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REVIEW OF THE ADMISSION AND TERMINATION POLICY 

 

1.0 EXECUTIVE SUMMARY 

1.1 On 8th May 2018 the Ministry of Housing, Communities and Local 
Government (MHCLG) launched a consultation focussing on proposed 
changes to the valuation cycle of LGPS Funds and the management of 
employer risk.  

1.2 It is proposed that the valuation of LGPS Funds be aligned from the 
current three-yearly cycle to the four-yearly valuation cycle of the 
national scheme.  

1.3 The consultation also addresses a number of areas associated with the 
management of employer risk: 

1.3.1 Exiting Employers - 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. This is often prohibitively expensive resulting in employers 
having to remain within the scheme. The consultation presents 
options to make it more financially viable for employers to leave the 
LGPS.  

1.3.2 Exit Credits - 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. 

1.3.3 Higher and further education - Currently further educations 
corporations, sixth form college corporations and higher education 
corporations are required to offer membership of the LGPS to their 
non-teaching staff. The consultation seeks views on enabling 
individual institutions to determine whether or not to offer the LGPS 
to new employees. 



 

1.4 In light a number of factors, including ongoing legal challenges at a 
national level (e.g. McCloud) and recent enquiries from employers 
considering leaving the Fund, the Fund’s Admissions & Termination 
Policy has been reviewed.  In addition to seeking to address these 
issues the review has sought to ensure that the policy compliant with 
current regulations and will also be relevant if the proposed regulatory 
changes associated with the consultation (i.e. exiting employers and 
exit credits) are implemented.  

1.5 Amendments to the policy have been proposed reflecting: 

 Amended (more balanced) exit arrangements for employers 
without guarantors who wish to leave the Fund; 

 Temporary arrangements for employers leaving the Fund whilst 
the McCloud judgement is outstanding; and 

 Arrangements for employers exiting the Fund with a surplus 
financial position (“exit credit”). 

1.6 Any amendment to the Termination Policy approved by Pensions 
Committee will be subject to consultation with employers of the Fund.  

2.0 STRATEGIC PLANNING AND EQUALITY IMPLICATIONS 

2.1 The Council’s vision is to be “A Council that works with residents, 
businesses, communities and other organisations to deliver the best 
services possible within the available resources”. As part of the 
approach to delivering this vision the Council aims to “Put customers 
at the heart of everything we do”. 

 
2.2 Good governance, including regularly reviewing scheme policies, will 

aid the Fund in ensuring its regulatory responsibilities are met, a good 
service is provided to scheme members and employers, costs are 
controlled and its required investment return is achieved.  
 

2.3 Valuations of the Fund determine the employers’ contribution rates 
which have a direct impact on the Fund employers’ revenue budgets.  

 
2.4 There are no direct equality implications arising out of the 

recommendations in this report. 
 

3.0 RECOMMENDATION 

3.1 It is recommended that the Pensions Committee: 

3.2 Consider and approve the proposed response from the Fund to 
MHCLG’s consultation on Changes to the Local Valuation Cycle and 
the Management of Employer Risk subject to any amendments agreed 
by the Committee; and 



 

3.3 Approve amendments to the Admission & Termination Policy subject 
to consultation with Fund employers. 

 

4.0 BACKGROUND 

Local Government Pension Scheme: Changes to the Local Valuation Cycle and the 
Management of Employer Risk 
 
4.1 On 8th May a consultation was launched by MHCLG focussed on proposed 

changes to the valuation cycle of LGPS Funds and the management of 
employer risk. This consultation is due to close on 31st July and a draft 
response from Cumbria is attached as appendix 1 to this report. 

4.2 The consultation contains proposals on four specific matters relating to the 
Local Government Pension Scheme (LGPS).  In summary these matters and 
Cumbria’s proposed responses are: 

4.3 Valuation: 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). 

 
To align the local Fund valuation cycle with the national LGPS valuation 
cycle it is proposed that the following valuation cycles are applied: 

Valuation Date Period

31st March 2019 3 years 01/04/2020 to 31/03/2023

31st March 2022 2 years 01/04/2023 to 31/03/2025

31st March 2024 4 years 01/04/2025 to 01/04/2029

31st March 2028 4 years 02/04/2029 to 01/04/2033

Rates & Certificates Dates

  

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 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. 

. 
4.4 Exiting employers: 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.  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.  Cumbria’s 
consultation response sets out a practical example to exemplify this. 

 
4.5 Exit credits: 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.  The consultation notes that 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 (for example, 
via a side agreement which the Administering Authority would not usually 
have access to).   

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. Cumbria would anticipate that this consideration 
would involve the Fund’s Actuary and, where necessary, legal advice. 

 
4.6 Higher and further education:  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 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. 

 

Admissions & Termination Policy 

4.7 Over the past 12 months, a number of employers with “admitted body” status 
have sought to leave the Fund, the details of which have been presented to 
Pensions Committee in Part 2 agenda items. This has identified that the 
financial costs of leaving the Fund are, for many employers, impractical. 

4.8 Current legal challenges to the LGPS i.e. the McCloud judgement have also 
made it necessary to review the policy by which scheme employers are able 
to leave the scheme.  

4.9 Whilst it has been recognised that the MHCLG consultation will have some 
impact on the termination policy, the impact of the McCloud judgement and 
other factors associated with the termination of employers from the Fund 
required a review of the Fund’s Admission and Termination policy before the 
final results of the MHCLG’s consultation are published.  

4.10 Consequently Mercer Ltd, as the Fund’s Actuary, has been commissioned to 
undertake a comprehensive review of the Admission & Termination Policy of 
the Fund with a view to: 

 Clarifying terminology used; 

 Providing more balanced exit arrangements for employers without 
guarantors who wish to leave the Fund; 

 Future-proofing the Fund against any outcomes from MHCLG’s 
consultation; 



 

 Implementing temporary arrangements for employers leaving the Fund 
whilst the McCloud judgement is outstanding; and 

 Making specific arrangements for employers exiting the Fund with a 
surplus financial position (“exit credit”). 

4.11 A copy of the revised Admission & Termination policy is attached as 
Appendix 2 to this report. For completeness a copy of the report showing the 
changes is attached at Appendix 3, this is a very busy document as a result 
of the extent of the changes; therefore a summary of the key changes within 
the policy is set out below at 4.12 to 4.21. 

4.12 Clarification of terminology: The current Admissions and Terminations policy 
distinguishes between Community Admission Bodies (employers that usually 
operate within or are connected to local government) and Transferee Bodies 
(a company that has taken on work on behalf of a scheme employer by 
means of a contract or other arrangement e.g. through outsourcing). 

4.13 The revised policy provides a simpler mechanism for categorising admission 
bodies between those that have a guarantor and those that do not have a 
guarantor. This distinction allows for greater clarity within the policy as to 
how any surplus or deficits on termination are applied. 

4.14 Exit arrangements for employers without guarantors: When an employer 
terminates from the Fund, the value of assets within the Pension Fund 
attributable to the employer is compared to its future pension liabilities to 
determine either an exit credit or deficit. The Fund currently uses a “least 
risk” termination basis for these exit valuations; the intention of this is to 
minimise the risk to the Fund however the process can be problematic both 
for employers and the Fund: 

4.14.1 Calculating an employer’s liabilities on a “least risk” basis rather than an 
“ongoing” basis (which assumes they will continue in the Fund indefinitely) 
can significantly increase the value of the employer’s liabilities.  This can 
lead to an employer moving from a net surplus position to a net liability or 
it can further increase an existing net liability (i.e. creating or increasing an 
exit deficit payment).  

4.14.2 As current rules require this exit payment to be made on termination from 
the Fund it is often financially impractical for employers to leave the Fund.  
This can lead to employers continuing to maintain (usually minimum) 
active membership which potentially exposes the Fund and the employer 
to increased risk as the employer may build up further liabilities through its 
continued membership.  

4.15 In developing a revised policy, Officers requested that Mercer Ltd draft a 
termination policy that addresses the termination value issue and strikes a 
fair balance between protecting the other employers within the Fund without 
being unduly punitive to the exiting employer.  The outcome of this is that the 
revised policy bases termination values on the value of corporate bonds 
instead of a least risk basis.  



 

4.16 The table below sets out the assumptions at the date of the last valuation 
together with the rates applied for termination on a least risk and corporate 
bonds bases. 

As per most recent valuation 
assumptions (March 2016) 

Valuation funding Corporate Bond Least Risk 

    

Discount rate 4.2% p.a. 3.6% p.a. 2.2% p.a. 

CPI price inflation 2.2% p.a. 2.2% p.a. 2.2% p.a. 

Pension increases/indexation of 
CARE benefits 

2.2% p.a. 2.2% p.a. 2.2% p.a. 

 
4.17 This revision has been proposed as it will provide a more balanced 

calculation methodology for exit payments. In addition this policy was 
selected as: 

 It is easy for employers to understand.  

 It is common across the LGPS. 

 It is justifiable in that the Fund could choose to actually back the 
orphaned liabilities with corporate bonds (and may choose to do so if 
a sufficiently large employer terminated). 

4.18 Future-proofing – MHCLG consultation and McCloud - & exit credits: The 
revised policy notes in section 7.5.1 (g) that “Periodically changes may be 
made to Scheme benefits due to changes to Government Policy, legislation 
or legal challenges. In some circumstances these may affect members’ 
accrued benefits, which will in turn will affect liabilities and so termination 
policies”.  

4.19 The revised policy allows for the Fund to take a view as to the likelihood that 
the changes will take place and, where it does expect changes to be 
implemented, include an allowance in the termination position for the 
estimated impact of these changes. 

4.20 This revision to the policy will ensure that legislation such as may arise from 
the outcome of the McCloud case can be appropriately considered when 
determining exit values for terminating employers. Additionally Mercer Ltd 
were requested to develop a policy that future proofed the Fund against any 
outcomes from MHCLG’s consultation. 

4.21 Section 7.5.1 (h) of the revised policy allows for the Section 151 Officer 
where it is deemed appropriate to exercise discretion within the termination 
process to: 

 Alter the basis and approach to the termination assessment. 

 Allow the deficit to be paid by instalment (as proposed in the exiting 
employers of the LGPS Funds and the management of employer risk 
consultation referred to in Section 4.4 above.). 



 

 Allow the guarantor, successor body or the Fund as a whole to 
subsume the funding deficit or surplus on closure in place of a 
termination payment.  

4.22 Any changes to the Admission and Termination Policy should be made in 
consultation with scheme employers. This consultation will commence in 
June 2018 incorporating any amendments requested by the Committee. 

4.23 The revised Admissions and Termination Policy will be implemented with 
effect from 1st August 2019 unless changes are recommended following the 
consultation with employers. If amendments are required, a revised 
recommendation will be presented to Committee in September. 

5.0 OPTIONS 

5.1 Pensions Committee may either:  

 Approve the proposed response to MHCLG’s consultation on 
“Changes to the Local Valuation Cycle and the Management of 
Employer Risk” and approve amendments to the Admission & 
Termination Policy subject to consultation with Fund employers; or 

 Request further information from the Director of Finance (Section 151 
Officer). 

 

6.0 RESOURCE AND VALUE FOR MONEY IMPLICATIONS 

6.1 Good governance including the regular review of scheme policies aids the 
Fund in ensuring its regulatory responsibilities are met.  

6.2 Increasing the period between Fund valuations from three to four years will 
result in the Fund incurring less expense in actuarial fees. Whilst there is 
scope within the proposed amendments to the valuation process for Funds 
to undertake mid-term valuations, these are expected to be undertaken on 
an exceptional basis and the cost of these would be outweighed by the 
move to a four-yearly actuarial valuation cycle. 

6.3 The revised Admission and Termination Policy amends the process on 
which termination values are calculated.  

6.3.1 This amendment may increase the risk to the Fund (and therefore to all 
Fund employers) that exit payments and future investment returns are 
ultimately insufficient to cover the full final liabilities of an exiting employer.  

6.3.2 However, the amendment would reduce the risk that employers seeking to 
exit the Fund cannot afford to do so.  In such cases an employer is likely to 
continue to maintain active membership thereby potentially exposing the 
Fund and the employer to increased risk by building up further liabilities 
through its continued membership.  

6.3.3 Furthermore, it is considered that this amendment is appropriate is it 
provides a balance between protecting the other employers within the Fund 
without being unduly punitive to the exiting employer. 



 

7.0 LEGAL IMPLICATIONS 

7.1 Under Part 2H of the Constitution 2.2(n) provides that it is a function of 
Committee to contribute nationally to the development of policy and 
regulation in regards to the Local Government Pension Scheme and wider 
public sector pensions policy. 

8.0 CONCLUSION 

8.1 The MHCLG is currently consulting on a proposal that the valuation of LGPS 
Funds be aligned from the current three-yearly cycle to the four-yearly 
valuation cycle of the national scheme.  The consultation also addresses a 
number of areas associated with the management of employer risk. This 
report asks that the Committee consider and approve the proposed 
response from the Fund to this consultation subject to any amendments 
agreed by the Committee. 

8.2 The Admissions & Termination Policy of the Fund has been reviewed to 
ensure that the Fund is compliant with current regulations, addresses current 
legal challenges and will also be relevant if the proposed regulatory changes 
associated with the consultation (i.e. exiting employers and exit credits) are 
implemented. The Committee is asked to approve the proposed 
amendments, subject to consultation with Fund employers. 

 

 

 

Julie Crellin 
Director of Finance (Section 151 Officer) 
 
11th June 2019 
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Appendix 1 - Draft Response to the MHCLG’s consultation on Changes to the 

Local Valuation Cycle and the Management of Employer Risk 
 
Appendix 2 - Revised Admissions & Terminations Policy 
 
Appendix 3 – Revised Admissions & Terminations Policy showing changes 

from current policy 
 
 
 
Electoral Division(s): All 
 
 

Executive Decision  No* 

 

Key Decision  No* 

 



 

If a Key Decision, is the proposal published in the current Forward Plan?   N/A* 

 

Is the decision exempt from call-in on grounds of urgency?  No* 

 

If exempt from call-in, has the agreement of the Chair of the relevant 
Overview and Scrutiny Committee been sought or obtained? 

  N/A* 

   

 

Has this matter been considered by Overview and Scrutiny? 
If so, give details below. 

 No* 

  

 

Has an environmental or sustainability impact assessment been 
undertaken? 

  N/A* 

   

 

Has an equality impact assessment been undertaken?   N/A* 

   

 
N.B. If an executive decision is made, then a decision cannot be implemented until the 

expiry of the eighth working day after the date of the meeting – unless the decision is 
urgent and exempt from call-in and necessary approvals have been obtained. 

 
 
PREVIOUS RELEVANT COUNCIL OR EXECUTIVE DECISIONS 
 
No previous relevant decisions. 
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