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1. EXECUTIVE SUMMARY 
 
1.1 The purpose of this report is to present the situation with regard to the London 

Collective Investment Vehicle’s (LCIV) pensions recharge and guarantee of 
liability, currently held by the City of London Corporation as the Local 
Government Pension Scheme (LGPS) Administering Authority for the LCIV as 
an external employer.  

2. RECOMMENDATIONS 
 
2.1 The Pensions Sub-Committee is recommended to consider the contents of 

this report with a view to making a decision referencing the approval and 
signing of the Pensions Recharge and Guarantee of Liability Agreement. 

 
3 BACKGROUND 

 
3.1 The current LGPS pensions arrangements for LCIV staff were established in 

2015 as part of the arrangements to set up the LCIV. It took some time for the 
LCIV to put the arrangements in place because of the need for Secretary of 
State approval for the LCIV to be granted admitted body status in the City of 
London Corporation LGPS Scheme. 
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3.2 Lawyers advised that the contractual provisions in the LCIV Shareholder 
Agreement for shareholders to share pensions liabilities were not sufficient in 
the case of the LGPS scheme and therefore the Corporation would require a 
separate guarantee agreement document. 

  
3.3 The Corporation originally agreed to admit the LCIV on condition that the 

other 31 shareholders (London Local Authorities as shareholders in the LCIV) 
enter into a multi-part guarantee agreement. 

 
4 REQUIREMENT FOR A PENSION RECHARGE AGREEMENT AND 

LIABILITY GUARANTEE 
 
4.1 The Pension Recharge Agreement seeks to address the impact of FRS102 

accounting requirements on the balance sheet and regulatory capital 
requirements. The Pension Recharge Agreement will create an asset which 
reduces the likelihood of a requirement to contribute additional regulatory 
capital. 

 
4.2 It should be noted that liability guarantee requirements are set by the City of 

London Corporation and are based on an actuarial assessment. The 
Corporation has authorised the admission of the LCIV to the Corporation’s 
LGPS Fund on the basis of a liability guarantee agreement. 

 
4.3 An explicit liability guarantee is required by the Corporation who have been 

advised that they cannot rely on clause 3.7 in the Shareholder Agreement 
which was originally thought to be possible. Thus, the LCIV has requested 
that shareholder local authorities sign the pension recharge and liability 
guarantee agreements, which will require Committee approval prior to 
signature. 

 
5 TECHNICAL ASPECTS OF THE PENSION RECHARGE AND LIABILITY 

GUARANTEE 
 
5.1 The nature of the Pension Recharge Agreement is that the London Local 

Authorities are liable only for 1/32 of the costs, whether current or any shortfall 
on exit. There is no additional service charge payment required as a result of 
signing the Pension Recharge Agreement. In the circumstance that an exit 
liability clause was invoked before all 32 authorities had signed the 
agreement, the London Local Authorities would each bear 1/32 of the costs. 
The Shareholder Agreement envisages that authorities will share liabilities. 

 
5.3 If an exit payment created a regulatory capital shortfall, the LCIV Directors 

would look to ensure that additional regulatory capital was obtained from all 
32 Shareholders as per the Shareholder Agreement. The Pension Recharge 
Agreement is being put in place as a supplement to the Shareholder 
Agreement. 

 
5.4 The LCIV expects to take responsibility for pension strain. The treatment of 

strain costs will be set out in the Admission Agreement as is standard. In 
principle, costs which incur a strain will be fully paid for by LCIV at the time 



when the strain is incurred. The strain costs will need to be in the interests of 
the LCIV and paid from the budget. However, ultimately, the 32 funds will bear 
the responsibility for strain as a result of the guarantee. 

 
5.5 The main control over responsible management decision-making is the 

Company Board, its Remuneration Committee and the reporting mechanism 
to the 32 shareholders, who are also its clients. The shareholders agree the 
Medium Term Financial Strategy (MTFS) and budget annually. This includes 
staff numbers projected to grow to about 30 (the higher earners will not be in 
the LGPS). 

 
5.6 The Pension Recharge Agreement and the Liability Guarantee Agreement 

effectively deliver funding for a guarantee in respect of the various payments 
that LCIV may have to provide to the City of London Pension Fund. The 
Shareholder Agreement obliges local authority shareholders to use all 
reasonable endeavours to promote and develop the business of the LCIV 
company to the best advantage in accordance with good practice and the 
highest ethical standards. It also requires authorities to be “just and true to, 
and act in good faith towards, the others; and generally do all things 
necessary to give effect to the terms of the Shareholder Agreement”. 

 
6 CONCERNS EXPRESSED BY LONDON LOCAL AUTHORITIES 
 
6.1 The London Local Authorities requested an independent review of the LGPS 

pensions provision, as well as the possibility of closing the LGPS to new 
members, or lowering the current £120,000 cap. The general feeling was that 
the cap was too high, given the absence of any similar defined benefit 
pensions provision within the financial sector. 

 
6.2 The main point of contention was that the London CIV had not taken out the 

pension strain element from the pensions recharge proposal. The strain would 
be the cost borne by the LCIV when the Board implements decisions that 
result in cost, e.g. granting redundancy payments, pension strain and added 
years to an employee who retires ages over age 55 and who takes receipt of 
an unreduced pension. 

 
6.3 With most LGPS Funds, the relevant spending department (and this includes 

all external employer bodies) would immediately pick up this pension strain 
cost, not the pension fund. The current proposal could result in passing of the 
responsibility for the entire strain cost to the London Local Authorities via the 
recharge mechanism. Hence, there could be no incentive for the LCIV to 
control these types of strain costs. 

 
6.4 There was some frustration amongst stakeholders that hard-won savings on 

investment manager fees were being compromised by an uncosted LGPS 
liability. It was felt in some quarters that there is a significant problem with the 
LGPS recharge and the disincentive that exists as to the management of the 
cost, especially the pension strain. 

 
 



 
7 REMUNERATION REVIEW 
 
7.1 At the request of the 32 London local authority shareholders, the Board 

undertook a remuneration review in respect of LCIV staff salaries and LGPS 
pension provision, requiring shareholder views by 16 September 2019 before 
the Shareholder Committee formally agrees the way forward at its 2 October 
meeting. 

 
7.2 The Board undertook a review of the LCIV remuneration policy in the 2019/20 

MTFS and budget. The remuneration policy review recognised the challenges 
of recruitment and retention of specialist staff and London Local Authority 
concerns about the liabilities represented by the pension scheme.  

 
7.3 The Board’s view was that change was required and that keeping the LGPS 

for existing staff and closing it to new hires was the most optimum solution, 
whilst recognising that maintaining a competitive remuneration policy in 
respect of new hires could result in higher salaries (or a combination of an 
attractive defined contribution scheme and higher salaries). 

 
7.4 The Board’s view was that the outstanding formal processes of setting up the 

LGPS scheme begun in 2015 should be fully completed, requiring boroughs 
to sign the existing guarantee agreement so that the Admission Agreement 
can be signed. This must be achieved before the LGPS scheme can be 
closed to new entrants.  

 
7.5 With regard to the remuneration package review, it was recommended that 

the overall policy needs updating to ensure that it provides a framework which 
is competitive enough to meet its objectives of recruiting, retaining and 
developing the talented staff required to deliver LCIV’s future plans.  

 
7.6 The Board is currently minded to pursue the option of closing the scheme to 

new entrants, but would like to hear wider stakeholder views before taking a 
final decision. Direct formal feedback from each London Local Authority as to 
their views will be taken before a decision is made at the 2 October meeting. 
The questions for the consultation are attached at Appendix 3.  

 
7.7 It should be underlined that the options for the pension scheme and the 

resolution of this issue depend on all shareholders signing the Liability 
Guarantee Agreement. Signatures on the guarantee by all 32 shareholders is 
critical regardless of whether the decision is to retain the LGPS, close the 
scheme to new entrants, or close the scheme to existing members and new 
hires.  

 
7.8 The LGPS scheme cannot be closed to future LCIV employees until the work 

to set the scheme up is completed. The Board will also not support moves to 
implement new arrangements unless this is supported by arrangements to 
properly establish the scheme and secure a signed admission agreement. 

  



7.9 In the absence of a consensus across London local authorities that the LGPS 
should be closed to new entrants, or in the absence of 32 signatures on the 
guarantee, the expectation is that the status quo will continue, meaning that 
the LGPS will continue to be part of the staff remuneration package except 
above a threshold of £120,000 which applies to staff joining since December 
2017 and those promoted to posts on salaries above this level.  

 
8 LEGAL IMPLICATIONS 
 
8.1 Legal implications are outlined within the report. 
 
9 FINANCE AND RESOURCES IMPLICATIONS 
 
9.1 Finance risks are outlined within the report. 
 
10 RISK MANAGEMENT 
 
10.1 Risks are outlined within the report. 
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