AGENDA ITEM 9
	Essex Pension Fund Board
	EPB/06/10

	date: 31 March 2010
	


Admission and Bulk Transfer Policies
Joint Report by the Head of Investments, the Pensions Services Manager and the Fund Actuary
Enquiries to Martin Quinn on 01245 431412
1. Purpose of the Report
1.1 To put forward proposals for a policy, in regard to employer admissions and bulk transfers, for the Boards’ approval and to propose that further work be carried out to identify any further principles that should be considered for addition to that policy and putting in place a framework incorporating detailed arrangements for its implementation.
2. Recommendation
2.1 That the following policy principles in regard to employer admission and bulk transfers be adopted:
2.1.1 All transferee admission bodies (i.e. “best value” contractors delivering services to scheme employers) should be accepted for admission into the Fund so long as all the necessary regulatory requirements for admission are satisfied.
2.1.2 In the case where a contractor wishes to offer a broadly comparable scheme, rather than apply to become an admitted body of the Fund, standardised bulk transfer terms will be offered via the Actuary’s Letter.  The letter will be structured so as to target an asset transfer to the contractor’s Broadly Comparable scheme such that it is equivalent to 100% of the past service liabilities reserved for by the Fund in respect of the transferring members’ accrued service as at the date of transfer.   The Fund will only agree to any variations in the standard in exceptional circumstances and with the prior agreement of the transferring scheme employer.

2.1.3 Community admission bodies will be accepted for participation in the Fund, or otherwise, on a case by case consideration of the merits of admission and the associated risks to the Fund.  In general, a guarantee or alternative surety will be required for all community admission body cases, with this requirement waived at the Fund’s discretion on an exceptions basis.

2.1.4 No special conditions or requirements will apply for transferee admission bodies given their ultimately close links with the Scheme Employer, although the Fund retains the right to seek special terms or conditions if these are considered warranted in specific cases.

2.1.5 For community admission bodies the Fund will consider application of special conditions or requirements as deemed appropriate.   Examples of such conditions are:

 a guarantee from another Fund employer with sufficient covenant strength

 a surety bond or other contingent asset

 an independent review of covenant, including the possibility of a parent guarantee.

2.1.6 All community admission bodies will be allowed flexibility to elect to adopt a funding approach prior to termination in line with the “least risk” exit debt basis, if that is their preference.

2.1.7 In the case of a transferee admission body, or any participating employer acting as guarantor in the case of non-transferee admission bodies, implementation of an alternative funding basis or approach (including on termination) will be subject to agreement from the relevant guarantor body/scheme employer.  Any special funding arrangements between the scheme employer and transferee admission body should be covered by the commercial arrangements, i.e. outside the Fund and not part of the admission agreement.

2.1.8 The “least risk” basis of assessment of a termination payment will apply for all admission bodies, except where a successor or guarantor body inherits ongoing responsibility for the orphan liabilities arising on cessation of the admission.  

2.1.9 No future Transferee Admission Bodies will be eligible to join the Small Admitted Bodies Group.
2.2 That, to enable proper consideration of policy on the adoption of “least risk” terms for terminations, officers should carry out an analysis of the risk exposure for existing admissions to determine the implications of ringfencing. This analysis should consider those bodies that have no guarantor separately from those who do.

2.3 That officers carry out further work on the implementation of the above policy, identifying any further principles for consideration and drawing up an Essex Pension Fund process framework, to cover the terms of acceptance, bulk transfers and terminations within a “sign posted” policy map, and report back to the Board. 

3. Background
3.1 It has been identified that, with the establishment of the Board, it would be appropriate to review and clarify Fund policy in regard to various aspects of employer admission arrangements and bulk transfers. This report, which has been prepared in conjunction with the Fund Actuary, is the first step in that process and puts forward proposals for high level policy principles in regard to such matters. The Actuary will be providing a special training session on these matters immediately before today’s Board meeting to acquaint members with the issues being considered.
3.2 Once the high level policy has been clarified further work will need to be carried out, by officers, to identify the most appropriate procedures and administrative arrangements for the implementation of the policy.  It is proposed that these matters should be the subject of further report to the Board in due course. 
4. Entry of Admitted Bodies to the Fund – Key Issues

The table below, prepared by the Fund Actuary, gives a brief outline of the roles of each of the interested parties, the key issues of which the Board should be aware and comments on the high level approaches to these issues.  The report then goes on to consider the issues at a greater depth in subsequent sections, with recommendations, highlighted in bold italics, on the high level policy that should be adopted for each area and any further work that should be carried out.

	
	Role of Fund / Board
	Role of Scheme Employer / Admitted Body
	Key Issues
	Comments

	Outsourcings - Transferee Admission Bodies (TABs) / bulk transfers
	Facilitate option of entry into Fund or transfer to another arrangement 
	Provide Fund with appropriate information, engage in commercial negotiations with contractor
	Commercial agreements with scheme employer drive process, bond requirements, risk management, monitoring and frequency
	Any commercial agreements should operate outside the Fund’s consideration.  The Scheme Employer will act as ultimate guarantor as per the Regulations.  Once the process is set up, Fund impact should be minimised.

	Community Admission Bodies (CABs)
	Verifies legal basis for participation within the Fund, which must also be consistent with agreed Fund policy on participation
	Negotiations needed regarding the provision of a bond or a guarantor as required by the Fund to protect against insolvency
	Protection of all other Fund employers and pensions risk management 
	Conditions would be sought via the approaches set down in the funding and termination policy on entry to the Fund


5. Terms for acceptance of new admission body applications / standard bulk transfer terms offered

5.1 Transferee admission bodies
All transferee admission bodies (i.e. “best value” contractors delivering services to scheme employers) should be accepted for admission into the Fund so long as all the necessary regulatory requirements for admission are satisfied.   

5.2 Bulk transfer terms

In the case where a contractor wishes to offer a broadly comparable scheme, rather than apply to become an admitted body of the Fund, standardised bulk transfer terms will be offered via the Actuary’s Letter.  The letter will be structured so as to target an asset transfer to the contractor’s Broadly Comparable scheme such that it is equivalent to 100% of the past service liabilities reserved for by the Fund in respect of the transferring members’ accrued service as at the date of transfer.   The Fund will only agree to any variations in the standard in exceptional circumstances and with the prior agreement of the transferring scheme employer.

5.3 Community admission bodies
Community admission bodies will be accepted for participation in the Fund, or otherwise, on a case by case consideration of the merits of admission and the associated risks to the Fund.  In general, a guarantee or alternative surety will be required for all community admission body cases, with this requirement waived at the Fund’s discretion on an exceptions basis.

6. Conditions for participation, including funding requirements

6.1 Transferee admission bodies

No special conditions or requirements will apply for transferee admission bodies given their ultimately close links with the Scheme Employer, although the Fund retains the right to seek special terms or conditions if these are considered warranted in specific cases.  

6.2 Community admission bodies

For community admission bodies the Fund will consider application of special conditions or requirements as deemed appropriate.   Examples of such conditions are:

- a guarantee from another Fund employer with sufficient covenant strength

- a surety bond or other contingent asset

- an independent review of covenant, including the possibility of a parent guarantee.

All community admission bodies will be allowed flexibility to elect to adopt a funding approach prior to termination in line with the “least risk” exit debt basis, if that is their preference.  
In general such an approach will act to substantially reduce volatility risks but at increased contribution cost.  

6.3 Alternative funding basis
In the case of a transferee admission body, or any participating employer acting as guarantor in the case of non-transferee admission bodies, implementation of an alternative funding basis or approach (including on termination) will be subject to agreement from the relevant guarantor body/scheme employer.  Any special funding arrangements between the scheme employer and transferee admission body should be covered by the commercial arrangements, i.e. outside the Fund and not part of the admission agreement.

7. Termination assessment on cessation of an admission
On termination of an admission body, the regulations require a ‘termination assessment’ of the shortfall to be carried out and the admission body to pay this shortfall to the Fund.

The “least risk” basis of assessment will apply for all admission bodies, except where a successor or guarantor body inherits ongoing responsibility for the orphan liabilities arising on cessation of the admission.  
Transferee admission bodies would generally not have the termination assessment carried out on a least risk approach, owing to it being ultimately guaranteed by the scheme employer, unless agreed otherwise as part of bespoke terms between the parties.

The “least risk” approach means that allowance for assumed equity and other risk assets outperformance built into the actuary’s ongoing funding assumptions will be removed for the purpose of the “exit debt” termination assessment.  This more cautious basis of assessment seeks to protect other participating employers in the Fund from the risk of having to meet funding shortfalls in relation to orphan liabilities as it results in more assets being held as a cushion against poor performance.

Further exceptions to the “least risk” basis of assessment may apply in relation to any “ringfencing” in respect of legacy cases (see below).

8. Legacy cases – current admission bodies and grouped admitted bodies

8.1 Legacy cases

Prior to this point in time the Fund has not operated within a formal policy on these matters, and consequently there has been no general communication to current admission bodies of the “least risk” funding approach to “exit debt” calculations for those bodies with no guarantor.  Past cases have therefore been dealt with on a case by case basis.
To facilitate transition to a formal policy framework with minimal disruption for existing admissions, an approach of “ringfencing” terms for current admissions on their future cessation could be adopted.  This would be, simply, to restrict adoption of “least risk” terms for exit debt calculations to new admissions, with existing admissions “ringfenced” with the ongoing basis to be applied on termination as has been the case for the majority of the historical cases.

Before implementing such a policy consideration should be given to the risk exposure for existing admissions to determine the implications of ringfencing.   This analysis should consider those bodies that have no guarantor separately from those who do.
8.2 Grouped Bodies

The present Fund practice is that for small admissions (in terms of numbers of members), rather than being treated as a discrete employer within the Fund, they would join a pooled group (the Small Admitted Bodies Group). This group has diminished in size over time due to employers leaving the Fund and a restriction on new employers entering the group.  
Given the proposition of the framework and the complexities associated with the continued operation of the group, consideration should be given to the relative merits of completely moving away from this approach, with a disaggregation of the group.   
As a minimum, no future Transferee Admission Bodies should be eligible to join the group due to the commercial issues outside participation in the Fund.

The main reasons for forming a group is that the effect of “common” experience factors can be diluted when spread over a bigger group of employers rather than very small bodies.  Whilst this dilution may be seen as an advantage for certain employers, others may view these as a disadvantage, as they would be effectively meeting part of the costs associated with the actions of another employer.   Some of the more specific advantages/disadvantages of a grouped approach are set out below. 

	Advantages of the group approach
	Advantages of the separation

	The dilution of costs associated with member related events (e.g. salary increases greater or less than expected, the incidence of a particularly costly ill health retirement)
	A greater control in pension fund costs associated with the member related events (e.g. award of salary increases, augmentations and early retirements)

	The spreading of any funding strains that may arise due to members transferring-in a period of service
	No cross subsidies across any employers within the group

	An overall reduction in the volatility of employer costs, owing to the spreading of all experience across a larger group of employers
	A greater degree of transparency for each employer, when reconciling changes in the contributions required compared with their own experiences


9. Administration of agreed policy in relation to admitted bodies and bulk transfers
This report has only considered the “high level” issues. We would propose that the next stage in the process is for officers to identify any further principles to be considered for incorporation into the policy and then formulate an Essex Pension Fund process framework, to cover the terms of acceptance, bulk transfers and terminations within a “sign posted” policy map. 
The framework:
a) Should be a public document for all employers and future employers to consider and incorporate reference to national guidance as appropriate.

b) Should be predominantly process driven. Standardised communications, data submissions and checklists, generic legal documentation in the context of admission agreements and the like should be rolled out to all Fund employers and used in all cases.  Non-compliance (by employers) with the framework would be grounds for the Fund not to process the cases.  Some aspects of standardisation are already in place and these would be refreshed as part of the process.
c) Will necessarily be different for Transferee Admission Bodies and Community Admission Bodies given the different emphasis in issues for the two types of admission. 
d) Should include key metrics around funding and guarantees for Community Admission Bodies. 
e) Should set out clear responsibilities for monitoring and risk management. 

General awareness training in respect of the framework should be offered to employers and key officers within the participating councils.  
The framework will need to be administered appropriately. Fund Officers should be trained to ensure that any process implemented is run efficiently. An element of the administration duties will be the need to monitor and manage the arrangements of the bodies.  Therefore clear division of responsibility in respect of monitoring and risk control is important.  A specific role may need to be created to implement and monitor the arrangements
10. Background Papers
10.1 None.
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