
investment, have ensured an appropriately diverse portfolio of assets and have ensured an
appropriate approach to managing risk.
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3.4 Key to this will be the investment strategy statement, which authorities will be required to
prepare, having taken proper advice, and publish. The statement must cover:
* Arequirement to use a wide variety of investments.
* The authority’s assessment of the suitability of particular investments and types of
investments.
* The authority’s approach to risk, including how it will be measured and managed.
+ The authority’s approach to collaborative investment, including the use of collective
investment vehicles and shared services.
« The authority’s environmental, social and corporate governance policy.
« The authority’s policy on the exercise of rights, including voting rights, attached to its
investments.

Transitional arrangements
3.5 Draft regulation seven proposes to require authorities to publish an investment strategy
statement no later than six months after the regulations come into force (this is currently drafted
as 1 October 2016, in case the draft regulations come into effect on 1 April 2016). However, the
draft regulations would also revoke the existing 2009 Regulations when they come into effect.
Transitional arrangements are therefore required to ensure that an authority’s investments and
investment strategy are regulated between the draft regulations coming into effect and the
publication of an authority’s new investment strategy statement. The transitional arrangements
proposed in draft regulation 12 would mean that the following regulations in the 2009
Regulations would remain in place until the authority publishes an investment strategy or six
months lapses from the date that the regulations come into effect:

* 11 (investment policy and investment of pension fund money)

* 14 (restrictions on investments)

» 15 (requirements for increased limits)

+ Schedule 1 (table of limits on investments)

Statement of Investment Principles

3.6 We do not propose to carry forward the existing requirement under regulation 12 of the 2009
Regulations to maintain a Statement of Investment Principles. However, the main elements,
such as risk, diversification, corporate governance and suitability, will instead be carried forward
as part of the reporting requirements of the new investment strategy statement. Administering
authorities will still be required to maintain their funding strategy statements under Regulation
58 of the 2013 regulations.

Non-financial factors

3.7 The Secretary of State has made clear that using pensions and procurement policies to
pursue boycotts, divestments and sanctions against foreign nations and the UK defence
industry are inappropriate, other than where formal legal sanctions, embargoes and restrictions
have been put in place by the Government. The Secretary of State has said, “Divisive policies
undermine good community relations, and harm the economic security of families by pushing up
council tax. We need to challenge and prevent the politics of division.”

3.8 The Local Government Pension Scheme (Management and Investment of Funds)
Regulations 2009 already require administering authorities to publish and follow a statement of
investment principles, which must comply with guidance issued by the Secretary of State. The
draft replacement Regulations include provision for administering authorities to publish their
policies on the extent to which environmental, social and corporate governance matters are
taken into account in the selection, retention and realisation of investments. Guidance on how
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these policies should reflect foreign policy and related issues will be published ahead of the new
Regulations coming into force. This will make clear to authorities that in formulating these
policies their predominant concern should be the pursuit of a financial return on their
investments, including over the longer term, and that, reflecting the position set out in the
paragraph above, they should not pursue policies which run contrary to UK foreign policy.

Investment

3.9 A few definitions and some aspects of regulation 3, which describes what constitutes an
investment for the purpose of these regulations, have been updated to take account of changing
terminology and technical changes since the regulations were last issued in 2009. For example,
the reference to the London International Financial Futures Exchange (LIFFE) has been
removed as it now operates as a clearing house and so is covered by the approved stock
exchange definition.

3.10 Some additional information has been included to make clear that certain investments,
such as derivatives, may be used where appropriate. The Government expects that having
considered the appropriateness of an investment in their investment strategy statement,
authorities would only use derivatives as a means of managing risk, and so has not explicitly
stated that this should be the case.

Questions

1. Does the proposed deregulation achieve the intended policy aim of removing any
unnecessary regulation while still ensuring that authorities’ investments are made prudently and
having taken advice?

2. Are there any specific issues that should be reinstated? Please explain why.

3. Is six months the appropriate period for the transitional arrangements to remain in place?

4. Should the regulation be explicit that derivatives should only be used as a risk management
tool? Are there any other circumstances in which the use of derivatives would be appropriate?

Proposal 2: Introducing a safeguard - Secretary of State power of intervention

Summary of the proposal

4.1 The first part of this consultation lifts some of the existing restrictions on administering
authorities’ investments in order to make it easier for them to pool their investments and access
the benefits of scale. To ensure that this new flexibility is used appropriately, the consultation
also proposes to introduce a power to intervene in the investment function of an administering
authority if the Secretary of State believes that it has not had regard to guidance and
regulations. The consultation sets out the evidence that the Secretary of State may draw on
before deciding to intervene, and makes clear that any direction will need to be proportionate.
The power proposed in this consultation is intended to allow the Secretary of State to act if best
practice or regulation is being ignored, which will help to ensure that authorities continue to
pursue more efficient means of investment.

4.2 The July Budget 2015 announcement set out the Government’s intention to introduce
“backstop” legislation to require those authorities who do not bring forward sufficiently ambitious
plans to pool their investments. It also explained that authorities’ proposals would need to meet
common criteria, which have been published with draft guidance alongside this consultation.
The draft power to intervene discussed in this paper could be used to address authorities that
do not bring forward proposals for pooling their assets in line with the published criteria and

10
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guidance. The guidance will be kept under review, and will be revised as circumstances change
and authorities’ asset pools evolve.

4.3 The following sections set out the process for intervention described in draft regulation 8.

Determining to intervene

4.4 The draft regulations propose to give the Secretary of State the power to intervene in the
investment function an administering authority, if the Secretary of State has determined that the
administering authority has failed to have regard to the regulations governing their investments
or guidance issued under draft regulation 7(1). In reaching that conclusion, the Secretary of
State will consider the available evidence, which might include:

* Evidence that an administering authority is ignoring information on best practice, for
example, by not responding to advice provided by the scheme advisory board to local
pension boards.

+ Evidence that an administering authority is not following the investment regulations or
has not had regard to guidance published by the Secretary of State under draft
Regulation 7 (1). For example, this might include failing to participate in one of the large
asset pools described in the existing draft guidance, or proposing a pooling arrangement
that does not adhere to the criteria and guidance.

» Evidence that an administering authority is carrying out another pension-related function
poorly, such as an unsatisfactory report under section 13(4) of the Public Service
Pensions Act 2013, or another periodic reporting mechanism. (Section 13(4) of the 2013
Act requires a person appointed by the Secretary of State to report on whether the
actuarial valuation of a fund has been carried out in accordance with Scheme
regulations, in a way that is consistent with other authorities’ valuations, and so that
employer contribution rates are set to ensure the solvency and long term cost efficiency
of the fund.)

4.5 If the Secretary of State has some indication to suggest that intervention might be
necessary, the draft regulations propose that he may order a further investigation to provide him
with the analysis required to make a decision. If additional evidence is sought, draft regulation
8(5) would allow the Secretary of State to carry out such inquiries as he considers appropriate,
including seeking advice from external experts if needed. In this circumstance, the administering
authority would be obliged to provide any data that was deemed necessary to determine
whether intervention is required. The authority would also be invited to participate in the review
and would have the opportunity to present evidence in support of its existing or proposed
investment strategy.

The process of intervention

4.6 If the Secretary of State is satisfied that an intervention is required, he would then need to
determine the appropriate extent of intervention in the authority’s investment function. The draft
regulations propose to allow the Secretary of State to draw on external advice to determine
what the specific intervention should be if necessary.

4.7 Draft regulation 8(2) describes the interventions that the Secretary of State may make. The
power has been left intentionally broad to ensure that a tailored and measured course of action
is applied, based on the circumstances of each case. For example, in some cases it may be
appropriate to apply the intervention just to certain parts of an investment strategy, whereas in
particularly concerning cases, more substantial action might be required. The proposed
intervention might include, but is not limited to:

11
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+ Requiring an administering authority to develop a new investment strategy statement that
follows guidance published under draft Regulation 7(1).

» Directing an administering authority to invest all or a portion of its assets in a particular
way that more closely adheres to the criteria and guidance, for instance through a pooled
vehicle.

» Requiring that the investment functions of the administering authority are exercised by
the Secretary of State or his nominee.

* Directing the implementation of the investment strategy of the administering authority to
be undertaken by another body.

4.8 The Secretary of State will write to the authority outlining the proposed intervention. As a
minimum, this proposal will include:
» A detailed explanation of why the Secretary of State is intervening and the evidence used
to arrive at their determination.
* A clear description of the proposed intervention and how it will be implemented and
monitored.
+ The timetable for the intervention, including the period of time until the intervention is
formally reviewed.
+ The circumstances under which the intervention might be lifted prior to review.

4.9 The authority will then be given time to consider the proposal and present its argument for
any changes that it thinks should be made. If, at the end of that period an intervention is issued,
any resulting costs, charges and expenses incurred in administering the fund would be met by
the pension fund assets.

Review

4.10 As set out above, each intervention will be subject to a formal review period which will be
set by the Secretary of State but may coincide with other cyclical events such as the preparation
of an annual report or a triennial valuation. At the end of that period, progress will be assessed
and the Secretary of State will decide whether to end, modify or maintain the current terms of
the intervention, and will notify the authority of the outcome. The authority will also have the
opportunity to make representations to the Secretary of State if it feels a different course of
action should be followed. Throughout this period of intervention, the authority will be supported
to improve its investment function, so that it is well placed to bring the intervention to an end at
the first opportunity.

4.11 The Secretary of State’s direction will include details about what is required of the authority
in order to end the intervention, and how progress will be measured. Progress could, for
example, be measured by creating a set of performance indicators to be monitored on an
ongoing basis by Government officials, the local pension board, the scheme advisory board, or
an independent body. A regime of regular formal reports to the Secretary of State could also be
required.

4.12 The draft regulations also allow the Secretary of State to determine that sufficient
improvement has been made to end the intervention before the review date. The administering
authority may also make representations to the Secretary of State before that date, if it has
clear evidence that the prescribed action is no longer appropriate.

12
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Questions

5. Are there any other sources of evidence that the Secretary of State might draw on to
establish whether an intervention is required?

6. Does the intervention allow authorities sufficient scope and time to present evidence in favour
of their existing arrangements when either determining an intervention in the first place, or
reviewing whether one should remain in place?

7. Does the proposed approach allow the Secretary of State sufficient flexibility to ensure that
he is able to introduce a proportionate intervention?

8. Do the proposals meet the objectives of the policy, which are to allow the Secretary of State
to make a proportionate intervention in the investment function of an administering authority if it
has not had regard to best practice, guidance or regulation?

13
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Draft response to Local Government Pension Scheme: Revoking and replacing the Local
Government Pension Scheme (Management and Investment of Funds) Regulations 2009

1. Does the proposed deregulation achieve the intended policy aim of removing any
unnecessary regulation while still ensuring that authorities’ investments are made prudently
and having taken advice?

The Nottinghamshire Fund has always taken a prudent approach to its investments, seeking
appropriate advice from officers and independent advisers. The Fund has an approved Risk
Management Strategy and Risk Register and manages the investment risk by ensuring an
adequate number of suitably qualified investment managers and by requiring managers to
hold a diversified spread of assets.

This will continue to work well within a “prudential” approach to investment.

2. Are there any specific issues that should be reinstated? Please explain why.

No

3. Is six months the appropriate period for the transitional arrangements to remain in place?

Six months is appropriate.

4. Should the regulation be explicit that derivatives should only be used as a risk management
tool? Are there any other circumstances in which the use of derivatives would be appropriate?

One of the concerns over the existing regulations is that they are not clear. The new
regulations should therefore be explicit. Derivatives are currently used by some of the Fund’s
investment managers for purposes other than risk management.

5. Are there any other sources of evidence that the Secretary of State might draw on to
establish whether an intervention is required?

There is a wealth of published information available on the LGPS and individual funds and
this should provide sufficient evidence to support a belief that intervention may be required. It
should be expected that funds where intervention is being considered are contacted in
advance of a final decision to intervene in order to present additional evidence or justification
for their position.

6. Does the intervention allow authorities sufficient scope and time to present evidence in
favour of their existing arrangements when either determining an intervention in the first place,
or reviewing whether one should remain in place?

The timescale for authorities to respond is unclear. A period of 3 to 6 months would be
appropriate.

7. Does the proposed approach allow the Secretary of State sufficient flexibility to ensure that
he is able to introduce a proportionate intervention?

The proposals give sufficient flexibility. It is hoped that appropriate expert advice is sought by
the Secretary of State in all cases of intervention to ensure that it is justified and
proportionate.

8. Do the proposals meet the objectives of the policy, which are to allow the Secretary of
State to make a proportionate intervention in the investment function of an administering
authority if it has not had regard to best practice, guidance or regulation?

Yes.

14
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