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Local Government Pension Scheme: Changes to the local valuation 

cycle and the management of employer risk 

Response on behalf of Cumbria Local Government Pension 

Scheme Pension Committee and Local Pension Board and Cumbria 

County Council 

 

The below incorporates the proposed response from Cumbria Local Government 

Pension Scheme (Cumbria LGPS) Pension Committee, Local Pension Board 

and Cumbria County Council as Administering Authority for Cumbria LGPS to the 

consultation on changes to the local valuation cycle and the management of 

employer risk line survey being undertaken by the Ministry of Housing, Communities 

and Local Government MHCLG). 

Cumbria’s proposed responses are indicated by blue text.   

 

Survey response deadline date:  31st July 2019 

 

1. Summary: 

 

1.1. The consultation contains proposals on a four specific matters relating to the 

Local Government Pension Scheme (LGPS).  In summary these matters and 

Cumbria’s proposed responses are: 

 

1.1.1. Valuation (section 2 below): The consultation sets out proposals designed 

to achieve the Government’s intention to align the LGPS scheme valuation 

to the quadrennial cycle of the other public service pension schemes.  In 

recognition that the lengthening of the valuation cycle may increase the risks 

faced by Funds and employers the consultation includes proposals for 

mitigation measures, specifically: 

 The introduction of a power to Funds to undertake interim valuations; 

and 

 The widening of a power that allows Funds to amend an employer’s 

contribution rate in between valuations (e.g. following a covenant 

review of where liabilities are estimated to have significantly reduced).  

Summary of proposed response:  

 Cumbria supports the proposals outlined in the consultation. However, 

with regards to the proposed safeguards to limit the risk that valuations 

are undertaken for short-term purposes: Cumbria would suggest that, 

just as there is a risk that Funds may be tempted to undertake 
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valuations for short-term purposes, there is a risk that Government may 

also face such a ‘temptation’ (e.g. if lobbied by a group of employers 

such as academies).   

 Cumbria would therefore suggest that, along the lines of the process for 

individual Funds seeking to undertake an interim valuation, the power 

of the Secretary of State to require interim valuations of Funds should 

be exercised having due regard to the views of the Government 

Actuary and following consultation with the Scheme Advisory Board 

and Fund employers. 

. 

1.1.2. Exiting employers (section 3 below): The consultation proposes two 

approaches to resolve the issue of the often prohibitive ‘cliff edge’ cost to 

employers of exiting the scheme (the current regulations require that when 

the last active member of an employer leaves the scheme the employer 

must pay a lump sum exit payment calculated on a full buy-out basis), 

specifically: 

 To introduce a ‘deferred employer’ status. This would allow Funds to 

defer the triggering of an exit payment for certain employers who have 

a sufficiently strong covenant (whilst the arrangement was in place the 

‘deferred employer’ would continue to pay contributions to the Fund on 

an ongoing basis); and 

 To allow an exit payment calculated on a full buy-out basis to be 

recovered flexibly (i.e. over a period of time) 

Summary of proposed response:  

 Cumbria supports the proposals and welcomes the proposal that 

Administering Authorities are given considerable flexibility to use their 

judgement and local knowledge in balancing the competing interests 

involved.   

 Cumbria does not believe that protections over and above those 

detailed in the consultation are required.  In particular, Cumbria does 

not support imposing a maximum time limit over which exit payments 

could be spread may effectively negate this as a tool to manage 

employer exits.   

 

1.1.3. Exit credits (section 4 below):  The consultation sets out proposals to 

address the issue of payment of ‘exit credits’ to employers where an LGPS 

employer has outsourced a service and used contractual arrangements to 

share risk with their contractor. 

Summary of proposed response:  

 Cumbria supports the proposal that the LGPS Regulations 2013 be 

amended to provide that Administering Authorities must take into 

account a scheme employer’s exposure to risk in calculating the value 

of an exit credit.  
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1.1.4. Higher and further education (section 5 below):  The consultation seeks 

views on proposals that would remove the requirement for further educations 

corporations, sixth form college corporations and higher education 

corporations to offer membership of the LGPS to their non-teaching staff.  

Instead it is proposed that it would be up to individual institutions to 

determine whether or not to offer the LGPS to new employees (current 

employees rights would be protected). 

Summary of proposed response:  

 Cumbria supports the proposals although it would note that: 

 This approach could ultimately mean that the LGPS effectively 

becomes a closed scheme for some higher and / or further 

education employers.  To minimise the risk to the Fund of the 

potential sudden exit of such employers it is important that this 

proposal is only adopted if the proposals relating to flexibility on 

exit payments are also adopted; and 

 As noted in section 6.1 of the consultation these proposals may 

result in a difference in treatment between the staff of an 

institution who are already in the LGPS when the change comes 

into force (who would have a protected right to membership of 

the LGPS), and new employees (who would not).  However, as 

acknowledged in the consultation, this is an employer issue as it 

will be up to each institution to consider the potential equalities 

impacts when making their decision on which, if any, new 

employees should be given access to the scheme. 

 

 

2. Valuation: 

 

2.1. Principle of moving the timing of valuations at an individual Fund level from a 

triennial to quadrennial basis:  

 

2.1.1. The Government has brought the valuation of the LGPS at a national level 

onto the same quadrennial cycle as the other public service schemes.  It is 

now proposing that valuations at an individual LGPS Fund level should also 

move from triennial to a quadrennial valuation cycle.  This change would 

require amendments to the LGPS regulations 2013. 

 

2.1.2. Question 1 – As the Government has brought the LGPS scheme valuation 

onto the same quadrennial cycle as the other public service schemes, do 

you agree that LGPS fund valuations should also move from a triennial to a 

quadrennial valuation cycle? 

 

2.1.3. Proposed response: Yes.  Whilst there are important differences between 

the national valuation and valuations at an individual Fund level (e.g. 
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discount rates and other assumptions), much of the underlying data 

requirements for the processes are the same.  Keeping the processes 

aligned will therefore enable Funds to maintain existing efficiencies in 

relation to the production of this data. 

 

2.2. Risks of moving to quadrennial valuations: 

 

2.2.1. The consultation identifies the following potential risks of moving from 

triennial valuation process to a quadrennial one at a local Fund level: 

 

 Changes in employer contribution rates may be greater as a result of 

longer valuation periods; and 

 

 Longer valuation periods could also lead to reduced monitoring of risks 

and costs. 

 

2.2.2. Question 2 - Are there any other risks or matters you think need to be 

considered, in addition to those identified above, before moving funds to a 

quadrennial cycle? 

 

2.2.3. Proposed response: No.  Cumbria would agree that the two risks identified in 

the consultation are the key risks of moving to a quadrennial cycle.   

 

2.3. Date of valuations: 

 

2.3.1. The consultation proposes that LGPS national and local Fund valuations as 

at the same date. 

 

2.3.2. Question 3 - Do you agree the local fund valuation should be carried out at 

the same date as the scheme valuation? 

 

2.3.3. Proposed response: Yes.  As stated above, whilst there are important 

differences between the national valuation and valuations at an individual 

Fund level (e.g. discount rates and other assumptions), much of the 

underlying data requirements for the processes are the same.  Keeping the 

dates aligned will therefore enable Funds to maintain existing efficiencies in 

relation to the production of this data. 

 

2.4. Transition from triennial to quadrennial valuations: 

 

2.4.1. Assuming that scheme and fund valuations are carried out at the same date, 

the consultation suggests two potential approaches: 

(a) For the next fund valuation to complete as anticipated, using data as at 

31 March 2019, giving rates and adjustment certificates for the coming 
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five years (i.e. from 1 April 2020-2025) but with the Administering 

Authority having the option to perform an interim valuation if 

circumstances require changes to contribution rates. Further fund 

valuations would be done using data as at 31 March 2024 and every four 

years thereafter. 

 

(b) MHCLG preferred approach: For the next fund valuation to complete as 

anticipated, using data as at 31 March 2019, giving rates and adjustment 

certificates for the coming three years (i.e. from 1 April 2020-2023). The 

following valuation would be done with fund data as at 31 March 2022 

but giving new rates and adjustments certificates for only two years. 

Further fund valuations would be done using data as at 31 March 2024 

and every four years thereafter. 

 

2.4.2. Question 4 - Do you agree with our preferred approach to transition to a new 

LGPS valuation cycle? 

 

2.4.3. Proposed response: Yes.  The 2019 valuation work is now well underway 

and option (b) means that the process can continue as originally planned.  

 

2.5. Dealing with changes in circumstances between valuations – changes in assets 

and liabilities 

 

2.5.1. As previously noted (2.2.1) the consultation recognises that there are two 

key risks which arise as a result of having a longer period between 

valuations.  One of the key drivers of these risks is that there is greater 

scope for changes in assets and liabilities with a consequential potential 

increase in risks. 

 

2.5.2. In response to this the consultation proposes the introduction of a new power 

to enable funds to conduct an interim valuation to reassess their position 

and, where appropriate, adjust the level of contributions outside of the 

regular cycle. This would not affect the timing of the next quadrennial fund 

valuation or the scheme valuation. It would, however, allow Administering 

Authorities to manage risk and avoid the need for very sharp corrections if 

maintaining the longer review cycle.   

 

2.5.3. The costs of the valuation would be recovered in the usual way from all 

employers. As interim valuations are expected to be an exception rather than 

the norm, the cost is likely to be more than offset by the move to four-yearly 

valuations. 

 

2.5.4. Question 5 - Do you agree that funds should have the power to carry out an 

interim valuation in addition to the normal valuation cycle? 
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2.5.5. Proposed response: Yes.  Cumbria would not anticipate using the proposed 

power on a regular basis; both its investment strategy and its funding 

strategy take a long term view and are designed to secure the solvency of 

the Fund whilst also seeking, as far as is possible in this context, to maintain 

stable employer contribution rates.   

 

2.5.6. Given this long term, risk-aware approach to investment and funding 

Cumbria does not anticipate that the lengthening of the period between 

valuations by 1 year will materially increase the risk to the Fund or Fund 

employers.  However, a power to carry out an interim valuation in addition to 

the normal valuation cycle would be a useful additional tool to help manage 

risk throughout the LGPS and Cumbria therefore welcomes it. 

 

2.5.7. The consultation proposes some safeguards in relation to the proposed 

power to undertake interim valuations.  The aim of the safeguards is to limit 

the risk that such valuations could be timed to take advantage of short-term 

market conditions. The proposed safeguards are: 

 

 That valuations may only be undertaken for reasons set out in an 

Authority’s Funding Strategy Statement (FSS).  Regulations (supported by 

statutory guidance) would require that decisions on whether to undertake 

an interim valuation should only be made by the Administering Authority 

having due regard to the views of their actuary and following consultation 

with the Local Pension Board. Where an Administering Authority 

undertakes an interim valuation it would also be obliged to notify the 

Secretary of State of the reasons for it and the conclusions reached; and 

 

 In exceptional circumstances not envisaged in the FSS, a Fund could 

apply for a direction from the Secretary of State to carry out an interim 

valuation. The Secretary of State would also have a power to require 

interim valuations of funds either on representation from funds, scheme 

employers or of his own motion. 

 

2.5.8. Question 6 - Do you agree with the safeguards proposed? 

 

2.5.9. Proposed response: Cumbria agrees that there should be safeguards to limit 

risk that valuations are undertaken, as the consultation suggests, for short-

term purposes.  It is sensible to have safeguards at both local and national 

levels.   

 

2.5.10. However Cumbria would suggest that, just as there is a risk that Funds may 

be tempted to undertake valuations for short-term purposes, there is a risk 
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that Government may also face such a ‘temptation’ (e.g. if lobbied by a 

group of employers such as academies).   

 

2.5.11. Cumbria would therefore suggest that a similar approach to that of individual 

Funds seeking to undertake an interim valuation should be taken, 

specifically; the power of the Secretary of State to require interim valuations 

of Funds should be exercised having due regard to the views of the 

Government Actuary and following consultation with the Scheme Advisory 

Board and Fund employers.  

 

2.6. Dealing with changes in circumstances between valuations – employer 

circumstances 

 

2.6.1. As previously noted (2.2.1) the consultation recognises that there are two 

key risks which arise as a result of having a longer period between 

valuations.  One of the key drivers of these risks is that there are fewer 

opportunities to respond to changes in the financial health of scheme 

employers (i.e. their “covenant strength”). 

 

2.6.2. The current regulations provide a limited number of tools to manage or 

reduce the risks associated with the financial health of employers in between 

valuations.  These are predominantly focussed on four areas: 

 On admission to the Fund (i.e. requiring a bond or guarantee for new 

admission bodies where appropriate); 

 On changes to existing admission agreements;  

 On exit; and  

 Where there is evidence that the liabilities of an employer have 

increased substantially. 

 

2.6.3. The consultation recognises that, whilst these tools combined with a four-

yearly review of employer contributions would be sufficient for statutory or 

tax-payer backed employers, circumstances for other scheme employers 

(particularly admitted bodies) can change substantially within a four year 

period.  As such it proposes changes to regulations to allow Funds to amend 

contribution rates more frequently.    

 

2.6.4. The ability to amend contribution rates would be driven by a change in the 

deficit recovery period and/or funding target level for a single employer, or 

group of employers, where this was felt necessary to protect other 

employers in the scheme or the solvency of the Fund itself.  Such 

circumstances would include: 
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 giving funds the ability to offer employers a reduction in their 

contribution rate if they were able to make a one-off deficit reduction 

payment;  

 if there was a significant change in the composition of an employer’s 

workforce following a merger; or 

 where an employer believes its liabilities have reduced1. 

 

2.6.5. Funds would need to specify in their FSS those employers (generally 

statutory or tax-raising employers) for whom the regular assessment of 

employer contributions through valuations is sufficient and what events 

would trigger reassessment through covenant reviews for other employers. 

  

2.6.6. Question 7 – Do you agree with the proposed changes to allow a more 

flexible review of employer contributions between valuations? 

 

2.6.7. Proposed response: Yes.  Monitoring employer covenant is a key tool for 

understanding risk, however monitoring alone doesn’t mitigate a risk.  Funds 

need appropriate tools to address employer covenant risk if identified and 

therefore the proposal to increase Fund’s abilities to address concerns 

identified by the monitoring of employer covenant in between valuations is 

welcomed.  

 

2.7. Dealing with changes in circumstances between valuations – setting a policy  

 

2.7.1. As noted at 2.5.7 and 2.6.5 above, the consultation proposes that the 

regulations would require funds to include their policy on interim valuations 

and reviews of employer contributions in their FSS. 

 

2.7.2. It is anticipated that CIPFA would want to reflect these new tools to manage 

risk in the guidance which it offers to funds on drafting the FSS and in 

managing risk. However, to help ensure consistency of approach between 

Funds, the consultation also proposes that, in setting their policy, Funds 

would also be required to have regard to advice provided by the SAB.  

 

2.7.3. In terms of undertaking an interim valuation this would include advice in the 

following areas: 

 The exceptional circumstances where the case for an interim valuation 

could be made to the Secretary of State; 

 The process for triggering and timescale for completing interim valuations; 

                                                           
1
  Where a scheme employer requested a reassessment because it believed that this would lead to a reduction 

in its contribution rate, then this would be paid for by the employer concerned.  Otherwise, as these 
reassessments of employer contributions are designed to protect the interest of all employers and the scheme 
as a whole, the costs of conducting them would normally be met by the fund as a whole.  
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 Best practice in working with scheme employers and other interested 

parties where an interim valuation is undertaken; and 

 What level of professional advice is appropriate to deliver the interim 

valuation. 

 

2.7.4. In relation to action being taken to review employer contributions it is 

proposed that SAB would consider guidance on the following areas: 

 How to work with an employer when a request is made for a review of its 

employer contributions; 

 The process for carrying out employer covenant reviews and how to work 

with employers where the Fund feels that further action is needed; 

 Communicating with all scheme employers on how risk is being managed 

and how the cost of reviews will be met; and 

 What comprises a proportionate level of actuarial and other professional 

advice. 

 

2.7.5. Question 8 – Do you agree that Scheme Advisory Board guidance would be 

helpful and appropriate to provide some consistency of treatment for scheme 

employers between funds in using these new tools? 

 

2.7.6. Proposed response: Yes.  Clear, concise and consistent guidance on the 

matters listed above would be welcomed.  Cumbria would ask that, to avoid 

overlap, confusion or inconsistencies, CIPFA and the SAB work together 

when drafting the guidance on the FSS and the SAB guidance on these 

policies. 

 

2.7.7. Question 9 – Are there other or additional areas on which guidance would be 

needed? Who do you think is best placed to offer that guidance? 

 

2.7.8. Proposed response: As noted above, Cumbria would suggest that the SAB 

and CIPFA work together on the production of guidance to avoid overlap, 

confusion or inconsistencies. 

 

3. Exiting Employers: 

 

3.1. The consultation recognises that some smaller and less financially robust 

employers are finding the current exit payment regime in LGPS onerous.  The 

current exit payment arrangements may result in employers continuing to 

accrue liabilities that they cannot afford as they are effectively tied to the 

scheme indefinitely, even if this is not the most prudent way to proceed for all 

concerned. It can also create the risk that some employers could be driven out 



 

Page 10 of 18 
 

of business as a result of inability to meet a substantial exit payment when they 

finally come to leave2. 

 

3.2. The consultation seeks to address these issues by giving Funds more flexibility 

to manage an employer’s liabilities in this situation, either: 

 

 by spreading exit payments over a period; or 

 by allowing an employer with no active members to defer exit payments in 

return for an ongoing commitment to meet their existing liabilities (‘deferred 

employer status’ and deferred employer debt arrangements). 

 

3.3. Flexibility in recovering exit payments 

 

3.3.1. This proposal aims to enable scheme employers which are ceasing to 

employ any active members with the flexibility, in agreement with the 

Administering Authority, to spread exit payments3 over a period.  

 

3.3.2. This option would be available in situations where an Administering Authority 

considered that some flexibility over the repayment programme would be in 

the best interests of the Fund and other employers.   

 

3.3.3. The consultation proposes that the model adopted be based on that 

implemented by the Scottish Public Pensions Agency. This model allows 

Administering Authorities to adjust an exiting employer's contributions to 

ensure that the exit payment due is made by the expected exit date or 

spread over such a period as the fund considers reasonable.  It is a 

permissive model that gives Administering Authorities considerable flexibility 

to use their judgement and local knowledge in balancing the competing 

interests involved. 

 

3.3.4. The consultation also seeks views from consultees on whether some 

additional protections are required, such as a maximum time limit over which 

exit payments could be spread (perhaps three years).  

 

3.3.5. Question 10 – Do you agree that funds should have the flexibility to spread 

repayments made on a full buy-out basis and do you consider that further 

protections are required? 
                                                           
2
 These problems arise because employer debt is calculated at full buy-out basis (*) on the employer’s total 

accrued liabilities to the scheme, and the amount due up-front or in a short period of time if the last active 
member leaves an employer can be significantly higher than their on-going contributions.   
(*) Exit payments are currently based on that employer's share of the deficit in the scheme calculated on a 
'full-buy out basis' (i.e. the amount that would need to be paid to an insurer to take on the pension scheme's 
liabilities).    
3
 For the avoidance of doubt, exit payment in these circumstances would continue to be calculated as now on 

a full buy-out basis. 
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3.3.6. Proposed response: Cumbria agrees that Funds should have the flexibility to 

spread repayments made on a full buy-out basis.  Cumbria welcomes the 

proposal that Administering Authorities are given considerable flexibility to 

use their judgement and local knowledge in balancing the competing 

interests involved.   

 

3.3.7. Cumbria does not believe that additional protections are required.  In 

particular, imposing a maximum time limit over which exit payments could be 

spread may effectively negate this as a tool to manage employer exits.  To 

put this into context, as at 2016 valuation an employer in the Fund had:  

 A surplus of assets over liabilities of £0.3m when calculated on an 

ongoing basis.   

 When calculated on an exit basis, the position was a net liability of 

£2.6m.   

 The total net assets of the employer at the same date were £1.1m 

 Spreading the exit payments over 3 years would require payments of 

£0.9m p.a. which would be impractical for this employer.  

 Providing flexibility within the Regulations with regard to the repayment 

period would enable the Fund and exiting employers to work together to 

determine a manageable and ordered exit without causing undue 

financial duress on the employer. 

 

3.4. ‘Deferred employer status’ and deferred employer debt arrangements 

 

3.4.1. These proposals aim to enable scheme employers who are ceasing to 

employ any active members to defer exit payments in return for an ongoing 

commitment to meet their existing liabilities, in agreement with the Fund.  

This commitment would protect the Fund and other employers.  

 

3.4.2. This will be of particular help to smaller employers (such as charities) in 

managing their obligation to make an exit payment when they cease to 

employ an active member of the scheme. 

 

3.4.3. Under this proposal employers could seek to become a ‘deferred employer’ 

when looking to exit the scheme.  This would mean that, at the point that 

their last active member leaves the scheme, rather than triggering an exit 

payment, the employer would enter into a deferred employer debt 

arrangement with the Administering Authority. 

 

3.4.4. This means that they would still be an employer for scheme funding and 

scheme administration purposes. Funds will continue to carry out regular 

actuarial valuations to establish whether or not their funding position is on 
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track according to the funding strategy they have adopted, and to put in 

place a recovery plan where any shortfalls are identified. Deferred employers 

will be required to make secondary contributions as part of this plan and this 

requirement will apply to any employer who has entered into a deferred debt 

arrangement. 

 

3.4.5. To enter into a deferred employer debt arrangement, the Fund would need to 

be satisfied that the employer has just, or is about to, become an exiting 

employer as defined in LGPS regulations and has a sufficient covenant not 

to place the Fund under undue risk.   

 

3.4.6. The consultation does not propose setting a minimum level of funding 

however it does state that there would be an expectation that Administering 

Authorities offer deferred employer debt arrangements when this is in the 

interests of the other Fund employers and where there is not expected to be 

a significant weakening of the employer covenant within the coming 12 

months. 

 

3.4.7. The consultation proposes a number of circumstances (‘relevant events’) 

which would trigger the termination of a deferred employer debt 

arrangement: 

 

 the employer has new active members;  

 the employer and Fund both agree to terminate the agreement and an 

exit payment falls due;  

 the Fund assesses that the covenant has significantly deteriorated and a 

relevant event occurs (insolvency, voluntary winding up, CVA);  

 the employer restructures and the covenant value is significantly affected 

in the view of the Fund. Restructuring for these purposes occurs where 

the employer's corporate assets, liabilities or employees pass to another 

employer; and 

 the Fund serves notice that the employer has failed to comply with any 

of its duties under LGPS regulations or other statutory provisions 

governing the operation of a pension fund.  

 

3.4.8. The consultation notes an expectation that Administering Authorities adopt a 

robust policy to be set out in their FSS, following consultation with employers 

and their Local Pension Board and having regard to any guidance issued by 

CIPFA or the Secretary of State.  

 

3.4.9. Question 11 – Do you agree with the introduction of deferred employer 

status into LGPS? 
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3.4.10. Proposed response: Yes.  This will be an invaluable tool for managing 

employer exit risk.  The current arrangements either force small employers 

to remain in the scheme indefinitely (and, in all likelihood, increase the risk to 

the Fund) or face an exit payment which forces them into insolvency and 

results in only partial recovery for the Fund (with the remaining employers 

being joint and severally liable for the residual liability).   

 

3.4.11. The introduction of this model will allow Funds to take a more constructive 

approach which is likely to result in greater recovery of liabilities (i.e. reduce 

risk to Funds as a whole) as well as providing greater protection for small 

employers within the Funds.  

 

3.4.12. Question 12 – Do you agree with the approach to deferred employer debt 

arrangements set out above? Are there ways in which it could be improved 

for the LGPS? 

 

3.4.13. Proposed response: Yes.  Cumbria supports the proposed approach – and 

in particular welcomes the intention to give Funds flexibility to use their 

judgement and local knowledge to reach suitable arrangements that 

balances the competing interests involved.  Cumbria has no comments 

regarding ways to improve it. 

 

3.4.14. The consultation notes that Government does not intend to legislate for 

every aspect of the model above. It states that “the starting point is that the 

key obligations and entitlements of parties should be in the regulations. 

Statutory guidance can be helpful in putting more flesh on the bones and 

ensuring that there is consistency in application. On the assessment of risk 

and in balancing competing interests of scheme stakeholders [the 

Government] consider that the Scheme Advisory Board is better placed to 

offer real-world, credible guidance to funds”. 

 

3.4.15. Question 13 – Do you agree with the above approach to what matters are 

most appropriate for regulation, which for statutory guidance and which for 

Fund discretion? 

 

3.4.16. Proposed response: Yes. A framework of clear regulations supported by 

more detailed guidance should provide Funds with sufficient clarity about 

both the legality of and the expectations surrounding the use of these tools. 

 

3.5. Summary of options for management of employer exits 

 

3.5.1. Implementing the proposals above on exit payments would make the 

following set of options available to administering authorities when dealing 

with employer exits:  
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1. Calculate and recover an exit payment as currently for employers ready 

and able to leave and make a clean break;  

2. Agree a repayment schedule for an exit payment with employers who 

wish to leave the scheme but need to be able to spread the payment;  

3. Agree a deferred employer debt arrangement with an employer to 

enable them to continue paying deficit contributions without any active 

members where the scheme manager was confident that it would fully 

meet its obligations.  

 

3.5.2. Question 14 – Do you agree options 2 and 3 should be available as an 

alternative to current rules on exit payments? 

 

3.5.3. Proposed response: Yes.  Having the three options will provide Funds with a 

suite of tools to address employer exits in a tailored manner, thus minimising 

risk to the Fund. 

 

3.5.4. The consultation notes that the Government expects that employers will 

want to see a level of transparency and consistency in the use which 

administering authorities make of this new power. Furthermore the 

consultation notes an expectation that that statutory or SAB guidance will be 

necessary in addition to a change to regulations and welcome views on 

which type of guidance would be appropriate for which aspects of the 

proposals. 

 

3.5.5. Question 15 – Do you consider that statutory or Scheme Advisory Board 

guidance will be needed and which type of guidance would be appropriate 

for which aspects of these proposals? 

 

3.5.6. Proposed response: Cumbria would suggest that whichever type of guidance 

is issued in relation to these proposals it needs to fit within the underlying 

(revised) regulations and not be overly prescriptive e.g. as noted in response 

to q.10 Cumbria does not support imposing a maximum time limit over which 

exit payments could be spread.   

 

3.5.7. If guidance is to be statutory then Cumbria would suggest that a ‘lighter 

touch’ approach be taken.  This will assist in ensuring the changes provide 

sufficiently flexibility to allow Funds to manage their risks in the context of 

their Fund-specific circumstances. 

 

4. Exit credits 

 

4.1. Background:  
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4.1.1. In April 2018, the Government made changes to the LGPS Regulations 2013 

allowing exit credits to be paid from the Scheme for the first time. Following 

the amendments where the last active member of a scheme employer 

leaves the LGPS, an exit credit may be payable if an actuarial assessment 

shows that the employer is in surplus on a full buy-out basis at the time of 

their exit. Prior to the changes, the 2013 Regulations had only provided that 

a scheme employer would be responsible for any shortfall and where such a 

shortfall occurred they would be responsible for paying an exit payment. 

 

4.1.2. In the period since the 2013 Regulations were amended, some concerns 

have been raised about a consequential impact of the introduction of exit 

credits, specifically where a scheme employer has outsourced a service or 

function to a service provider. In such situations, scheme employers often 

use a ‘pass-through’ approach to limit the service provider’s exposure to 

pensions risk to obtain a better contract price.  

 

4.1.3. Where LGPS employers entered into a contract with a service provider 

before the introduction of exit credits, the terms of the pass-through 

agreement may cause unforeseen issues to arise:  

 

 e.g. where the authority has agreed to pay the service provider’s LGPS 

employer contributions for the life of the contract as well as meet any exit 

payment at the end of the contract. In such a case, when the contract 

ceases, the service provider (as the scheme employer) may be 

significantly in surplus and entitled to an exit credit, even though the 

authority has borne the costs and the risk in relation to the service 

provider’s liabilities through the life of the contract.  

 

4.2. Proposed remedy: 

 

4.2.1. It is the intention of the consultation to make changes that would mean that 

service providers cannot receive the benefit of exit credits in such cases. 

The consultation therefore proposes that the regulations be amended to 

provide that an Administering Authority must take into account a scheme 

employer’s exposure to risk in calculating the value of an exit credit.  

 

4.2.2. There would be an obligation on the administering authority to satisfy itself if 

risk sharing between the contracting employer and the service provider has 

taken place (e.g. via a side agreement which the Administering Authority 

would not usually have access to). If the Administering Authority is satisfied 

that the service provider has not borne any risk, the exit credit may be 

calculated as nil. 

 



 

Page 16 of 18 
 

4.2.3. This change would be retrospective to 14 May 2018 when exit credits were 

first introduced. 

 

4.2.4. Question 16 – Do you agree that we should amend the LGPS Regulations 

2013 to provide that Administering Authorities must take into account a 

scheme employer’s exposure to risk in calculating the value of an exit credit? 

 

4.2.5. Proposed response: Yes. Cumbria would anticipate that this consideration 

would involve the Fund’s Actuary and, where necessary, legal advice. 

 

4.2.6. Question 17 – Are there other factors that should be taken into account in 

considering a solution? 

 

4.2.7. Proposed response: No 

 

5. Higher and further education 

 

5.1. Background:  

 

5.1.1. Under the LGPS Regulations 2013, further education corporations, sixth 

form college corporations and higher education corporations in England and 

Wales are required to offer membership of the LGPS to their non-teaching 

staff. However, in recent years, a number of changes have taken place in the 

further education and higher education sectors4.   

 

5.2. The issues:  

 

5.2.1. The aforementioned changes have made it possible for such bodies to 

become legally insolvent.  Whilst the consultation notes that the Government 

expects cases of insolvency to be rare, it is possible.  This presents a risk to 

Funds as, under the provisions of the scheme, in the event of an employer 

becoming insolvent any liabilities of the failed organisation which are not 

covered by a bond / security / guarantor will fall back on the other employers 

in that Fund. 

                                                           
4
 In 2012, the Office for National Statistics took further education and sixth form college corporations in 

England out of the General Government sector, reflecting changes introduced by the Education Act 2011 
which, in the view of the ONS, took public control away from such organisations. 
• The Technical and Further Education Act 2017 provided for the introduction of a new statutory insolvency 
regime for further education and sixth form college corporations in England and Wales meaning, for the first 
time, it will be possible for such bodies to become legally insolvent. The Government expects cases of 
insolvency to be rare. 
• The Higher Education and Research Act 2017 established a new regulatory framework and a new single 
regulator of higher education in England, the Office for Students (the OfS). The OfS adopts a proportionate, 
risk-based approach to regulating registered higher education providers consistent with its regulatory 
framework. 



 

Page 17 of 18 
 

 

5.2.2. In addition to this the Consultation notes that Higher and Further education 

bodies are responsible for determining their own business models and for 

ensuring that their financial positions are sound. As such, they may value 

greater flexibility in determining their own pension arrangements for their 

own workforces. 

 

5.3. Proposed remedy: 

 

5.3.1. The consultation proposes that the requirement for further education 

corporations, sixth form college corporations and higher education 

corporations in England to offer new employees access to the LGPS be 

removed.  Instead each corporation would have the flexibility to decide 

whether to offer the LGPS to all or some eligible new employees. 

 

5.3.2. Furthermore, the consultation proposes that that those already in 

employment with such a body and who are eligible to be a member of the 

LGPS before the regulations come into force have a protected right to 

membership of the scheme. These employees would retain an entitlement to 

membership of the scheme for so long as they remain in continuous 

employment with the body employing them when the regulations come into 

force. These employees would also retain an entitlement to membership of 

the scheme following a compulsory transfer to a successor body, for 

example, following the merger of two corporations. 

 

5.3.3. Question 18 – Do you agree with our proposed approach? 

 

5.3.4. Proposed response: Yes, although Cumbria would note that: 

 This approach could ultimately mean that the LGPS becomes a closed 

scheme for some higher and / or further education employers.  To 

minimise the risk to the Fund of the potential sudden exit of such 

employers it is important that this proposal is only adopted if the 

proposals relating to flexibility on exit payments are also adopted; and 

 

 As noted in section 6.1 of the consultation these proposals may result in 

a difference in treatment between the staff of an institution who are 

already in the LGPS when the change comes into force (who would have 

a protected right to membership of the LGPS), and new employees (who 

would not).  However, as acknowledged in the consultation, this is an 

employer issue as it will be up to each institution to consider the potential 

equalities impacts when making their decision on which, if any, new 

employees should be given access to the scheme. 
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5.4. Consideration of equalities  

 

5.4.1. The consultation notes that, whilst it doesn’t believe there are equality 

impacts on protected groups from the proposals in relation to valuations, exit 

payments or exit credits, the proposals relating to higher and further 

education may result in a difference in treatment between staff.   

 

5.4.2. Specifically the proposals to remove the requirement for further education 

corporations, sixth form college corporations and higher education 

corporations in England to offer new employees access to the LGPS may 

result in a difference in treatment between the staff of an institution who are 

already in the LGPS when the change comes into force (who would have a 

protected right to membership of the LGPS), and new employees (who 

would not).  

 

5.4.3. As the consultation notes it will be up to each institution to consider the 

potential equalities impacts when making their decision on which, if any, new 

employees should be given access to the scheme. 

 

5.4.4. Question 19 – Are you aware of any other equalities impacts or of any 

particular groups with protected characteristics who would be disadvantaged 

by the proposals contained in this consultation? 

 

5.4.5. Proposed response: No. 

 

 


