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Policy on New Employers and Exit Valuations 
 
1. Background 
 
This Document explains the policies and procedures of the West Yorkshire Pension Fund 

(“the Fund”) in the treatment of employers including on commencement or admission, 

considerations in respect of the participation of existing Admission Bodies, and the 

methodology for assessment of a termination payment on exit of employers in the Fund, 

administered by City of Bradford Metropolitan District Council (“the Administering Authority”). 

This Policy supplements the general funding policy as set out in the Funding Strategy 

Statement and should be read in conjunction with that statement.  

 

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

taken into consideration where appropriate. 

 

Where the information relates to a particular type of employer, this will be explained. If no 

type of employer is indicated the information relates to all employers in the Fund. 

 

The Administering Authority's aim is to minimise risk to the Fund by ensuring that the 

employers participating in the Fund are managed in a way that ensures they are able to 

adequately fund the liabilities attributable to them and, in particular to pay any deficit due 

when leaving the Fund. 

 

The Administering Authority has an obligation to pursue all liabilities owed so any shortfall 

from an individual employer does not fall back on other employers. 

 

2. New Employers  
 
 Types of Admission Body 

The following bodies are types of potential admission body - 

(a) a body which provides a public service in the United Kingdom which operates otherwise 

than for the purposes of gain and has sufficient links with a Scheme employer for the body 

and the Scheme employer to be regarded as having a community of interest (whether 

because the operations of the body are dependent on the operations of the Scheme 

employer or otherwise); 

(b) a body, to the funds of which a Scheme employer contributes; 

(c) a body representative of- 

(i) any Scheme employers, or 

(ii) local authorities or officers of local authorities; 

(d) a body that is providing or will provide a service or assets in connection with the exercise 

of a function of a Scheme employer as a result of- 
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(i) the transfer of the service or assets by means of a contract or other arrangement, 

(ii) a direction made under section 15 of the Local Government Act 1999 (Secretary 

of State's powers), 

(iii) directions made under section 497A of the Education Act 1996; 

 

(e) a body which provides a public service in the United Kingdom and is approved in writing 

by the Secretary of State for the purpose of admission to the Scheme. 

An employer who wishes to join the Fund may apply to the Administering Authority for 

admission.  If admitted, that employer becomes an Admission Body and specified categories 

of its employees can participate as members of the Fund.  

The Administering Authority is responsible for deciding whether an application from an 

employer to become an Admission Body within the Fund should be declined or accepted.  

The employer must meet the requirements set out in Part 3 of Schedule 2 of the LGPS 

Regulations, and, where appropriate, the additional requirements set out by the 

Administering Authority.  

The Administering Authority will generally only consider admission if the body in question is 

based wholly or mainly in West Yorkshire or has clear links to an existing Scheme employer 

of the Fund, the body has a sound financial standing and appropriate security is in place 

(see section on bonds, indemnities and guarantees below). The Administering Authority's 

preference is for a Scheme employer to provide a subsumption commitment in respect of 

any new admission bodies wishing to join the Fund.  Where a subsumption commitment is in 

place, the funding target for the admission body will be the same as that appropriate to the 

subsuming employer.  Where such a commitment is not available, an orphan funding target 

will be adopted, to protect the Fund as set out in paragraph 5.6 of the Funding Strategy 

Statement and explained further below.  In the extreme, the Administering Authority may 

exercise its discretion to refuse admission to the Scheme for any admission bodies with no 

subsumption commitment if this is considered appropriate to protect the interests of the 

Fund. However, for paragraph 1(d) admissions where the body undertakes to meet the 

requirements of the regulations the Administering Authority must admit the eligible 

employees of that body to the Fund. 

The Admission Body is required to have an "admission agreement" with the Fund, which 

sets out (in conjunction with the Regulations) the conditions of participation and which 

employees (or categories of employees) are eligible to be members of the Fund. The 

Administering Authority has a template admission agreement which it will generally expect to 

be entered into without amendment. Details are available on request. 
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Bonds, Indemnities and Guarantees  

The Administering Authority will seek to minimise the risks that a new Admission Body might 

create for the Fund and the other employers in the Fund.  These risks will be taken into 

account by the Administering Authority in considering the application for admission, and the 

Administering Authority may put in place conditions on any approval of admission to the 

Fund to minimise these risks, such as a satisfactory guarantee, indemnity or bond and a 

satisfactory risk assessment.  An indemnity / bond is a way of insuring against the potential 

cost of the Admission Body failing by reason of insolvency, winding up or liquidation and 

hence being unable to meet its obligations to the Fund. 

Admission bodies under paragraph 1(d)(i) of Part 3 of Schedule 2 to the 2013 

Regulations (generally admissions as a result of a Best Value transfer), are required to 

carry out an assessment of the level of risk arising on premature termination of the provision 

of service or assets by reason of insolvency, winding up, or liquidation of the admission 

body. This assessment has to be to the satisfaction of the Scheme employer (i.e. the 

employer letting the contract) and the Administering Authority. Where the Administering 

Authority is satisfied as to the strength of covenant of the Scheme employer, it will not 

usually require a minimum level of cover in order to be "satisfied" with the risk assessment, 

as the risk on premature termination will fall on the Scheme employer. However, as agreed 

with the 5 main Councils in the Fund and West Yorkshire Fire and Police (Chief Constable 

and Police and Crime Commissioner), the Administering Authority's policy is to seek 

actuarial advice in the form of a “risk assessment report” provided by the Fund’s Actuary 

which can be shared with the Scheme employer on the understanding that the Fund Actuary 

cannot provide advice to the Scheme employer. Based on this assessment, and any other 

information as may be required by the Scheme employer, the Scheme employer and the 

Administering Authority should decide whether or not to require the admission body to enter 

into an indemnity or bond and if so at what level. The risk must be kept under review 

throughout the period of the admission and assessed at regular intervals and otherwise as 

required by the Administering Authority. 

Where, for any reason, it is not desirable for a 1(d)(i) admission body to enter into an 

indemnity or body the admission body must secure a guarantee from the Scheme employer. 

In the event of unfunded liabilities on the termination of the admission, the Scheme 

employer’s contribution rate to the Fund would be revised accordingly.  In most cases it is 

expected that the Scheme employer will provide a subsumption commitment whereby the 

assets and liabilities of the outgoing admission body post-exit are "subsumed" into the 

Scheme employer's liabilities and notional pool of Fund assets. 

Where the liabilities cannot be fully met by a guarantor or insurer, the Regulations provide 

that:  

 the letting employer will be liable in an outsourcing situation; and  

 in all other cases the liabilities will fall on all the other employing authorities within the 

Fund. 
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Other admission bodies are required to carry out an assessment of the level of risk arising 

on premature termination of the provision of service or assets by reason of insolvency, 

winding up, or liquidation of the admission body. This assessment has to be to the 

satisfaction of the Administering Authority.  The Administering Authority's policy is to seek 

actuarial advice in the form of a “risk assessment report” provided by the Fund’s Actuary. 

Based on this assessment, the Administering Authority will decide whether or not to require 

the admission body to enter into an indemnity or bond and if so at what level. Where, for any 

reason, it is not desirable for an admission body to enter into an indemnity or body the 

admission body must secure a guarantee from: 

a) a person who funds the admission body in whole or in part; 

b) a person who- 

(i) owns, or 

(ii) controls the exercise of the functions of, the admission body; or 

c) the Secretary of State in the case of an admission body- 

(i) which is established by or under any enactment, and 

  (ii) where that enactment enables the Secretary of State to make financial provision 

for that admission body. 

  or  

(iii) which is a provider of probation services under section 3 of the Offender 

Management Act 2007 (power to make arrangements for the provision of probation 

services) or a person with whom such a provider has made arrangements under 

subsection (3)(c) of that section. 

Ultimately, an indemnity or bond or guarantee is designed to protect the Fund in the event 

that unfunded liabilities are present after the termination of an admission body.   

When an admission agreement comes to its end, or is prematurely terminated 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, either deferred 

benefits or immediate retirement benefits. Early retirements can, in particular, create a strain 

on the Fund and so give rise to unfunded liabilities. 

In the event that unfunded liabilities arise that cannot be recovered from the admission body, 

the indemnity or bond provider or guarantor these will normally fall to be met by the Scheme 

employer in the case of paragraph 1(d) admission bodies or the Fund as a whole (i.e. all 

employers) in the case of other admission bodies. In this latter case the shortfall would 

normally fall on the employers pro-rata to their liabilities in the Fund. Alternatively, if the 

guarantor for the outgoing admission body was also a participant in the Fund, the outgoing 

admission body's assets, liabilities and the funding deficit could be subsumed by the 

guarantor within the Fund. 
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Funding Target  

The funding target depends upon what will happen to the liabilities in respect of the 

employees of the employer on exit of that employer. 

Subsumed liabilities 

Where an admission body ceases its participation in the Fund such that it will no longer have 

any contributing members, it is possible that another employer in the Fund agrees to provide 

a source of future funding in respect of any emerging deficiencies in respect of those 

liabilities. 

In such circumstances the liabilities are known as subsumed liabilities (in that responsibility 

for them is subsumed by the accepting employer). For such liabilities the Administering 

Authority will assume that the investments held in respect of those liabilities will be the same 

as those held for the rest of the liabilities of the accepting employer. Generally, if the 

subsuming employer is considered to be of sufficiently sound covenant and likely to 

participate in the Fund indefinitely, e.g. being one of the 5 main Councils, this will mean 

assuming continued investment in more risky investments than Government bonds. 

For tax raising scheduled bodies, whose participation in the Fund is considered by the 

Administering Authority to be indefinite, the funding target is set out in section 5 of the FSS.  

New Academies are currently considered to be in this category, as they have a guarantee 

from the Department for Education. However, this guarantee is subject to review and where 

the Administering Authority believes the guarantee is no longer sufficient to cover the risks 

posed by the number of Academies in the Fund, the Administering Authority will review the 

approach taken to the Funding Target for new Academies and also the default approach 

taken to the notional assets transferred to Academies upon conversion.  

 

For other scheduled bodies and any new scheduled bodies joining the Fund, the 

Administering Authority may, without limitation, take into account the following factors when 

setting the funding target for such bodies:  

 

 the type/group of the employer 

 the business plans of the employer;                                                               

 an assessment of the financial covenant of the employer;                

any contingent security available to the Fund or offered by the employer such as guarantor 

or bond arrangements, charge over assets, etc. 
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Orphan liabilities 

Where an employer ceases its participation in the Fund such that it will no longer have any 

contributing members, unless any residual liabilities are to become subsumed liabilities, the 

Administering Authority will act on the basis that it will have no further access for funding 

from that employer once any cessation valuation, carried out in accordance with Regulation 

64, has been completed and any sums due have been paid. Residual liabilities of employers 

from whom no further funding can be obtained are known as orphan liabilities. 

The administering authority will seek to minimise the risk to other employers in the Fund that 

any deficiency arises on the orphan liabilities such that this creates a cost for those other 

employers to make good the deficiency. To give effect to this, the Administering Authority will 

seek funding from the outgoing employer sufficient to enable it to match the liabilities with 

low risk investments, generally Government bonds. 

To the extent that the Administering Authority decides not to match these liabilities with 

Government bonds of appropriate term, the returns achieved on the Fund's assets will be 

allowed for when calculating the employer's notional assets for the purpose of the tracking of 

any future surplus or deficit in relation to the orphan liabilities between the exit date of the 

employer and each subsequent triennial valuation of the Fund. Assets will then be 

reallocated within the Fund to ensure the orphan liabilities remain 100% funded on a low risk 

basis, with any investment profit or loss allocated to the contributing employers in proportion 

to their notional asset share. 

Ongoing calculations for employers subject to the orphan funding target will be carried out 

using assumptions which are intended to target this eventual exit position. 

 

Initial notional asset transfer 

 

When a new employer commences in the Fund, and members transfer from another 

employer in the Fund, a notional transfer of assets is needed from the original employer to 

the new employer. 

 

When a new admission body starts in the Fund, they will usually start as fully funded. This 

means that any past service surplus or deficit for the members who are transferring to the 

new employer remains with the original employer and does not transfer to the new employer. 

 

Another option for the initial notional asset transfer is to allow for the funding level of the 

original employer, and therefore to transfer any past service surplus or deficit in respect of 

the transferring membership to the new employer. For new admission bodies the 

Administering Authority will only agree to a deficit transferring to the new admission where a 

subsumption commitment is in place from a long-term secure scheduled body or other 

appropriate security is in place. This share of Fund approach would normally apply to new 

scheduled bodies where members are transferring from another employer in the Fund, such 

as new Academies upon conversion to Academy status.  
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Unless specific instruction is received in relation to a new academy and the agreement is 

reflected in the Commercial Transfer Agreement, the Administering Authority's policy is that 

an unadjusted share of Fund approach, subject to a cap of 100% of the value of the 

transferring liabilities, is adopted by the Actuary in notionally re-allocating assets from the 

Local Education Authority to the academy on conversion in respect of the transferring 

liabilities.  Put another way, there is no prior allocation of assets to fully fund any deferred 

and pensioner liabilities. The policy has been discussed and agreed with the 5 main 

Councils in the Fund which have education responsibilities. 

Where the new employer will participate in a pool of employers, for example where a multi-

academy trust has requested that its academies be treated as a single employer, the 

notional asset transfer would be to the relevant pool of employers. 

Employer Contribution Rate 

Initial Rate 

When a new employer joins the Fund, the Fund's Actuary determines the initial employer 

contribution rate payable.  

An interim contribution rate may be set pending a more accurate calculation by the Fund's 

Actuary of the employer contribution rate payable. Currently the interim contribution rate is 

20% of pay. The Administering Authority will change these interim contribution rates 

following each triennial Actuarial Valuation and at any other time at its discretion.  

Where the new employer joins a multi–academy trust where a single contribution rate 

applies, it will pay the employer's contribution rate applicable to that Trust until the next 

triennial Actuarial Valuation at which time the contributions for the Trust will be reviewed. In 

other cases, the Fund's actuary will calculate an individual contribution rate for the new 

employer to be paid from commencement. 

The employer contribution rate will be set in accordance with the Funding Strategy 

Statement, taking into consideration elements such as: 

 Any past service or transferred liabilities 

 Whether the new employer is open or closed to new entrants 

 The funding target that applies to the employer 

 The funding level on commencement and, where there is a surplus or deficit, whether 

the admission agreement is fixed term or not, whether open or closed and the period of 

any fixed term contract period or average future working lifetime of the employee 

membership (as appropriate) 

 Other relevant circumstances as determined by the Administering Authority on the 

advice of the Fund Actuary 
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Review of Employer Contribution Rates 

The Regulations require a triennial Actuarial Valuation of the Fund.  As part of each 

Actuarial Valuation the contributions paid by each employer in the Fund are reviewed and 

may be increased or reduced.   

The employer contributions payable by employers may also be reviewed outside of the 

triennial Actuarial Valuations where there has been a material change of circumstances, 

such as the basis of admission changing from open to closed or where it otherwise appears 

likely that the admission body may exit from the Fund, as permitted by Regulation 64(4).   

The Administering Authority monitors the active membership of closed admission bodies and 

will commission a valuation from the Actuary under Regulation 64(4) where it has reason to 

believe that the admission body may become an exiting employer before the next triennial 

Actuarial Valuation. 

3. Cessation of participation  

 

Where an employing authority ceases participation, whether by ceasing to be a Scheme 

employer (including ceasing to be an admission body participating in the Fund), or having no 

active members contributing to the Fund, a cessation valuation will be carried out in 

accordance with Regulation 64. That valuation will take account of any activity as a 

consequence of cessation of participation regarding any existing contributing members (for 

example any bulk transfer payments due) and the status of any liabilities that will remain in 

the Fund. When employees do not transfer to another employer they will retain pension 

rights within the Fund, i.e. either as a deferred pensioner or immediately taking retirement 

benefits.  

 

The assumptions adopted to value the departing employer’s liabilities for the exit valuation 

will depend upon the circumstances. In particular, the cessation valuation will distinguish 

between residual liabilities which will become orphan liabilities, and liabilities which will be 

subsumed by other employers. For orphan liabilities the Funding Target on exit will 

anticipate investment in low risk investments such as Government bonds. This is to protect 

the other employers in the Fund, as upon exit, the employer's liabilities will become "orphan" 

liabilities within the Fund, and there is no recourse to that (former) employer if a shortfall 

emerges in relation to these liabilities after the exit date. For subsumed liabilities the exit 

valuation will generally anticipate continued investment in assets similar to those held in 

respect of the subsuming employer's liabilities, i.e. if the outgoing employer has a 

subsumption commitment from another employer in the Fund, unless otherwise agreed 

between the parties, the Administering Authority's policy is that the ongoing funding target 

appropriate to the subsuming body will be used for the termination assessment.   

Where any of the liabilities are transferring to a successor body, e.g. on a contract being re-

let, the funding target of that successor body will not influence the assumptions adopted for 

the exit valuation and any shortfall between the value of the liabilities assessed on the 

appropriate exit basis and the funding target for the successor body (e.g. if this is being set 

up fully funding on an orphan funding target) will generally be assumed to be met by the 
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letting authority unless otherwise agreed between the parties, to the satisfaction of the 

Administering Authority. 

Regardless of whether the residual liabilities are orphan liabilities or subsumed liabilities, the 

departing employer will be expected to make good the funding position disclosed by the exit 

valuation. In other words, the fact that liabilities may become subsumed liabilities does not 

remove the possibility of an exit payment being required from (or surplus paid to) the 

outgoing employer. 

However, where agreed between the parties the deficit (or surplus) may be transferred to the 

subsuming employer or guarantor, in which case it may be possible to simply transfer the 

former admission body’s members and assets to the subsuming body, without needing to 

crystallise any deficit (or surplus). Where the guarantee only covers the exit deficit, it is 

assumed that the departing employer's liabilities will still become orphaned within the Fund. 

 

If there are liabilities which cannot be recovered from the exiting employer or any 

bond/indemnity, these will fall to be met by the Fund as a whole (i.e. all other employers) 

unless there is a guarantor or successor body within the Fund.   

 

Any deficit would normally be levied on the departing employer as a single capital payment 

although, under exceptional circumstances, the Administering Authority may, at its sole 

discretion, allow phased payments as long as this is permitted under the Regulations 

(currently Regulation 64). 

 

At successive triennial Actuarial Valuations the Actuary will allocate assets within the Fund 

equal to the value of the orphan liabilities so that these liabilities are fully funded.  This may 

require a notional reallocation of assets from the ongoing employers in the Fund. 

 

Exit credits 

 

Where an exit valuation discloses that there is a surplus in the Fund in respect of the exiting 

employer, and this surplus is due to be paid to the exiting employer, the Administering 

Authority will, unless otherwise agreed with the employer, pay the exit credit to the employer 

within 3 months of the later of the exit date and the date when the employer has provided all 

the necessary information required by the Administering Authority to enable the Fund 

Actuary to calculate the final liabilities on exit. 

 

In relation to employers exiting on or after 14 May 2018, where there is an agreement 

between the departing employer and its subsuming body that a condition of the subsumption 

commitment is that there is no return of surplus to the departing employer on exit, and the 

Administering Authority is provided with written instructions to this effect, all of the former 

employer’s assets and liabilities in the Fund will be transferred to the subsuming body, 

without an exit credit being paid to the departing employer.  In the absence of satisfactory 

evidence of such an arrangement being in place, the Administering Authority will pay any 

exit credit to the departing employer as required by the Regulations. 
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Multi-academy trusts 

 

Where an employer within a multi-academy trust (MAT) fails, unless that academy is an 

employer in its own right there is no power within the Regulations for the Administering 

Authority to commission an exit valuation under Regulation 64, unless it considers that the 

MAT itself may become an exiting employer and so a valuation under Regulation 64(4) is 

appropriate. In that case, where an employer within the MAT has failed, irrespective of 

whether or not the Department for Education guarantee applies, the liabilities of the exiting 

academy will fall to be funded by the remaining employers within the MAT rather than 

becoming orphaned liabilities.  The Administering Authority may direct the Fund Actuary to 

take this failure into account and adjust the contributions payable by the remaining 

employers within the MAT at the next triennial Actuarial Valuation.  The Administering 

Authority may also direct the Fund Actuary to carry out a valuation of the liabilities of the 

exiting academy in the Fund at the date of exit in order to assess the effect of its failure on 

the remaining employers within the MAT, and ensure the remaining MAT employers (and 

any new employers joining the MAT) are aware of the extent of these liabilities. 

 

Where employers within a MAT are individual scheme employers for the purpose of the 

Regulations, and an academy within the MAT leaves or fails, an exit valuation will be carried 

out as at the date of exit. Where there is no successor body and the Department for 

Education guarantee does not make good any shortfall on exit, the Administering Authority 

would seek to recover any unpaid deficit from the remaining employers within the MAT 

where those employers participate in the Fund. Rather than requiring a lump sum payment, 

the Administering Authority may instead act on the assumption that the remaining MAT 

employers have provided a subsumption commitment, which includes subsumption of the 

unpaid deficit which would then fall to be recovered from ongoing contributions. In that case 

the Administering Authority will instruct the Fund Actuary to allocate the assets and liabilities 

of the outgoing academy across the remaining employers in the MAT. 

 

Where academies move between multi-academy trusts, for example where a MAT winds up 

and its academies transfer into different MATs (whether existing MATs within the Fund or 

newly-established MATs), the Administering Authority may direct the Fund Actuary to carry 

out a valuation of the liabilities of any academy moving between MATs and of all academies 

within the exiting MAT.  Where the exiting MAT is the scheme employer, and hence an 

individual funding position has not been maintained for the constituent academies, the 

assets notionally allocated to each of its academies will be derived by assuming each has 

the same funding level as the MAT as a whole. The calculation of the assets and liabilities in 

these circumstances is to ensure that both the former and new MAT are aware of the value 

of the assets and liabilities transferring and to ensure that the residual position of the exiting 

MAT (if any of its liabilities are not transferring to a new academy or MAT) is correctly 

assessed for the purpose of invoking the Department for Education guarantee. 
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Suspension notices 

 

Regulation 642A permits the suspension of an employer's liability to make an exit payment 

for up to 3 years where the Administering Authority believes that the employer is likely to 

have one or more active members contributing to the Fund within the period specified in the 

suspension notice. The Administering Authority considers that it is appropriate to exercise 

that discretion in relation to Town and Parish Councils where there is a reasonable 

expectation that a member will join in the near future (e.g. before the next triennial Actuarial 

Valuation).  In that case, the Fund will advise the employer of the exit amount calculated by 

the Actuary and serve a written suspension notice on the employer. Whilst under such a 

suspension notice, the employer must continue to pay any deficit payments certified to the 

Fund as if it were an ongoing employer and the actuary will recalculate any deficit and 

contributions due at the next Actuarial Valuation . 

4. Responsibilities of employers in the Fund 

Individual employers, Multi Academy Trust or the Department for Education will pay for any 

legal and actuarial costs incurred by the Fund on their behalf. 

 

Employers should have regard to the Administering Authority's administration strategy and 

their responsibilities as set out in the Funding Strategy Statement at all times. 

 

All employers need to inform the Administering Authority of any changes to their organisation 

that will impact on their participation in the Fund. This includes changes of name or 

constitution or mergers with other organisations or other decisions which will or may 

materially affect the employer's Fund membership, including but not limited to: 

 

 an admission body closing to new entrants 

 a scheduled body setting up a wholly owned company to employ new staff  

 merging with another organization, whether a participant in the Fund or not (e.g. colleges 

merging under the Area Review process or housing companies merging) 

 an application by a 6th form college to become a 16-19 academy, including whether 

successful or not  

 a material change in the funding of the organization including a reduction in grants from 

local or central government or a shift in the balance of funding 

 a large scale redundancy exercise which could materially reduce the employer's active 

membership 

Employers considering outsourcing any services should have regard to and adhere to the 

requirements of the Fair Deal Policy/Best Value direction. They should also advise the 

Administering Authority at the earliest opportunity and before any transfer of staff so that the 

necessary paperwork and calculations can be completed. 


