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INTRODUCTION

This document details the Fund’s policy on the methodology for assessment of termination
payments in the event of the cessation of an employer’s participation in the Fund, repayment
plans and Deferred Debt Agreements (DDA). It supplements the general policy of the Fund
as set out in the FSS.

TERMINATION OF  AN E MPLOYER’S PARTI C IP ATION

Unless entering a DDA, an employer ceases to participate within the Fund when the last
active member leaves the Fund. This includes where the employer ceases to be eligible for
membership e.g. a contract with a local authority comes to an end or the employer chooses
to voluntarily cease participation.

When an employing body terminates for any reason, employees may transfer to another
employer, either within the Fund or elsewhere.  If this is not the case the employees will
retain pension rights within the Fund i.e. either deferred benefits or immediate retirement
benefits.

In addition to any liabilities for current employees the Fund will also retain liability for
payment of benefits to former employees, i.e. to existing deferred and pensioner members
except where there is a complete transfer of responsibility to another Fund with a different
Fund.

The employer becomes an exiting employer under the Regulations and the Fund is then
required to obtain an actuarial valuation of that employer’s liabilities in respect of benefits of
the exiting employer’s current and former employees along with a termination contribution
certificate.

When an employer exits the Fund the Regulations give power to the Fund to set a
repayment plan to recover the outstanding debt over a period at its sole discretion and this
will depend on the affordability of the repayments and financial strength of the exiting
employer.  Once this repayment plan is set the payments would not be reviewed for changes
in the funding position due to market or demographic factors.

The Fund’s policy for termination payment plans is as follows:

1. The default position is for exit payments and exit credits to be paid immediately in full
following completion of the termination process (within 6 months of completion of the
cessation assessment by the Actuary).



2. At the discretion of the Fund, exit payment instalment plans over a defined period will
only be agreed when there are issues of affordability that risk the financial viability of the
organisation and the ability of the Fund to recover the debt.

3. Any costs associated with the exit valuation will be paid by the employer by either
increasing the exit payment or reducing the exit credit by the appropriate amount.  In the
case of an employer where the exit debt/credit is the responsibility of the original
employer through a risk sharing agreement the costs will be charged directly to the
employer unless the original employer directs otherwise.

In the event that unfunded liabilities arise that cannot be recovered from the exiting body,
these will normally fall to be met by the Fund as a whole (i.e. all employers) unless there is a
guarantor or successor body within the Fund.

With the exception of grouped employers (see below), the Fund’s policy is that a termination
assessment will be made based on a minimum risk funding basis, unless the employing
body has a guarantor within the Fund or a successor body exists to take over the employing
body’s liabilities (including those for former employees).

TERMINATION ASSESSMENTS

The policy for employers who have a guarantor participating in the Fund:

If the employing body (including those admitted on a Pass Through basis) has a guarantor
within the Fund or a successor body exists to take over the employing body’s liabilities, the
Fund’s policy is that the valuation funding basis will be used for the termination assessment
unless the guarantor informs the Fund otherwise.

The residual assets and liabilities, and hence any surplus or deficit will normally transfer
back to the guarantor of the employing body within the Fund. (For Admission Bodies, this
process is sometimes known as the “novation” of the admission agreement.) This may, if
agreed by the successor body, constitute a complete amalgamation of assets and liabilities
to the successor body.

In circumstances where an exiting employer is expected to still be responsible for all or part
of the termination position, an exit payment/exit credit may be payable from/to the exiting
employer. This is subject to representation by all interested parties who will need to consider
any separate contractual agreements that have been put in place between the exiting
employer and the guarantor, in particular any ‘risk-sharing’ agreements that may exist.  In
line with the amending Regulations (The Local Government Pension Scheme (Amendment)
Regulations 2020) the parties will need to make representation to the Fund if they believe an
Exit Credit should be paid outside the policy set out above, or if they dispute the
determination of the Fund.

The information required by the Fund from employers to make a determination on whether
an exit credit should be paid where a risk sharing arrangement is in place, and a
representation has been made, will be supplied to the interested parties at the appropriate
time. A determination notice will be provided alongside the termination assessment from the
Actuary. The notice will cover the following information and process steps:

1. Details of the employers involved in the process (e.g. the exiting employer and
guarantor).



2. Details of the admission agreement, commercial contracts and any amendments to the
terms that have been made available to the Administering Authority and considered as
part of the decision making process. The underlying principle will be that if an employer is
responsible for a deficit, they will be eligible for any surplus. This is subject to the
information provided and any risk sharing arrangements in place.

3. The final termination certification of the exit credit by the Actuary.
4. The Administering Authority’s determination based on the information provided.
5. Details of the appeals process in the event that a party disagrees with the determination

and wishes to make representations to the Administering Authority

The policy for employers who do not have a guarantor participating in the Fund:

A termination assessment will be made based on a minimum risk funding basis. This is to
protect the other employers in the Fund as, at termination, the employing body’s liabilities
will become orphan liabilities within the Fund, and there will be no recourse to it if a shortfall
emerges in the future (after participation has terminated).

 In the case of a surplus, the Fund pays the exit credit to the exiting employer
following completion of the termination process (within 6 months of completion of
the cessation assessment by the Actuary).

 In the case of a deficit, the Fund would require the exiting employer to pay the
termination deficit to the Fund as a lump sum cash payment (unless agreed
otherwise by the Fund at their sole discretion) following completion of the
termination process.

The Fund can vary the treatment on a case by case basis at its sole discretion if
circumstances warrant it based on the advice of the actuary.

The Fund currently groups Town and Parish Councils for contribution rate setting purposes.
The Fund’s policy is that, on termination of participation within the group, the termination
assessment will be based on a simplified share of deficit/surplus approach. This involves
disaggregating the outgoing body from the group by calculating the notional deficit/surplus
share as at the last actuarial valuation of the Fund, in proportion to the respective payrolls for
the body and the group as a whole, and then adjusting to the date of exit. The share of
deficit/surplus will be assessed based on the ongoing valuation funding basis for the group
as a whole at the last actuarial valuation. The adjustment to the date of exit will normally be
made in line with the funding assumptions adopted for the group as at the last actuarial
valuation unless the actuary and Fund consider that the circumstances warrant a different
treatment, for example, to allow for actual investment returns over the period from the last
actuarial valuation to exit.

In addition, for some Multi-Academy Trusts (MAT), a grouped approach has been taken with
individual academies within a Trust no longer being separately identifiable on the Fund’s
administration system or for funding or contribution purposes. On termination of participation
of one of the academies within such a MAT, the termination assessment will be based on a
simplified share of deficit/surplus approach. This involves disaggregating the outgoing body
from the group by calculating the notional deficit/surplus share as at the last actuarial
valuation of the Fund, in proportion to the respective payrolls for the employees of the exiting
academy and the MAT a whole, and then adjusting to the date of exit. The share of
deficit/surplus will be assessed based on the ongoing valuation funding basis for the MAT as
a whole at the last actuarial valuation. The adjustment to the date of exit will normally be



made in line with the funding assumptions adopted for the MAT as at the last actuarial
valuation unless the actuary and Fund consider that the circumstances warrant a different
treatment, for example, to allow for actual investment returns over the period from the last
actuarial valuation to exit.

Unless agreed otherwise by the Fund, any unfunded liability that cannot be reclaimed from
the outgoing grouped body will be underwritten by the group/MAT and not all employers in
the Fund. Following termination, the residual liabilities and assets in respect of that body will
be subsumed by any guarantor body for the group, or in the absence of a guarantor,
subsumed by the group/MAT.

It is possible under certain circumstances that an employer can apply to transfer all assets
and current and former members’ benefits to another LGPS Fund in England and Wales.   In
these cases no termination assessment is required as there will no longer be any orphan
liabilities in the Fund. Therefore, a separate assessment of the assets to be transferred will
be required.

Allowing for the McCloud Judgment in termination valuations

The Government has confirmed that a remedy is required for the LGPS in relation to the
McCloud judgment, however the final remedy is not currently known with any certainty
although it is expected to be similar to the allowance made in employer rates at the 2019
valuation (where applicable). Where a surplus or deficit is being subsumed, no
allowance will be made for McCloud within the calculations and the impact will be
considered for the subsuming employer at the next contribution rate review.  However, if
a representation is made to the Administering Authority in relation to an Exit Credit then
a reasonable estimate for the potential cost of McCloud will need to be included within
the termination assessment.

Where a surplus or deficit isn’t being subsumed, McCloud will be allowed for as a matter
of policy.

The allowance will be calculated in line with the treatment set out in the Funding
Strategy Statement for all members of the outgoing employer using the termination
assessment assumptions. For the avoidance of doubt, there will be no recourse for an
employer with regard to McCloud, once the final termination has been settled and
payments have been made.  Once the remedy is known, any calculations will be
performed in line with the prevailing Regulations and guidance in force at the time.

POLICY IN RELATION TO THE FLEXIBILITY FOR EXIT DEBT PAYMENTS AND
DEFERRED DEBT AGREEMENTS (DDA)

The Fund’s policy for termination payment plans is as follows:

1. The default position is for exit payments to be paid immediately in full unless there is
a risk sharing arrangement in place with a guaranteeing Scheme employer in the
Fund whereby the exiting employer is not responsible for any exit payment. In the
case of an exit credit the determination process set out above will be followed.



2. At the discretion of the Administering Authority, instalment plans over an agreed
period or a DDA will only be agreed subject to the policy in relation to any flexibility in
recovering exit payments.

As set out above, the default position for exit payments is that they are paid in full at the
point of exit (adjusted for interest where appropriate).  If an employer requests that an exit
debt payment is recovered over a fixed period of time or that they wish to enter into a DDA
with the Fund, they must make a request in writing covering the reasons for such a request.
Any deviation from this position will be based on the Administering Authority’s assessment
of whether the full exit debt is affordable and whether it is in the interests of taxpayers to
adopt either of the approaches. In making this assessment the Administering Authority will
consider the covenant of the employer and also whether any security is required and
available to back the arrangements.

Any costs (including necessary actuarial, legal and covenant advice) associated with
assessing this will be borne by the employer and will be invoiced to the employer by the
Fund or included in the contribution plan or exit debt payment (depending on the
circumstances).

The following policy and processes will be followed in line with the principles set out in the
statutory guidance dated 2 March 2021.

Policy for Spreading Exit Payments

The following process will determine whether an employer is eligible to spread their exit
payment over a defined period.

1. The Administering Authority will request updated financial information from the
employer including management accounts showing expected financial progression of
the organisation and any other relevant information to use as part of their covenant
review. If this information is not provided then the default policy of immediate payment
will be adopted.

2. Once this information has been provided, the Administering Authority (in conjunction
with the Fund Actuary, covenant and legal advisors where necessary) will review the
covenant of the employer to determine whether it is in the interests of the Fund to allow
them to spread the exit debt over a period of time. Depending on the length of the
period and also the size of the outstanding debt, the Fund may request security to
support the payment plan before entering into an agreement to spread the exit
payments.

3. This could include non-uniform payments e.g. a lump sum up front followed by a series
of payments over the agreed period. The payments required will include allowance for
interest on late payment.



4. The initial process to determine whether an exit debt should be spread may take up to
[6] months from receipt of data so it is important that employers who request to spread
exit debt payments notify the Fund in good time

5. If it is agreed that the exit payments can be spread then the Administering Authority will
engage with the employer regarding the following:

a. The spreading period that will be adopted (this will be subject to a maximum of
[5] years).

b. The initial and annual payments due and how these will change over the period
c. The interest rates applicable and the costs associated with the payment plan

devised
d. The level of security required to support the payment plan (if any) and the form

of that security e.g. bond, escrow account etc.
e. The responsibilities of the employer during the exit spreading period including

the supply of updated information and events which would trigger a review of the
situation

f. The views of the Actuary, covenant, legal and any other specialists necessary
g. The covenant information that will be required on a regular basis to allow the

payment plan to continue.
h. Under what circumstances the payment plan may be reviewed or immediate

payment requested (e.g. where there has been a significant change in covenant
or circumstances)

6. Once the Administering Authority has reached its decision, the arrangement will be
documented and any supporting agreements will be included.

FUTURE TERMINATIONS

In many cases, termination of an employer’s participation is an event that can be foreseen,
for example, because the organisation’s operations may be planned to be discontinued
and/or the admission agreement is due to cease.  Under the Regulations, in the event of the
Fund becoming aware of such circumstances, it can amend an employer’s minimum
contributions such that the value of the assets of the employing body is neither materially
more nor materially less than its anticipated liabilities at the date it appears to the Fund that it
will cease to be a participating employer. In this case, employing bodies are encouraged to
open a dialogue with the Fund to commence planning for the termination as early as
possible. Where termination is disclosed in advance the Fund will operate procedures to
reduce the sizeable volatility risks to the debt amount in the run up to actual termination of
participation. For example, on agreement with the employer, by moving the employer to a
lower risk funding basis or a notional minimum risk funding basis. The Fund will modify the
employing body’s approach in any case, where it might materially affect the finances of the
Scheme, or depending on any case specific circumstances.

M I NI MUM  RI SK TER MI N ATI O N B AS I S

The minimum risk financial assumptions that applied at the actuarial valuation date (31
March 2019) are set out below in relation to any liability remaining in the Fund.  These will be
updated on a case-by-case basis, with reference to prevailing market conditions at the
relevant employing body’s cessation date.



Minimum risk assumptions 31 March 2019

Discount Rate 1.5% p.a.
CPI inflation 2.4% p.a.
Pension increases/indexation of CARE benefits 2.4% p.a.

These financial assumptions will be reviewed on an ongoing basis to allow for changes in
market conditions along with any structural or legislative changes.

In particular, since the valuation date it has been confirmed that RPI inflation will be
reformed with effect from 2030 to align the index with the CPIH inflation measure. This
therefore needs to be reflected when deriving an updated market estimate of the CPI
inflation. For example, when assessing a termination position from 25 November 2020 we
will adjust the market RPI inflation to arrive at the CPI inflation assumption by deducting
[0.6%] per annum as opposed to the 1.0% per annum at the valuation date when assessing
an employer’s termination position. This adjustment will be kept under review over time.

All demographic assumptions will be the same as those adopted for the 2019 actuarial
valuation, except in relation to the life expectancy assumption.  Given the minimum risk
financial assumptions do not protect against future adverse demographic experience a
higher level of prudence will be adopted in the life expectancy assumption. This will be
reviewed from time to time to allow for any material changes in life expectancy trends and
will be formally reassessed at the next valuation.

The termination basis for an outgoing employer will include an adjustment to the assumption
for longevity improvements over time by increasing the rate of improvement in mortality rates
to 2.25% p.a. from 1.75% used in the 2019 valuation for ongoing funding and contribution
purposes.

EMPLOYERS PARTI C IPATING WITH NO CONTRIBUTING MEMBERS

As opposed to paying the exit debt an employer may participate in the Fund with no
contributing members and utilise the “Deferred Debt Agreement” (DDA) facility at the sole
discretion of the Administering Authority. This would be at the request of the employer in
writing to the Administering Authority.

The following process will determine whether the Fund and employer will enter into such an
arrangement:

1. The Administering Authority will request updated financial information from the
employer including management accounts showing expected financial progression of
the organisation.  If this information is not provided then a DDA will not be entered into
by the Administering Authority

2. Once this information has been provided, the Administering Authority will firstly consider
whether it would be in the best interests of the Fund and employers to enter into such
an arrangement with the employer. This decision will be based on a covenant review of
the employer to determine whether the exit debt that would be required if the



arrangement was not entered into is affordable at that time (based on advice from the
Actuary, covenant and legal advisor where necessary).

3. The initial process to determine whether a DDA should apply may take up to [3] months
from receipt of the required information so an employer who wishes to request that the
Administering Authority enters into such an arrangement needs to make the request in
advance of the potential exit date.

4. If the Administering Authority’s assessment confirms that the potential exit debt is not
affordable, the Administering Authority will engage in discussions with the employer
about the potential format of a DDA using the template Fund agreement which will be
based on the principles set out in the Scheme Advisory Board’s separate guide. As part
of this, the following will be considered and agreed:

 What security the employer can offer whilst the employer remains in the Fund.
In general the Administering Authority won’t enter into such an arrangement
unless they are confident that the employer can support the arrangement on an
ongoing basis. Provision of security may also result in a review of the recovery
plan and other funding arrangements.

 The investment strategy that would be applied to the employer e.g. the growth,
medium or cautious pot strategy which could support the arrangement.

 Whether an upfront cash payment should be made to the Fund initially to reduce
the potential debt.

 What the updated Secondary rate of contributions would be required up to the
next valuation.

 The financial information that will be required on a regular basis to allow the
employer to remain in the Fund and any other monitoring that will be required.

 The advice of the Actuary, covenant, legal and any other specialists necessary.
 The responsibilities that would apply to the employer while they remain in the

Fund.
 What conditions would trigger the implementation of a revised deficit recovery

plan and subsequent revision to the Secondary contributions (e.g. provision of
security).

 The circumstances that would trigger a variation in the length of the DDA (if
appropriate), including a cessation of the arrangement e.g. where the ability to
pay contributions has weakened materially or is likely to weaken in the next 12
months.  Where an agreement ceases an exit payment (or credit) could become
payable. Potential triggers may be the removal of any security or a significant
change in covenant assessed as part of the regular monitoring.

 Under what circumstances the employer may be able to vary the arrangement
e.g. a further cash payment or change in security underpinning the agreement.

The Administering Authority will then make a final decision on whether it is in the best
interests of the Fund to enter into a DDA with the employer and confirm the terms that
are required.



5. For employers that are successful in entering into a DDA, contribution requirements will
continue to be reviewed as part of each actuarial valuation or in line with the DDA in the
interim if any of the agreed triggers are met.

6. The costs associated with the advice sought and drafting of the DDA will be borne by
the employer and will be invoiced to the employer by the Fund or included in the
contribution plan (depending on the circumstances).


