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CMA obijectives for investment consultants

Addressee

This paper is addressed to the Officers of the Leicestershire County Council Pension Fund (“the Fund”). The
purpose of this paper is to set out the next steps in the requirement to set objectives and assess Hymans
Robertson, as investment consultant to the Fund, against the objectives following the publication of the
Competition and Markets Authority (“CMA”) final order, relating to their review of investment consulting and
fiduciary management markets.

This paper should not be disclosed to any third parties without our prior written permission. We accept no liability to
any third party relying on the advice or recommendations in this paper.

Background and scope

In June 2019, the CMA published its final order following a review of the investment consulting and fiduciary
management markets. The order made it a regulatory requirement for pension scheme trustees (including pension
committees within the LGPS) to set objectives for their investment consultants.

We have summarised the key points below:

° Since 10 December 2019 pension scheme trustees must set strategic objectives for their investment
consultants before they enter into a contract or continue to receive services from them. The Fund has set
and agreed objectives for Hymans Robertson, which are set out in Appendix 1.

o Pension scheme trustees must submit ‘compliance statements’ stating that they have complied with the
above requirement. This statement covers the period from 10 December 2023 to 9 December 2024, so it will
need to be sent after 10 December 2024, but before 7 January 2025.

o The format of the compliance statement is a short statement which is stipulated in the CMA order, please
see Appendix 2 for details. A scanned copy of a signhed statement will need to be submitted by email to this
address: RemediesMonitoringTeam@cma.gov.uk.

o Department for Work and Pensions (“DWP”) has now brought forward secondary legislation to enact the
CMA requirements for private sector pension schemes. Under the new legislation, responsibility for
monitoring compliance will transition to The Pensions Regulator (“TPR”). During the transition period, the
requirement to submit compliance statements to the CMA has been dropped. The Department for Levelling-
up, Homes and Communities (“DLUHC”) is expected to bring forward similar legislation for the LGPS. At this
stage, it is not clear whether or not LGPS funds are still required to submit compliance statements. For now,
we assume the requirement stands.

° The CMA order only requires trustees to confirm that they have complied with the requirements over the last
12 months and had objectives in place. However, reviewing our performance against the objectives that the
Fund has set is part of ongoing good governance. This is in line with guidance from TPR which suggests
performance is monitored annually, with a detailed review every three years. Further, we note that the
DLUHC consultation proposed to extend this requirement to cover LGPS funds under future regulations. We
have evaluated our performance against current objectives in Appendix 1.

° TPR also suggests checking that objectives are still appropriate at least every three years. We have
proposed amendments to the current objectives in Appendix 3.
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Assessing performance against objectives

As noted above, we are assuming that, by 7 January 2025 the Fund must have submitted a compliance statement
to the CMA confirming compliance with Part 7 of the CMA, by setting strategic objectives for their investment
consultant. However, there is not an obligation to have assessed your consultant’s performance against these
objectives by that date.

Next steps for the Fund
o Report compliance relative to the CMA’s requirements to the CMA by 7 January 2025 — see Appendix 2;

o Finalise the assessment of performance against current objectives;

° Confirm the proposed objectives for the coming year.

Prepared by: -

Richard Lunt, Senior Investment Consultant
Russell Oades, Investment Consultant

For and on behalf of Hymans Robertson LLP

November 2024

General Risk Warning

Please note the value of investments, and income from them, may fall as well as rise. This includes equities,
government or corporate bonds, and property, whether held directly or in a pooled or collective investment vehicle.
Further, investments in developing or emerging markets may be more volatile and less marketable than in mature
markets.

Exchange rates may also affect the value of an overseas investment. As a result, an investor may not get back the
amount originally invested. Past performance is not necessarily a guide to future performance.
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Appendix 1: Current objectives

Leicestershire County Council Pension Fund

Objectives

Strategic
Ensure members’ benefits are met as they fall due.

Support a long-term funding approach that is consistent
with a stable and affordable contribution approach from
the employers.

The implications of required returns of this funding
objective will be reassessed at each actuarial valuation.
The current strategic return target is between 3-4% per
annum in excess of CPI.

Reduce the deficit recovery period for the Fund.

Consider the Net Zero Climate Strategy in strategic
decisions.
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Investment Consultant Objectives

Advise on a suitable investment strategy and
amendments to the strategy reflecting changes in market
conditions, impacting the required real return and
likelihood thereof, to maintain a long-term steady state of
full funding going forward.

Deliver an investment approach that supports meeting
the Fund’s cashflow needs, and likely evolution, and
minimises the risk of forced disinvestment. Ensure the
approach involves suitable diversification, a level of
complexity consistent with the Fund’s governance
capacity and focuses on predictable returns.

Deliver strategic advice with an expected range of
outcomes that captures the downside risk tolerance
preferences of the Committee and considers the Net Zero
ambitions.

This includes a review of protection assets and potential
alternative protection assets.

Performance Evaluation 2024

As part of the recommendations from the last SAA
review, we conducted an extensive review of protection
assets, including evaluating the potential for introducing
alternative protection assets. The review confirmed that
the current balance between growth, income, and
protection assets remained appropriate, with the current
investment strategy validated by our asset-liability
modelling (ALM) output. This took into account the likely
impact on contribution rates. It also concluded that there
wasn'’t a strong enough case for adding in alternative
protection assets, bearing in mind the associated
additional governance burden.

Building on this, the SAA review currently being
undertaken is more targeted compared to previous years,
focusing more on identifying exceptions or areas
requiring further attention. We have identified the
following key areas: private debt, tail risk protection
(building on our earlier review of protection assets), Net
Zero considerations, and the use of pooling solutions.
This more streamlined approach allows us to refine the
strategy while ensuring it continues to support the Fund’s
cashflow requirements, diversification, and long-term
sustainability, all while considering the Committee's risk
tolerance and Net Zero ambitions. This serves as a
preliminary step to help shape the direction and priorities
for more detailed reviews in 2025.
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Implementation

Ensure the Fund’s investment approach is aligned with
the objectives of pooling and associated guidance.

Ensure cost efficient implementation of the Fund’s
investment strategy.

Ensure an orderly transition to LGPS Central (where
applicable).

Advise on the cost-efficient implementation of the Fund’s
investment strategy, with a focus on delivering

recommendations outstanding from the 2023 SAA review.

Proposing benchmark amendments to the reporting of
investment performance.

Advise on the use of solutions provided by LGPS Central
as a vehicle for implementing the agreed investment
strategy, to support the regulatory direction of travel on
pooling whilst also expressing our views on preferred
solutions, and where appropriate help in the specification
of LGPS Central solutions to meet the Fund’s needs.
Ensure investment decisions take into account the
potential for regulatory change and developments.

Reviewing and developing investment mandates to
increase alignment with the NZCS. Including
development of a climate-aware investment strategy, and
climate solutions investments, where possible.

We provided advice focused on the cost-efficient
implementation of the Fund’s investment strategy, with
priority given to the outstanding recommendations from
the 2023 SAA review. This included overseeing changes
to the listed equities portfolio, where we supported a four-
phase transition of assets. The process was completed
efficiently, with efforts to minimise costs resulting in
approximately £383k in transaction cost savings.

We proposed amendments to the benchmarks used for
reporting investment performance as part of the 2024
SAA review, ensuring they better reflect the Fund’s
objectives and provide a more accurate measure of
progress. Progression of this was then delegated to
officers.

We advised on the use of LGPS Central solutions in each
of the asset classes reviewed during the year. Our advice
covered concentration limits and their relevance within
the pooling framework, with the aim of reducing the
governance burden on the Fund.

As part of our consideration of LGPS Central solutions,
particularly during the in-depth review of infrastructure
assets, we evaluated their Net Zero policy and progress.
This included discussions with their Responsible
Investment (RI) committee to gain a deeper
understanding of their approach. We ensured that their
policy and progress were aligned with the Fund's NZCS,
identifying and reporting any gaps, thereby reinforcing the
integration of RI principles into all decisions.
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Impact on Net Zero was also considered as part of the
reviews of protection assets, timberland and risk-sharing
transactions (RSTSs) strategies.

Governance

Ensure the Fund’s approach reflects relevant regulatory
and legislative requirements.

Ensuring the Fund’s Net Zero Climate Strategy and
approach to responsible investment is reflected in
ongoing governance and decision making processes.

Ensure the Fund’s investment objectives are supported
by an effective governance framework.

Ensure our advice complies with relevant pensions’
regulations, legislation and supporting guidance.

Ensure our advice reflects the Committee’s own policies
and beliefs, including those in relation to Responsible
Investment and climate risk, with such considerations
reflected in investment recommendations and the
Strategic Asset Allocation (SAA) where appropriate.

Advise on the actions the Fund should undertake to
deliver its Net Zero goals and other Responsible
Investment objectives and priorities by both reporting on
progress, where a baseline has been established, or
doing so once baseline information is available, in areas
such as listed credit and private markets, thereby
expanding the coverage of the overall portfolio.

Provide relevant and timely advice.

Our advice complied with current regulations and
guidance and, where possible, anticipated future
requirements.

We ensured that all advice included consideration of
responsible investment issues and was consistent with
the Fund’s other policies and beliefs. Responsible
investment goals were considered when reviewing
implementation options.

In relation to the Fund’s Net Zero goals, we actively
advised on practical steps the Fund could take to meet
these objectives. During our in-depth reviews of specific
asset classes, such as RSTs and infrastructure, we
identified areas where climate-related disclosures needed
improvement. We recommended specific actions to
address these gaps, which should, over time, improve the
Fund’s climate governance and broaden the scope of
improved disclosures across the entire portfolio. Net Zero
is also a key area of focus as part of the 2024 SAA
review currently underway.

We sought to provide timely advice at all times,
responding promptly to queries. Most deliverables were
on schedule, as we incorporated lessons from past
projects by setting earlier milestones. We also arranged
interim calls to explain findings and maintain clear
communication throughout each project.
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Appendix 2 — CMA compliance statements — the details

Background

The Investment Consultancy and Fiduciary Management Market Investigation Order 2019 requires pension scheme trustees to set strategic objectives
for their investment consultants before they enter into a contract or continue to receive services from them.

Part 7 of the Order sets out this requirement. Specifically, stating:

“Pension Scheme Trustees must not enter into a contract with an Investment Consultancy Provider for the provision of Investment Consultancy
Services or continue to obtain Investment Consultancy Services from an Investment Consultancy Provider unless the Pension Scheme Trustees have
set Strategic Objectives for the Investment Consultancy Provider.”

Pension scheme trustees must submit statements to confirm that they have complied with the above requirement.

Completing the statement below and submitting it to the CMA between 10 December 2024 and 7 January 2025 will fulfil the requirement to
report back to the CMA.

We have drafted the compliance statements for the Fund on the following page. A scanned copy of a signed statement should be submitted by email to
this address: RemediesMonitoringTeam@cma.gov.uk.
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Leicestershire County Council Pension Fund
Investment Consultancy and Fiduciary Management Market Investigation Remedy Compliance Statement for the Leicestershire County Council
Pension Fund

Ly e , confirm on behalf of the Leicestershire County Council Pension Fund that during the period commencing on 10 December 2023
and ending on 9 December 2024, the Leicestershire County Council Pension Fund has complied with Part 7 of the Investment Consultancy and Fiduciary
Management Market Investigation Order 2019.

Additional Compliance Reporting
€) this Compliance Statement has been prepared in accordance with the requirements of the Order; and

(b) for the period to which the Compliance Statement relates, the Leicestershire County Council Pension Fund has complied in all material aspects with
the requirements of the Order and reasonably expect to continue to do so.

For and on behalf of the Leicestershire County Council Pension Fund
SIGNALUIE: L.veeiieicee e eeaeaes
NaMe: o

T e
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Appendix 3: Proposed objectives

Leicestershire County Council Pension Fund Objectives
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Investment consultant objectives 2025

Strategic
Ensure members’ benefits are met as they fall due.
Support a long-term funding approach that is consistent with a stable and affordable

contribution approach from the employers.

The implications of required returns of this funding objective will be reassessed at each
actuarial valuation. The long-term median investment return projected as part of the last
annual review of investment strategy was 8.7% per annum, relative to the required return
of 4.4% per annum calculated for the 2022 funding valuation.

Reduce the deficit recovery period for the Fund.

Consider the Net Zero Climate Strategy in strategic decisions.

Advise on a suitable investment strategy and amendments to the strategy reflecting
changes in market conditions, impacting the required real return and likelihood thereof, to
maintain a long-term steady state of full funding going forward.

Deliver an investment approach that supports meeting the Fund’s cashflow needs, and
likely evolution, and minimises the risk of forced disinvestment. Ensure the approach
involves suitable diversification, a level of complexity consistent with the Fund’s
governance capacity and focuses on predictable returns.

Deliver strategic advice with an expected range of outcomes that captures the downside
risk tolerance preferences of the Committee and considers the Net Zero ambitions. Assist
in any due diligence of revised net zero targets.

This includes a detailed review of private debt, tail-risk protection assets, and any other
key areas highlighted in the most recent SAA review or subsequent officer or committee
initiated request.

Implementation

Ensure the Fund’s investment approach is aligned with the objectives of pooling and
associated guidance.

Ensure cost efficient implementation of the Fund’s investment strategy.

Ensure and help plan an orderly transition to LGPS Central (where applicable).

Advise on the cost-efficient implementation of the Fund’s investment strategy, with a focus
on delivering recommendations outstanding from the SAA review and specific asset class
reviews.

Advise on the use of solutions provided by LGPS Central as a vehicle for implementing the
agreed investment strategy, to support the regulatory direction of travel on pooling whilst
also expressing our views on preferred solutions, and where appropriate help in the
specification of LGPS Central solutions to meet the Fund’s needs. Ensure investment
decisions take into account the potential for regulatory change and developments.

Provide assistance as requested with understanding and implementing the outcome of the
recently launched ‘Fit for the future’ consultation. This includes advising on achieving the
proposed target of moving all assets to the Pool by 31 March 2026, taking into account the

implementation routes and associated risks involved with transferring assets, such as
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costs of sale, difficulties of unwinding illiquid investments etc. Provide oversight on the
process of transferring assets over, including managing the highlighted risks as far as
possible. The scope of the review depends on the outcome of the consultation, but may
include comment and views on the practical consequences of reduced control over more
granular asset allocation decisions, including views on the Pool’s capabilities in these
areas, and any impact on strategic direction this may have. Maintain close links with the
Pool in order to fully understand their plans.

Reviewing and developing investment mandates to increase alignment with the NZCS.
Including development of a climate-aware investment strategy, and climate solutions
investments, where possible.

Governance
Ensure the Fund’s approach reflects relevant regulatory and legislative requirements.

Ensuring the Fund’s Net Zero Climate Strategy and approach to responsible investment is
reflected in ongoing governance and decision making processes.

Ensure the Fund’s investment objectives are supported by an effective governance
framework.

Ensure our advice complies with relevant pensions’ regulations, legislation and supporting
guidance.

Ensure our advice reflects the Committee’s own policies and beliefs, including those in
relation to Responsible Investment and climate risk, with such considerations reflected in
investment recommendations and the Strategic Asset Allocation (SAA) where appropriate.

Advise on the actions the Fund should undertake to deliver its Net Zero goals and other
Responsible Investment objectives and priorities by both reporting on progress, where a
baseline has been established, or doing so once baseline information is available, in areas
such as listed credit and private markets, thereby expanding the coverage of the overall
portfolio.

Provide relevant and timely advice.
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