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Security from admission bodies policy 

Introduction 

This is the policy of the Cornwall Pension Fund (“the Fund”) as regards the security required by admission bodies 

in the Fund.  This policy should be read in conjunction with the Fund’s Funding Strategy Statement and relevant 

legislation, in particular, the Local Government Pension Scheme Regulations 2013 (“the Regulations”), as 

amended. 

This policy sets out the requirement for admission bodies to obtain an indemnity or bond, or a guarantee, during 

their period of participation in the Fund and it sets out how the indemnity or bond will be set.  

It should be noted that this statement is not exhaustive and individual circumstances may be taken into 

consideration where appropriate.  Any queries should be directed to Head of Exchequer and Pensions, in the first 

instance at pensions@cornwall.gov.uk or on 01872 322322. 

Regulatory Framework 

The LGPS 

Schedule 2 Part 3 of the Regulations sets out the bodies eligible to participate in the LGPS as admission bodies 

and the regulatory requirements of admission bodies, including the security required; 

 Paragraph 6 requires an assessment to be made (the “bond assessment”), taking account of actuarial 

advice, of the level of risk arising on premature termination of the provision of service or assets by reason of 

insolvency, winding up, or liquidation of the admission body.  This assessment must be carried out to the 

satisfaction of the Administering Authority and the Scheme Employer (if applicable). 

 As required under paragraph 7, if an indemnity or bond is deemed necessary, the admission body shall 

arrange this in a form approved by the Administering Authority.  

 Under Paragraph 8, if it is not desirable for an admission body to enter into an indemnity or bond, the 

admission body must secure a guarantee in a form satisfactory to the Administering Authority. 

Links to funding strategy 

The Fund’s Funding Strategy Statement (FSS), dated January 2017, sets out the objectives of the Fund’s funding 

strategy.   

This policy should be read in conjunction with the FSS.  In particular, the following sections of the FSS relate to 

the security requirements of admission bodies; 

 Section 3.3 (employer funding specifics) – note h, refers to the requirement for all new admission bodies to 

provide some form of security.   

 Section 3.3 (employer funding specifics) – note j, specifies the failure of an admission body to renew or adjust 

the level of the indemnity or bond, or to provide an appropriate guarantor, as a possible trigger for the 

cessation of the admission agreement. 

 Section 3.5, allows the Administering Authority to permit greater flexibility on the employer’s contributions if 

the employer provides additional security.  
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Security from admission bodies in the Fund 

Bond assessment 

When an admission body joins the Fund, the Fund Actuary carries out the bond assessment required under the 

Regulations.  The Fund Actuary will also, when directed to by the Administering Authority, carry out a bond 

assessment at any other time during the period of the admission body’s participation in the Fund. 

The Fund Actuary’s bond assessment may make allowance for the following; 

 The funding strain arising from the early payment of liabilities that will arise as a consequence of 

redundancy if the admission body goes into liquidation, insolvency or winds up.  Employees over age 55 

are eligible for immediate payment of pension in the event of being made redundant, see Redundancy 

risks below. 

 A provision to cover the potential liability due to adverse market conditions over the period until the next 

actuarial valuation (or bond renewal if earlier), see Market related risks below. 

It is ultimately a matter for the Administering Authority and the Ceding Employer (if different) to determine what 

level of cover, if any, is appropriate.  This assessment will recognise the security of the admission body’s 

covenant.  

Redundancy risks 

The redundancy bond element is calculated as the funding strain arising due to all members over age 55 (during 

the following year) taking unreduced retirement in the event of redundancy.  

Market related risks 

The calculation of the bond amount is based on the likelihood that a deficit arises due to adverse market 

movements over the first year of the admission agreement (or, in the case of a renewal, that either a deficit arises 

or there is an increase in any existing deficit amount in the year following the renewal date).  A deficit may arise if 

the change in value of the assets over the year is lower than the corresponding change in value of the liabilities; 

this may be due to investment under-performance and/or falls in gilt yields (which lead to a higher value being 

placed on the liabilities). 

The assessment determines the bond amount in respect of market related risks that would be required to provide 

the Administering Authority with a certain level of assurance that any deficit arising after one year could be met in 

full.  Specifically, the Fund Actuary will provide the calculated amount that would be required in order for the 

Administering Authority to have a i) greater than 98%, ii) 90% to 95%, and  iii) 80% to 85% confidence that any 

deficit arising after one year (from market-related risks) would be met in full by the bond. 

In other words this means that if a bond were put in place under option i) then the Administering Authority can be 

98% confident that any deficit attributable to market related risks that might exist on termination of the admission 

agreement after one year would be covered by the bond. 

There would remain a possibility that a deficit could emerge, due to market-related risks, that was larger than the 

amount covered by the bond.  For example, even with a bond put in place under option i) there would still be 

around a 1 in 50 chance that the deficit would be greater than the bond amount, and the difference could be 

significantly large. 

The Fund Actuary makes a number of assumptions in assessing the uncertainty associated with the movements 

in the assets and liabilities of the admission body over a one year period.  Further information on the assumptions 

is available on request. 
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Alternative Guarantor 

Where it is considered desirable the Administering Authority may agree with the admission body (and ceding 

employer, if applicable) to secure a guarantee, in a form approved by the Administering Authority, as an 

alternative to the provision of an indemnity or bond.   

Risk sharing 

As part of a commercial contract, a scheme employer may decide to enter into a risk sharing/pass through 

agreement with an external supplier.  Under such an arrangement there may be no need for indemnity or bond 

from the admission body, however this depends on the terms of the agreement.  The scheme employer must 

consult with and seek advice from the Administering Authority prior to signing such an agreement, in particular to 

ensure that the requirements of this policy are met. 

Fund Policies 

The following policy decisions have been made by the Administering Authority in relation to security required from 

admission bodies in the Fund. 

A. Bond assessments will be carried out on commencement of an admission agreement, and thereafter no 

less frequently than bi-annually. 

B. The redundancy risks element of the indemnity or bond required will be set at the level recommended by 

the Fund Actuary in the bond assessment. 

C. On the commencement of the admission agreement, the market related bond amount will be set to achieve 

an 80% to 85% confidence that any deficit arising after one year (from market-related risks) would be met 

in full by the bond.   

D. The level of confidence set for market related bonds on commencement will be reviewed at the time of 

each actuarial valuation. 

E. For bond renewal, the market related bond amount will be set in the same way as at commencement, 

unless the Administering Authority have reason to believe that the strength of the admission body’s 

covenant has deteriorated since the commencement of the admission agreement.  

F. It is the responsibility of the admission body to arrange a bond, or arrange the necessary insurance for any 

amount required by the Administering Authority and Ceding Employer (if different).   

G. Proof of the required indemnity or bond being in place should be provided to the Administering Authority on 

request. 

H. In matters of dispute over the bond or indemnity amount, the Administering Authorities ruling is final. 

I. The Administering Authority will consider the suitability of a guarantee, offered as an alternative to the 

provision of an indemnity or bond, on its individual merits.  

J. Throughout the period of the admission agreement, the admission body (and ceding employer, if 

applicable) should ensure that any guarantee (provided in lieu of an indemnity or bond) remains 

appropriate and provide such confirmation to the Administering Authority on an annual basis. 

K. Actuarial fees for the bond assessment (at commencement and at renewal) will be met by the admission 

body or ceding employer. 

This policy has been prepared by the Administering Authority, in collaboration with the Fund’s Actuary, Hymans 

Robertson LLP.  This policy is effective from 1 January 2018. 

This policy will be reviewed at least every three years following triennial valuations or following changes in the 

Regulations pertaining to admission bodies.   


