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ITEM PF21

PENSION FUND COMMITTEE – 25 NOVEMBER 2005

ADMISSION AGREEMENTS

Report by the Head of Finance & Procurement

Introduction 

1. The Local Government Pension Scheme Regulations (1997), as amended, allow for the administering authority to make an admission agreement for non-Scheme employers in two categories, defined below. In seeking admission to the Pension Fund the admission agreements can require employers to put a bond in place to safeguard the Fund against liabilities where the admitted bodies fail. 

2. In the Oxfordshire Pension Fund this option has rarely been used in the past and in the process of reviewing the admission procedure this paper seeks to set out the issues for consideration by the Committee.

3. This report also requests the Committee to consider the application from KGB Cleaning.

Community Admission Bodies

4. Community admission bodies are generally linked or funded by a Scheme employer or some sort quasi public sector body.

5. In instances where the funding from the Scheme employer is less than 50% of the community admission body’s funds then the Regulations require that the Scheme employer act as a guarantor to the admitted body.

6. The Regulations do not require a bond for community admission bodies.

Transferee Admission Bodies

7. Transferee Admission Bodies include contractors admitted to the Fund as a result of the outsourcing of an employer function.

8. For this type of employer the Regulations state the Scheme employer or the transferee admission body, to the satisfaction of the Administering Authority “shall carry out an assessment, taking account of actuarial advice, the level of risk arising on premature termination of the provision of the service or assets by reason of the insolvency, winding up or liquidation of the transferee admission body, and that where the level of risk identified by the assessment is such to require it, the transferee admission body shall enter into an indemnity or bond to meet the level of risk identified.

Indemnity or Bond

9. Although bonds are not required under the Regulations for community admission bodies they can be put into place at the request of the Administering Authority usually through specifying this in the admission agreement.

10. Applications from transferee admission bodies are referred to the actuary to make an initial assessment of the bond amount, which can then be used in deciding on the final bond amount required.

11. Bonds may be regarded in two parts; a primary part to cover any shortfall arising from the payment of immediate benefits in cases of redundancy (which is consistent with the national guidelines) and an optional secondary part to cover other costs to which the Administering or the Employing Authority may feel exposed. Guidance issued with Amendment Regulations SI2003 No. 3004 states that the level of risk arising on premature termination should be assessed to ensure that “local council tax payers should not have to underpin a contractor’s pension liabilities in the event of their commercial failure”. This tends to imply that the secondary part of the bond amount should be included.

12. Actuarial advice is that bonds should be reviewed every three years, after the triennial Fund valuation, but preferably annually. The review period should be specified in the admission agreement.

Method of Setting a Bond

13. The usual way to set up a bond is through an insurance company, or through the company’s bank or normal source of credit.

14. Where this is not possible there are various alternatives such as the use of an Escrow account (where the amount of the bond is physically deposited in cash).

Guarantors  

15. If a Scheme Employer agrees to act as guarantor for an admitted body, then if the admitted body fails and cannot meet its pension liabilities in full, the guarantor employer will take on responsibility for these liabilities.

16. Regulation 78 (2A) specifies where any contribution due from a transferee admitted body due to a closure valuation on termination of their participation in the Fund cannot be recovered from the admitted body or from the bond amount, this contribution must be recovered from the ceding employer, irrespective of whether they agreed to act as guarantor or not.

Failure of an Admitted Body

17. In these circumstances a closure valuation would be required in accordance with the Regulations, initially requiring any deficit to be paid by the admitted body. If, however, they are insolvent and are unable to pay any deficiency including redundancy costs will have to be met elsewhere.


Transferee A B
Community A B (without guarantor)
Community A B (with guarantor)

With Bond
Initially from the bond. If this does not cover the full amount, the Scheme Employer will become responsible for any remaining deficit under Regulation 78 (2A) (a).
Initially from the bond. If this does not cover the full amount, the remaining deficiency will be spread over all the other employers in the Fund.
Initially from the bond. If this does not cover the full amount, the guarantor Scheme Employer(s) will become responsible for any remaining deficit.

Without Bond
This would only usually be the case where a Scheme Employer has agreed to be the guarantor for the employer, in which case this guarantor would take on responsibility for the deficit.
Any deficiency would be picked by all other employers in the Fund.
The guarantor Scheme Employer(s) will become responsible for any deficit.

Application for Admission by KGB Cleaning

18. Oxford and Cherwell Valley College have outsourced their 16 cleaning staff to KGB cleaning for a period of 3 years from 1 October 2005. As a result KGB cleaning are seeking transferee admission status to the Oxfordshire Pension Fund.

19. As yet confirmation has not received as to whether this will be an open (available to new employees) or closed (available only to the staff that have transferred) agreement and the actuaries have therefore provided employer rates for both circumstances (330% for an open contract and 335% for a closed contract). 

20. The actuaries have recommended that the primary bond, based on current scheme membership would be £28,100 at October 2005 with the secondary bond element being £26,000. 

21. There is a fluctuating level of cover for the primary bond based on the age structure of the transferring members, which will require an annual review of the bond. 

22. Proposed changes to LGPS Regulations from April 2006 will require the figures stated to be recalculated. 

RECOMMENDATIONS 

23. The Committee is ASKED to 

(a) decide whether all new admission agreements should require a bond to be put in place in accordance with advice from the Fund Actuary;

(b) decide whether bonds values should be reviewed annually or triennially;

(c) agree the admission of KGB Cleaning.  
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