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About the LGPS

The Local Government Pension Scheme (LGPS) is a public sector pension scheme available to
employees of local authorities and certain other employers in England and Wales. Membership
provides a defined benefit pension, meaning retirement income is based on salary and years of
service. The scheme also offers benefits for ill-health retirement, death in service, and dependents’
pensions. As the benefits of the LGPS are set out in statute, they are guaranteed and do not depend
on investment performance. Crucially, unlike a defined contribution scheme, members of the LGPS
do not have an individual investment “pot” or exercise choices over the investment of assets.

The London Pensions Fund Authority (LPFA) is an LGPS Administering Authority. It has ¢.100,000
members, 115 active employers and over £8 billion of assets as at 31 March 2025.

Purpose of this note

This note provides members with an overview of LPFA’s investment approach. It explains how the
LPFA Pension Fund (Fund) invests, how responsible investment fits within that approach, and the
roles of LPPI and the Mayor of London. It also clarifies how divestment and exclusions are used
within a broader framework focused on maintaining the financial security of the Fund’s investments.
This briefing note is provided for information only and does not constitute legal or investment advice.
Individuals should obtain their own advice before making any decisions.

Investment approach

LPFA’s investment approach is designed to maintain the financial security and resilience of the Fund,
enabling member pensions to be paid as they fall due.

As a long-term investor, the LPFA focuses on managing financial risk and return across a diversified
portfolio invested in both public and private markets. Rather than reacting to short-term market
movements, the Fund takes a long-term view, building a portfolio that can withstand market volatility
and respond to structural risks over time.

Responsible investment is integrated into this approach. Environmental, Social and Governance
(ESG) factors are considered where they are financially material to investment performance, risk
management and long-term value. ESG integration is treated as part of prudent investment
decision-making, rather than a separate or values-based objective.

The LPFA places strong emphasis on stewardship, engagement and portfolio construction to manage
risks that could affect the financial security of the Fund’s assets, including material risks such as
climate change.

Role of LPPI

The Fund maintains a clear separation between strategic decisions and investment implementation.

The LPFA Board (Board), supported by its Investment Committee, is responsible for setting the
Fund’s investment objectives, beliefs and risk parameters and determining the Strategic Asset
Allocation (SAA). These are documented in the Investment Strategy Statement (ISS) which is
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reviewed at least every three years. Responsibility for the implementation of the SAA is delegated to
LPPI.

LPPI is a Financial Conduct Authority (FCA) authorised investment manager operating within the
LGPS pooling framework. It operates under a whole scheme management approach, providing
investment management, advice and reporting services to the LPFA and eight other LGPS funds.

Pooling through LPPI enables us to benefit from scale, specialist expertise and cost efficiencies,
supporting effective risk management and the long-term financial security of the Fund. Investment
performance, risk and asset allocation are monitored on an ongoing basis.

Role of the Mayor of London

The LPFA is a statutory public body established under the Local Government Reorganisation
(Pensions etc.) Order 1989.

The Mayor has a role in LPFA’s governance through the appointment of Board members, in
accordance with the London Government Reorganisation (Pensions etc.) Order 1989 and the Greater
London Authority Act 1999. Board members are appointed through the Greater London Authority
(GLA) appointments process and, once appointed, are required to act in the best interests of the Fund
and in accordance with their fiduciary and statutory duties.

Under the Greater London Authority Act 1999, the LPFA is also required to submit a draft Strategic
Policy Statement (SPS) and Medium-Term Financial Plan (MTFP) to the Mayor of London each year
for comment. The Mayor may review these documents and provide comments or representations, and
the Board must have regard to any such comments when finalising the budget and related plans. The
legislation does not, however, confer approval or veto powers on the Mayor in relation to LPFA’s
strategy or investment decisions, which remain matters for the Board.

Divestment and exclusions approach

The LPFA sets the responsible investment and climate-related policy framework that governs how the
Fund’s investments are managed, including through its Responsible Investment Policy and Climate
Change Policy. LPPI is responsible for implementing these policies in practice as the Fund’s
investment manager.

Within this framework, LPPI does not apply broad ethical or values-based exclusions as a default
approach. Exclusions and divestment are considered selectively and only where there is a clear
financial, legal or practical justification. LPPI treats divestment as a tool that may be appropriate in
limited circumstances, but not as a primary mechanism for managing investment risk. It recognises
that blanket divestment can have unintended consequences, including:

e Higher transaction and implementation costs
¢ Reduced diversification

e Constraints on portfolio construction

" LPPI's partners include nine pension funds: Avon Pension Fund, The Royal County of Berkshire Pension Fund,
Cornwall Pension Fund, Devon Pension Fund, Dorset County Pension Fund, Environment Agency Pension Fund,
Lancashire County Pension Fund, London Pensions Fund Authority and Somerset Council Pension Fund.
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e Reduced ability to manage risk through ongoing ownership and influence

Accordingly, LPPI prioritises stewardship and engagement (including voting, direct engagement with
companies and collaborative initiatives) as more effective ways to manage long-term financial risks
and maintain investment value. Where exclusions are applied, they are narrowly defined, evidenced
and kept under review. They are implemented by LPPI, including exclusions linked to international law
and widely recognised global norms, such as those relating to certain controversial weapons
prohibited under international treaties.

In implementing LPFA’s Climate Change Policy, LPPI has applied a limited exclusion of certain
extractive fossil fuel activities in listed equities, while managing residual exposure pragmatically in
less liquid asset classes.

Overall, the LPFA views divestment as a last resort within its policy framework, with decisions on
implementation taken by LPPI on a case-by-case basis.

Further reading

Members who would like more detail can refer to the following:

LPFA publications
e Investment Strategy Statement (ISS)
e Responsible Investment Policy
e Climate Change Policy
e Strateqic Policy Statement and Medium-Term Financial Plan 2026-29

Investment management
e LPPI: investment approach
e LPPI Responsible Investment Policy - Annex on Climate Change

This briefing note is provided for information only and does not constitute legal or investment advice.
Individuals should obtain their own advice before making any decisions.


https://www.lpfa.org.uk/our-investments/investment-strategy-statement
https://www.lpfa.org.uk/library/our-policies-and-procedures
https://www.lpfa.org.uk/library/our-policies-and-procedures
https://www.lpfa.org.uk/library/our-objectives
https://www.lppi.co.uk/about/investment-approach/
https://www.lppi.co.uk/responsible-investment/responsible-investment-policies/lppi-responsible-investment-policy-annex-on-climate-change/
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